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Directors’ responsibility statement

To the members of FNB Namibia
Holdings Limited

These consolidated annual financial statements are the responsibility
of the company’s directors. We also acknowledge responsibility
for establishing accounting procedures that provide for the
maintenance of documentation sufficient to support the
consolidated annual financial statements. These consolidated
annual financial statements present fairly the financial position,
results of operations and cash flows of the group and company
in accordance with International Financial Reporting Standards
(“IFRS”) and in the manner required by the Companies Act of
Namibia and have been prepared on bases consistent with those
of the prior year, except where specifically disclosed in the
consolidated annual financial statements. The consolidated annual
financial statements incorporate full and responsible disclosure in
line with the group’s philosophy on corporate governance and as
required by the Namibian Stock Exchange. The directors have
reviewed the appropriateness of the accounting policies, and
concluded that estimates and judgements are prudent. The
directors report that the group’s internal controls are designed to
provide reasonable assurance as to the integrity and reliability of
the financial statements, to adequately safeguard, verify and
maintain accountability of assets and to prevent and detect
fraudulent financial reporting. Such controls are based on
established written policies and procedures. They are implemented
by trained, skilled personnel with an appropriate segregation of
duties and are monitored throughout the group.

The board members and employees are required to maintain
the highest ethical standards and the group’s business practices
are required to be conducted in a manner that is above reproach.
The board has adopted and is committed to the principles in the
King Il report on Corporate Governance. The board is responsible
for internal controls. The controls throughout the group are directed
towards risk areas. These areas are identified by operational
management, confirmed by group management and tested by
the internal auditors. All controls relating to these critical risk areas
are closely monitored and subject to audit.

Nothing has come to the attention of the directors to indicate
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that any material breakdown in the functioning of these internal
financial controls occurred during the year.

The directors have reviewed the group’s budget for the year
to 30 June 2010. On the basis of this review and in the light of
the current financial position, the directors have no reason to
believe that FNB Namibia Holdings Limited and its subsidiaries
will not be a going concern for the foreseeable future. The going
concern basis has therefore been adopted in preparing the financial
statements.

The group’s external auditors, Deloitte & Touche, have audited
the financial statements and their report appears on page 41.
The consolidated annual financial statements of the group and
company, which appear on pages 36 to 137 have been approved

by the board of directors and are signed on its behalf by:

H-D Voigts
Chairman

Adv. Vekuii Rukoro
Group Chief Executive Officer

Windhoek
19 August 2009



Report of the audit committee
to shareholders

The audit committee comprises of a majority of independent non-
executive directors and it meets no less than four times a year.
This committee assists the board in observing its responsibility
for ensuring that the group’s financial and computer systems
provide reliable, accurate and up-to-date information to support
the current financial position and that the published consolidated
annual financial statements represent a fair reflection of its financial
position. It also ensures that appropriate accounting policies,
control and compliance procedures are in place. The internal and
external auditors attend its meetings and have unrestricted access

to the chairman of the committee.
The primary objectives of the committee are:

1. To assist the board of directors in its evaluation of the adequacy
and efficiency of the internal control systems, accounting practices,
information systems and auditing processes applied in the day-

to-day management of the business;

2. To provide a forum for communication between the board
of directors, management and the internal and external auditors;

and

3. Tointroduce such measures as in the committee’s opinion
may serve to enhance the credibility and objectivity of the

consolidated annual financial statements and affairs of the group.

The committee has met its objectives, has found no material
weakness in controls, and is satisfied with the level of disclosure

to it and to the stakeholders.

(i en Jr‘—n-{g

H W P Béttger
Chairman

Windhoek
18 August 2009
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Statement of actuarial values of
Swabou Life Assurance Company

Limited

N$’000

A brief summary of the financial position as at this date is as follows:
Policyholders’ fund

Other liabilities

Capital adequacy requirement

Free assets

Total funds (at actuarial value)

The above split may also be represented by the following items:
Financial soundness liabilities

Free reserves for published financials

Total funds (at actuarial value)

The movement in the free reserves is an decrease of N$70 140 000 (2008:

Certification
| have conducted an actuarial valuation of the Swabou Life
Assurance Company Limited according to generally accepted
actuarial standards as at 30 June 2009, and certify that the
company was financially sound at that date

| am satisfied that the statement of actuarial values of assets
and liabilities, read together with the financial statements, fairly

presents the financial position of the company.

Jacques Malan
B.Sc, FASSA, FIA, ASA
4 August 2009

In my capacity as Statutory Actuary of Swabou Life and as CEO of Jacques
Malan Consultants and Actuaries (Namibia) (Pty) Ltd.

For the purpose of professional regulation the primary professional regulator
applicable to all actuaries employed by Jacques Malan Consultants and

Actuaries is the Actuarial Society of South Africa.
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l:l:z- 2008

678 324 753 280
37 248 30 055
94 840 68 329

191 519 288 170

1001 931 1139 834
715572 783 335
286 359 356 499

1001 931 1139 834

N$234 248 000 increase.)



Holdings Limited

We have audited the group annual financial statements and the
annual financial statements of FNB Namibia Holdings Limited,
which comprise the consolidated and separate balance sheets
as at 30 June 2009, the consolidated and separate income
statements, the consolidated and separate statements of changes
in equity, the consolidated and separate cash flow statements for
the year then ended, and a summary of significant accounting
policies and other explanatory notes and the directors' report,

as set out on pages 42 to 137.

Directors' responsibility for the financial
statements

The directors of the Company are responsible for the preparation
and fair presentation of these financial statements in accordance
with International Financial Reporting Standards, and in the manner
required by the Companies Act in Namibia. This responsibility
includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due
to fraud and error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in

the circumstances.

Auditor's responsibility
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 Auditing. Those
standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance 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

ndependent auditor's report to
the members of FNB Namibia

internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management,
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.

Opinion

In our opinion, the consolidated and separate financial statements
present fairly, in all material respects, the consolidated and separate
financial position of FNB Namibia Holdings Limited at 30 June
2009, and its consolidated and separate financial performance
and cash flows for the year then ended in accordance with
International Financial Reporting Standards and in the manner

required by the Companies Act in Namibia.

Deloitte & Touche

Registered Accountants and Auditors
Chartered Accountants (Namibia)
ICAN practice number: 9407

Per J Kock

Partner

PO Box 47, Windhoek, Namibia
7 September 2009

Regional executives:
GG Gelink (Chief Executive), A Swiegers (Chief Operating Officer),
GM Pinnock

Resident partners:
VJ Mungunda (Managing Partner), RH McDonald, J Kock, H de Bruin
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Directors’ report

The directors present their annual report, which forms part of the
annual financial statements of the group and of the company for
the year ended 30 June 2009.

Nature of business
The Company acts as an investment holding company and the
main investments, unchanged from the prior year, are the

shareholding in:

First National Bank of Namibia Limited: a registered
bank offering a full range of banking services 100%

Swabou Life Assurance Company Limited:
a life assurance company 65%

OUTsurance Insurance Company of Namibia Limited
(formerly Swabou Insurance Company Limited):
a short-term insurance company 51%

Talas Properties (Windhoek) (Propriety) Limited:
a property-owning company 100%

First National Asset Management and Trust Company
of Namibia (Proprietary) Limited:
a registered trust company involved in the

administration of deceased estates 100%
RMB Asset Management (Namibia) (Proprietary)

Limited: a registered asset management company 50%
FNB Namibia Unit Trusts Limited: a unit trusts

management company 100%

Share capital
The company’s authorised share capital remained unchanged at
N$ 5 million.

The company’s authorised share capital at year-end
consists of 990 000 000 (2008: 990 000 000) ordinary shares of
0,5 cents each and 10 000 000 (2008: 10 000 000) cumulative
convertible redeemable preference shares of 0,5 cents each.

The issued ordinary share capital remained unchanged at
267 598 250 ordinary shares and 2 cumulative convertible
redeemable preference shares.

At the annual general meeting to be held on 25 November
2009, members will be asked to consider an ordinary resolution
placing the number of un-issued ordinary and preference shares,

exclusive of the number of shares reserved for purposes of the
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share incentive scheme as at that date, under the control of the
directors as is currently the case, until the next annual general

meeting.

Share analysis — ordinary shares

Based on information disclosed by the Namibian Stock Exchange
and investigations conducted on behalf of the company, the
following shareholders have a beneficial interest of 5% or more

in the issued ordinary shares of the company:

FirstRand Bank Holdings Limited 59.8% (2008: 58.3%)
Government Institutions Pension Fund =~ 14.5% (2008: 16.6%)

A detailed analysis of shareholders is set out on page 152.

Share analysis — preference shares

RMB-SI Investments
(Proprietary) Limited

100% (2008: 100%)
FNB Share Incentive Scheme (the trust)
No new shares were allocated during the year by the company
to the trust (2008: nil), while the trust bought 5 510 969 new
shares in the open market during the year (2008: 14 458). Staff
exercised options on 21 700 (2008: 75 432) shares during the
year. The total number of shares held by the trust at 30 June 2009
amounts to 8 698 667 (2008: 3 209 398).

Also refer to notes 8.2 and 32 of the annual financial statements

in this regard.

Directors interest in FNB Namibia

Holdings Limited

Details of the directors’ holdings in the issued ordinary shares of
FNB Namibia Holdings Limited are reflected in note 6.3 to the

annual financial statements.

Interest of directors
At no time during the financial year were any contracts of significance
entered into relative to the group’s business in which a director

had an interest.



Group results

The financial statements on pages 64 to 137 set out fully the
financial position, results of operations and cash flows of the
company and the group. Your attention is also drawn to the
chairman’s report, the chief executive officer’s report and the
chief financial officer’s report on our financial results on pages
11 to 30.

Directors’ emoluments
Directors’ emoluments are disclosed in note 6.1 to the annual

financial statements.

Management by third parties
None of the business of the company or of any subsidiary has
been managed by a third party or by a company in which a director

had an interest during this financial year.

Insurance
Comprehensive cover in respect of the bankers’ bond, computer

crime and professional indemnity risk is in place.

Property and equipment
There was no material change in the nature of property and

equipment or in the policy regarding its use during the year.

Holding company

The holding company of FNB Namibia Holdings Limited is FirstRand
Bank Holdings Limited and its ultimate holding company is
FirstRand Limited, both of which are incorporated in the Republic

of South Africa.

Dividends

The following dividends were declared in respect of the current

Subsidiaries
Interest in and aggregate profits of subsidiaries are set out in

note 18 to the annual financial statements.

Directorate
At the group’s annual general meeting held on 26 November 2008,
Messrs C L R Haikali, J R Khethe and P T Nevonga, who retired
by rotation in accordance with the provisions of the company’s
articles of association, made themselves available for re-election
and were duly re-elected.

The composition of the board of FNB Namibia Holdings

Limited is as follows:

H-D Voigts (Chairman)

H W P Bottger

C L R Haikali

C J Hinrichsen (appointed 1 March 2009) #
J R Khethe*

J K Macaskill *

S H Moir *

M N Ndilula

P T Nevonga

Adv VR Rukoro (Chief Executive Officer)

| | Zaamwani-Kamwi (Ms)

# German * South African

All directors appointed since the last annual general meeting

have to be confirmed at the next annual general meeting.

Company secretary and registered offices

Company secretary: C R Britz (resigned 3 September 2008)
Y Katjirua (appointed 3 September 2008)

Registered office: 209 Independence Avenue, Windhoek
Postal address: P O Box 195, Windhoek, Namibia

Subsequent events
Subsequent to the balance sheet date Swabou Life Assurance Company

Limited changed its name to Momentum Namibia Limited with effect from

23 July 2009.
and previous financial years:
NS'000 m 2008
Ordinary dividends
Dividend No 27 of 25 cents per ordinary share to shareholders registered on 17 March 2008. 66 898
Dividend No 28 of 28 cents per ordinary share to shareholders registered on 23 September 2008. 74 926
Dividend No 29 of 28 cents per ordinary share to shareholders registered on 6 March 2009. 74 926
Dividend No 30 of 28 cents per ordinary share to shareholders registered on 2 October 2009. 74 926
Total distribution for the 12 months of 56 cents per ordinary share (2008: 53 cents per ordinary share) 149 852 141 824

Preference dividends

Dividend No. 4
Dividend No. 5

1279
315
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Accounting policies

1. Introduction
FNB Namibia Holdings Group (the group) is an integrated financial
services group consisting of banking, insurance, asset management
and unit trusts management.

The principal accounting policies are consistent in all material
aspects with those adopted in the previous year, except for the

adoption of:

e |FRIC 12 Service Concession Arrangements which is effective
for annual periods beginning on or after 1 January 2008. The
Interpretation provides guidance on the treatment of assets
arising from service concession arrangements. The
interpretation does not have any impact on the group’s resullts,
as the group does not have any service concession

arrangements.

e |FRIC 13 Customer Loyalty Programmes which is effective for
annual periods beginning on or after 1 July 2008. The
Interpretation applies to the accounting for customer loyalty
award credits that the entity grants to its customers that
customers can redeem in future. The interpretation does not
have any impact on the group’s results, as the group does

not have any material customer loyalty programmes.

e |FRIC 14 The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their interaction is effective for
annual periods beginning on or after 1 January 2008. This
interpretation provides guidance on the measurement of
defined benefit assets. As a result of the fact that the group
has not recognised a defined benefit asset the inter-

pretation does not have any impact on the group’s results.

2. Basis of presentation

The group’s consolidated annual financial statements have been
prepared in accordance with International Financial Reporting
Standards ("IFRS"). The group prepares its audited consolidated
financial statements in accordance with the going concern
principle using the historical cost basis, except for certain financial

assets and liabilities.
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These financial assets and liabilities include:

e financial assets and liabilities held for trading;

e financial assets classified as available-for-sale;

e derivative financial instruments;

e financial instruments at fair value through profit and loss;

e investment properties valued at fair value; and

e policyholder liabilities under insurance contracts that are valued
in terms of Financial Soundness Valuation (FSV) basis as
outlined below.

The preparation of audited consolidated financial statements
in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment
in the process of applying the group’s accounting policies. The
areas involving a higher degree of judgement or complexity, or
areas where assumptions and estimates are significant to the
consolidated financial statements are outlined in note 40.

All monetary information and figures presented in these financial
statements are stated in thousand of Namibia Dollar (N$ *000),

unless otherwise indicated.

3. Consolidation

The consolidated annual financial statements include the assets,
liabilities and results of the operations of the holding company
and its subsidiaries. Subsidiaries are companies in which the
group, directly or indirectly, has the power to exercise control over
the operations for its own benefit. The group considers the
existence and effect of potential voting rights that are presently
exercisable or convertible in determining control. Subsidiaries are
consolidated from the date on which the group acquires effective
control. Consolidation is discontinued from the effective date of
disposal or from the date that the group ceases to control.

The group consolidates a special purpose entity (SPE’s) when
the substance of the relationship between the group and the SPE
indicates that the group controls the SPE.

The group uses the purchase method of accounting to account
for the acquisition of subsidiaries. The cost of an acquisition is
measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange,

plus costs directly attributable to the acquisition. Identifiable assets



Accounting policies

acquired and liabilities and contingent liabilities assumed in a
business combination are measured initially at their fair values at
the acquisition date, irrespective of the extent of any minority
interest. The excess of the cost of acquisition over the fair value
of the group’s share of the identifiable net assets acquired is
recorded as goodwill. If the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference
is recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on
transactions between group companies are eliminated. Un-
realised losses are also eliminated unless the transaction provides
evidence of impairment of the asset transferred. Accounting
policies of subsidiaries have been changed where necessary to

ensure consistency with the policies adopted by the group.

4. Associates

Associates are entities in which the group holds an equity interest
of between 20% and 50% or over which it has the ability to
exercise significant influence, but does not control. Investments
acquired and held exclusively with the view of disposal in the near
future (12 months) are not accounted for using the equity accounting
method, but carried at fair value less cost to sell in terms of the
requirements of IFRS 5.

The group includes the results of associates in its consolidated
annual financial statements using the equity accounting method,
from the effective date of acquisition to the effective date of
disposal. The investment is initially recognised at cost. The group’s
investment in associates includes goodwill identified on acquisition,
net of any accumulated impairment loss.

Earnings attributable to ordinary shareholders include the
group’s share of earnings of associates. Reserves include the
group’s share of post-acquisition movements in reserves of
associates. The cumulative post-acquisition movements are
adjusted against the cost of the investment in the associate.

The group discontinues equity accounting when the carrying
amount of the investment in an associate reaches zero, unless it
has incurred obligations or guaranteed obligations in favour of the
associated undertaking.

After discontinuing equity accounting the group applies the
requirements of IAS 39 to determine whether it is necessary to
recognise any additional impairment loss with respect to the net
investment in the associate as well as other exposures to the
investee. Goodwill included in the carrying amount of the investment
in associate is assessed for impairment in accordance with IAS
36 as part of the entire carrying value of the investment in the
associate.

The group increases the carrying amount of investments

with its share of the associate’s income when equity

accounting is resumed.

Unrealised gains on transactions between the group and its
associates are eliminated to the extent of the group’s interest in
the entity. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset
transferred. Accounting policies of the associates have been
changed where necessary to ensure consistency with the policies

adopted by the group.

5. Interest income and interest expense

The group recognises interest income and interest expense in the
income statement for all interest-bearing instruments measured
at amortised cost using the effective interest method. The effective
interest method is a method of calculating the amortised cost of
a financial asset or a financial liability and of allocating the interest
income or interest expense over the average expected life of the
financial instruments or portfolios of financial instruments.

The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected
life of the financial instrument or, when appropriate, a shorter
period to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the group
estimates cash flows considering all contractual terms of the
financial instrument (for example, pre-payment options) but does
not consider future credit losses. The calculation includes all fees
and points paid or received between parties to the contract that
are an integral part of the effective interest rate, transaction costs
and all other premiums or discounts.

From an operational perspective, the group suspends the
accrual of contractual interest on non-recoverable advances.
However, in terms of IAS 39, interest income on impaired advances
is thereafter recognised based on the original effective interest
rate used to determine the discounted recoverable amount of the
advance. This difference between the discounted and undiscounted
recoverable amount is released to interest income over the expected
collection period of the advance.

Instruments with characteristics of debt, such as redeemable
preference shares, are included in loans and advances or long-
term liabilities. Dividends received or paid on these instruments
are included and accrued in interest income and expense using

the effective interest method.

©. Fair value income

The group includes profits, losses and fair value adjustments on
trading financial instruments (including derivative instruments which
do not qualify for hedge accounting in terms of IAS 39) as well as
financial instruments at fair value through profit and loss in fair

value income as it is earned.
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Accounting policies

7. Fee and commission income
The group generally recognises fee and commission income on
an accrual basis when the service is rendered.

Certain fees and transaction costs that form an integral part
of the effective interest rate of available-for-sale and amortised
cost financial instruments are capitalised and recognised as part
of the effective interest rate of the financial instrument over the
expected life of the financial instruments. These fees and transaction
costs are recognised as part of the net interest income and not
as non-interest revenue.

Commission income on acceptances, bills and promissory
notes endorsed is credited to income over the lives of the relevant

instruments on a time apportionment basis.

8. Dividend income

The group recognises dividends when the group’s right to receive
payment is established. This is on the “last day to trade” for listed
shares and on the “date of declaration” for unlisted shares. Dividend
income includes scrip dividends, irrespective of whether there is

an option to receive cash instead of shares.

9. Foreign currency translation

9.1 Functional and presentation currency

Items included in the financial statements of each of the group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (“the functional currency").
The consolidated annual financial statements are presented in
Namibia Dollars (“N$”), which is the functional and presentation

currency of the holding company of the group.

9.2 Transactions and balances

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions.

Foreign exchange gains and losses resulting from the settlement
of such transactions and from the translation at year-end exchange
rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement, except when
deferred in equity as qualifying cash flow hedges and qualifying
net investment hedges.

Translation differences on non-monetary items, such as equities
at fair value through profit or loss, are reported as part of the fair
value gain or loss.

Foreign currency translation differences on monetary items
classified as available-for-sale, such as foreign currency bonds
designated as available-for-sale, are not reported as part of
the fair value gain or loss in equity, but are recognised as a

translation gain or loss in the income statement when incurred.
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Translation differences on non-monetary items, classified as
available-for-sale, such as equities are included in the fair value

reserve in equity when incurred.

10. Borrowing costs

The group capitalises borrowing costs that are directly attributable
to the acquisition, construction or production of a qualifying asset
up to the date on which construction or installation of the assets
is substantially completed. Other borrowing costs are expensed

when incurred.

11. Direct and indirect taxes
The tax expense represents the sum of the tax currently payable
and deferred tax. Direct taxes comprise Namibian corporate tax.

Indirect taxes include various other taxes paid to central and
local governments, including value added tax and stamp duties.
Indirect taxes are disclosed separately from direct tax in the income
statement.

The charge for current tax is based on the results for the year
as adjusted for items which are non-taxable or disallowed. It is
calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date, in each particular jurisdiction
within which the group operates.

Deferred income tax is provided in full, using the liability method
on temporary differences arising between the tax basis of assets
and liabilities and their carrying amounts in the consolidated
financial statements. However, the deferred income tax is not
accounted for if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at
the time of the transaction affect neither accounting nor taxable
profit nor loss. Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantially enacted by the
balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax
liability is settled.

The group recognises deferred tax assets if the directors of
the group consider it probable that future taxable income will be
available against which the unused tax losses can be utilised.

Temporary differences arise primarily from depreciation of
property and equipment, revaluation of certain financial assets
and liabilities including derivative contracts, provisions for pensions
and other post-retirement benefits and tax losses carried forward.

Deferred income tax is provided on temporary differences
arising from investments in subsidiaries and associates, except
where the timing of the reversal of the temporary difference is
controlled by the group and it is probable that the difference will
not reverse in the foreseeable future.

Deferred tax related to fair value re-measurement of available-



Accounting policies

for-sale investments and cash flow hedges, which are charged or
credited directly to equity, is also credited or charged directly to
equity and is subsequently recognised in the income statement

together with the deferred gain or loss.

12. Recognition of assets

12.1 Assets

The group recognises assets when it obtains control of a resource
as a result of past events, and from which future economic benefits

are expected to flow to the entity.

12.2 Contingent assets

The group discloses a contingent asset where, as a result of past
events, it is highly likely that economic benefits will flow to it, but
this will only be confirmed by the occurrence or non-occurrence
of one or more uncertain future events which are not wholly within

the group’s control.

13. Liabilities, provisions and contingent

liabilities

13.1 Liabilities and provisions

The group recognises liabilities, including provisions, when:

e it has a present legal or constructive obligation as a result of
past events;

e itis probable that an outflow of resources embodying economic
benefits will be required to settle the obligation; and

e areliable estimate of the amount of the obligation can

be made.

Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined by
considering the class of the obligations as a whole. A provision
is recognised even if the likelihood of an outflow with respect to

any one item included in same class of obligations may be small.

13.2 Contingent liabilities

The group discloses a contingent liability when:

* it has a possible obligation arising from past events, the
existence of which will be confirmed only by the occurrence
or non-occurrence of one or more uncertain future events not
wholly within the control of the entity; or

e jtis not probable that an outflow of resources would be
required to settle an obligation; or

e the amount of the obligation cannot be measured with sufficient

reliability.

14. Cash and cash equivalents

In the cash flow statement, cash and cash equivalents comprise:
e coins and bank notes;

* money at call and short notice;

e balances with central banks;

e balances guaranteed by central banks; and

e balances with other banks.

All balances from date of acquisition included in cash and cash

equivalents have a maturity date of less than three months.

15. Financial instruments

15.1 General

Financial instruments carried on the balance sheet include all
assets and liabilities, including derivative instruments, but exclude
investments in associates and joint ventures, commodities, property
and equipment, deferred tax, tax payable, intangible assets,
inventory and post-retirement liabilities. The group shall recognise
a financial asset or a financial liability on its balance sheet when
and only when, the entity becomes a party to the contractual

provision of the instrument.

The group classifies its financial assets in the following categories:
e financial assets at fair value through profit or loss;

* |oans and receivables;

e available-for-sale financial assets; and

e held-to-maturity investments.

Financial liabilities are classified in the following categories:
e financial liabilities at fair value through profit or loss; and

e financial liabilities at amortised cost.

Management determines the classification of its financial instruments
at initial recognition.

Financial instruments are initially recognised at fair value plus
transaction costs for all financial instruments not carried at fair
value through profit or loss.

Available-for-sale financial assets and financial instruments at
fair value through profit or loss are subsequently carried at fair
value. Loans and receivables and held-to-maturity investments
are carried at amortised cost using the effective interest method,
less any impairment. Gains and losses arising from changes in
the fair value of the financial instruments at fair value through profit
or loss are included in the income statement in the period in which
they arise. Gains and losses arising from changes in the fair value
of available-for-sale financial assets are recognised directly in
equity, until the financial asset is derecognised or impaired, at

which time the cumulative gain or loss previously recognised in
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equity is recognised in the income statement as gains and losses
from investment securities. However, interest calculated on available-
for-sale financial assets using the effective interest method is
recognised in the income statement as part of interest income.
Dividends on available-for-sale equity instruments are recognised
in the income statement when the entity’s right to receive
payment is established and are included in investment income.

The group recognises purchases and sales of financial
instruments that require delivery within the time frame established
by regulation or market convention (regular way purchases and
sales) at settlement date, which is the date the asset, is delivered
or received. Otherwise such transactions are treated as derivatives
until settlement.

The fair values of financial assets quoted in active markets
are based on current bid prices. The fair values of financial liabilities
quoted in active markets are based on current ask / offer prices.
Alternatively, it derives fair value from cash flow models or other
appropriate valuation models where an active market does not
exist. These include the use of recent arm’s length transactions,
discounted cash flow analysis, option pricing models and other

valuation techniques commonly used by market participants.

15.1.1 Financial instruments assets at fair value through profit

or loss

This category has two sub-categories: financial instruments held

for trading, and those designated at fair value through profit or

loss at inception.

A financial instrument is classified as a trading instrument if
acquired principally for the purpose of selling in the short term or
if it forms part of a portfolio of financial assets in which there is
evidence of short term profit taking. Derivatives are also categorised
as held for trading unless they are designated as effective hedges.

Financial assets and liabilities are designated on initial recognition
as at fair value through profit and loss to the extent that it produces
more relevant information because it either:

(i) Results in the reduction of measurement inconsistency (or
accounting mismatch) that would arise as a result of measuring
assets and liabilities and the gains and losses on them on a
different basis; or

(i) Is a group of financial assets and/or financial liabilities that is
managed and its performance is evaluated on a fair value
basis, in accordance with a documented risk management
or investment strategy, and this is the basis on which information
about the assets and/or liabilities is provided internally to the
entity’s key management personnel; or

(i) 1s a financial asset or liability containing significant embedded

derivatives that clearly require bifurcation.
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The main financial assets and liabilities designated at fair value

through profit and loss under criteria (i) are:

e Long-term liability/bond issued by the banking group as part
of Tier Il capital. The long-term liability has been designated
to eliminate the accounting mismatch between the long-
term liability and the underlying derivative. If the long-term
liability/bond was not designated at fair value, the mismatch
would be as a result of the long-term liability being recognised
at amortised cost and the derivative being recognised at
fair value.

e Policyholder assets and liabilities under investment contracts.
The liabilities under linked investment contracts have cash
flows that are contractually determined with reference to the
performance of the underlying assets. The changes in fair
value of assets held in linked funds are recognised in the
income statement. Liabilities to customers under other types
of investments contracts are measured at amortised cost. If
these assets were not designated on initial recognition, they
would be classified as available-for-sale and the changes in
their fair value would be recognised directly in equity. This
would result in a significant accounting mismatch, as the
movements in the fair value of the policyholder liability are

recognised directly in the income statement.

Financial instruments designated under criteria (ii), include:
e Financial assets held to meet liabilities under insurance

contracts.

The amount of change during the period and cumulatively, in the
fair value of designated loans and receivables and designated
financial liabilities that is attributable to changes in their credit risk,
is determined as the amount of change in fair value that is not
attributable to changes in market conditions that gives rise to
market risk, i.e. currency, interest rate and other price risk.

The group recognises fair value adjustments on financial assets
and liabilities designated as at fair value through profit and loss

in trading income/loss.

15.1.2 Loans and receivables

Loans and receivables are non derivative financial assets with

fixed or determinable payments that are not quoted in an active

market, other than:

e those that the group intends to sell immediately or in the near
term, which shall be classified as held for trading, and those
that the entity upon initial recognition designates as at fair
value through profit or loss;

e those that the banking group upon initial recognition
designates as available for sale; or
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e deterioration, which shall be classified as available-for-sale;
or

e those for which the holder may not recover substantially all
of its initial investment, other than because of credit
deterioration, which shall be classified as available-for-sale.

This category also includes purchased loans and receivables,

where the group has not designated such loans and receivables

in any of the other financial asset categories

15.1.3 Held-to-maturity
Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturities that the
group’s management has the positive intention and ability to hold
to maturity. Were the group to sell other than an insignificant
amount of held-to-maturity investments, the entire category would
be tainted and reclassified as available-for-sale.

The group carries held-to-maturity financial assets and
investments at amortised cost using the effective interest method,

less any impairment.

15.1.4 Available-for-sale

Available-for-sale investments are non-derivative financial assets
that are intended to be held for an indefinite period of time, which
may be sold in response to needs for liquidity or changes in interest
rates, exchange rates or equity prices.

The group recognises gains and losses arising from changes
in the fair value of available-for-sale assets, in equity. It recognises
interest income on these assets as part of interest income, based
on the instrument’s original effective interest rate. Interest income
is excluded from the fair value gains and losses reported in equity.
When the advances and receivables or investment securities are
disposed of or impaired, the related accumulated fair value
adjustments are included in the income statement as gains and
losses from investment securities.

Treasury bills, debt securities and equity shares intended to
be held on a continuing basis, other than those designated at fair

value through profit and loss are classified as available-for-sale.

15.2 Financial liabilities at amortised cost
Financial liabilities are measured at amortised cost and interest
is recognised over the period of the borrowing using the effective

interest method.

156.2.1 Policyholder liabilities under investment contracts

The group accounts for policyholder liabilities under investment
contracts at fair value through profit and loss. Refer to sections
below for a detailed description of the valuation of policyholder

liabilities under investment contracts.

15.3 Embedded derivatives

The group treats derivatives embedded in other financial

or non financial instruments such as the conversion option in a

convertible bond, as separate derivatives when:

e their risks and characteristics are not closely related to those
of the host contract; and

e the host contract is not carried at fair value, with gains and

losses reported in income.

Where embedded derivatives meet the criteria for hedge
accounting, they are accounted for in terms of the applicable

hedge accounting rules.

15.4 Derecognising of assets and liabilities

The group derecognises a financial asset when:

e the contractual rights to the financial asset expires or forfeited
by the group; or

e where there is a transfer of the contractual rights that comprise
the financial asset; or

e the group retains the contractual rights of the financial assets
but assumes a corresponding financial liability to transfer these
contractual rights to another party and consequently transfers

substantially all the risks and benefits associated with the asset.

Where the group retains substantially all the risks and rewards of
ownership of the financial asset, the group continues to recognise
the financial asset.

If a transfer does not result in derecognition because the
group has retained substantially all the risks and rewards of
ownership of the transferred asset, the group continues to recognise
the transferred asset in its entirety and recognises a financial
liability for the consideration received. In subsequent periods, the
group recognises any income on the transferred asset and any
expense incurred on the financial liability.

Where the group neither transfers nor retains substantially all
the risks and rewards of ownership of the financial asset, the
group determines whether it has retained control of the financial
asset. In this case:

e |f the group has not retained control, it derecognises the
financial asset and recognise separately as assets or liabilities
any rights and obligations created or retained in the transfer; or

e Ifthe group has retained control, it continues to recognise the
financial asset to the extent of its continuing involvement in

the financial asset.
The group derecognises a financial liability when it is extinguished,

i.e. when the obligation specified in the contract is discharged,

cancelled or expires.
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15.5 Offsetting financial instruments

The group offsets financial assets and liabilities and reports the
net balance in the balance sheet where:

e there is a legally enforceable right to set off; and
e thereis an intention to settle on a net basis or to realise the

asset and settle the liability simultaneously.

16. Impairment of financial assets
16.1 General
A financial asset is impaired if its carrying amount is greater than

its estimated recoverable amount.

16.2 Assets carried at amortised cost

The group assesses at each balance sheet date whether there is
objective evidence that a financial asset or group of financial assets
is impaired. A financial asset or a group of financial assets is
impaired and impairment losses are incurred if, and 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(s) has an adverse impact on
the estimated future cash flows of the financial asset or group of
financial assets that can be reliably estimated.

The group first assesses whether objective evidence of
impairment exists individually for financial assets that are individually
significant, and individually or collectively for financial assets that
are not individually significant. If the group determines that no
objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, it includes the asset in
a group of financial assets with similar credit risk characteristics
and performs a collective assessment for impairment. Assets that
are individually assessed for impairment and for which an impairment
loss is or continues to be recognised are not included in a collective
assessment of impairment.

If there is objective evidence that an impairment loss has been
incurred, the amount of the loss is measured as the difference
between the financial assets’ carrying amount and the present
value of estimated future cash flows (excluding future credit losses
that have not been incurred) discounted at the financial asset’s
original effective interest rate. 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. If a
financial asset has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest
rate determined under the contract. As a practical expedient, the
group may measure impairment on the basis of an instrument’s
fair value using an observable market price.

The calculation of the present value of the estimated future

cash flows of a collateralised financial asset reflects the cash
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flows that may result from foreclosure less costs for obtaining and
selling the collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment,
financial assets are grouped on the basis of similar credit risk
characteristics (i.e., on the basis of the group’s grading process
that considers asset type, industry, geographical location, collateral
type, past-due status and other relevant factors). Those
characteristics are relevant to the estimation of future cash flows
for groups of such assets by being indicative of the debtors’ ability
to pay all amounts due according to the contractual terms of the
assets being evaluated.

Future cash flows in a group of financial assets that are
collectively evaluated for impairment are estimated on the basis
of the contractual cash flows of the assets in the group and
historical loss experience for assets with similar credit risk
characteristics. Historical loss experience is adjusted on the basis
of current observable data to reflect the effects of current conditions
that did not affect the period on which the historical loss experience
is based and to remove the effects of conditions in the historical
period that do not exist currently.

Estimates of changes in future cash flows for groups of assets
should reflect and be directionally consistent with changes in
related observable data from period to period (for example, changes
in unemployment rates, property prices, payment status, or other
factors indicative of changes in the probability of losses in the
group and their magnitude). The methodology and assumptions
used for estimating future cash flows are reviewed regularly by
the group to reduce any differences between loss estimates and
actual loss experience.

When a loan is uncollectible, it is written off against the related
allowance account. Such loans are written off after all the necessary
procedures have been completed and the amount of the loss has
been determined. Subsequent recoveries of amounts previously
written off decrease the amount of the provision for loan impairment
in the income statement.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the previously recognised
impairment loss is reversed by adjusting the allowance account.

The amount of the reversal is recognised in the income statement.

16.2.1 Past due advances

Advances are considered past due in the following circumstances:

e Loans with a specific expiry date (e.g. term loans etc) are
treated as overdue where the principal or interest is overdue
and remains unpaid as at the reporting date.

e Consumer loans repayable by regular instalments (e.g.
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mortgage loans, personal loans) are treated as overdue when
an instalment payment is overdue and remains unpaid as at
the reporting date.

e A loan payable on demand is treated as overdue where a
demand for repayment has been served on the borrower but
repayment has not been made in accordance with the

instruction.

In these instances, the full outstanding amount is considered
overdue even if part of it is not yet due. The days past due is
referenced to the earliest due date of the loan.

The past due analysis is only performed for advances with specific
expiry dates or instalment repayment dates or demand loans that
have been demanded. The analysis is not applicable to overdraft
products or products where no specific due date are be determined.
The level of riskiness on these types of products is done with reference

to the counterparty ratings of the exposures and reported as such.

16.2.2 Renegotiated advances

Financial assets that would otherwise be past due or impaired
that have been renegotiated, are classified as neither past due
nor impaired assets. Renegotiated advances are advances where,
due to deterioration in the counterparty’s financial condition, the
bank granted a concession where original terms and conditions
of the facility were amended. Where the advances were reclassified
as neither past due nor impaired, the adherence to the new terms
and conditions are closely monitored. These assets are considered
as part of the collective evaluation of impairment where financial

assets are grouped on the basis of similar credit risk characteristics.

16.3 Available-for-sale financial assets
The group assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. In the case of equity investments classified as available-
for-sale, a significant or prolonged decline in the fair value of the
security below its cost is considered in determining whether the
assets are impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss, measured as the difference
between the acquisition cost and the current fair value, less any
impairment loss on that financial asset previously recognised in the
income statement, is removed from equity and recognised in the
income statement. If, in a subsequent period, the fair value of a debt
instrument classified as available-for-sale increases and the increase
can be objectively related to an event occurring after the impairment
loss was recognised in the income statement, the impairment loss
is reversed through the income statement.

Impairment losses recognised in the income statement on

equity instruments are not reversed through the income statement.

17. Derivative financial instruments

and hedging

The group initially recognises derivative financial instruments,
including foreign exchange contracts, interest rate futures, forward
rate agreements, currency and interest rate swaps, currency and
interest rate options (both written and purchased) and other
derivative financial instruments, in the balance sheet at fair value.
Derivatives are subsequently re-measured at their fair value with
all movements in fair value recognised in the income statement,
unless it is a designated and effective hedging instrument.

The fair value of publicly traded derivatives are based on
quoted bid prices for assets held or liabilities to be issued, and
current offer prices for assets to be acquired and liabilities held.

The fair value of non-traded derivatives is based on discounted
cash flow models and option pricing models as appropriate, the
group recognises derivatives as assets when the fair value is
positive and as liabilities when the fair value is negative.

The best evidence of the fair value of a derivative at initial
recognition is the transaction price (i.e., the fair value of the
consideration given or received) unless the fair value of that
instrument is evidenced by comparison with other observable
current market transactions in the same instrument (i.e., without
modification or repackaging) or based on a valuation technique
whose variables include only data from observable markets. When
such evidence exists, the group recognises profits or losses on
day one.

Where fair value is determined using valuation techniques
whose variables include non-observable market data, the difference
between the fair value and the transaction price (“the day one
profit or loss”) is deferred in equity and released over the life of
the instrument. However, where observable market factors that
market participants would consider in setting a price subsequently
become available, the balance of the deferred day one profit or
loss is released to income.

The method of recognising the resulting fair value gains
or loss depends on whether the derivative is designated
as a hedging instrument, and if so, the nature of the item

being hedged.

The group designates certain derivatives as either:
e hedge of the fair value of recognised assets or liabilities or
firm commitments (“fair value hedge”); or
e hedge of highly probable future cash flows attributable to a
recognised asset or liability, or a forecasted transaction
(“cash flow hedge”).
The hedge of a foreign currency firm commitment can either
be accounted for as a fair value or a cash flow hedge.

Hedge accounting is used for derivatives designated in this
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way provided certain criteria are met.

The group documents, at the inception of the transaction, the
relationship between hedging instruments and hedged items, as
well as, its risk management objective and strategy for undertaking
various hedge transactions. The group also documents its
assessment, both at hedge inception and on an ongoing basis,
of whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows

of hedged items.

17.1 Fair value hedge
Changes in the fair value of derivatives that are designated and
qualify as fair value hedges are recorded in the income statement,
together with any changes in the fair value of the hedged
asset or liability that are attributable to the hedged risk.
If the hedge no longer meets the criteria for hedge accounting,
the adjustment to the carrying amount of a hedged item for which
the effective interest method is used is amortised to the income
statement over the period to maturity. The adjustment to the
carrying amount of a hedged equity security remains in retained

earnings until the disposal of the equity security.

17.2 Cash flow hedge

The effective portion of changes in the fair value of derivatives
that are designated and qualify as cash flow hedges are recognised
in the non-distributable reserve in equity. The gain or loss relating
to the ineffective portion is recognised immediately in the income
statement.

Amounts accumulated in equity are recycled to the income
staterment in the periods in which the hedged item will affect profit
or loss (for example, when the forecast sale that is hedged
takes place).

When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative
gain or loss existing in equity at that time remains in equity and is
recognised when the forecast transaction is ultimately recognised in
the income statement. When a forecast transaction is no longer
expected to occur, the cumulative gain or loss that was reported in
equity is immediately transferred to the income statement.

Where the forecasted transaction or a foreign currency firm
commitment results in the recognition of a non-financial asset or
a liability, the gains and losses previously deferred in equity are
transferred from equity and included in the initial measurement of
the cost of the non-financial asset or liability. For financial assets
and liabilities, the group transfers amounts deferred in equity to
the income statement and classifies them as revenue or expense
in the periods during which the hedged firm commitment or

forecasted transaction affects the income statement.
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18. Property and equipment

The group carries property and equipment at historical cost less
depreciation and impairment, except for land which is carried at
cost less impairment. Historical cost includes expenses
that are directly attributable to the acquisition of the items.

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

Property and equipment are depreciated on a straight-line
basis at rates calculated to reduce the book value of these assets
to estimated residual values over their expected useful lives.

Freehold properties and properties held under finance lease
are broken down into significant components that are depreciated
to their respective residual values over the economic lives of

these components.

The periods of depreciation used are as follows:

Shorter of estimated
life or period of lease

e |easehold premises

e Freehold property

- Buildings and structures 50 years
- Mechanical and electrical 20 years
- Components 20 years
- Sundries 20 years
e Computer equipment (including atms) 3 years
e Furniture and fittings 10 years
* Motor vehicles 5 years
e Office equipment 4 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date. Assets that
are subject to depreciation are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. 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.
The recoverable amount is the higher of the asset’s fair value less
costs to sell and value in use.

Gains or losses on disposals are determined by reference
to the carrying amount of the asset and the net proceeds

received, and are recorded in the income statement on disposal.
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19. Investment properties

The group classifies investment properties as properties held to
earn rental income and/or capital appreciation that are not occupied
by the companies in the group.

Investment properties comprise freehold land and buildings
and are carried at fair value. Fair value is based on active market
prices adjusted, if necessary, for any difference in the nature,
location or condition of the specific asset. If this information is not
available the group uses valuation methods such as discounted
cash flow projections or recent prices on less active markets.
These valuations are reviewed annually by a combination of
independent and internal valuation experts. Investment properties
that are being redeveloped for continuing use as investment
property, or for which that market has become less active, continues
to be measured at fair value.

Property located on land that is held under operating lease
is classified as investment property as long as it is held for long-
term rental yields and is not occupied by the group. The initial
cost of the property is the lower of the fair value of the property
and the present value of the minimum lease payments. Subsequent
to initial recognition the property is carried at fair value.

When investment properties become owner occupied, the
group reclassifies it to property and equipment, using the fair value
at the date of reclassification as the cost, and depreciates it on
a straight-line basis at rates calculated to reduce the book value
of these assets to estimated residual values over the expected
useful lives.

Fair value adjustments on investment properties are included
in the income statement as net fair value gains on assets at fair
value through profit and loss. These fair value gains or losses are
adjusted for any double counting arising from the recognition of
lease income on the straight-line basis compared to the
accrual basis normally assumed in the fair value determination.

The group carries properties under development at cost, less

adjustments to reduce the cost to open market value, if appropriate.

20. Leases

20.1 A group company is the lessee

20.1.1 Finance leases

The group classifies leases as property and equipment where it
assumes substantially all the benefits and risks of ownership as
finance leases.

Finance leases are capitalised as assets at the fair value of
the leased asset at the inception of the lease, or, if lower, at the
estimated present value of the underlying lease payments. The
group allocates each lease payment between the liability and
finance charges to achieve a constant rate on the finance balance

outstanding. The interest component of the finance charge is

recognised in the income statement over the lease period.

The property and equipment acquired are depreciated over
the useful life of the assets, unless it is not probable that the group
will take ownership of the assets, in which case the assets are
depreciated over the shorter of the useful life of the asset or the
lease period, on a basis consistent with similar owned property

and equipment.

20.1.2 Operating leases
The group classifies leases as operating leases where the lessor
effectively retains the risks and benefits of ownership. It recognises
operating lease payments in the income statement on a straight-
line basis over the period of the lease. Minimum rentals due after
year-end are reflected under commitments.

The group recognises as an expense any penalty payment to
the lessor for early termination of an operating lease, in the period

in which termination takes place.

20.2 A group company is the lessor

20.2.1 Finance leases

The group recognises as advances assets sold under a finance
lease at the present value of the lease payments. The difference
between the gross receivable and the present value of the receivable
represents unearned finance income. Lease income is recognised
over the term of the lease using the effective interest rate method,

which reflects a constant periodic rate of return.

20.2.2 Operating leases

The group includes in a separate category as “assets held under
operating lease” property and equipment assets leased out under
operating leases. It depreciates these assets over their expected
useful lives on a basis consistent with similar owned property and
equipment. Contingent rentals are expensed in the period incurred.
Rental income is recognised on a straight-line basis over the

lease term.

20.3 Instalment credit agreements

The group regards instalment credit agreements as financing

transactions and includes the total rentals and instalments

receivable hereunder, less unearned finance charges, in advances.
The group calculates finance charges using the effective

interest rates as detailed in the contracts and credits finance

charges to income in proportion to capital balances outstanding.
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21. Intangible assets

21.1 Goodwill

Goodwill represents the excess of the cost of an acquisition over
the attributable fair value of the group’s share of the net assets
of the acquired subsidiary or associate at the date of acquisition.
Goodwill on acquisitions of subsidiaries is included in intangible
assets. Goodwill on acquisitions of associates is included in
investments in associates.

Goodwill is tested annually for impairment and carried at cost
less accumulated impairment losses. Impairment losses on goodwiill
are not reversed. Gains and losses on the disposal of an entity
include the carrying amount of goodwill relating to the entity sold.

For impairment purposes goodwill is allocated to the lowest
components of the business that is expected to benefit from
synergies of the combination and at which management monitors
goodwill (“cash generating unit”). Each cash generating unit
represents a grouping of assets no higher than a primary business

or reporting segment as contemplated below.

21.2 Computer software development costs

The group generally expenses computer software development
costs in the financial period incurred. However, where computer
software development costs can be clearly associated with a
strategic and unique system which will result in a benefit for the
group exceeding the costs incurred for more than one financial
period, the group capitalises such costs and recognises it as an
intangible asset.

The group carries capitalised software assets at cost less
amortisation and any impairment losses. It amortises these assets
on a straight-line basis at a rate applicable to the expected useful
life of the asset, but not exceeding three years. Management
reviews the carrying value wherever objective evidence of
impairment exists. The carrying value is written down to estimated
recoverable amount when a permanent decrease in value
occurs. Any impairment is recognised in the income statement

when incurred.

21.3 Other intangible assets
The group generally expenses the costs incurred on internally
generated intangible assets such as trademarks, concessions,
patents and similar rights and assets, to the income statement in
the period in which the costs are incurred. Internally generated
intangible assets which are separately identifiable, where the costs
can be reliably measured and where the group is expected to
derive a future benefit for more than one accounting period is
capitalised.

The group capitalises material acquired trademarks, patents

and similar rights where it will receive a benefit from these intangible
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assets in more than one financial period.

The group carries capitalised trademarks, patents and similar
assets at cost less amortisation and any impairments. It amortises
these assets at a rate applicable to the expected useful life of the
asset, but not exceeding 20 years. Management reviews the
carrying value whenever objective evidence of impairment
exists. Carrying value is written down to estimated recoverable
amount when a permanent decrease in value occurs. Any
impairment is recognised in the income statement when
incurred. Amortisation and impairments of intangible assets are

reflected under operating expenses in the income statement.

21.4 Agency Force

As a result of certain acquisitions and the application of purchase
accounting, the group carries an agency force intangible asset
representing the value of the agency force acquired in the
acquisition. The value of the agency force is determined by
estimating the future value of the new business generated by the
agents acquired. The group amortises the agency force over its

expected useful life.

21.5 Value of in-force business

As a result of certain acquisitions of insurance contracts and the
application of purchase accounting, the group carries a customer
contract intangible asset representing the present value of in-force
(“PVIF”) business acquired. PVIF is determined by estimating the
net present value of future cash flows from the contracts in force
at the date of acquisition. The group amortises PVIF on the
expected life of the contract as a constant percentage of expected
gross margins over the estimated life of the acquired contracts.
The estimated life is evaluated regularly. The PVIF is carried in the
balance sheet at fair value less any accumulated amortisation and

impairment losses.

22. Employee benefits
22.1 Post-employment benefits
The group operates defined benefit and defined contribution
schemes, the assets of which are held in separate trustee-
administered funds. The pension plan is generally funded by
payments from employees and the relevant group companies,
taking account of the recommendations of independent qualified
actuaries. For defined benefit plan the pension accounting
costs are assessed using the projected unit credit method.
The liability recognised in the balance sheet in respect of
defined benefit pension plan is the present value of the defined
benefit obligation at the balance sheet date less the fair value of
plan assets, together with adjustments for unrecognised actuarial

gains or losses and past service costs.
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The defined benefit obligation is calculated annually by
independent actuaries using the projected unit credit method.
The present value of the defined benefit obligation is determined
by discounting the estimated future cash outflows using interest
rates of high-quality corporate bonds that are denominated in the
currency in which the benefits will be paid, and that have terms
to maturity approximating to the terms of the related pension
liability.

The group recognises current service costs immediately, while
it expenses past service costs, experience adjustments, changes
in actuarial assumptions and plan amendments over the expected
remaining working lives of employees. The costs are expensed
immediately in the case of retired employees.

The Pension Fund is registered in terms of the Pension Funds
Act, 1956, and membership is compulsory for all group employees.
Quialified actuaries perform annual valuations.

For defined contribution plan, the group pays contributions
to publicly or privately administered pension insurance plans on
a mandatory, contractual or voluntary basis. The group has no
further payment obligations once the contributions have been
paid. The contributions are recognised as employee benefit
expense when they are due. Prepaid contributions are recognised
as an asset to the extent that a cash refund or a reduction in the

future payments is available.

22.2 Post-retirement medical benefits

In terms of certain employment contracts, the group provides for
post-retirement healthcare benefits to qualifying employees and
retired personnel by subsidising a portion of their medical aid
contributions. IAS 19 requires that the liabilities in respect thereof
be reflected on the balance sheet.

The expected costs of these benefits are accrued over the
period of employment using an accounting methodology similar
to that for defined benefit pension plan.

The entitlement to these benefits is usually based on the
employee remaining in service up to retirement age and completing
a minimum service period. Qualified actuaries perform annual

valuations.

22.3 Termination benefits

The group recognises termination benefits as a liability in the
balance sheet and as an expense in the income statement when
it has a present obligation relating to termination. The group has
a present obligation when it is demonstrably committed to either
terminating the employment of current employees according to
a detailed formal plan, without possibility of withdrawal or providing
termination benefits as a result of an offer to encourage voluntary

redundancy.

22.4 lLeave pay accrual
The group recognises in full employees rights to annual leave

entitlement in respect of past service.

22.5 Bonuses
Management and staff bonuses are recognised as an expense in
staff costs as incurred when it is probably that the economic

benefits will be paid and the amount can be reliably measured.

22.6 Recognition of actuarial gains and losses

Recognition of actuarial gains and losses occurs as a result of:

e increases or decreases in the present value of defined benefit
plan liabilities;

e increases or decreases in the fair value of plan assets; or

e acombination of the above.

Increases or decreases in the fair value of plan liabilities can
be caused by changes in the discount rate used, expected
salaries or number of employees, plan benefits and expected
inflation rates.

Increases or decreases in the fair value of plan assets occur
as a result of the difference between the actual and expected
return on the plan assets.

The group does not recognise actuarial gains or losses below
the corridor limit of 10% in the period under review, but defers

such gains or losses to future periods.

23. Borrowings

The group initially recognises borrowings, including debentures,
at the fair value of the consideration received. Borrowings are
subsequently measured at amortised cost except for financial
liabilities designated at fair value. Discounts or premiums on
debentures issued are amortised on a basis that reflects the
effective interest rate on the debentures over their life span. Interest
paid is recognised in the income statement on an effective interest
rate basis.

The group separately measures and recognises the fair value
of the debt component of an issued convertible bond in liabilities,
with the residual value separately allocated to equity. It calculates
interest on the debt portion of the instrument based on the market
rate for a non-convertible instrument at the inception thereof.

Instruments with characteristics of debt, such as redeemable
preference shares, are included in liabilities. Dividends paid
on such instruments are included in interest expense.

Where the group purchases its own debt, the debt is
derecognised from the balance sheet and any difference between
the carrying amount of the liability and the consideration paid is

included in trading income.
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24. Share Capital

24.1 Share issue costs

Shares are classified as equity when there is no obligation to
transfer cash or assets. Incremental costs directly related to the
issue of new shares or options are shown as a deduction from
equity. Incremental costs directly attributable to the issue of equity
instruments as consideration for the acquisition of a business are

included in the cost of acquisition.

24.2 Dividends paid

Dividends on ordinary shares and non-cumulative non-redeemable
preference shares are recognised against equity in the period in
which they are approved by the company’s shareholder. Dividends
declared after the balance sheet date are not recognised but

disclosed as a post balance sheet event.

24.3 Shares held by employee share trusts

Where the employee share trusts which form part of the
consolidated group purchases the company’s equity share capital,
the consideration paid, including any directly attributable incremental
costs, is deducted from total shareholders’ equity until they are
sold. Where such shares are subsequently sold, any consideration
received, net of any directly attributable incremental costs, is

included in shareholders’ equity.

25. Segment reporting

The group defines a segment as a distinguishable component or
business that provides either:

° unique products or services (“business segments”); or

e products or services within a particular economic environment

(“geographical segments”)
subject to risks and rewards that are different from those of other
segments.

Segments with a majority of revenue earned from charges to
external customers and whose revenue, results or assets are
10% or more of al the segments, are reported separately.

Assets, liabilities, revenue or expenses that are not directly
attributable to a particular segment are allocated between segments
where there is a reasonable basis for doing so. The group accounts
for intersegment revenues and transfer as if the transactions were
with third parties at current market prices. Tax is allocated to a
particular segment on a pro-rata basis.

Funding is provided to business units and segments based
at internally derived transfer pricing rates taking into account the

funding structures of the group.

26. Fiduciary activities

The group excludes assets and the income thereon, together with
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related undertakings to return such assets to customers, from
these financial statements where it acts in a fiduciary capacity

such as nominee, trustee or agent.

27. Share based payment transactions
The group operates equity-settled share-based compensation
plans.

The group expenses the fair value of the employee services
received in exchange for the grant of the options, over the
vesting period of the options, as employee costs, with a
corresponding credit to a share-based payment reserve in the
statement of changes in equity. The total value of the services
received is calculated with reference to the fair value of the options
on grant date.

The fair value of the options is determined excluding non-
market vesting conditions. These vesting conditions are included
in the assumptions of the number of options expected to vest. At
each balance sheet date, the group revises its estimate of the
number of options expected to vest. The group recognises
the impact of the revision of original estimates, if any, in the
income statement, with a corresponding adjustment to equity.

The proceeds received net of any attributable transaction
costs are credited to share capital (nominal value) and share

premium when the options are exercised.

28. Disposal groups held for sale

Non-current assets and disposal groups are classified as held for
sale if their carrying amount will be recovered through a sale
transaction rather than continuing use. This classification is only
met if the sale is highly probable and the assets or disposal groups
are available for immediate sale.

In light of the group’s primary business being the provision of
banking, insurance and investment products, non-current assets
held as investments are not classified as held for sale as the
ongoing investment management implies regular purchases and
sales in the ordinary course of business.

Immediately before classification as held for sale, the
measurement (carrying amount) of assets and liabilities in relation
to a disposal group is recognised based upon the appropriate
IFRS standards. On initial recognition as held for sale, the non-
current assets and liabilities are recognised at the lower of carrying
amount and fair value less costs to sell.

Any impairment losses on initial classification to held for sale
are recognised in the income statement.

The non-current assets and disposal groups held for
sale will be derecognised immediately when there is a
change in intention to sell. Subsequent measurement of the

asset or disposal group at that date, will be the lower of:
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e its carrying amount before the asset or disposal group was
classified as held for sale, adjusted for any depreciation,
amortisation or revaluations that would have been recognised
had the asset or disposal group not been classified as held
for sale and;

e jts recoverable amount at the date of the subsequent decision

not to sell.

29. Insurance and investment contracts
This section outlines the main lines of business that forms part of
the group’s in-force policy book.

The main product groupings currently on the books of the
group are:

e Universal life smoothed-bonus policies: These policies have
unit accounts, similar to unit trust investments. The policies
might offer additional life or disability cover. The benefit structure
might have a discretionary participating feature (“DPF”), or
unit-linked to the fair value of the assets supporting the liabilities.
On expiry of the contracts, the fair value of units is paid to
policyholders.

e Pure risk products, which are intended to provide insurance
against death, disability or medical contingencies and do not
offer early termination values.

e Company risk business: The main products on offer within
this category are Group Permanent Health Insurance (PHI)
cover and Group Life Assurance (GLA), which provides regular
annuity benefits while an insured is disabled, as well as lump
sum death and disability benefits.

e Conventional (reversionary bonus or non-profit) policies:
These policies do not have unit accounts like universal life
products, but rather provide a guaranteed sum assured at
death or maturity. The guaranteed payment is augmented by
discretionary bonuses if the contract has DPF features. The
difference between conventional and universal life DPF policy
types is that, on universal life policies, annual bonus additions
are made to the policy’s investment account, whereas additions
of bonuses on conventional policies are made to the lump
sum payable on death or maturity.

e Health insurance products: These plans typically cover a
variety of covers ranging from hospital benefits, outpatient

surgery and day to day visits to physician offices.

Overview of discretionary participation features

A discretionary participating feature (‘DPF”) entitles the policyholder
to receive, as a supplement to guaranteed benefits, additional benefits
or bonuses. These additional benefits have the following features:
e The benefits constitutes a significant portion of the total

contractual benefits payable under each policy;

e The timing and amount of the benefits are at the discretion

of the group.

Terminology that is commonly used in the Namibian insurance
industry also refers to contracts with discretionary participating
features as “with-profit” or “smoothed bonus” policies.

Distributions of bonuses on DPF contracts are performed
annually. Bonuses are used as a mechanism to smooth returns
distributed to policyholders, in order to reduce their uncertainty
of benefit payments. The smoothing mechanism operates in such
a way that the bonuses declared are normally lower than actual
investment returns in buoyant market conditions, whereas declared
bonuses normally exceed the actual investment returns during
depressed market conditions. In buoyant market conditions, any
investment returns which are not declared as bonuses in the year
are transferred to a bonus stabilisation account, after the deduction
of tax and management charges. This liability is held for future
distribution to policyholders. The smoothing mechanism results
in a degree of cross-subsidisation of investment returns and benefit
payments between different classes and generations of DPF
policyholders.

The factors which are considered in determining the
discretionary bonus declared by are the investment return
achieved on underlying assets in the period, the group’s bonus
philosophy as regards to the intended level of smoothing for
policyholders, the type of DPF contract under consideration and
the existence of any contractual minimum bonus rate guarantees.

In addition, DPF contracts may incorporate embedded options
including minimum guaranteed rate of bonus additions credited
to a policy over its lifetime. These embedded options are accounted
for in terms of the companies accounting policy for embedded

derivatives.

29.1 Classification of contracts

The contracts issued by the group transfer insurance risk; financial
risk or both. As a result of the differing risks transferred by contracts,
for the purposes of valuation and profit recognition, contracts are
divided into investment and insurance contracts. Insurance
contracts are those contracts that transfer significant insurance
risk to the group, whereas investment contracts transfer
financial risk.

The classification of contracts is performed at the origination
of each contract. The classification of the contract at inception
remains the classification of the contract for the remainder of its
lifetime unless the terms of the contract change to such an extent

that it necessitates a change in classification.
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29.1.1 Insurance contracts
An insurance contract is one that transfers significant insurance
risk to the group. Significant insurance risk exists when it is
expected that the present value of benefits payable in terms of
the policy on the occurrence of an insured event will materially
differ from the amounts payable, had the insured event not
occurred. Financial penalties levied on early termination of policy
contracts are not taken into account when classifying the contracts.
If the difference between the benefit payable on an insured event
and a non-insured event arises solely from an early termination
penalty, the contract is not classified as an insurance contract.
Insurance contracts may transfer financial risk as well as
insurance risk. However, in all instances where significant
insurance risk is transferred, the contract is classified as an

insurance contract.

The following typical type of contracts issued by the group are

classified as insurance contracts:

* Insurance policies providing lump sum benefits on death or
disability of the policyholder. These contracts are issued for
either a defined period or for the whole life of the policyholder.

e Life annuity policies where the policyholder transfers the risk
of longevity to the group;

e Policies which provide for retrenchment or funeral cover; and

e Policies providing Permanent Health Insurance (PHI).

The terms of these contracts may also allow for embedded options.
These include minimum guaranteed rates of investment return
resulting in a minimum level of benefit payable at expiry of the
contractual term, after allowing for the cost of risk cover. These
embedded options are treated in terms of the group’s policies in
respect of embedded derivatives.

Insurance contracts and Insurance contract with DPF are
within the scope of IFRS4 and therefore accounted for in

terms of the requirements of IFRS 4- Insurance contracts.

29.1.2 Investment contracts

These are contracts that transfer financial risk with no significant
insurance risk. Financial risk is the risk of a possible future change
in one or more of a specified interest rate; financial instrument
price; commodity price; foreign exchange rate; index prices or
other variable.

Investment contracts with discretionary participating features
(DPF). These contracts fall within the scope of IFRS 4 and
therefore are accounted for in terms of the requirements of IFRS 4.

A DPF entitles the policyholder to receive, as a supplement
to guaranteed benefits, additional benefits or bonuses.

These additional benefits have the following features:
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e The benefits constitutes a significant portion of the total
contractual benefits payable under each policy;
e The timing and amount of the benefits are at the discretion

of the group;

The following types of contracts issued by the group are classified

as investment contracts with DPF:

e Universal life smoothed bonus policies, where discretionary
bonuses are added to the investment account annually.

e Reversionary bonus policies, where discretionary bonuses are
added to a guaranteed sum assured payable at the end of

the contract term.

The carrying amounts in respect of the DPF benefits are included

as liabilities on the balance sheet.

29.2 Valuation and recognition

29.2.1 Insurance contracts (with and without DPF)

and investment contracts with DPF.

The next section provides detail in respect of the general valuation
and profit recognition principles in respect of insurance contracts
(with and without DPF) and investment contracts with DPF. The
sections following thereafter give more detail on how these valuation
assumptions are applied to particular product lines falling within

the category.

Principles of valuation and profit recognition

Under IFRS4, liabilities in respect insurance and investment
(with DPF) contracts are valued according to the requirements of
the Namibian Long-Term Insurance Act (1998) and in accordance
with professional guidance notes (PGNs) issued by the Actuarial
Society of South Africa (ASSA). Of particular relevance to the

liability calculations, are the following actuarial guidance notes:

PGN 104 (v6; Jan 2005):
Life Offices — Valuation of Long-Term Insurers

PGN 110 (v1.0; Dec 2003):
Reserving for minimum investment return guarantees

PGN 102 (Mar 1995):
Life Offices — HIV/AIDS

PGN 105 (Nov 2002):
Recommended AIDS extra mortality bases

PGN 106 (v3.0; Jul 2005):
Actuaries and Long-Term Insurance in South Africa

These guidance notes are available on the website of the

Actuarial Society of South Africa (www.actuarialsociety.org.za).
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29.2.2 Valuation

Liabilities are valued in terms of the financial soundness valuation
(“FSV”) method as described in professional guidance note
PGN 104, issued by the Actuarial Society of South Africa.

Where the value of the policyholder liability is negative, this is
shown as an asset under insurance contracts. The asset is not
offset against the liability.

The FSV method is a discounted cash flow method which
requires the expected income (premiums and charges) and outgo
(claims, expenses, tax) arising from each policy contract to be
projected into the future, using appropriate assumptions regarding
future investment returns, tax, inflation, claims experience and
persistency. The projected expenses are only those required to
service the existing policy book, and not the expenses expected
to be incurred in acquiring future new business. Similarly,
expected income from future sales is not included in the projection
— only income emanating from the in-force policy book.

The assumptions used to project cash flows are best estimates
of future experience. However, a degree of prudence is introduced
by the addition of compulsory margins. The compulsory margins
are defined by professional guidance note PGN 104. PGN104
allows for the addition of discretionary margins where necessary
to avoid the premature recognition of profits on certain lines of
business.

The projected cash flows (income less outgo) under each
policy contract are discounted at a market-related rate of interest,
to arrive at the liability held in respect of each policy contract.
The discount rate used to value the liability is consistent with the
market value of assets underlying the liability.

The valuation assumptions take into account current and
expected future experience, as well as revised expectations of
future income, claims and expenditure. The assumptions are
applied to the whole in-force policy book. Differences between
the assumptions used at the start and the end of the
accounting period give rise to a revised liability quantification.

The effect of policyholder options that would result in a
decrease in liabilities were excluded from the liabilities in order to
prevent unnecessarily reducing the liabilities. Policyholder options
that would result in an increase in the liabilities were incorporated
into the valuation on a best estimate basis, as described above.

The expected level of early terminations is incorporated into
the liabilities irrespective of whether this leads to an increase or
a decrease in the liabilities.

If future experience under a policy contract is exactly in line
with the assumptions employed at inception of the contract, the
valuation margins will emerge as profits over the duration of a
policy contract. This is known as the unwinding of margins.

In addition to the profit recognised at the origination of a policy

contract, and the unwinding of margins, any differences between
the best-estimate valuation assumptions and actual experience
over each accounting period also give rise to profits and losses.
These profits and losses emerge over the lifetime of a policy
contract. Other sources of profit or loss include the change in
liabilities from basis changes, profits on group business that are
recognised as earned and shareholders’ share of the cost of

bonus for certain segregated DPF pools.

29.2.3 Recognition

29.2.3.1 Premiums

Premiums receivable from insurance contracts and investment
contracts with DPF are recognised as revenue in the income
statement, gross of commission and reinsurance premiums and
excluding taxes and levies. Premiums and annuity considerations
on insurance contracts are recognised when they are due in terms
of the contract. Premium income received in advance is included

in insurance and other payables.

29.2.3.2 Benefits and claims
Insurance benefits and claims incurred under insurance contracts
and investment contracts with DPF include death, disability,
maturity, annuity and surrender payments and are recognised in
the income statement gross of any related reinsurance recoveries.
Death, disability and surrender claims are recognised when
notified. Any of these types of claims that are notified but not
paid before the balance sheet date are included in insurance and
other payables. Maturity and annuity claims are recognised
when they are due for payment in terms of the contract.
Group life benefits and benefits payable under health insurance
contracts are accounted for as incurred. Provision is made for the
estimated cost of benefit (together with the anticipated recoveries
under re-insurance arrangements) notified but not settled at the
balance sheet date.
Amounts unpaid under investment contacts are recorded as

deductions from investment contract liabilities.

29.2.3.3 Reinsurance premiums

Reinsurance premiums are recognised as an expense in the
income statement when they become due for payment, in terms
of the contracts at the undiscounted amounts payable in terms

of the contract.

29.2.3.4 Reinsurance recoveries
Reinsurance recoveries are recognised in the income statement
in the same period as the related claim at the undiscounted amount

receivable in terms of the contract.
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29.2.3.5 Liability adequacy test for business

with discounting liabilities

On insurance contracts, the liability adequacy test is inherent in
the Financial Soundness Valuation methodology applied to these
contracts and this meets the minimum requirements of the test

required under IFRS4.

29.2.3.6 Implicit recognition of a deferred

acquisition cost (DAC) asset

Acquisition costs, disclosed as sales remuneration, for insurance
contracts and investment contracts with DPF include all commission
and expenses directly related to acquiring new business. The
Financial Soundness Valuation methodology implicitly creates a
deferred acquisition cost asset by reducing the liabilities to the
extent of margins in the office premium intended to recoup
acquisition costs. Thus, no explicit deferred acquisition cost
asset is recognised in the balance sheet for contracts valued on

this basis.

29.2.4 Application of the above valuation

methodology to individual product lines

The preceding paragraphs highlighted the principles followed in
valuation and profit recognition in respect of insurance and
investment (with DPF) contracts. The next section outlines how
these principles are applied to the main product lines within this

category.

29.2.4.1 Universal life smoothed bonus policies

Liabilities for individual smoothed bonus business are set equal
to the fair value of units held by the policyholder at the balance
sheet date. This is the so-called unit liability. In addition, the
present value of expected future cash flows (income less outgo)
in respect of each policy is added or deducted from the unit liability
to arrive at the total liability in respect of each universal life policy
contract. This adjustment represents the so-called Namibia Dollar
liability. If future income is expected to exceed future outgo under
a universal life policy contract, the Namibia Dollar liability is
negative, whereas it is positive if future outgo is expected to
exceed future income.

Projected future outgo includes claims payments and
maintenance expenses, whereas projected future income includes
deductions of risk premium and other charges. In performing the
projections of future income and outgo, allowance is made for
future growth in unit account values at a level consistent with the
assumed future market-related investment return, after allowing
for contractual expense charges and tax.

Future additions of bonuses to smoothed bonus policies are

projected at levels that are consistent with and supported by the
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assumed rate of investment return, after allowing for contractual
expense charges and tax.

In respect of smoothed-bonus universal life policies, bonus
stabilisation accounts are also held. Bonus stabilisation reserves
have been discussed above, but more detail about these provisions
is given in the section below.

Profits arising from universal life policy contracts are recognised

as described in above.

29.2.4.2 Conventional (reversionary or non-profit) policies
The liabilities for conventional policies are calculated as the
difference between the present values of projected future benefits
and expenses, and the present value of projected future premiums,
using the best-estimate rate of return, plus prescribed margins
as per PGN 104. It is assumed that current bonus rates (both
reversionary and terminal bonus rates) will be maintained in future.
Profits arising on conventional policy contracts are recognised

as described above.

29.2.4.3 Group risk business

The main liability types in respect of this class of business are:

e Discounted cash flow liabilities for Permanent Health Insurance
claims-in-payment and CPI-linked annuities;

e The liability related to the claims which relate to insurance
events which have occurred before year end and thus have
been incurred but have not been reported to the group, this
liability is known as the Incurred-but-not-reported (IBNR)
liability claims on group risk benefits;

e Unearned premium provisions in respect of risk exposure
remaining after the balance sheet date (where premiums
relating to the risk have been received before the balance

sheet date.

The group currently fully reinsures all group risk business and

no liabilities were held in respect of this class of business.

29.2.4.4 Policyholder bonus stabilisation accounts

DPF liabilities (insurance and investment) are adjusted by
policyholder bonus stabilisation accounts. Bonus stabilisation
accounts have been introduced under the general description of
policy contracts issued by the group.

If the fair value of the assets underlying a smoothed-bonus
or conventional with-profit portfolio is greater than the policyholders’
investment accounts (net premiums invested plus declared
bonuses), a positive bonus stabilisation account is created which
will be used to enhance future bonuses. Conversely, if assets are
less than the investment accounts, a negative bonus stabilisation

account is created.
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The purpose with bonus stabilisation accounts is therefore to
allocate all investment surpluses or deficits to policyholders after
deduction of all related contractual charges.

Bonus stabilisation accounts are included in policyholder
liabilities under insurance contracts and investment with DPF

contracts.

29.2.4.5 Guaranteed maturity value liabilities

A number of contracts contain embedded derivatives in the form
of guaranteed maturity values. The liability in respect of these
guarantees is calculated using stochastic modeling techniques,
whereby assets and liabilities are projected into the future under
a range of possible future investment return scenarios. The
expected present value of the cost of the guarantee over
and above base liabilities is taken as the liability in respect of the
guarantee.

The modeling approach is governed by professional guidance
note PGN 110, which sets minimum criteria that the stochastic
model should adhere to, being minimum numbers of simulations
to be performed and minimum variability characteristics of the

stochastic input parameters.

29.2.5 Discretionary margins

Discretionary margins are held in addition to the compulsory
margins. These discretionary margins are used to ensure
that profit and risk margins in the premiums are not capitalised
prematurely so that profits are recognised in line with product

design and in line with the risks borne by the group.

The main discretionary margins utilised in the valuation are as

follows:

* Investment stabilisation accounts are held to reduce the risk
of future losses, caused by the impact of market fluctuations
on capitalised fees and on the assets backing guaranteed
liabilities. This liability is built up retrospectively and released
if adverse market conditions cause a reduction in the capitalised
value of fees or in the value of assets backing guaranteed
liabilities.

e Additional prospective margins are held in respect of decrement
assumptions and asset-related fees on certain product lines
to avoid the premature recognition of profits that may give
rise to future losses if claims experience turns out to be worse
than expected. This allows profits to be recognised in the
period in which the risks are borne by the group.

* An additional data reserve is held to protect against possible

losses due to data discrepancies.

29.2.6 Options and guarantees
The effect of policyholder options that would result in a decrease
in liabilities were excluded from the liabilities in order to prevent
unnecessarily reducing the liabilities. Policyholder options that
would result in an increase in the liabilities were incorporated into
the valuation on a best estimate basis, as described above.
The expected level of early terminations is incorporated into
the liabilities irrespective of whether this leads to an increase or
a decrease in the liabilities.
The best estimates used to determine the value of the liabilities
include estimates that take into account maturity, mortality and

disability guarantees, as well as expected lapses and surrenders.

29.2.7 Embedded derivatives
The group does not separately measure embedded derivatives
that meet the definition of an insurance contract or options to
surrender insurance contracts for a fixed amount (or an amount
based on a fixed amount and an interest rate). All other embedded
derivatives are separated and carried at fair value if they are not
closely related to the host insurance contract and meet the
definition of a derivative. Embedded derivatives that are separated
from the host contract are fair valued through profit or loss.
A number of contracts contain embedded derivatives in the
form of guaranteed maturity values. The liability in respect of these
guarantees is calculated using stochastic modeling techniques,
whereby assets and liabilities are projected into the future under
a range of possible future investment return scenarios, with
parameters calibrated to market data. The modeling approach is
governed by professional guidance note PGN 110, which sets
minimum criteria that the stochastic model should adhere to,
being minimum numbers of simulations to be performed and
minimum variability characteristics of the stochastic input
parameters. The model is calibrated to use market-consistent

assumptions and parameters as at the valuation date.

29.2.8 Reinsurance contracts

Contracts entered into by the group with reinsurers under which
it is compensated for losses on one or more contracts issued by
the group and that meet the classification requirements for insurance
contracts, are classified as reinsurance contracts held. Contracts
that do not meet these classification requirements are classified
as financial assets.

The benefits to which the group is entitled under its reinsurance
contracts held are recognised as reinsurance assets. These
assets consist of short-term balances due from reinsurers (classified
as loans and receivables), as well as long term receivables (classified
as reinsurance assets) that are dependent on the expected claims

and benefits arising under the related reinsured insurance contracts.
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Amounts recoverable from or due to reinsurers are measured
consistently with the amounts associated with the reinsured
insurance contracts and in accordance with the terms of each
reinsurance contract.

Reinsurance liabilities consist of premiums payable for
reinsurance contracts and are recognised as an expense
when due.

The group assesses its reinsurance assets for impairment on
an annual basis. If there is objective evidence that the reinsurance
asset is impaired, the Group reduces the carrying amount of the
reinsurance asset to its recoverable amount and recognises that
impairment loss in profit or loss for the period. The group gathers
the objective evidence that a reinsurance asset is impaired using
the same process adopted for financial assets held at amortised
cost. The impairment loss is also calculated following the same

method used for these financial assets.

29.2.9 Receivables and payables related to insurance and
investment contracts

Receivables and payables are recognised when due. These
include amounts due to and from agents, brokers and insurance
contract holders. If there is objective evidence that the insurance
receivable is impaired, the group reduces the carrying amount of
the insurance receivable accordingly and recognises the impairment
loss in the income statement. The group gathers the objective
evidence that an insurance receivable is impaired using the same
process adopted for loans and receivables. The impairment loss
is also calculated following the same method used for these

financial assets.

29.3 Investment income
Investment income is recognised on the accrual basis. Dividend
income is brought to account when the last day of registration

falls within the accounting period.

29.4 Expenses for marketing and administration

Marketing and administration expenses include administration
expenditure, marketing and development expenditure as well as
all other non-commission related expenditure, and are expensed

as incurred.

29.5 Commission
Insurance commission payments are net of reinsurance commission
received and are expensed as incurred.

Commission on investment contracts is spread over the first
five years of the policy. The commission costs attributable to the
unearned premiums at the end of the financial year are deferred

and carried forward to the following year.
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30. Comparative figures
Where necessary, comparative figures are reclassified to be
consistent with the disclosure in the current year. Details are

provided in note 42.
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Consolidated income statement

for the year ended 30 June

N$'000 Note

2008

Interest and similar income
Interest expense and similar charges
Net interest income before impairment of advances

Impairment of advances 13
- impairment of advances: specific

- impairment of advances: portfolio

Net interest income after impairment of advances

Non interest income 3
- fees and commissions

- fair value income

- gains less losses from investment activities

- other non interest income

Net insurance premium income 4
- insurance premium income
- insurance premium ceded to reinsurers

- change in unearned premium provision

Net claims and benefits paid 5
- gross claims and benefits paid on insurance contracts

- insurance benefits recovered from reinsurers

Decrease in value of policyholder liabilities: insurance contracts 26
Fair value adjustment of policyholder liabilities: investment contracts 27
Fair value adjustment to financial liabilities 29

Income from operations

Operating expenses 6
Net income from operations

Share of profit from associates 17.5
Income before tax

Indirect tax 71

Profit before tax

Direct tax 7.2

Profit for the year

Attributable to:
Non cumulative non redeemable preference shareholders
Equity holders of the group

Minority interest

Profit for the year
Earnings per share (cents) 8.2
Dividends per share (cents) 8.3
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1581 797 1508 517
(838 580) (774 610)
743 217 728 907
(38 412) (72 405)
(33 357) (39 327)
(5 055) (33 078)
704 805 656 502
433 434 403 127
405 342 325 757
84 924 29 661
(75 300) 13 244
18 468 34 465
184 761 159 842
213 537 185 521
(27 624) (23 428)
(1 152) 2 251)
(125 377) (117 194)
(162 380) (132 103)
37 003 14 909
72720 84 550
11 438 (3 705)
(25 748) 15 948
1 256 033 1199 070
(694 054) (617 639)
561 979 581 431
1872 5 681
563 851 587 112
(12 503) (18 404)
551 348 568 708
(184 589) (159 641)
366 759 409 067
315 1178

354 165 383 901
354 480 385 079
12 279 23988
366 759 409 067
136.1 145.2
56.0 51.0




Consolidated balance sheet

as at 30 June

N§'000

Note 2008

Assets

Cash and short term funds

Due from banks and other financial institutions
Derivative financial instruments
Advances

Investment securities

Accounts receivable

Policy loans on investments contracts
Reinsurance assets

Investments in associates

Tax asset

Deferred tax asset

Property and equipment

Investment properties

Intangible assets

Non current assets held for sale

Total assets

Equity and liabilities
Liabilities

Deposits and current accounts

Due to banks and other financial institutions
Derivative financial instruments

Creditors and accruals

Gross outstanding claims

Gross unearned premium

Provision for unintimated claims

Policyholder liabilities under insurance contracts
Policyholder liabilities under investment contracts
Post retirement benefit liability

Tax liability

Deferred tax liability

Long term liabilities

Total liabilities
Equity

Capital and reserves attributable to ordinary equity holders
Ordinary shares

Share premium

Reserves

Capital and reserves attributable to ordinary equity holders

Minority interest

Total equity

Total equity and liabilities

10.1
10.2
11
12
14
15

16
17.3

7.3
19
20
21

22

231
23.2
11
24

25
26
27
28.1

7.3
29

30
30

356 674 345 323
479 256 1004 314
130 487 37 532

10 486 434 9141 531

1898 611 2 067 510

116 208 94 582

22 767 19 407

286 944 389 471

21 464 5044

517 17 456

508 19706

236 406 188 455

4070

58 946 67 105
4823

14100045 13 401 506

10 600 680 9676 281

22 731 353 834

115 631 61919

296 628 246 681

11377 1 430

18 058 15517

2 740 1826

927 304 1103 914

36 066 38 302

21 671 37 539

5511 1190

18 090 17

261 238 235 503

12337725 11773 953

1 291 1321

195 066 257 792

1444 138 1224 134

1 640 495 1483 247

121 825 144 306

1 762 320 1 627 553

14100045 13401 506
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Consolidated statement of changes in equity

for the year ended 30 June

Ordinary share capital and ordinary shareholders' funds

Capital and
reserves
Share Other non attributable
Share Share based  Available- distributable to ordinary
capital premium payment for-sale reserves Retained equity Minority Total
N$'000 (Note 30) (Note 30) reserve reserve  (note 31) earnings holders interest equity
Balance at 1 July 2007 1321 263913 4598 (1539) 766 971379 1240438 1240 438
Movement in available for sale revaluation reserves
fair value gains and losses: bank 195 195 195
Amount removed from equity and recognised
in the income statement: bank (2612 (2612) (2612)
Staff share option costs 1021 1021 1021
BEE Consortium share option costs 1229 1229 1229
Profit for the year 385079 385079 23988 409 067
Ordinary final dividend: 26 October 2007 (68 724) (68 724) (68 724)
Ordinary interim dividend: 28 March 2008 (66 080) (66 080) (66 080)
Preference dividend: 30 June 2008 (1178) (1178) (1178)
Transfer (to)/from contingency reserves (384) 384
Effective change of shareholding of subsidiaries 120 318 120 318
Elimination of shares held by share trusts 6121) (6 121) 6 121)
Balance at 30 June 2008 1321 257792 6848 (3 956) 382 1220860 1483247 144306 1627553
Movement in available for sale revaluation reserves
fair value gains and losses: bank 11 259 11 259 11 259
Amount removed from equity and recognised
in the income statement: bank (1842) (1842) (1842)
Staff share option costs 2037 2037 2037
BEE Consortium share option costs 1220 1220 1220
Profit for the year 354 480 354 480 12 279 366 759
Ordinary final dividend: 29 October 2008 (73 893) (73893) (350000 (108 893)
Ordinary interim dividend: 3 April 2009 (72 350) (72 350) (72 350)
Preference dividend: 30 June 2009 (815) (815) (815)
Transfer (to)/from contingency reserves 2 064 (2 064)
Effective change of shareholding of subsidiaries (592) (592) 240 (352)
Elimination of shares held by share trusts (80) (62 726) (62 756) (62 756)
Balance at 30 June 2009 1291 195066 10 105 5 461 2446 1426126 1640495 121825 1762320
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Consolidated cash flow statement

for the year ended 30 June

N$'000 Note 2008
Cash flows from operating activities

Cash receipts from customers 2219484 2 061 661
Interest and similar income 1547 221 1472577
Other non interest income 486 349 426 991
Net insurance premium received 185914 162 093
Cash paid to customers, suppliers and employees (1 603 404) (1464 151)
Interest expense and similar charges (838 580) (774 610)
Net claims and benefits paid (125 377) (117 194)
Total other operating expenses (639 447) (572 347)
Cash flows from operating activities 33.1 616 080 597 510
Increase in income earning assets (659 769) (1605 947)
Due from banks and other financial institutions 525 058 (888 559)
Advances (1348 739) (456 793)
Investment securities 92 967 (803 221)
Accounts receivable and similar accounts 70 945 42 626
Increase in deposits and other liabilities 532 158 1474 395
Deposits 924 399 1859174
Due to banks and other financial institutions (331 103) (476 928)
Accounts payable and similar accounts (61 138) 92 149
Net cash generated from operations 488 469 465 958
Tax paid 33.2 (145 452) (278 486)
Net cash flow from operating activities 343 017 187 472
Cash flows from investment activities

Purchase of property and equipment 33.3 (69 138) (42 294)
Purchase of software (4 081)

Addition of Agency force business (1 893)
Sale of share in Swabou Life Assurance Limited 113 293
Sale of share in Swabou Insurance Company Limited 4900
Acquisition of 40% interest in FNB Insurance Brokers (Namibia) (Pty) Limited 33.6 (15 428)

Dividends from associate company 880 900
Proceeds from the disposal of property and equipment 415 1264
Net cash flow from investment activities (87 352) 76170
Cash flows from financing activities

Purchase of shares for share trusts (62 756) (3952)
Dividends paid 33.5 (181 558) (140 540)
Net cash flow from financing activities (244 314) (144 492)
Net increase in cash and cash equivalents 11 351 119150
Cash and cash equivalents at the beginning of the year 345 323 226 173
Cash and cash equivalents at the end of the year 10.1 356 674 345 323
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