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Directors’ responsibility statement

To the member of First National Bank of Namibia 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
banking 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 group has complied in all material
aspects with the requirements set out in BID2 with regards to
asset classification, suspension of interest and provisioning.
The group’s policies with regards this regard are stated in the
notes on accounting policies, disclosed on pages 5 to 23.

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 banking 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

FIRST NATIONAL BANK OF NAMIBIA LIMITED Annual Financ

throughout the group are directed towards risk areas. These
areas are identified by operational management, confirmed
by banking 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
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 2012. On the basis of this review and in the light
of the current financial position, the directors have no reason
to believe that First National Bank of Namibia 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 3. The consolidated annual financial statements of the
group and company, which appear on pages 4 to 92 have
been approved by the board of directors and are signed on
its behalf by:

CJ Hinrichsen
Chairman
Windhoek

16 August 2011

I'J M Leyenaar
Chief Executive Officer
Windhoek
16 August 2011



Independent auditor’s report

To the member of First National Bank of Namibia Limited

We have audited the group annual financial statements and the
annual financial statements of First National Bank of Namibia
Limited, which comprise the consolidated and separate
statements of financial position as at 30 June 2011, and the
consolidated and separate statements of comprehensive
income, the consolidated and separate statements of changes
in equity and consolidated and separate statements of cash
flows 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 4 to 90.

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 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 financial statements present fairly, in all
material respects, the consolidated and separate financial
position of First National Bank of Namibia Limited as at 30 June
2011, and its consolidated and separate financial performance
and consolidated and separate 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
27 September 2011

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, J Cronje
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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 2011.

Nature of business

The company is registered bank offering a full range of
banking services in Namibia.

Share capital

The company’s authorised share capital at the end of
reporting period consists of 4 000 (2010: 4 000) ordinary
shares of N$ 1.

The issued ordinary share capital remained unchanged
at 1 200 ordinary shares.

Dividends

During the current year dividends of N$569 milion (2010:
N$105 million), were declared and paid by the company.

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 24 to 92 set out fully the
financial position, results of operations and cash flows of the
company and the group.

Directorate

The composition of the board of First National Bank of Namibia
Limited is as follows:

C J Hinrichsen # (Chairman)

H-D Voigts # (former Chairman) (retired 24 November 2010)
H W P Béttger (retired 24 November 2010)

J J Comalie (appointed 23 May 2011)

C J Giddy * (appointed 23 May 2011)

C L R Haikali

L J Haynes*

J K Macaskill *

S H Moir *

| J M Leyenaar * (Chief Executive Officer)

Adv VR Rukoro

| | Zaamwani-Kamwi (Ms)

# German * South African
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All directors appointed since the last annual general meeting
have to be confirmed at the next annual general meeting.

Management by third parties

No part of the business of the company or of its subsidiary companies
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 First National Bank of Namibia Limited
is FNB Namibia Holdings Limited a NSX listed company and
its ultimate holding company is FirstRand Limited dual listed
on the NSX and JSE, which is incorporated in the Republic of
South Africa.

Subsidiaries

Interest in subsidiaries and associates are set out in note 14
and 13 respectively to the annual financial statements.

Company secretary and registered offices

Y Katjirua

Registered office:

209 Independence Avenue, Windhoek
Postal address:

P O Box 195, Windhoek, Namibia

Events subsequent to the reporting date

There are no material events subsequent to the reporting date to report.



Accounting policies

1 Introduction

First National Bank of Namibia group (“the group”) is a financial
services group providing banking services.

The group adopted the following accounting policies in
preparing its consolidated annual financial statements. The
principal accounting policies are consistent in all material
aspects with those adopted in the previous year, except for
the adoption of:

e |FRS 1 First-time Adoption of International Financial
Reporting Standards was amended during January 2010.
The amendment provides relief to first-time adopters of
International Financial Reporting Standards from providing
the additional disclosures introduced in March 2009 by
the amendment to IFRS 7 Improving Disclosures about
Financial Instruments. The additional disclosure requirements
included in the amendment to IFRS 7 required enhanced
disclosures about fair value measurement and liquidity risk.
The amendment does not have an impact on the group as
the group has already adopted IFRS.

* |AS 32 Financial Instruments: Presentation was amended
during October 2009. The amendment clarifies the accounting
for rights issues that are denominated in a currency other than
the functional currency of the issuer. The amendment requires
rights issues offered pro rata to all of an entity’s existing
shareholders to be classified as equity instruments regardiess
of the currency in which the exercise price is denominated.
The amendment has had no impact on the group’s results as
no such arrangements have been entered into.

* As part of its annual improvements project the IASB made
amendments to a number of accounting standards. The
aim is to clarify and improve the accounting standards.
The improvements include those involving terminology or
editorial changes with minimal effect on recognition and
measurement. The annual improvements project for 2009
is effective for annual periods commencing on or after 1
January 2010 and the improvements made to IFRS 3 and
IAS 27 as part of the 2010 annual improvements project is
effective for annual periods commencing on or after 1 July
2010. The group has adopted these amendments during
the current financial year. These amendments have not had
a significant impact on the group’s results nor has it resulted
in the restatement of prior year numbers.

« |FRIC 19 Extinguishing Financial Liabilites with Equity
Instruments is effective for annual periods commencing
on or after 1 July 2010. This interpretation addresses the
accounting by an entity when the terms of a financial liability
are renegotiated and result in the entity issuing equity

instruments to a creditor of the entity to extinguish all or part
of the financial liability. These transactions are often referred
to as debt for equity swaps. This Interpretation does not
address the accounting by the creditor. This Interpretation
has no effect on the group’s financial statements as no such
arrangements have been entered into.

2 Basis of preparation

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.

These financial assets and liabilities include:

* financial assets and liabilities held for trading;

* financial assets classified as available-for-sale;

* derivative financial instruments;

* financial instruments at fair value through profit and loss; and
* investment properties valued at fair value;

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 judgement 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 accounting policy note 28.

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

3 Consolidation

3.1 Subsidiaries

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 date that control over
the subsidiary ceases.
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Accounting policies continued

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.

Intercompany transactions, balances and unrealised gains on
transactions between group companies are eliminated. Unrealised
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.

3.2 Business combinations

The group uses the acquisition method of accounting to account
for the acquisition of subsidiaries. The consideration transferred
for the acquisition is measured at the fair value of the assets
transferred, equity instruments issued and the liabilities incurred
orassumed at the acquisition date. The consideration transferred
includes the fair value of any asset or liability resulting from a
contingent consideration arrangement and the acquisition date
fair value of any existing equity interest held in the subsidiary.
The contingent asset or liability is initially measured at fair value
at acquisition date. A contingent obligation to pay contingent
consideration is classified as equity or liability. The contingent
asset or liability is subsequently measured at fair value with fair
value changes recognised against the acquisition cost where
they qualify as the measurement period adjustment as per IFRS
3 as recognised in accordance with the IFRS applicable to that
asset or liability. Contingent considerations that are classified as
equity are not re-measured after acquisition date. Transaction
costs are expensed as incurred.

Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date.

The excess of the consideration transferred, the amount of any
non controlling interest in the subsidiary and the acquisition
date fair value of any previous equity interest in the subsidiary
over the fair value of the group’s share of the identifiable net
assets acquired is recorded as goodwill. If this is less than the
fair value of the net assets of the subsidiary acquired, in the
case of a bargain purchase, the difference is recognised directly
in profit or loss.

When control is achieved in stages, each transaction is accounted

for separately and the identifiable assets, liabilities and contingent
liabilities are measured at fair value at acquisition date.

3.3 Associates

Associates are entities in which the group holds an equity
interest of between 20% and 50%, but has no control. The
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group is presumed to have significant influence where it holds
an equity interest of between 20% and 50%. Investments
acquired and held exclusively with the view to dispose of in the
near future (within 12 months) are not accounted for using the
equity accounting method, but are measured 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 resumes equity accounting only after its share of the profits
equals the share of losses not recognised. The group increases the
carrying amount of investments with its share of the associate or
joint venture’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.

4 Interest income and interest expense

The group recognises interest income and interest expense
in the profit and loss component of the statement of
comprehensive income 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.

Interest income on instruments designated at fair value through
profit or loss are included in fair value income except to the
extent that the interest relates to:

¢ where hedge accounting is applied; and
e interest on intercompany balances.

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.

5 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.

6 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.

7 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.

8 Foreign currency translation

8.1 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.

8.2 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 profit and loss
component of the statement of comprehensive income, except
when deferred in other comprehensive income 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 recognised as a translation
gain or loss in the profit and loss component of the statement
of comprehensive income when incurred.
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Accounting policies continued

Translation differences on non-monetary items, classified
as available-for-sale, such as equities are included in the
other comprehensive income component of the statement of
comprehensive income when incurred.

9 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.

10 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 statement of comprehensive income.

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 reporting date.

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 reporting 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

FIRST NATIONAL BANK OF NAMIBIA LIMITED Annual Financ

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-
for-sale investments and cash flow hedges, which are charged
or credited directly in other comprehensive income, is also
credited or charged directly to other comprehensive income and
is subsequently recognised in the profit and loss component
of the statement of comprehensive income together with the
deferred gain or loss.

11 Recognition of assets

11.1 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.

11.2 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.

12 Liabilities, provisions
and contingent liabilities

12.1 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;

¢ 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.

12.2 Contingent liabilities

The group discloses a contingent liability when:

e 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



it is 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.

13 Cash and cash equivalents

In the statement of cash flows, cash and cash equivalents comprise:

¢ coins and bank notes:

* money at call and short notice;

e balances with central banks; and
* 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.

14 Financial instruments

14.1 General

Financial instruments carried on the statement of financial
position include all assets and liabilities, including derivative
instruments, but exclude investments in associates and joint
ventures, commaodities, property and equipment, deferred tax,
tax payable, intangible assets, inventory and post retirement
liabilities. The group recognise a financial asset or a financial
liability on its statement of financial position 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:

¢ financial assets at fair value through profit or loss;
* loans and receivables;

¢ available-for-sale financial assets; and

¢ held-to-maturity investments.

Financial liabilities are classified in the following categories:

¢ financial liabilities at fair value through profit or loss; and
* 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 profit and loss component of the
statement of comprehensive income 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 other
comprehensive income, until the financial asset is derecognised
or impaired, at which time the cumulative gain or loss previously
recognised in 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 profit and loss component
of the statement of comprehensive income 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.

14.2 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
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Accounting policies continued

that it produces more relevant information because it either:

() 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

(iii) 1s a financial asset or liability containing significant embedded
derivatives that clearly require bifurcation.

The main financial assets and liabilities designated at fair value
through profit and loss under criteria () are:

¢ Long-term liability/Bond issued by the 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 and being recognised at
fair value.

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 fair value incomer/loss.

14.3 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:

¢ 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

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.
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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.

14.4 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.

14.5 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 other comprehensive.
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 other comprehensive income. When the advances
and receivables or investment securities are disposed of or
impaired, the related accumulated fair value adjustments are
included in the profit and loss component of the statement of
comprehensive income 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.

14.6 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.

14.7 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.

14.8 Derecognising of assets and liabilities

The group derecognises a financial asset when:

¢ 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

¢ 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 |If 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

¢ If the 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. A substantial modification
of the terms and conditions of an existing financial liability or
part of an existing financial liability is accounted for as an
extinguishment of the original financial liability and recognition
of a new one.

14.9 Sale and repurchase agreements

The consolidated financial statements reflect securities sold
subject to a linked repurchase agreement (“repos”) as trading or
investment securities. These instruments are recognised at fair
value through profit or loss. The counterparty liability is included
in deposits from other banks, other deposits, or deposits due
to customers, as appropriate at amortised cost.

Securities purchased under agreements to resell (‘reverse
repos”) are recorded as loans and advances to other banks or
customers as appropriate and recognised at amortised cost.
The difference between purchase and resale price is treated as
interest and accrued over the life of the reverse repos using the
effective interest method.

The group does not recognise securities borrowed in the
consolidated financial statements, unless sold to third parties,
in which case the purchase and sale are recorded with the gain
or loss included in trading income. The obligation to return
these securities is recorded as a liability at fair value.

14.10 Offsetting financial instruments

The group offsets financial assets and liabilities and reports the
net balance in the statement of financial position where:

* thereis a legally enforceable right to set off; and
* there is an intention to settle on a net basis or to realise the
asset and settle the liability simultaneously.

15 Impairment of financial assets

15.1 General

A financial asset is impaired if its carrying amount is greater than
its estimated recoverable amount.

15.2 Assets carried at amortised cost

The group assesses at each reporting 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

FIRST NATIONAL BANK OF NAMIBIA LIMITED Annual Financial Statements 20



Accounting policies continued

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 profit and loss component of the statement
of comprehensive income. 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
flows that may result from foreclosure less costs for obtaining
and selling the collateral, whether we elect to foreclose or not.

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.
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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 profit and
loss component of the statement of comprehensive income.

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 profit and loss component of the
statement of comprehensive income.

15.8 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.
mortgage loans, personal loans) are treated as overdue when
an instalment payment is overdue and remains unpaid as at
the reporting date.

¢ 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.

15.4 Renegotiated advances

Financial assets that would otherwise be past due orimpaired
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.

15.5 Available-for-sale financial assets

The group assesses at each reporting 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 profit and loss, is removed from
other comprehensive income and recognised in the profit and
loss component of the statement of comprehensive income.
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 profit and loss component of the
statement of comprehensive income, the impairment loss
is reversed through the profit and loss component of the
statement of comprehensive income.

Impairment losses recognised in the profit and loss component
of the statement of comprehensive income on equity instruments
are not reversed through the profit and loss component of the
statement of comprehensive income.

16 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 statement of
financial position at fair value. Derivatives are subsequently
re-measured at their fair value with all movements in fair value
recognised in the profit and loss component of the statement of
comprehensive income, 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
maodification 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:

* hedge of the fair value of recognised assets or liabilities or
firm commitments (“fair value hedge”); or

* 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 way
provided certain criteria are met.
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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.

16.1 Fair value hedge

Changes in the fair value of derivatives that are designated
and qualify as fair value hedges are recorded in the profit and
loss component of the statement of comprehensive income,
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
profit and loss component of the statement of comprehensive
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.

16.2 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 other comprehensive income component
of the statement of comprehensive income. The gain or loss
relating to the ineffective portion is recognised immediately in the
profit and loss component of the statement of comprehensive
income.

Amounts accumulated in equity are recycled to the profit and
loss component of the statement of comprehensive income 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 profit and loss component of the statement
of comprehensive income. 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 profit and
loss component of the statement of comprehensive income.

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
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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 profit and loss component of the
statement of comprehensive income and classifies them as
revenue or expense in the periods during which the hedged firm
commitment or forecasted transaction affects the profit and
loss component of the statement of comprehensive income.

17 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 profit and loss component of the comprehensive
income 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 assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each reporting 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 profit and loss component of the
statement of comprehensive income on disposal.

18 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 profit and loss component of the statement of comprehensive
income within non interest income. 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.

19 Leases

19.1 A group company is the lessee
19.1.1 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 profit and loss 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.

19.1.2 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 profit and loss
component of the statement of comprehensive income 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.

19.2 A group company is the lessor
19.2.1 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.

19.2.2 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.

19.3 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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20 Intangible assets

20.1 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
goodwill 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.

20.2 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
profit and loss component of the statement of comprehensive
income when incurred.

20.3 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 profit and loss
component of the statement of comprehensive income 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
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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 assets in more than one financial period.

The group carries capitalised trademarks, patents and similar
assets at costless 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 profit and loss component of the statement of
comprehensive income when incurred.

Amortisation and impairments of intangible assets are reflected
under operating expenses in the profit and loss component of
the statement of comprehensive income.

21 Employee benefits

21.1 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 statement of financial position in
respect of defined benefit pension plan is the present value of
the defined benefit obligation at the reporting date less the fair
value of plan assets, together with adjustments for unrecognised
actuarial gains or losses and past service costs.

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. Qualified 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.

21.2 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 require that the liabilities in respect
thereof be reflected on the statement of financial position.

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.

21.3 Termination benefits

The group recognises termination benefits as a liability in
the statement of financial position and as an expense in the
profit and loss component of the statement of comprehensive
income 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.

21.4 Severance pay

The group recognises severance pay as a liability in the
statement of financial position and as an expense in the profit
and loss component of the statement of comprehensive
income. The group is required to pay employees a severance
benefit in terms of the new Labour Act of 2007, when:

e the employee is dismissed under certain circumstances; or

e dies while employed.

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. Qualified actuaries perform
annual valuations.

21.5 Leave pay accrual

The group recognises in full employees rights to annual leave
entitlement in respect of past service.

21.6 Bonuses

Management and staff bonuses are recognised as an expense
in staff costs as incurred when it is probable that the economic
benefits will be paid and the amount can be reliably measured.

21.7 Recognition of actuarial gains and losses

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

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

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

* 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.

22 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 profit and loss component of
the statement of comprehensive income 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
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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 statement of financial position and any
difference between the carrying amount of the liability and the
consideration paid is included in fair value income.

23 Share Capital

28.1 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.

23.2 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 reporting date are not
recognised but disclosed as a post reporting date event.

24 Fiduciary activities

The group excludes assets and the income thereon, together
with 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.

25 Share based payment transactions

The group operates equity settled and cash settled share based
compensation plans for employees and historically disadvantaged
individuals and organisations. All compensation plans are
recognised in accordance with the accounting policy depending
on whether it meets the equity-settled or cash-settled definition.

25.1 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
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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 reporting 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
statement of comprehensive income, with a corresponding
adjustment to equity.

Amounts recognised for services received if the options granted
do not vest because of failure to satisfy a vesting condition, are
reversed through the statement of comprehensive income. If
options are forfeited after the vesting date, an amount equal to
the value of the options forfeited is debited against the share
based payment reserve and credited against 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.

25.2 Cash-settled share based payment
compensation plans

The group measures the services received and liability incurred
in respect of cash-settled share based payment plans at the
current fair value of the liability. The group re-measures the fair
value of the liability at each reporting date until settled. The
liability is recognised over the vesting period and any changes
in the fair value of the liability are recognised in profit or loss.

26 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 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 profit and loss component of the statement of
comprehensive income.

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:

e its carrying amount before the asset or disposal group was
classified as held for sale, adjusted for any depreciation,
amortization or revaluations that would have been recognised
had the asset or disposal group not been classified as held
for sale and;

e itsrecoverable amount at the date of the subsequent decision
not to sell.

27 Comparative figures

Where necessary, comparative figures are restated to be
consistent with the disclosure in the current year. No figures were
restated during the current year.

28 Critical accounting estimates and
judgements in applying accounting policies
The group makes estimates and assumptions that affect the
reported amounts of assets and liabilities within the next financial
year. Estimates and judgements are continually evaluated and
are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable
under the circumstances.

28.1 Credit impairment losses on loans and
advances

The group assesses its credit portfolios for impairment at each
end of reporting period. In determining whether an impairment
loss should be recorded in the statement of comprehensive
income, the group makes judgements as to whether there
is observable data indicating a measurable decrease in the
estimated future cash flows from a portfolio of loans.

For purposes of these judgements the performing portfolio is
split into two parts:

() Thefirst part consists of the portion of the performing portfolio
where there is objective evidence of the occurrence of an

impairment event. In the Retail and Wesbank’s portfolios the
account status, namely arrears versus non arrears status, is
taken as a primary indicator of an impairment event. In the
Commercial portfolios other indicators such as the existence
of “high risk” accounts, based on internally assigned risk
ratings and management judgement, are used, while the
Wholesale portfolio assessment includes a judgemental
review of individual industries for objective signs of distress.

The second part consists of the portion of the performing
portfolio where an incurred impairment event is inherent in a
portfolio of performing advances but has not specifically been
identified. A so called incurred-but-not-reported (“IBNR”)
provision is calculated on this sub segment of the portfolio,
based on historical analysis of loss ratios, roll rates from
performing status into non performing status and similar risk
indicators over an estimated loss emergence period.

Estimates of roll rates, loss ratios and similar risk indicators
are based on analysis of internal and, where appropriate
external data. Estimates of the loss emergence period are
made in the context of the nature and frequency of credit
assessments performed, availability and frequency of updated
data regarding customer creditworthiness and similar factors.
Loss emergence periods differ from portfolio to portfolio, but
typically range from 1 - 12 months

Non performing loans

Retail loans are individually impaired if amounts are due and
unpaid for three or more months, or if there is evidence before
this that the customer is unlikely to repay its obligations in full.
Wesbank’s loans are impaired upon its classification status, i.e.
following an event driven approach and specific assessment of
the likelihood to repay. Commercial and Wholesale loans are
analysed on a case by case basis taking into account breaches
of key loan conditions, excesses and similar risk indicators.

Management’s estimates of future cash flows on individually
impaired loans are based on internal historical loss experience,
supplemented by analysis of comparable external data (for
Commercial and Wholesale loans) for assets with similar credit
risk characteristics. The methodology and assumptions used
for estimating both the amount and timing of future cash flows
are reviewed regularly to reduce any differences between loss
estimates and actual loss experience.

Refer to note 10 for a detailed analysis of the impairment of advances
and the carrying amounts of the specific and portfolio provisions.

28.2 Fair value of derivatives

The fair values of financial instruments that are not quoted in
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active markets are determined by using valuation techniques.
Where valuation techniques (for example, models) are used
to determine fair values, they are validated and periodically
reviewed by independent qualified senior personnel. All models
are certified before they are used, and models are calibrated
and back tested to ensure that outputs reflect actual data and
comparative market prices. To the extent practical, models use
only observable data, however, areas such as credit risk (both
own and counterparty), volatilities and correlations require
management to make estimates. Changes in assumptions could
affect the reported fair value of financial instruments.

Refer to notes 8 for a detailed analysis of the derivatives and the
carrying amounts of the different types of derivative instruments.
Note 30 provide additional details on the calculation of fair value
of financial instruments not quoted in active markets.

28.3 Impairment of available-for-sale equity
instruments

The group determines that available-for-sale equity instruments
are impaired and recognised as such in the statement of
comprehensive income, when there has been a significant
or prolonged decline in the fair value below their cost. This
determination of what is significant or prolonged requires judgment.
In making this judgment the group evaluates among other factors
the normal volatility in share prices. In addition, impairment may be
appropriate when there is evidence of deterioration in the financial
health of the investee, industry and sector performance, changes
in technology, and operational and financing cash flows.

The group determined that the impairment of available-for-sale
equity instruments were not appropriate for the year under review.

28.4 Income taxes

There may be transactions and calculations for which the
ultimate tax determination has an element of uncertainty during
the ordinary course of business. The group recognises liabilities
based on objective estimates of the amount of tax that may
be due. Where the final tax determination is different from the
amounts that were initially recorded, such difference will impact
the income tax and deferred tax provisions in the period in which
such determination is made.

Refer to note 5 and 22 for more information regarding the direct
and deferred tax charges, assets and liabilities

28.5 Financial risk management

The group’s risk management policies are disclosed in the Risk
Report on pages 172 to 179 of the annual report of FNB Namibia
Group.
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28.6 Recognition

The recoverable amount of goodwil is tested annually for
impairment in accordance with the stated accounting policy.
The recoverable amount of the cash generating units (“CGU")
has been determined based on value-in-use calculations, being
the net present value of the discounted cash flows of the CGU
less the tangible net asset value of the CGU. Details of the main
assumptions applied in determining the net present value of the
CGU are provided in note 18 to these financial statements.

28.7 Employee benefit liabilities

The cost of the benefits and the present value of the post
retirement medical obligations and severance pay: death in
service depends on a number of factors that are determined
on an actuarial basis using a number of assumptions. The
assumptions used in determining the charge to the profit and
loss arising from these obligations include the expected long term
rate of return on the relevant plan assets, the discount rate and
the expected salary and pension increase rates. Any changes in
these assumptions will impact the charge to the profit and loss
and may affect planned funding of the post retirement plans.

The assumptions related to the expected return on plan assets
are determined in a uniform basis, considering long term
historical returns, assets allocation and future estimations of long
term investment returns. The group determines the appropriate
discount rate at the end of each year, which represents the
interest rate that should be used to determine the present value
of the expected cash outflows required to settle the severance
pay and post retirement medical obligations. In determining the
appropriate discount rate, the group considers the interest rate
on high quality corporate bonds and government bonds that
are denominated in the currency in which the benefits will be
paid and that have terms to maturity approximating the terms
of the related liability. The expected salary and pension increase
rates are based on inflation rates, adjusted for salary scales
and country specific conditions. The inflation rate used is a rate
within the government’s monetary policy target for inflation and
is calculated as the difference between the yields on portfolios of
fixed interest government bonds and a portfolio of index linked
bonds of a similar term.

Additional information is provided in the note 21.

28.8 Share-based payments

Share-based payment costs arise from the issue of share options
to employees. These share options are classified as equity-settled
share-based payments and as such, the fair value cost is determined
on date of grant on an actuarial basis using a number of assumptions.
These assumptions used in determining the fair value cost include
expected volatility, expected dividend yield, the discount rate and the



expected forfeit of lapse rate. In accordance with the principles of
valuing equity-settled share-based payments, only a change in the
actual experience of forfeits compared to the estimated forfeit rate
assumption, will impact on the charge in profit and loss. All other
assumptions are determined at grant date and are not amended.

The expected volatility assumption is determined based on a
ruling historical volatility over the expected life of the options and
comparable financial information. The expected dividend vyield is
determined based on historical dividend yields and management’s
estimates. The discount rate is based on zero coupon government
bonds and has terms to maturity consistent with the assumed life
of the share option. The expected forfeit rate has been based on
historical experience and management estimates.

Refer to note 25 for the detailed information regarding the share-
based payment expense and the assumptions used in determining
the expense, liability and reserve.

29 Standards issued and interpretations
issued but not yet effective

Standards issued but not yet effective up to the date of issuance
of the group’s financial statements are listed below. This listing
is of standards and interpretations issued, which the group
reasonably expects to be applicable at a future date. The group
intends to adopt those standards when they become effective.

IFRIC 14 (amended) IAS 19-The Limit on a Defined Benefit
Asset, Minimum Funding Requirements and their Interaction

The amendment applies in limited circumstances when an
entity is subject to minimum funding requirements and makes
a voluntary early payment of contributions to cover those
requirements. The amendment permits such an entity to treat
the benefit of such an early payment as an asset. Effective for
annual periods commencing on or after 1 January 2011

This amendment is not expected to have an impact on the group.

IAS 1 Presentation of ltems of Other Comprehensive
Income (amended)

This amendment was issued to eliminate inconsistencies in the
presentation of items in the statement of other comprehensive
income. The amendment requires an entity to group the items
of other comprehensive income on the basis of whether the
amounts will subsequently be reclassified to profit or loss or
not i.e. the statement of comprehensive income should be split
between items that will be reclassified to profit or loss and items
that will not be reclassified to profit or loss. Effective for annual
periods commencing on or after 1 January 2012.

This amendment addresses disclosure in the annual financial

statements and will not affect recognition and measurement.
The impact of the revised disclosure is not expected to be
significant.

IAS 12 Income Taxes (amended)

IAS 12 requires that deferred tax assets is measured based
on whether the entity expects to recover the carrying amount
of the asset through use or through sale. This assessment of
the method of recovery may be difficult to assess for investment
property measured using the fair value model. The amendment
provides a practical solution by introducing a presumption that
the carrying amount of such investment property will normally be
recovered through sale. As a result of the amendment, SIC 12
Income Taxes - Recovery of Revalued Non-Depreciable Assets
has been withdrawn. Effective for annual periods commencing
on or after 1 January 2012

This amendment is not expected to have a significant impact
on the group.

IAS 19 Employee Benefits (revised)

The main changes include the removal of the corridor approach,
which allowed entities the option to defer the recognition of
actuarial gains and losses on defined benefit plans. The revised
standard requires that all remeasurement arising from defined
benefit plans be presented in other comprehensive income. It
also includes enhanced disclosure requirements for defined
benefits plans. Effective for annual periods commencing on or
after 1 January 2013

The group is in the process of assessing the impact the revised
IAS 19 would have on the financial statements.

IAS 24 Related Party Disclosures (amended)

The amendment removes certain of the disclosure requirements
for government related entities, clarifies the definition of a related
party and introduces a requirement for entities to disclose
commitments to related parties. Effective for annual periods
commencing on or after 1 January 2011

This amendment addresses disclosure in the annual financial
statements and will not affect recognition and measurement.
The impact of the revised disclosure is not expected to be
significant.

IAS 27 Separate Financial Statements (amended)

IAS 27 removes the accounting and disclosure requirements for
consolidated financial statements as a result of the issue of IFRS
10 and IFRS 12, which establish new consolidation and disclosure
standards. Effective for annual periods commencing on or after 1
January 2013.
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IAS 27 (amended) contains accounting and disclosure requirements
for investments in subsidiaries, joint ventures and associates when
an entity prepares separate financial statements.

This amendment is not expected to have a significant impact on
the group’s results.

IAS 28 Investments in Associates and Joint ventures
(amended)

IAS 28 Investments in Associates and Joint Ventures (@mended)
supersedes IAS 28 Investments in Associates as a result of
the issue of IFRS 11 and IFRS 12.The new IAS 28 prescribes
the accounting for investment in associates and sets out the
requirements for the application of the equity method when
accounting for investments in associates and joint ventures. The
disclosure requirements relating to these investments are now
contained in IFRS 12. Effective for annual periods commencing on
or after 1 January 2013.

This amendment is not expected to have a significant impact on
the group’s results.

IFRS 1 First-time Adoption of International Financial
Reporting Standards (amended)

The amendments to IFRS 1 are set out in Severe Hyperinflation
and Removal of Fixed Dates for First-time Adopters. The first
amendment replaces references to a fixed transition date of ‘1
January 2004’ with ‘the date of transition to IFRSs’. This eliminates
the need for companies adopting IFRSs for the first time to restate
derecognition transactions that occurred before the date of
transition to IFRSs. The second amendment provides guidance
on how an entity should resume presenting financial statements in
accordance with IFRSs after a period when the entity was unable
to comply with IFRSs because its functional currency was subject
to severe hyperinflation. Effective for annual periods commencing
on or after 1 July 2011.

These amendments will not have an impact on the group as it has
already adopted IFRS.

IFRS 7 Financial instruments: Disclosures (amended);
Transfer of financial assets

The amendments to IFRS 7 requires additional disclosure for
financial assets transferred but not derecognised and for financial
assets that are derecognised, but the entity retains some form of
continuing involvement after the transaction. Effective for annual
periods commencing on or after 1 July 2011.

This amendment will result in additional disclosures in the

annual financial statements and will not affect recognition and
measurement.
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IFRS 9 Financial Instruments

IFRS 9 is the first phase in the IASB’s three-part project to replace
IAS 39 Financial Instruments: Recognition and Measurement. This
phase deals with the classification and measurement of financial
assets and financial liabilities. Financial assets can be classified as
financial assets at amortised cost or fair value. The classification is
based on the entity’s business model for managing the financial
assets and the contractual cash flow characteristics of the financial
asset. Financial liabilities can also be classified as financial liabilities
at amortised cost or fair value in line with the existing requirements
of IAS 39. If an entity elects to measure its financial liabilities at fair
value, it should present the portion of the change in fair value due
to changes in its own credit risk in other comprehensive income.
Effective for annual periods beginning on or after 1 January 2013.

The group is in the process of assessing the impact that IFRS
9 would have on the financial statements. Until the process is
completed, the group is unable to determine the significance of
the impact of IFRS 9.

IFRS 10 Consolidated Financial Statements

IFRS 10 establishes a new control model for determining which
entities should be consolidated. The standard also provides
guidance on how to apply the principle of control to specific
situations in order to identify whether an investor controls an
investee. IFRS 10 supersedes a portion of IAS 27 Separate and
Consolidated Financial Statements and SIC 12 Consolidation —
Special Purpose Entities. Effective for annual periods commencing
on or after 1 January 2013.

The group is in the process of assessing the impact that IFRS
10 would have on the financial statements. Until the process is
completed, the group is unable to determine the significance of
the impact of IFRS 10.

IFRS 11 Joint Arrangements

The standard supersedes IAS 31 Joint Ventures and aims to
improve on IAS 31 by establishing accounting principles that are
applicable to all joint arrangements. The standard distinguishes
between two types of joint arrangements, joint operations and
joint ventures. The accounting for joint operations remains
unchanged from IAS 31 and all joint ventures should be equity
accounted in the financial statements of the venturer. Effective
for annual periods commencing on or after 1 January 2013.

The standard is not expected to have a significant impact on
the group.

IFRS 12 Disclosure of Interests in Other Entities

The standard aims to provide consistent disclosure requirements



for subsidiaries, joint arrangements, associates and structured
entities. IFRS 12 requires disclosure of information that will
enable users to evaluate the nature of the risks associated with
the interest and the effect of the interest on the financial position,
performance and cash flows of the reporting entity. Effective for
annual periods commencing on or after 1 January 2013.

This amendment addresses disclosure in the annual financial
statements and will not affect recognition and measurement. The
group s still in the process of assessing the impact of the revised
disclosure.

IFRS 13 Fair Value Measurement

IFRS 13 was issued in order to eliminate inconsistencies in
the guidance on how to measure fair value and disclosure
requirements that currently exist under the different IFRSs that
require or permit fair value measurement. It provides a fair value
hierarchy, which gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities and the
lowest priority to unobservable inputs. Effective for annual periods
commencing on or after 1 January 2013.

The group is in the process of assessing the impact that IFRS
13 would have on the financial statements. Until the process is
completed, the group is unable to determine the significance of
the impact of IFRS 13.

Annual Improvements

As part of its annual improvements projects, the IASB has issued
its 2010 annual improvement project. The annual improvement
project’s aim is to clarify and improve the accounting standards.
The improvements include those involving terminology or editorial
changes with minimal effect on recognition and measurement.
Effective for annual periods commencing on or after 1 January
2011 except for the improvements to IFRS 3 and IAS 27 that are
effective for annual periods commencing on or after 1 July 2010.

There are no significant changes in the improvement projects that
are expected to affect the group.
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