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*OPLMÄUHUJPHSVMÄJLY»ZYLWVY[
In a demanding economic environment, our key
performance indicators show that, for the most part, our
strategies have been successful.
;OL WHZ[ ÄUHUJPHS `LHY ZH^ ZPNUPÄJHU[ PTWYV]LTLU[
in insurance operations and a low impairment charge
on advances. Group headline earnings for the year rose
I`   [V 5  TPSSPVU  ! 5  TPSSPVU 7YVÄ[
PUJYLHZLKI` [V5  TPSSPVU !5 TPSSPVU
Earnings per ordinary share increased by 22% to
166.1 cents (2009: 136.1 cents). Return on average
equity was 24% (2009: 23%). The group’s cost to income
ratio improved to 49% (2009: 51%).
The group has three main operating entities: FNB
Namibia Banking Group (“FNB”); Momentum Life Assurance
Namibia Ltd (“Momentum Life”); and OUTsurance
Insurance Company of Namibia Limited (“OUTsurance”).
(SS[OYLL^LYLWYVÄ[HISL
-5) NYL^ WYVÄ[ I`   MYVT 5  TPSSPVU [V 5 
TPSSPVU ;OPZ ZVSPK WLYMVYTHUJL YLÅLJ[Z H JVTIPUH[PVU VM
factors, including a low impairment charge, reasonable growth
in advances and deposits and higher transactional volumes.
4VTLU[\T 3PML»Z WYVÄ[ PUJYLHZLK I`   [V 5 
million (2009: N$33 million). This was mainly due to a
recovery in investment returns in the shareholders portfolio
HUK VU UVUSPURLK SPHIPSP[PLZ [VNL[OLY ^P[O [OL WYVÄ[ MYVT
PUZ\YHUJLHJ[P]P[PLZ([[OLLUKVM[OLWYL]PV\ZÄUHUJPHS`LHY
Momentum restructured its shareholders’ asset portfolio to
protect against market volatility. The portfolio has improved
as a result.
6<;Z\YHUJL»Z WYVÄ[ PUJYLHZLK [V 5  TPSSPVU  !
N$2 million). Performance exceeded expectations due
to increased sales, lower loss ratios and operational
LMÄJPLUJPLZ
The chart below illustrates the contribution by
LHJO ZLNTLU[ [V WYVÄ[ ILMVYL [H_ ;OL ¸V[OLY¹ ZLNTLU[
YLÅLJ[Z V[OLY NYV\W JVTWHUPLZ HUK NYV\W HJJV\U[PUN
consolidations.

Other
5% (2009: 4%)

Interest income
FNB generates 94% of the group’s net interest income. Its
UL[ PU[LYLZ[ PUJVTL NYL^ I`
 [V 5  TPSSPVU  !
N$695 million). This was almost in line with the increase in
average advances. It was achieved against a background
of lower interest rates which had a negative endowment
effect. Furthermore, FNB implemented the Bank of Namibia
requirement to reduce the margin between prime and repo
rate by 50 basis points by the end of October 2009.The
negative impact of reducing the prime rate was countered
by a reduction in the cost of funds. This came about mainly
because the Namibian repo rate was aligned with that of South
Africa, and because the home loan base rate was 50 points
higher than prime for most of the year, illustrated below.
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Impairment losses
2010

:WLJPÄJPTWHPYTLU[
7YLZLU[]HS\LVMZLJ\YP[`VMUVUWLYMVYTPUNSVHUZ
;V[HSZWLJPÄJPTWHPYTLU[
Portfolio impairment

N$ million

% average advances

N$ million

 

 















 





(5.1)

Impairment losses of advances

13.0

The components of the impairment charge are summarised
in the table above.
A combination of lower interest rates, a consistent
HUK ZV\UK SLUKPUN WVSPJ` HUK LMÄJPLUJ` PU [OL UL^S`
JLU[YHSPZLK SLNHS KLWHY[TLU[ J\STPUH[LK PU H ZPNUPÄJHU[S`
lower impairment loss on advances. The impairment charge
of N$13 million represented a N$25 million improvement
on the prior year.

Non interest income
Non interest income increased by 49% to N$644 million (2009:
N$433 million). Individual segment contributions were:
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The table illustrates that Momentum’s turnaround on
investment portfolios was the major element contributing
to growth.
FNB increased non interest income by 13%. Fees and
commission increased by 20% due to increased volumes
and expanded retail network delivery channels. Average
WYPJLHKQ\Z[TLU[^HZPUSPUL^P[OPUÅH[PVU-VYLPNUL_JOHUNL
[YHKPUNPUJVTLPUJYLHZLKI` [V5 TPSSPVU !
N$60 million). The relatively strong Rand/N$ put pressure
on foreign exchange trade.
Momentum Life increased non interest income
L_JS\KPUN WYLTP\T PUJVTL I`    [V 5  TPSSPVU
 !5 TPSSPVUULNH[P]LTHPUS`ILJH\ZLPU]LZ[TLU[
portfolio returns improved as equity markets recovered. A
ZPNUPÄJHU[WVY[PVUVM[OLWVSPJ`OVSKLYSPHIPSP[PLZPZTH[JOLK
by assets, so improved investment returns on the linked
policyholders portfolio is also the main contributor to
the increase in policyholder liabilities of N$38 million
 !5 TPSSPVUKLJYLHZLHZYLÅLJ[LKPU[OLZ[H[LTLU[
of comprehensive income.
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% average advances
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Net insurance premium income grew by 22%, of
^OPJO 4VTLU[\T 3PML JVU[YPI\[LK   4VTLU[\T»Z
WYLTP\T PUJVTL PUJYLHZLK I`   YLÅLJ[PUN PUJYLHZLK
sales and brand visibility. The launch of the Myriad product
range has opened up the higher end of the market. New
business sales increased by 22%, mainly as result of
Myriad and the agency sales force.
OUTsurance premiums increased by 41%, maintaining
a trend reported in the prior year. The growth is mainly
attributable to personal lines products which started from
a low base.
5L[ JSHPTZ HUK ILULÄ[Z WHPK increased by 14% to
N$143 million (2009: N$125 million). Momentum Life, with
a 9% increase, contributed the bulk of it, while OUTsurance
increased by 31% to N$38 million. OUTsurance’s increase
should be viewed against the background of new business
strain from the personal lines products, which showed
ZPNUPÄJHU[NYV^[OPUWYLTP\TPUJVTL/V^L]LY[OLYLOHZ
been an improvement in its loss ratio.
Operating expenses
Operating costs rose from N$694 million to N$803 million,
a 16% increase year on year. This included substantial
IT expenses in localising core banking systems and the
accelerated amortisation of the Swabou Bank trademark.
These were partially offset by the recognition of the pension
fund surplus attributable to the group as an employer
which eased staff costs.
The focus on cost control was maintained throughout
the year. Although operating costs rose by more than
H]LYHNL PUÅH[PVU [OL PU]LZ[TLU[ PU PUMYHZ[Y\J[\YL ^PSS
IYPUNM\[\YLILULÄ[

Tax
0UKPYLJ[[H_PUJYLHZLKI`5 TPSSPVU[V5 TPSSPVUTHPUS`
because value added tax increased in line with expenses
and stamp duties rose, driven by volume.
The group’s effective tax rate decreased to 31% from
33% in 2009 because corporate tax dropped from 35% to
34% during the year, as well as an increase in non-taxable
income relating to the insurance operations.
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:[H[LTLU[VMÄUHUJPHSWVZP[PVU
Total assets increased by N$1.8 billion to N$15.9 billion –
a year on year growth of 13%. FNB’s advances showed
YLHZVUHISLNYV^[OYLÅLJ[PUN\UJLY[HPU[`PU[OLLJVUVT`
Average year to date gross advances grew by 10%, which
was in line with the national trend in private credit extension.
@LHYLUKHK]HUJLZPUJYLHZLKI` 4VY[NHNLHK]HUJLZ
L_JLLKPUN VM[V[HSHK]HUJLZNYL^I` HUK-5)
retained its position as market leader.

Policyholder liabilities increased due to new business
and improvement in the investment values on the linked
portfolio.

Dividend policy
The group has maintained the 2.4 times dividend cover on
WYVÄ[H[[YPI\[HISL[VVYKPUHY`ZOHYLOVSKLYZ;OPZYLZ\S[ZPUH
[V[HSKPZ[YPI\[PVUMVY[OL`LHYVMJLU[Z\WI` 

Capital Management

Advances composition

Banking Group
N$ million

The optimal level of capital in a banking institution is
determined by balancing the requirements of the regulator,
the shareholders, deposit holders and debt holders.
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The ratio of non performing loans to average gross
advances continued to improve, reducing to 2.6% (2009:
3.2%). Non performing loans reduced by 10% year on year
[V5  TPSSPVU !5  TPSSPVU;OLOLHS[O`[YLUKPZ
illustrated in the chart below.
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;OL PUJYLHZL PU PU]LZ[TLU[ ZLJ\YP[PLZ YLÅLJ[LK [OL SPX\PK
asset requirements for FNB and Momentum Life investment
portfolio. The FNB portfolio shows a shift from deposits
[OH[HSZVX\HSPÄLKHZSPX\PKHZZL[Z[VPU]LZ[TLU[ZLJ\YP[PLZ
HUKPUJYLHZLKI`5 TPSSPVU4VTLU[\T3PML»ZWVY[MVSPV
grew by N$321 million.
9LPUZ\YHUJL HZZL[Z KLJYLHZLK I` 5  TPSSPVU [V
N$50 million as a result of a new reinsurance agreement.
Deposits increased by N$1.4 billion. This 14% growth
is in line with assets growth. Wholesale funding continued
to be the dominant source.

For a banking institution, capital serves as a foundation
for growth and a cushion against unexpected losses. It
mitigates economic risk that might otherwise threaten its
continuation or lead to loss of faith by stakeholders. It is the
WVSPJ`VM[OLIHUR[VILJHWP[HSPZLKH[[OLOPNOLYÄN\YLVM
economic capital or regulatory capital inclusive of a buffer.
,JVUVTPJJHWP[HSPZKLÄULKHZ[OLJHWP[HS^OPJO[OL
banking group must hold, commensurate with its risk
WYVÄSL\UKLYZL]LYLZ[YLZZJVUKP[PVUZ[VNP]LJVTMVY[[V
third party stakeholders that it will be able to discharge
its obligations in accordance with an indicated degree of
certainty even under stress conditions, and would continue
to operate as a going concern. Tests are performed
regularly to assess whether the bank is appropriately
capitalised.

Demand for capital
The Bank of Namibia (“BoN”) requires banking
institutions to hold a minimum amount of capital equal
to, or more than, 10% of the calculated risk weighted
assets. During the year under review, BoN implemented
guidelines developed by the Basel Committee on
Banking Supervision – Basel II as provided for in terms
of the Banking Institutions Act 1998 (Act No. 2 of 1998)
for supervisory purposes. The guidelines include the
techniques to calculate capital adequacy ratio as a key
prudential measures.
First National Bank of Namibia Limited is required to
determine its capital adequacy ratio using the standardised
approach. The guidelines provide a range of options for
determining the capital requirements for credit risk, market
risk and operational risk to allow banks and supervisors
to select approaches that are most appropriate for their
VWLYH[PVUZ HUK [OLPY ÄUHUJPHS THYRL[ PUMYHZ[Y\J[\YL 0U
addition, the guidelines also allow for a limited degree
of national discretion in the way in which each of these
options may be applied, to adapt the standards to different
conditions of national market.
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With the options available, BoN opted for the
standardised approach to be applicable to all the banks
under its jurisdiction. The standardised approach is less
risk sensitive as compared to internal ratings based
approach (“IRB”) which has incentives in terms of capital
YLSPLMI\[UV[ULJLZZHY`Z\P[HISLMVY[OL5HTPIPHUÄUHUJPHS
market.
The main changes between the old and newly
adopted guidelines lie in the calculation of risk weighted
assets and the closer alignment of capital levels to true
underlying economic risks. Compliance with Basel II
guidelines revealed that there is no material increase
in our current economic capital estimates or minimum
regulatory levels.
As a subsidiary of a South African Banking Group,
where the principles of Basel II were adopted on 1 January
2008, First National Bank of Namibia Limited has complied
with the standardised approach to calculate capital for
credit, market, equity and operational risks, currently
YLX\PYPUN H TPUPT\T VM   I` [OL :(9) TL[OVK VM
calculating risk weighted assets.
The following graph depicts the growth in risk weighted
assets since 2004:
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;OLIHURPUNNYV\WKLJSHYLKHUPU[LYPTKP]PKLUKVM5 
TPSSPVUPU-LIY\HY` HUKHÄUHSKP]PKLUKVM5 TPSSPVU
in August 2010.

Capital adequacy of the banking group
on 30 June
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Supply of capital
As the bank generates earnings that are adequate to
meet new capital requirements, the focus of management
is on arriving at the most cost-effective capital structure.
The relatively higher cost of capital, as against debt,
means capital levels have to be managed to the minimum
required, thus increasing the true economic value added
to shareholders.
The implementation of the Basel II principles has
HSSV^LKJ\YYLU[`LHYWYVÄ[[VMVYTWHY[VMX\HSPM`PUNJHWP[HS
once appropriated by the board on quarterly bases.
Maximum exposures to single borrowers are linked to the
capital base. This results in the determination of maximum
exposure being reviewed quarterly and could facilitate
balance sheet growth during the year.
The board of directors approved a 5.5% buffer
above the 10% minimum level determined by the Bank of
5HTPIPH;OLI\MMLYPZHSZVPUÅ\LUJLKI`LJVUVTPJJHWP[HS
requirements.
The following graph depicts the capital adequacy ratio
and internal target:
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Regulatory capital
Tier 1
Share capital and share premium
9L[HPULKWYVÄ[Z
Capital impairment: intangible assets
;V[HS[PLY

Tier 2
Eligible subordinated debt
General risk reserve,
including portfolio impairment
Total tier 2
;V[HS[PLYHUK[PLYJHWP[HS
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Capital adequacy ratios
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Insurance operations

90

Momentum’s policy is to invest capital required for the
capital adequacy requirement (“CAR”) in cash or near cash
PUZ[Y\TLU[Z;OLVIQLJ[P]LPZ[VLUZ\YLHZ\MÄJPLU[L_JLZZ
of assets over liabilities to guard against severely negative
conditions in future. When the Momentum transaction was
approved, the court determined that a CAR cover of 1.5
times should be maintained. In terms of the revised capital
management framework of Momentum, the company will
maintain a buffer of 0.4 times above that minimum.
The CAR of Momentum is N$81.0 million (30 June
2009: N$94.8 million). Free reserves cover the capital
adequacy requirement 4.3 times (30 June 2009: 3.0
times). Momentum did not declare a dividend during the
year (2009: N$100 million).
The embedded value increased to N$659 million
(2009: N$526 million). The value of in-force increased
by 21% to N$363 million (30 June 2009: N$301 million)
HUK[OL]HS\LVMUL^I\ZPULZZ^HZ5 TPSSPVU1\UL
2009: N$59 million).
times
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Solvency margin
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Conclusion
The signs of recovery in the global economy are encouraging,
but its sustainability is uncertain. Domestically the economy
YLTHPUZPUÅ\LUJLKI`L_[LYUHSL]LU[Z,UJV\YHNPUN[YLUKZ
HYLLTLYNPUNPUUL^]LOPJSLZHSLZHZJVUZ\TLYJVUÄKLUJL
returns. According to the FNB housing index, house sale
volumes are edging higher, pointing to some recovery
towards the end of 2010. The group does not foresee major
downward risk and expects interest rates to remain benign
for longer, supporting recovery in 2011.
Against the background of anticipated regulatory
pressure and pressure on interest and non interest
PUJVTL [OL MVJ\Z YLTHPUZ VU PTWYV]PUN LMÄJPLUJPLZ HUK
cost management. Mechanisms are being put in place to
limit the impact of these pressures. The group will continue
P[ZZ[YH[LN`VMNYV^PUNWYVÄ[HISLI\ZPULZZ^OPSL[HRPUNPU[V
account the risks involved. It intends to create long-term
value for stakeholders.

2008 2009 2010

CAR Cover (times)
Embedded value (N$ million)

OUTsurance’s capital adequacy is measured by the solvency
margin that is the free reserve ratio of shareholders’ funds
expressed as a percentage of net premium income. The
company targeted solvency margin range is between
25% and 50%, while the regulatory minimum is 15%. The
solvency margin at 30 June 2010 was 35% (2009: 32%),
a sound and healthy position. OUTsurance declared a
dividend of N$5 million in August 2010.
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