


Mission Statement
To create value for stakeholders

Vision
To be the preferred 

financial service provider

Our Values
Integrity, care, ethical values, quality 

services, health and safety, transparency, 
accountability, corporate governance, 

environmental awareness

Mission, Vision 
and Values Statement



	  	 2008	 2009	 2010	 2011	 2012

GROSS REVENUE (MK’ million)		   14,132 	  17,916 	  21,757 	  26,437 	  41,895 

PROFIT BEFORE TAX (MK’ million)		  2,667 	  3,237 	  3,819 	  4,211 	  2,373 

EARNINGS PER SHARE (tambala)		   175 	  187 	  222 	  163 	  42 

NET DIVIDEND PAID (MK’ million) *	  407 	  407 	  1,095 	  417 	  250 

NET DIVIDEND PER SHARE (tambala)	 39	 39	 105	  40 	  24 

TOTAL ASSETS (MK’ million)		  44,293 	  57,764 	  75,766 	  99,413 	  124,350 

NET ASSETS (MK’ million)		   4,725 	  6,237 	  8,793 	  9,315 	  10,152 

SHARE PRICE (tambala)		  950 	  900 	  920 	  1,100 	  1,430 

NET ASSET VALUE PER SHARE (tambala)	  453 	  598 	  843 	  893 	  973 

PRICE TO BOOK VALUE (times)		  2.1	 1.5	 1.1	  1.2 	  1.5 

PRICE EARNINGS RATIO (times)		  5.4	 4.8	 4.1	  6.7 	  34 

MARKET CAPITALISATION (MK million)	  9,909 	  9,387 	  9,596 	  11,473 	  14,915 

* Dividend paid out of the year’s profits

Five year highlights
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GENERAL PUBLIC	 C/O NICO	 P.O. Box 3173,	 MALAWI	 24.74%

(Malawian & Foreign)	 Transfer Secretaries	 BLANTYRE

NICO EMPLOYEES TRUST, 	 C/O NICO	 P.O. Box 3173,	 MALAWI	 1.10%

(Malawian & Foreign)	 Transfer Secretaries	 BLANTYRE

MILLENNIUM 	 C/O RACANE	 P O BOX 1524	 MALAWI	 9.5%

HOLDINGS LIMITED 	 ASSOCIATES	 BLANTYRE

(Malawian)

Summarised list of shareholders
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INTERNATIONAL 	 1818 H STREET	 N.W. WASHINGTON	 UNITED	 11.65%

FINANCE CORPORATION, 	 20433	 DC OF AMERICA	 STATES

(American)

SANTAM LIMITED, 	 P O BOX 3881	 TYGER VALLEY	 SOUTH	 25.10%

(South African)		  7536	 AFRICA

AFRICAP LLC, 	 791, TOWN AND	 SUITE 250 HOUSTON	 USA	 27.91%

(American)	 COUNTRY BLVD	 TX 77024-3925

	

				    100.00%

Board of Directors

Standing (left to right): 

Robert W. Scharar, Director

Vizenge M. Kumwenda, 

Deputy Managing Director from 

01/01/2012

Alaudin Osman, Director 

Sangwani J Hara, Director 

Harold Bijoux, Director 

Seated (left to right): 

Margaret Dawes, Director

from 30/03/2012

George A. Jaffu, Chairman 

Felix L. Mlusu, Managing Director 

and Chief Executive Officer 
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Chairman’s REPORT

The Group registered a 63% growth in Gross 

Operating Revenues. This was commendable 

despite the fact that this growth did not trickle 

down to the bottom line due to operational 

challenges that were largely rooted in the 

economic volatility in Malawi. This was 

exacerbated by increased claim payments by our 

companies in Malawi, Tanzania and Zimbabwe, and 

set-up costs in Mozambique. The Group also made 

a policy decision to tighten its Trade Receivables 

Impairment policy with effect from this year. 

Group profit before tax at MK2.3 billion was 44% 

below last year. Profit after tax at MK1.5 billion 

was 50% below last year. Profit attributable to 

shareholders shrunk further to MK438 million.

If it were not for various one-off asset 

impairments made during the year, including the 

Group’s deliberate decision to tighten its Trade 

Receivables Impairment policy, the performance 

of the Group would have been above last year. 

These impairments together with changes in 

some of our business strategies were done in 

order to clean-up and build a strong balance  

sheet that will adequately support our business 

going forward.

Because of the high volatility in the business 

environment, the Board decided not to declare 

an interim dividend. However at the forth coming 

Annual General Meeting the Board will table a 

proposal to pay a final dividend of 24 tambala  

per share. 

Price for our share on the Malawi Stock Exchange 

opened 2012 at MK11.00 per share. In June 2012 it 

reached a peak of MK15.00 per share before  

coming down and closing at MK14.30 on  

31st December 2012. 

Corporate Governance of the Group was 

strengthened further in 2012 through the 

formation of a Group Risk Committee of  

the Board.

In terms of the Articles of Association, Santam 

has the right to nominate two Board Members. 

In this regard Mrs Margaret Dawes, Executive 

Director for Africa at Sanlam Emerging Markets 

Ltd was appointed to the Board with effect 

from 30th March 2012. Mrs Dawes has a wealth 

of knowledge and experience in the financial 

services sector in the Republic of South Africa. 

Director Merrick Oeschger resigned from 

the Board (15th December, 2012) following 

his resignation from Santam. On behalf of 

management and the Board, I wish to thank  

Mr Oeschger for his valuable contribution to  

the Group during his tenure of office. It is with 

sadness that I report the passing of our Company 

Secretary, Mr. Victor Jamu, on 16 August 2012. 

May his soul rest in peace

Last year the Group set up the NICO Foundation 

for carrying out charitable activities in Malawi and 

all countries where we have operations. The initial 

contribution to the foundation was MK20 Million.

The first activity to be carried out by the Fund is 

the Young Achievers Award that is being carried 

out in conjunction with Malawi Government 

through the Ministry of Youth and Sports. This 

is an event that is used to recognise and award 

George A. Jaffu Chairman
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youth in the country that have made significant 

contribution in their respective communities in the 

areas of agriculture, arts and culture, community 

services, entrepreneurship, environmental 

conservation, HIV and Aids, science  

and technology. 

The year 2012 has been, without a doubt, the 

most challenging year in the recent history of 

the Group. The Group is now focused on how it 

can build on the 2012 experience to achieve and 

surpass its objectives for 2013 and beyond. While 

regional expansion remains the Group’s strategy 

for growing its business, 2013 will focus on 

consolidating the existing operations and building 

a better foundation for achieving our growth 

goals. Performance of our subsidiary in Zimbabwe 

has been continuously unsatisfactory due to 

depressed premium income, liquidity challenges, 

high claims and management expenses. As 

a consequence we are reviewing our current 

operations, but remain committed to maintain  

a presence in that market, in line with our  

growth strategy.

Despite the negativities outlined above, I am 

however pleased to inform you that 2013 is 

looking promising across all business lines  

of the Group.

I wish to thank my fellow directors on the Board 

for steering the Group through 2012, a year of 

huge turbulence. To staff, I wish to express the 

Board’s gratitude for doing your best, once again.

George Jaffu

CHAIRMAN

Chibisa House in Blantyre is the headquarters of NICO Holdings Limited
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Managing Director’s Report

As would be expected, in Malawi the change of 

government on 7th April 2012 brought a sudden 

and drastic change in economic policies. These 

policies have set the economy on an austerity 

path anchored by devaluation, floatation of the 

Malawi Kwacha and a tight monetary policy. 

Our businesses in Zambia, Tanzania, Uganda, 

Zimbabwe and Mozambique operated in relatively 

stable environments though they have had to 

deal with downturns in their markets caused by 

continued sluggish performance of the various 

parts of the world economy. 

Gross Operating Revenues grew by 63% over 

last year. This growth was however not adequate 

to cushion the group against the impact of high 

claims ratios, exchange losses and the loss 

incurred on the impairment of trade receivables 

(the group tightened the Trade Receivables 

collection policy). As a result, Group profit before 

tax, MK2.3 billion, Group profit after tax, MK1.5 

billion, and profit attributable to shareholders, 

MK438 million, were all below last year’s 

performance by, 44%, 50% and 74% respectively. 

This regardless, the potential of the Group is still 

intact especially considering that several items 

that have impacted the performance of the Group 

negatively are of a non-recurring nature.

General Insurance 

The general insurance business operates 

in five countries*. At MK13.6 billion, Gross 

premium income grew by 48% over last year. 

Net premium income also grew by the same 

margin, from MK5.2 billion to MK7.8 billion. The 

business registered an underwriting loss of 

MK2.3 billion compared to an underwriting loss 

of MK107 million last year. The loss is attributable 

Felix Mlusu Managing Director

The Protea Ryalls Hotel is the oldest hotel in Malawi. A NICO strategic investment, it has undergone major expansion 
and refurbishment emphasising its long history and association with the city and is now the hotel of choice for most 
international business visitors
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to increased claims payouts to policy holders 

especially in Zimbabwe, Malawi and Tanzania. The 

loss ratio for the business deteriorated from 60% 

last year to 66% in 2012. In addition, the General 

Insurance businesses were heavily impacted 

by the change in Trade Receivables Impairment 

policy that increased management expenses for 

the business by MK1.7 billion.

*General insurance operates in Malawi, Tanzania, 

Uganda, Zambia and Zimbabwe

Despite impairment of Trade Receivables 

as explained above, the business enjoyed a 

significant improvement in cashflows that 

enabled it to earn investment income of MK1.0 

billion compared to MK424 million last year. 

Tightening of the Trade Receivables Impairment 

policy is a reflection of some of the strategies 

that have been taken to turn around the 

performance of the General Insurance business. 

Going into 2013, with the trade receivables’ clean-

up having been completed in 2012, prospects for 

the General Insurance business look robust.

Life Insurance and Pensions Business

Last year we announced that we have entered 

Mozambique with Life Insurance and Pension 

Business. We registered the company in January 

2012. While we started trading in June, the main 

activity for 2012 was setting-up the business. The 

loss (MK392 million) incurred by the company is 

largely due to these set-up costs. 

For Malawi, the business continued to prosper. 

The implementation of the new Malawi Pension 

Act created an opportunity to provide more 

businesses with Pension and Group Life cover. 

Gross premiums at MK8.7 billion grew by 

62%. Net Underwriting Surplus was MK5.5 

billion compared to MK2.7 billion last year, 

representing a 102% growth. Net investment 

income grew from MK2.1 billion last year to 

MK4.1 billion representing 100% growth. Out of 

this performance, MK7 billion was transferred to 

Policy Holders Future Benefits Reserves.

Prospects for the business for 2013 are good. 

Focus will be on growing the volumes, improving 

our service levels and introduction of new 

products in line with the needs of our policy 

holders.

Banking Business

2012 was a very challenging year for our banking 

business. It generated a profit before tax of 

MK1.5 billion that was 41% below last year’s. This 

business was most affected by the devaluation 

and floatation of the Malawi Kwacha. The other 

The NICO Centre in Lilongwe was the first major development in Lilongwe Old Town. It is now part of the immediately 
adjacent retail NICO Mall, creating an attractive focal point and revitalising the original city centre
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factors that also affected the business negatively 

are the continued shortage of foreign exchange in 

the market. In response to the sudden economic 

and monetary policy changes, we have had to 

review our strategies so that they are in line with 

developments in the market. 

In 2013 we expect the business environment 

to improve. With the changed strategies, and 

considering a significant number of non-recurring 

items that affected the business negatively in 

2012, we expect our banking business to improve 

in terms of both revenues and profitability. 

Asset Management

This function is championed by NICO Asset 

Managers Ltd, our asset management company 

that has MK62 billion in funds under management 

including MK16 billion belonging to third party 

entities.

Investment Portfolio for the group performed well 

against the volatile and recently very inflationary 

environment. The portfolio is well diversified in 

line with the underlying obligations and includes 

secure blue chip investments available in the 

market. In addition the portfolio is liquid enough 

to meet policy holder pay-outs as and when they 

fall due.

Due to the limited investment opportunities in 

Malawi, our strategy includes creating assets 

through various investment initiatives both on 

the equity and debt front. In 2013 we will be 

enhancing the capacity of NICO Asset Managers 

in this area in the light of significant growth in 

pension funds that is expected in the coming 

years.

Strategic Partnerships

The group is still in discussions that may lead 

to having a technical partner in the General 

Insurance business. While the process has taken 

long, we are determined to bring the discussions 

to a successful conclusion.

Staff Development

Our strategy in the area of staff development 

remains to be “to look after our staff in all 

aspects of their lives including training, social 

welfare and working environment”. During the 

year various activities were carried out in these 

areas. Staff attended training both within and 

outside the country. We continued to participate 

in remuneration surveys to ensure that our 

remuneration packages are competitive on the 

market. We maintained the house ownership 

scheme that we operate for all our staff despite 

the high costs following the high interest rates. 

We carried out various social activities involving 

staff and their families. We will continue looking 

after our staff in line with modern trends at the 

work place.

Appreciation

I would like to sign-off in the usual way by 

conveying my thanks to all stakeholders of 

the NICO Group for the support rendered to 

the Group during 2012 including our clients, 

regulatory authorities and our service providers  

at large.

I would also like to thank our staff for their 

dedication and hard work that is behind the 

excellent service that we offer to our clients.  

I say thank you for continuing to hold the NICO 

brand high. 

Finally I wish to extend my appreciation to the 

Chairman and the rest of the Directors on the 

NICO Holdings Ltd Board for their support and 

guidance during 2012 which as outlined above, 

was a very challenging year. 

Felix Mlusu

MANAGING DIRECTOR 
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The Chichiri Shopping Mall is another NICO urban development 
initiative, one which changed the face of retailing in the city of Blantyre
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Executive management

Felix L. Mlusu

Managing Director and Chief 
Executive Officer

FCII, Dip.Bus.

Chifundo Chiundira

General Manager (Finance)
FCCA, CPA, B.Com (Acc),  

Dip. Bus

Vizenge Kumwenda

Deputy Managing Director
FCCA, ACII, CPA, M.Sc. (Fin), 

B.Com (Acc), Dip.Bus

Gilford  Kadzakumanja

Acting Chief Executive Officer,  
NBS Bank Limited
MA (Banking), BA
(from June 2012)

The late

Bernadette Mandoloma

Finance Director
ACMA, M.Sc (Acc & Fin),  

B.Com (Acc), Dip.Bus

Victor Jamu

Company Secretary  
 LL.B (Hons) 

(up to August 2012)
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Osman Karim

Chief Executive Officer,  
NICO Life Insurance  

B.Sc (Phys & Maths),  
B.Sc (Stat)

Titus Kalenga

Simba Manunure

Chief Executive Officer,  
NICO Insurance  
Zambia Limited

Dip. Ins,  Dip. Ins & 
Management

Chief Executive Officer
NICO Mozambique Vida 

Comphania de Seguros SA
ACII, AICPCU, B.A. (Hons)

Eric Chapola

Chief Executive Officer,  
NICO General Insurance  

Company Limited
FCII, Dip.Bus

Manasseh Kawoloka

Charles Madziva

Chief Executive Officer
NIKO Insurance Tanzania Limited 

FCII, MBA

Chief Executive Officer,  
SFG Holdings Limited

FCII, Dip. Mkt, B.Sc Tech

Emmanuel Chokani

Chief Investment Officer,  
NICO Asset Managers Limited

FCCA, CPA, B. Acc

 Brian Kapito

Chief Executive Officer
NIKO Insurance Uganda Limited 

ACII, ACIArb, MBA
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NICO is now active in five countries outside of Malawi, a growth and corporate 
expansion unique in Malawi’s commercial history. The latest venture, launched 
as an integral part of NICO’s Africa growth strategy, is NICO Mozambique Vida 
Companhia de Seguros SA. It is jointly owned by NICO Holdings Limited and 
local Mozambican shareholders and offers a broad range of life insurance and 
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pensions products. The Company was incorporated in January 2012, and 
commenced operations in June last year. The company, which serves both 
individual and corporate clients, had a staff complement of 12 as at the end 
of 2012
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Corporate governance

Board of Directors
In terms of the Memorandum and Articles 

of Association, the board is constituted of 

nine directors, with the roles of chairman and 

managing director being separate and distinct. 

Mr. George Jaffu continued to be the non-

executive Chairman of the Group and Mr. Felix 

Mlusu continued to serve in the separate role of 

Managing Director and Chief Executive Officer.

The board is responsible for the company’s 

governance structure and policy. It recognises 

its responsibility to shareholders, employees 

and the community to uphold high standards 

in managing economic, social, environmental 

and ethical matters and ensuring the company 

conducts its activities according to best practice.

The board meets quarterly and has full and 

effective control over the Group. While the 

Group’s executive directors sit on the boards of 

subsidiaries, day-to-day operations is left in the 

hands of local executive management of each 

subsidiary.

The Board is assisted in its duties by the 

following committees:

Finance and Audit Committee

Appointments and Remuneration Committee

Group investments Committee

Group Risk Committee

Full reports from these sub-committees form 

part of the documentation made available to the 

main board.

Finance and Audit Committee
The committee has defined terms of reference 

and authority granted to it by the board. It is 

responsible for reviewing financial statements 

and accounting policies, monitoring the 

effectiveness of the internal controls and to 

discuss the findings and recommendations 

of both the internal and external auditors. The 

External and Internal auditors have unrestricted 

access to the Finance and Audit Committee.

Appointments  
and Remuneration Committee
The committee is responsible for making 

recommendations to the Board on the company’s 

framework of remuneration. The committee 

makes recommendations to the Board regarding 

the appointment of new executive and non-

executive directors.

Group Investment Committee
The Group Investment Committee is responsible 

for approval of investment proposals, such as 

equity investments, investments in properties, 

money markets investments and other long term 

investment decisions. 

The Group is fully committed to good corporate governance in dealing with shareholders and all other 
stakeholders. NICO Holdings Limited in all its dealings endorses the Code of Corporate Practices and 
Conduct recommended in the King Report on Corporate Governance (“King III Report”).
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Group Risk Committee
The Group Risk Committee is responsible 

for overseeing risk in the Group, including 

formulation of risk policy and direction and 

discussing the findings and recommendations 

of both the internal and external auditors. The 

External and Internal auditors have unrestricted 

access to the Group Risk Committee.

Company Secretary
The company secretary is responsible for the 

duties as set out in the Companies Act. All 

directors had access to the advice and services

of the company secretary. Directors were also 

entitled and authorised to seek independent and 

professional advice about affairs of the Group 

at the company’s expense where necessary in 

fulfilling their duties.

 

Risk & Compliance Services
The Risk and Compliance Services operates 

across the Group and reports directly to the 

board of directors through the Board Finance  

and Audit Committee.

Management Reporting
The Group has in place management reporting 

disciplines which include annual Strategy Review 

meetings attended by senior management team 

which is involved in the preparation of annual 

budgets in the various operating entities. Monthly 

results and the financial status of operating 

entities are reported against approved budgets. 

Profit projections and cash flow are reviewed 

regularly, while working capital and borrowing 

levels are monitored on an ongoing basis.

Executive Committee
The Group has also in place the Executive 

Committee that consists of the managing 

director, the deputy managing director, the 

finance director, the company secretary and the 

chief executive officers and general managers 

of the subsidiaries. The Committee meets once 

a quarter and its role is to ensure that there is 

uniformity within the Group in terms of policies 

and procedures and to ensure that the group 

exploits to the full the synergies available.

Empowerment and Employment Equity
NICO Group continued to acknowledge and 

appreciate the high value on the abilities 

and contributions made by employees in 

the development and achievements of its 

businesses.

NICO Group is an equal opportunities employer. 

The group strives to afford all staff members 

opportunities to realise their full potential and 

advance their careers. The Group is committed 

to a working environment that is free from any 

discrimination.

Safety Health and Environment
The safety of personnel and their health at the 

workplace remained a priority with support and 

participation at all levels of management in the 

year under review.

The Group acknowledges that the HIV/Aids 

pandemic is a major challenge to the business 

community. The Group has therefore supported 

the HIV/Aids programme that was designed to 

improve the quality of life for those employees 

who are either infected or affected by the HIV/

Aids problem. The program encourages voluntary 

counseling and testing. 
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Code of ethics

Stakeholder Relations
Regular communication is maintained with 

various stakeholders such as investors, 

shareholders and the general public.

The board encourages shareholders to attend 

the Annual General Meeting where it provides 

full explanation of the implications of proposed 

resolutions.

Corporate Social Investment 
The Group continued to play an important role 

in the growth and development of the nation 

through its corporate social responsibility 

programs. In September 2011, as part of its 40th 

Anniversary celebrations, the Company formed 

the “NICO Foundation”. This will be used as a 

vehicle for discharging the Group’s corporate 

social responsibilities in all the territories where 

it has operations. 

NICO Group has also sponsored various activities 

in health, sports, education and other activities 

of national importance in all the operating 

countries.

Overall, it is the Group’s intention to remain a 

responsible corporate citizen. 

NICO Holdings and its subsidiaries are committed to a policy of fair dealing and integrity in the 
conduct of their businesses. This commitment is based on fundamental belief that business should be 
conducted honestly, fairly and legally. The board formally adopted a comprehensive code of ethics that 
is applied throughout the Group in the conduct of its affairs. This code provides a detailed guideline 
governing the all-important relationships between the various stakeholders and the communities in 
which the group operates. 
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The Directors have pleasure in presenting their report and Consolidated and Separate Financial Statements of 
NICO Holdings Limited and its subsidiaries (The Group) for the year ended 31 December 2012.

Nature of Business
The major activities of the Group are general insurance, life assurance and pension administration, banking, asset 
management and information technology. NICO Holdings Limited shareholding structure in subsidiaries is as follows:-

Name of subsidiary	 % holding	 Type of business
		
NICO Insurance (Zambia) Limited	 100.00	 Short term Insurance
NIKO Insurance (Uganda) Limited	 98.70	 Short term Insurance
NICO General Insurance Limited	 100.00	 Short term Insurance
NIKO Insurance (Tanzania) Limited	 66.67	 Short term Insurance
SFG Holdings (Zimbabwe) Limited	 49.00	 Short term Insurance
NICO Life Insurance Company Limited	 51.00	 Life Insurance and Pension Administration
NICO Mocambique Vida Companhia de Seguros, SA	 70.00	 Life Insurance and Pension Administration
NICO Technologies Limited	 74.90	 Information Technology
NICO Asset Managers Limited	 100.00	 Asset Management
NBS Bank Limited	 50.10	 Banking
Group Fabricators & Manufacturers Limited	 100.00	 Property Holding

Registered Office
The physical address of the Company’s registered office is:-
19 Glyn Jones Road, Chibisa House, P O Box 501, Blantyre, MALAWI

Financial Performance
The results and state of affairs of the Group and Company are set out in the accompanying consolidated and 
separate statements of financial position, statements of comprehensive income, statements of changes in 
equity, statements of cash flows and associated accounting policies and notes.

Profit
The profit for the year attributable to equity shareholders of the Group of MK0.4 billion, (2011: MK1.7 billion)  
has been added to retained earnings. 

Dividends
The Directors recommend a final dividend of MK250 (2011: MK250 million) representing MK0.24 per ordinary 
share (2011: MK0.24 per ordinary share).

Staffing
Staff complement for the Group stands at 1,137 as at 31 December 2012, (2011: 1,079). Human resource 
remains a major and key factor to the success of the Group. The NICO Group, therefore, remains committed 
to a major component of its Mission Statement; “To maintain professionalism by developing staff to their full 
potential”. The Group has maintained staff development programmes through training both locally as well as 
internationally.

DIRECTORS’ REPORT
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For the year ended 31 December 2012
In thousands of Malawi Kwacha
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Key:

√ = Attendance

BOARD OF DIRECTORS AND SECRETARY

The following served as Directors and Secretary of the Company during the year:
Mr. George A. Jaffu	 Chairman – Independent and Non-executive (Throughout the year)
Mr. Felix L. Mlusu	 Executive Director and Chief Executive Officer (Throughout the year)
Ms. Bernadette Mandoloma	 Executive Director (Throughout the year)
Mr. Alaudin Osman	 Independent and Non-executive Director (Throughout the year)
Mr. Harold A.R. Bijoux	 Non-executive Director (Throughout the year)
Mr. Robert W. Scharar	 Non-executive Director (Throughout the year)
Mr. Merrick W. Oeschger	 Non-executive Director (Up to 15th December 2012)
Ms Margaret Dawes	 Non-executive Director (From 30th March 2012)
Mr. Sangwani Hara	 Independent and non-executive Director (Throughout the year)
Mr Victor Jamu	 Company Secretary (From 1st January 2012 to 16th August 2012)

In terms of the memorandum and articles of association the right to nominate board members is as follows:
Africap LLC	 -	 2	 Directors
Santam Limited	 -	 2	 Directors
International Finance Corporation	 -	 1	 Director
Millennium Holdings Limited	 -	 1	 Director
Public Shareholders	 -	 1	 Director
Executive Management	 -	 2	 Directors

At the Annual General Meeting of the Company, one third of the Directors, but excluding Executive Directors 
and Directors appointed by Santam, Africap LLC, Millennium Holdings and International Finance Corporation or if 
their number is not three or a multiple of three, then the number nearest one-third, shall retire from office.

Shareholding Structure
	 2012	 2011
	 %	 %
Africap LLC (American)	 27.91	 27.91
Santam Limited (South African)	 25.10	  25.10
General Public (Malawian and Foreign)	 24.74	  24.24
Millennium Holdings Limited (Malawian)	 9.50	  10.00
International Finance Corporation (American)	 11.65	  11.65
NICO Employees (Malawian and Foreign) 	  1.10	  1.10
	 100.00	 100.00

Board Meetings
The Board meets quarterly with an additional annual meeting to consider the Group’s Strategy. Ad hoc meetings 
are held when necessary. The directors are provided with comprehensive board documentation at least four days 
prior to each of the scheduled meetings.

Board meetings - Meeting Attendance			 
Member	 30-Mar-12	 08-Jun-12	 7-Sep-12	 07-Dec-12
George Jaffu (Chairman)	  √	  √	  √	  √
Felix Mlusu	  √	  √	  √	  √
Bernadette Mandoloma	  √	  √	  √	  √
Alaudin Osman	  √	  √	  √	  √
Harold Bijoux	  √	  √	  √	  √
Robert Scharar	  √	  √	  √	  √
Merrick Oeschger	  √	  √	  √	  √
Sangwani Hara	  √	  √	  √	  √
Margaret Dawes	  √	  √	  √	  √
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Key:

√ = Attendance

N = Not a member

Board Committees
Board committees were established to ensure that the Board discharges its duties effectively in accordance with 
principles of good corporate governance.

All board committees have terms of reference and report to the main Board.

Finance and Audit Committee 
The Finance and Audit Committee is responsible for reviewing annual reports and financial statements. This 
committee also monitors the adequacy of accounting and internal control systems. Both external and internal 
auditors report to the Board of Directors through the Finance and Audit Committee. The committee consists of three 
non-executive Directors. The Managing Director, Finance Director, internal and external auditors attend by invitation. 
The committee meets quarterly a year. The members of the Finance and Audit Committee were as follows:-

Up to 30th September 2012
•	 Robert W. Scharar
•	 Harold Bijoux
•	 Merrick W. Oeschger

The committee met three times during the year.

Finance and Audit Committee- Meeting Attendance		
Member	 29-Mar-12	 06- Sept-12	 06-Dec-12
Robert Scharar (Chairman up to September 2012)	 √	 √	 N
Margaret Dawes (Chairperson from October 2012)	 √	 √	 √
Harold Bijoux	 √	 √	 √
Merrick Oeschger	 √	 √	 N
Sangwani Hara	 N	 N	 √

Appointments and Remuneration Committee
The Appointments and Remuneration Committee acts as an independent forum responsible for issues relating 
to appointments of, and remuneration to, management and staff. It consists of two non-executive Directors, the 
Managing Director and the Finance Director. The committee meets at least twice a year. The members of the 
Appointments and Remuneration Committee are:

Up to 30th September 2012
•	 Robert W. Scharar
•	 Harold Bijoux
•	 Felix Mlusu
•	 Bernadette Mandoloma

The committee met twice during the year. 

Appointments and Remuneration Committee- Meeting Attendance		
Member	 4-Sep-12		  6-Dec-12
Robert Scharar (Chairman)	  √		   √
Harold Bijoux	  √		   N
Margaret Dawes	  N 		   √
Alaudin Osman	  N		   √
Felix Mlusu	  √		   √
Bernadette Mandoloma	  √		   √

From 1st October 2012
•	 Robert W. Scharar
•	 Margaret Dawes
•	 Alaudin Osman
•	 Felix Mlusu

From 1st October 2012
•	 Margaret Dawes
•	 Harold Bijoux
•	 Sangwani Hara
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Key:

√ = Attendance

N = Not a member

A = Apology

From 1st October 2012
•	 Robert W. Scharar
•	 Harold Bijoux 
•	 Sangwani Hara 
•	 Bernadette Mandoloma 

Investment Committee
The Investment Committee is responsible for approval of investment proposals, like equity investments, 
investments in properties, money market investments and other long term investment decisions. It consists 
of three non-executive Directors, Finance Director plus another independent member. The Managing Director 
attends by invitation. The members of the Investment Committee are:-

Up to 30th September 2012
•	 Robert W. Scharar
•	 Harold Bijoux
•	 Sangwani Hara
•	 Bernadette Mandoloma
•	 Leonard Chikadya *

* �Mr. L. Chikadya is a NICO Life Insurance Director that was representing NICO Life Insurance Limited’s interests 
on the Investment Committee.

The committee met four times during the year:
Investment Committee- Meeting Attendance			 
Member	 26-Mar-12	 04-Jun-12	 03-Sept-12	 04-Dec-12
Robert Scharar (Chairman)	 √	 √	 √	 √
Harold Bijoux	 √	 √	 √	 A
Sangwani Hara	 √	 √	 √	 √
Bernadette Mandoloma	 √	 √	 √	 √
Leonard Chikadya	 √	 A	 A	 N

Risk Committee
The Risk Committee is responsible for overseeing risk in the Group, including formulation of risk policy and 
direction for the Group. It consists of three non executive directors. The Finance Director attends by invitation. The 
composition of the committee is as follows;

•	 Robert W. Scharar 
•	 Harold Bijoux 
•	 Anurag Saxena *

* �Mr. A. Saxena is an NBS Bank Director representing the Bank’s interests on the committee. 

The committee did not meet in the year as it was recently constituted.

External Auditors
Messrs KPMG Certified Public Accountants (Malawi) have expressed their willingness to continue in office as 
auditors in respect of the Company’s 31 December 2013 financial statements and a resolution proposing their re-
appointment will be tabled at the forthcoming Annual General Meeting.

George A. Jaffu	 Felix L. Mlusu
CHAIRMAN	 MANAGING DIRECTOR

22 March 2013

BOARD OF DIRECTORS AND SECRETARY (continued)
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The Directors are responsible for the preparation and fair presentation of the consolidated and separate financial 
statements of NICO Holdings Limited and its subsidiaries, comprising the consolidated and separate statements 
of financial position at 31 December 2012, and the consolidated and separate statements of comprehensive 
income, consolidated and separate statements of changes in equity and consolidated and separate statements 
of cash flows for the year then ended, and the notes to the financial statements, which include a summary 
of significant accounting policies and other explanatory notes, and the Directors’ report, in accordance with 
International Financial Reporting Standards, and in the manner required by the Malawi Companies Act, 1984.

The Act also requires the Directors to ensure that the Group and Company keep proper accounting records which 
disclose with reasonable accuracy at any time the financial position of the Group and Company and enable them 
to ensure that the financial statements comply with the Malawi Companies Act, 1984.

In preparing the financial statements, the Directors accept responsibility for the following:

•	 Maintenance of proper accounting records;
•	 Selection of suitable accounting policies and applying them consistently;
•	 Making judgments and estimates that are reasonable and prudent;
•	 �Compliance with applicable accounting standards, when preparing financial statements, subject to any 

material departures being disclosed and explained in the financial statements; and
•	 �Preparation of financial statements on a going concern basis unless it is inappropriate to presume that the 

Group and Company will continue in business.

The Directors are also responsible for such internal controls as the directors determine is necessary to enable 
the preparation of financial statements that are free from material misstatement, whether due to fraud or error 
and for maintaining adequate accounting records and an effective system of risk management.

The Directors’ responsibility includes designing, implementing and maintaining internal controls relevant to 
the preparation and fair presentation of these financial statements that are free from material misstatement, 
whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting 
estimates that are reasonable in the circumstances.

The Directors have made an assessment of the Group and the Company’s ability to continue as a going concern 
and have a reasonable expectation that the Group and the Company have adequate resources to continue in 
operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis 
in preparing these consolidated and separate financial statements.

The auditor is responsible for reporting on whether the annual financial statements are fairly presented in 
accordance with applicable financial reporting framework.

Approval of the financial statements

The financial statements of the Group and the Company, as indicated above, were approved by the Board of 
Directors on 22 March 2013 and are signed on its behalf by:

George A. Jaffu	 Felix L. Mlusu
Chairman	 Managing Director

22 March 2013

DIRECTORS’ RESPONSIBILITY STATEMENTBOARD OF DIRECTORS AND SECRETARY (continued)
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KPMG

KPMG
Public Accountants and Business Advisors
MASM House, Lower Sclater Road
P.O. Box 508
Blantyre, Malawi

Telephone: 	 (265) 01 820 744 / 01 820 391
Telefax: 	 (265) 01 820 575
E-mail:	 kpmg@kpmgmw.com

KPMG Malawi is a member firm of KPMG International, a Swiss  
cooperative. A list of the names of the partners is available for inspection  
at the office address.

INDEPENDENT AUDITORS’ REPORT 
TO THE SHAREHOLDERS OF NICO HOLDINGS LIMITED

We have audited the accompanying consolidated and separate financial statements of NICO Holdings Limited 
(“The Group”), which comprise the consolidated and separate statements of financial position at 31 December 
2012, 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 the notes to the financial statements, which include a summary of significant accounting policies  
and other explanatory notes, as set out on pages 34 to 100.

Directors’ responsibility for the financial statements 
The company’s Directors 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 Malawi 
Companies Act 1984, and for such internal control as the directors determine is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to fraud or error.  
This responsibility includes: designing, implementing and maintaining internal controls relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to fraud 
or error; selecting and applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances.

Auditors’ responsibility 
Our responsibility is to express an opinion on these consolidated and separate 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 auditors’ 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 system 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 system. 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, these consolidated and separate financial statements give a true and fair view of the consolidated 
and separate financial position of NICO Holdings Limited as at 31 December 2012, and of the consolidated and 
separate financial performance and consolidated and separate cash flows for the year then ended in accordance 
with International Financial Reporting Standards and the provisions of Malawi Companies Act, 1984, in as far as 
concerns the members of the company.

KPMG
Certified Public Accountants and Business Advisors, Blantyre

22 March 2013
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CONSOLIDATED AND SEPARATE STATEMENTS OF FINANCIAL POSITION
	 GROUP 	  COMPANY
ASSETS	 Notes	 2012	 2011	 2012	 2011
Non-current assets
Property and equipment	 17	 7,070,313	 4,824,862	 45,430	 41,523
Intangible assets	 18	 418,310	 203,546	 30,273	 255
Investment properties	 19	 4,532,790	 3,438,342	 -	 -
Other investments and loans receivables	 20	 23,428,447	 19,254,846	 1,247,554	 1,903,391
Investment in subsidiary companies	 21	 -	 -	 1,862,984	 1,533,038
Loans and advances to customers	 27	 21,584,807	 22,235,412	 -	 -
Deferred tax assets	 34	  50,566 	  - 	  141,156 	  95,274 
Total non-current assets		  57,085,233 	 49,957,008 	 3,327,397 	 3,573,481 

Current assets					   
Inventories	 22	 115,335	 77,922	 -	 -
Amounts due from subsidiary companies	 23	 -	 -	 193,463	 142,233
Deferred acquisition costs 	 24	 569,355	 355,003	 -	 -
Trade receivables	 25	 16,722,172	 9,048,365	 -	 -
Other receivables	 26	 3,304,657	 2,633,170	 266,266	 28,421
Loans and advances to customers	 27	 14,120,072	 13,760,773	 -	 -
Income tax receivable		  -	 -	 33,495	 -
Short-term investments	 28	 10,740,109	 5,225,324	 -	 -
Cash and cash equivalents	 29	  21,693,196 	  18,355,787	  558,761 	 130,666
Total current assets		   67,264,896 	  49,456,344	 1,051,985 	 301,320
Total assets		  124,350,129 	  99,413,352	 4,379,382	 3,874,801

EQUITY AND LIABILITIES
Equity					   
Issued share capital	 30	 52,152	 52,152	 52,152	 52,152
Share premium	 30	 428,859	 428,859	 428,859	 428,859
Revaluation reserve	 30	 177,381	 563,978	 -	 -
Other reserves	 31	 1,990,413	 1,422,529	 434,059	 531,890
Retained earnings		   7,503,235 	  6,846,982	  2,658,512 	 2,279,036
Total equity attributable to equity holders of the company		  10,152,040	 9,314,500	 3,573,582	 3,291,937
Non-controlling interest	 40	  5,645,496 	  4,533,591	  -	  -
Total Equity		  15,797,536 	 13,848,091	 3,573,582 	 3,291,937

Non-current liabilities					   
Long-term policyholders liabilities	 4.9.10	 34,780,911	 24,709,772	 -	 -
Interest-bearing loans and borrowings	 33	 7,792,264	 270,580	 108,596	 228,300
Deferred tax liabilities	 34	  -	  647,004	  - 	  -
Total non-current liabilities		  42,573,175 	 25,627,356	 108,596 	 228,300

Current liabilities					   
Bank overdrafts	 29	 7,870	 173,704	 -	 -
Amounts due to subsidiary companies	 23	 -	 -	 11,907	 850
Interest-bearing loans and borrowings	 33	 960,600	 1,987,477	 44,614	 104,290
Unearned premium reserve	 36	 5,741,055	 2,998,715	 -	 -
Income tax payable		  314,515	 234,416	 -	 14,085
Insurance contract payables	 37	 13,673,385	  6,553,945	 -	 -
Deposits and customer accounts	 38	 39,503,620	 45,420,911	 -	 -
Trade and other payables	 39	 5,768,844	  2,381,678	 640,683	 231,727
Employee benefits liabilities 	 42	  9,529 	  187,059	  -	  3,612
Total current liabilities		   65,979,418 	 59,937,905	  697,204 	 354,564					
Total liabilities		  108,552,593 	 85,565,261	  805,800	 582,864
Total equity and liabilities		   124,350,129 	 99,413,352	  4,379,382	 3,874,801

The financial statements of the Group and Company were approved for issue by the Board of Directors on 22 March 2013  
and were signed on its behalf by: 

Chairman	 Managing Director
The financial statements are to be read in conjunction with notes from pages 34 to 100.
The independent auditors’ report is on page 27. 
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CONSOLIDATED AND SEPARATE STATEMENTS OF COMPREHENSIVE INCOME
	 GROUP	 COMPANY
	 Notes	 2012	 2011	 2012	 2011
Revenue
Gross written insurance premiums	 5	 21,840,520	 14,246,542	 -	 -
Unearned premium adjustment	 5	  (368,973) 	  115,373 	  -	  -
Gross earned insurance premiums		  21,471,547	 14,361,915	 -	 -

Fees and commission income	 6	 2,336,065	 1,092,932	 513,160	 360,133
Income from banking operations	 7	 12,917,572	 8,187,425	 -	 -
Investment income	 8	  4,137,360 	  1,819,885 	 1,014,973 	  798,755 
Total revenue		  40,862,544	 25,462,157	 1,528,133	 1,158,888

Fair value adjustment of investment properties	 19	 689,594	 634,969	 -	 -
Fair value adjustment on Government securities 
and loans and debentures	 20	 (59,544)	 (17,397)	 -	
Other income	 9	  402,876 	  358,260 	  343,246 	  74,697 
Gross revenue		  41,895,470 	 26,437,989	 1,871,379 	 1,233,585 
Expenses					   
Insurance premium ceded to reinsurers	 5	 (5,909,420)	 (3,955,424)	 -	 -
Net policyholders claims and benefits	 10	 (6,983,852)	 (5,129,151)	 -	 -
Insurance contracts acquisition costs	 11	 (1,301,078)	 (847,812)	 -	 -
Bank interest expense	 12	 (4,761,321)	 (1,650,313)	 -	 -
Administrative expenses	 13	 (13,263,080) 	 (6,784,610)	 (1,049,976) 	 (260,394) 
Profit before finance costs and long term  
policyholders’ benefits		   9,676,719	 8,070,679	 821,403	 973,191
Finance costs	 14	 (244,188)	 (232,141)	 (35,161)	 (44,818)
Long-term policyholders benefits		  (7,060,019) 	 (3,627,736)	  -	  -
Profit before income tax expense		  2,372,512	 4,210,802	 786,242	 928,373
Income tax expense	 15	  (906,671) 	 (1,259,767) 	  (156,436) 	  (103,414) 
Profit for the year		   1,465,841 	  2,951,035 	  629,806 	  824,959 
Other comprehensive income					   
Foreign currency translation differences on 
foreign subsidiaries		  845,179	 22,369	 -	 -
Fair value adjustment on shares		  (273,096)	 2,531	 (139,758)	 (25,100)
Surplus on revaluation of property and equipment		   285,141	 4,818	 -	 -
Income tax on other comprehensive income	 15	  8,040 	 (2,205)	  41,927	  7,530 
Other comprehensive income for the year net of income tax		   865,264 	 27,513 	  (97,831) 	  (17,570) 

Total comprehensive income for the year		  2,331,105	 2,978,548 	 531,975 	 807,389 
					   
Profit for the year					   
Attributable to					   
Non-controlling interest		  1,028,026	 1,247,250		  -
Equity holders of the parent Company		  437,815	 1,703,785	 531,975 	 807,389 
		   1,465,841	  2,951,035	 531,975 	 807,389 
Total comprehensive income for the year					   
Attributable to: 					   
Non-controlling interest		  1,243,235	 1,247,250		
Equity holders of the parent Company		   1,087,870	 1,731,298 	 531,975 	 807,389 
		  2,331,105 	 2,978,548 	 531,975 	 807,389 
Basic and diluted earnings per share (MK)	 16	 0.42	 1.63 		
 
 
The financial statements are to be read in conjunction with notes from pages 34 to 100.
The independent auditors’ report is on page 27. 
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CONSOLIDATED AND SEPARATE STATEMENTS OF CHANGES IN EQUITY
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CONSOLIDATED AND SEPARATE STATEMENTS OF CHANGES IN EQUITY

COMPANY	 Share	 Share	 Fair Value	 Retained	
	 capital	 premium	 Reserves	 Earnings	  Total

Balance at 1 January 2012	  52,152 	  428,859 	 531,890	 2,279,036	 3,291,937
					   
Total comprehensive income					   
Profit for the year	 --	 -	 -	 629,806	 629,806
					   
Other comprehensive income for the year					   
Transfer to/from fair value reserve	  -	  -	 (97,831)	  -	 (97,831) 
Total comprehensive income for the year	  -	  -	 (97,831)	 629,806	 531,975
					   
Transactions with owners of the company					   
Dividends to equity holders	  -	  -	  -	 (250,330) 	 (250,330) 
Transactions with owners of the company	  -	  -	  - 	 (250,330) 	 (250,330) 
Balance as at 31 December 2012	 52,152 	 428,859 	 434,059 	  2,658,512 	  3,573,582 

Balance at 1 January 2011	  52,152 	  428,859 	  549,460 	 2,486,688 	 3,517,159 
					   
Total comprehensive income					   
Profit for the year	 -	 -	 -	 824,959	 824,959
					   
Other comprehensive income					   
Movement on reserve	 -	 -	 -	 -	 -
Transfer to/from fair value reserve	  -	  -	 (17,570)	 -	 (17,570) 
Total other comprehensive income	  -	  -	 (17,570)	 -	 (17,570)
					   
Total comprehensive income for the year	  -	  -	 (17,570)	 824,959	 807,389
					   
Transactions with owners of the company					   
Dividends to equity holders	  -	  -	  -	 (1,032,611) 	 (1,032,611) 
Total transactions with owners of the company	  -	  -	  -	 (1,032,611) 	 (1,032,611) 
Balance as at 31 December 2011	 52,152	 428,859	 531,890	 2,279,036	 3,291,937

The financial statements are to be read in conjunction with notes from pages 34 to 100.
The independent auditors’ report is on page 27. 
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CONSOLIDATED AND SEPARATE STATEMENTS OF CASH FLOWS

	 GROUP	 COMPANY
	 Notes	 2012	 2011	 2012	 2011
 
CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from customers		  23,081,419	 19,266,158	 606,188	 294,589
Cash payments to clients, employees and suppliers		  (24,603,410)	 (12,354,672) 	  (469,030) 	  (193,709)	
				  
Cash (utilised in)/generated from operations		  (1,521,991)	 6,911,486	 137,158	 100,880
Income taxes paid		  (1,266,859) 	  (927,087) 	  (145,493) 	 (72,938) 
					   
Net cash flows (to)/from operating activities		  (2,788,850) 	 5,984,399 	  (8,335) 	  27,942
					   
CASH FLOWS FROM/ (UTILSIED IN) INVESTING ACTIVITIES					   

Proceeds from disposal of property and equipment		  12,145	 289,961	 46	 1,334
Investment and other income received		  4,561,567	 4,340,298	 1,056,769	 722,842
Proceeds from other investments and 
loans receivables and investment in subsidiaries		  6,923,475	 8,601,030	 441,082	 280,000
Purchase of other investments and 
loans receivables and investment in subsidiaries		  (8,605,925)	 (11,294,716)	 (585,065)	 (1,489,143)
Additions to property and equipment	 17, 18	 (2,083,033)	  (1,344,036)	 (46,691)	 (19,534)
Additions to investment properties 	 19	 (1,165,215) 	  (21,590) 	  - 	  -
Net cash flows (utilised in)/from investing activities		   (356,986) 	  570,947 	 866,141 	 (504,501)
					   
CASH FLOWS (TO)/FROM FINANCING ACTIVITIES					   
Proceeds from long-term borrowings		   7,974,986	 -	 113,993	 315,385
Repayment of long-term borrowings		  (913,008)	 (1,749,363)	 (293,374)	 (166,208)
Proceeds from issue of shares		  -	 -	 -	 -
Dividend paid		  (634,715) 	 (1,117,550)	  (250,330) 	 (1,032,611)
Net cash flows from/(utilised) in financing activities		  6,427,263 	 (2,866,913)	 (429,711) 	  (883,434)
					   
Net increase/(decrease) in cash and cash equivalents		  3,281,427	 3,688,433	 428,095	 (1,359,993)
Cash and cash equivalents at 1 January		  18,182,083	 14,479,870	 130,666	 1,490,659
Effects of changes in exchange rates		   221,816 	  13,780 	  -	  -
Cash and cash equivalents at 31 December	 29	  21,685,326 	 18,182,083 	  558,761 	  130,666 
					   
ADDITIONAL STATUTORY INFORMATION					   
Increase/(decrease) in net working capital		  329,292	 3,745	 653,465	 (1,373,497)

The financial statements are to be read in conjunction with notes from pages 34 to 100.
The independent auditors’ report is on page 27. 
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

1.	R eporting Entity

NICO Holdings Limited (The Company) is a public company incorporated in Malawi under the Companies Act, 
1984 formed in 2002. Formerly it was called National Insurance Company Limited. The address of the Company’s 
registered office is: 19 Glyn Jones Road, Chibisa House, P.O. Box 501, Blantyre, Malawi. The consolidated and 
separate financial statements for the year ended 31 December 2012 comprises the Company and its subsidiaries 
(together referred to as the “Group”). The company is listed on the Malawi Stock Exchange.

The major activities of the Group are general insurance, life assurance and pension administration, banking, 
asset management, information technology and property holding. NICO Holdings Limited has 100% shareholding 
in NICO Insurance (Zambia) Limited and NICO General Insurance Company Limited, 98.7% shareholding in NIKO 
Insurance (Uganda) Limited, 66.67% shareholding in NIKO Insurance (Tanzania) Limited and 49% shareholding 
in SFG Holdings (Zimbabwe) Limited, all offering short term insurance business. It has 51% shareholding in 
NICO Life Insurance Company Limited and 70% shareholding in NICO Mozambique Vida, both offering life 
assurance and pension administration. It has 100% shareholding in NICO Asset Managers Limited offering 
asset management services, 74.9% shareholding in NICO Technologies Limited offering information technology 
services, 50.1% shareholding in NBS Bank Limited offering banking services and 100% shareholding in Group 
Fabricators and Manufacturers Limited offering property holding services.

Where reference is made in the basis of preparation to Group, it should be interpreted as being applied to the 
consolidated and separate financial statements as the context requires.

2.	 Basis of Preparation

2.1	 Statement of compliance
The consolidated and separate financial statements have been prepared in accordance with International 
Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB), provisions 
of the Malawi Companies Act, 1984, Banking Act, 2010, Financial Services Act, 2010 and Pensions Act, 2010.
	  
2.2	 Basis of measurement
The consolidated and separate financial statements have been prepared on the historical cost basis except for 
the following: 
•	 financial instruments at fair value through profit or loss are measured at fair value;
•	 investment properties measured at fair value;
•	 available-for- sale financial assets are measured at fair value through other comprehensive income; and
•	 items of property and equipment measured at their revalued amounts.

2.2.1	 Use of estimates and judgements
The preparation of consolidated and separate financial statements in conformity with IFRSs requires 
management to make judgements, estimates and assumptions that affect the application of accounting policies 
and reported amounts of assets and liabilities, income and expenses. The estimates and associated assumptions 
are based on historical experience and various other factors that are believed to be reasonable under the 
circumstances, the results of which form the basis of making the judgements about carrying values of assets 
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates 
are recognised in the year in which the estimate is revised if the revision affects only that year or in the year of 
the revision and future years if the revision affects both current and future years.
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

Information about significant areas of estimation, uncertainty and critical judgements in applying accounting 
policies that have most significant effect on the amounts recognised in the financial statements can be found in 
the following notes:
•	 Note 4.9	 -	 Long-term insurance risk
•	 Note 19	 -	 Investment properties
•	 Note 20	 -	 Other investments and loans receivable
•	 Note 42 	 - 	 Employee benefits liabilities

2.3	 Functional and presentation currency
These consolidated and separate financial statements are presented in Malawi Kwacha, which is also the 
Company’s functional currency. All financial information presented in Malawi Kwacha has been rounded to the 
nearest thousand.

3.	 Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these 
consolidated and separate financial statements and have been applied consistently by the Company and Group 
entities. Certain comparative amounts have been reclassified to conform to the current year’s presentation and 
also improve on presentation.

(a)	B asis of consolidation
(i)	 Subsidiaries
The Consolidated and Separate Financial Statements include the Company and its subsidiaries NICO General 
Insurance Company Limited, NICO Life Insurance Company Limited, NICO Technologies Limited, NICO Insurance 
(Zambia) Limited, NIKO Insurance (Uganda) Limited, NBS Bank Limited, NICO Asset Managers, NIKO Insurance 
(Tanzania) Limited, SFG Holdings (Zimbabwe) Limited, NICO Mozambique Vida de Seguros SA and Group 
Fabricators Limited that are controlled by the Group. Under the Malawi Companies Act 1984 control is presumed 
to exist where the Company holds more than one half of the nominal share capital directly or indirectly; or 
the Company can appoint, or prevent the appointment of not less than half of the Directors of the subsidiary 
Company. Under IAS 27, Consolidated and separate financial statements, control exists when an entity has the 
power to govern the financial and operating policies of another entity so as to obtain benefits from its activities. 
The financial statements of subsidiaries are included in the financial statements from the date that control 
commences until the date that control ceases.

In the Company’s separate financial statements, investments in subsidiaries are carried at cost less impairment losses.

(ii)	I nvestment in associates
Associates are entities in which the Group has significant influence, but not control, over the financial and 
operating policies. Significant influence is presumed to exist when the Group holds between 20 and 50 percent 
of the voting power of another entity. The investments in associates are measured at fair value and changes 
in fair value recognized in profit or loss in the period. In the separate financial statements, investments in 
associates are accounted for at cost. 

(iii)	T ransactions eliminated on consolidation
Intra-group balances and transactions, and any unrealised income and expenses arising from intra-Group 
transactions, are eliminated in preparing the consolidated financial statements. Unrealised losses are eliminated 
in the same way as unrealised gains, but only to the extent that there is no evidence of impairment.

(iv)	 Non-controlling interest
Non-controlling interests in the net assets of consolidated subsidiaries are identified separately from the 
Group’s interest therein. Non-controlling interests consist of the amount of those interests at the date of the 
original business combination and the non-controlling interest’s share of changes in equity since the date of the 
combination. Losses applicable to the non-controlling interests are allocated to non-controlling interests even if 
this results in the non-controlling interests having a deficit balance.
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

3.	 Significant accounting policies (continued)

(b)	A ccounting for results of the Life and Pensions Fund
The Life and Pensions Fund is actuarially valued each year. Based on the advice of actuaries, the Group allocates 
surpluses between “with profits” policyholders and the shareholders.

(c)	I nsurance contracts 
Recognition and measurement

(i)	 General insurance contracts
Revenue
Gross premiums written reflect business written during the year, and exclude any taxes or duties based 
on premiums. Premium written include estimates for ‘pipeline’ premiums and adjustments to estimates of 
premiums written in previous years.
The earned proportion of premiums is recognised as revenue. Premiums are earned from the date of attachment 
of risk, over the indemnity period, based on the pattern of the risks underwritten.

Unearned premium provision
The provision for unearned premiums comprises the proportion of gross premiums written which is estimated 
to be earned in the following or subsequent financial years, computed separately for each insurance contract 
adjusted if necessary to reflect any variation in the incidence of risk during the period covered by the contract.

Claims
Claims incurred comprise the settlement and handling costs of paid and outstanding claims arising from events 
occurring during the financial year together with adjustments to prior year claims provisions.

Claims outstanding comprise provisions for the Group’s estimate of the ultimate cost of settling all claims 
incurred but unpaid at reporting date whether reported or not, and related internal and external claims handling 
expenses and an appropriate prudential margin. Claims outstanding are assessed by reviewing individual claims 
and making allowance for claims incurred but not reported, the effects of both internal and external foreseeable 
events, such as changes in claims handling procedures, inflation, judicial trends, legislative changes and past 
experience and trends. Provisions for claims outstanding are not discounted. Adjustments to claims provisions 
established in prior years are reflected in the financial statements of the period in which the adjustments are 
made and disclosed separately if material. The methods used, and the estimates made, are reviewed regularly.

Deferred acquisition costs
Costs incurred in acquiring general insurance, annuity and life assurance contracts are deferred to the extent that 
they are recoverable out of future margins. 
Deferred acquisition costs are amortised over the period in which the costs are expected to be recoverable 
out of future margins in the revenue from the related contracts. The rate of amortisation is consistent with the 
pattern of emergence of such margins.

Receivables and payables related to insurance contracts 
Receivables and payables are recognised when due. These include amounts due from policyholder’s agents, 
brokers and re-insurance contracts.

(ii)	 Reinsurance contracts
Contracts entered into by the group with reinsurers under which the Group is compensated for losses on one 
or more contracts issued by the Group and that meet the classification requirements for insurance contract 
are classified as reinsurance contracts held. Contracts that do not meet these classification requirements are 
classified as financial assets. Insurance contracts entered into by the group under which the contract holder is 
another insurer (inwards reinsurance) are included with insurance contracts.
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

The benefits to which the Group is entitled under its reinsurance contracts held are recognised as reinsurance 
assets. These assets consist of short-term balances due from reinsurers (classified within loans and receivables); 
as well longer term receivables (classified as reinsurance assets) that are dependent on the expected claims 
and benefits arising under the related reinsured insurance contracts. Amounts recoverable from or due to 
reinsurers are measured consistently with the amounts associated with the reinsured insurance contracts and in 
accordance with the terms of each reinsurance contract. Reinsurance liabilities are primarily premiums payable 
for reinsurance contracts and are recognised as an expense when due.

(iii)	L ong-term assurance contracts
Revenue
Premiums in respect of annuity and non-linked life assurance contracts, and insurance with Discretionary 
Participation Features (DPF) contracts are recognised as revenue when due. Premiums in respect of unit-linked 
life assurance contracts are recognised when the corresponding units are allocated to policyholders. Premiums 
exclude any taxes or duties based on premiums.

Claims
Claims include maturities, annuities, surrenders and death claims. Maturity and annuity claims are recognised 
as an expense when due for payment. Surrender claims are recognised when paid. Death claims are recognised 
when notified.

Acquisition costs in respect of insurance contracts with a DPF are not deferred and are recognised in the profit 
or loss in the period in which they are incurred.

Insurance contracts with a Discretionary Participation Features (DPF)
A contract with a discretionary participation feature is a contractual right held by a policyholder to receive as a 
supplement to guaranteed minimum payments, additional benefits that are likely to be a significant portion of the 
total contractual benefits and whose amount or timing is contractually at the discretion of the insurer of and are 
contractually based on the performance of the specified pool of contracts or a specified type of contract, realised 
and or unrealised investment returns on a specified pool of assets held by the insurer or the profit or loss of 
the Group, fund or other entity that issues the contract. The Group recognises the discretionary element of a 
contract with a discretionary participation feature as a liability.

Liability adequacy test
At each reporting date, liability adequacy tests are performed to determine if the insurance contract provisions 
are adequate. Current best estimates of all future contractual cash flows and related expenses, such as claims 
handling expenses, and investment income from assets backing the insurance contract provisions are used 
in performing these tests. If a shortfall is identified an additional provision is established. The deficiency is 
recognised in the profit or loss for the year.

Insurance receivables and payables
Amounts due to and from policyholders, agents and reinsurers are financial instruments and are included in 
insurance receivables and payables, and not in insurance contract provisions.

(d)	F oreign currency 
(i)	F oreign currency transactions
Transactions in foreign currencies are translated to the respective functional currencies of Group entities at the 
exchange rates ruling at the dates of the transactions. Monetary assets and liabilities denominated in foreign 
currencies at reporting date are re-translated to Malawi Kwacha (functional currency) at the exchange rate ruling 
at that date. 
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NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

3.	 Significant accounting policies (continued)
(i)	F oreign currency transactions (continued)

Foreign currency differences arising on translation are recognised in profit or loss, except for differences arising 
on the retranslation of available for sale equity instruments which are recognised in other comprehensive 
income. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency 
are translated using the exchange rate at the date of the transaction. Non-monetary assets and liabilities 
denominated in foreign currencies that are stated at fair value are translated to Malawi Kwacha at foreign 
exchange rates ruling at the dates the fair value was determined.

(ii) 	F inancial statements of foreign operations
The assets and liabilities of foreign operations which have different functional currencies are translated to Malawi 
Kwacha at foreign exchange rates ruling at reporting date. The income and expenses of foreign operations 
are translated to Malawi Kwacha at rates approximating to the foreign exchange rates ruling at the dates of 
transactions. Foreign exchange differences arising on retranslation are recognised in other comprehensive 
income and presented in the foreign currency translation reserve (translation reserve) in equity.

(e)	 Property and equipment 
(i)	 Recognition and measurement
All property and equipment is initially recorded at cost. Buildings and freehold land are subsequently carried at 
revalued amount, being their fair value, based on valuations by external independent valuers, less subsequent 
accumulated depreciation, and subsequent accumulated impairment losses. All other property and equipment is 
stated at historical cost less accumulated depreciation and accumulated impairment losses.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-
constructed assets includes the cost of materials and direct labour, any other cost directly attributable to bringing 
the asset to a working condition for its intended use.

(ii)	 Reclassification to investment property
Property that is being constructed or developed for future use as an investment property is classified as 
investment property and stated at cost until construction or development is complete, at which time it is 
remeasured to fair value. Any gain or loss arising on remeasurement is recognised in profit or loss.

When the use of a property changes from owner-occupied to investment property, the property is remeasured to 
fair value and reclassified as investment property.

(iii)	 Subsequent costs
The cost of replacing part of an item of property and equipment is recognised in the carrying amount of the item 
if it is probable that the future economic benefits embodied within the part will flow to the Group or Company 
and cost can be measured reliably. The carrying amount of the replaced component is derecognised.

(iv)	 Revaluation
Revaluations of buildings and freehold land is carried out with sufficient regularity such that the carrying  
amount does not differ materially from that, which would be determined using fair values at the reporting  
date as economic conditions dictate, by independent valuers. The basis of valuation used is current market  
value. Surpluses on revaluations are recognised in other comprehensive income in the revaluation reserve.  
On realisation of the asset, the appropriate portion of the reserve is transferred to retained earnings. Revaluation 
decreases are charged to the profit or loss except to the extent that they relate to revaluation surpluses 
previously transferred to the revaluation reserve. An amount equivalent to the additional depreciation arising  
from revaluations is transferred annually, net of deferred tax, from the revaluation reserve to retained earnings. 
The revaluation reserve is a non-distributable reserve and is not available for distribution as a dividend.
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(v)	 Depreciation recognised
Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of items of 
property and equipment and major components that are accounted for separately. Land and capital work-in-
progress are not depreciated.

The estimated useful lives for current and comparative periods are as follows:
•	 Freehold buildings	 40 years
•	 Leasehold buildings	 40 years or over the lease period if less than 40 years
•	 Motor vehicles	 5 years
•	 Other equipment	 3-10 years
•	 Fixtures and fittings	 10 years
•	 Computer hardware	 3 years

The residual value, useful life and method of depreciation are reviewed at each reporting date and adjusted if appropriate. 
 
(f)	L eases
(i)	F inance lease
Leases where the Group assumes substantially all the benefits and risks of ownership are classified as finance 
leases. Finance leases are capitalised at the lower of the fair value of the leased asset and the present value of the 
minimum lease payments. Lease payments are separated using the effective interest method to identify the finance 
cost, which is charged against income over the lease period and the capital repayment which reduces the liability of 
the lessor. Subsequently, the leased asset is accounted for in terms of IAS 16, Property, plant and equipment.

When assets are held subject to a finance lease, the present value of the lease payments is recognised as a 
receivable. The difference between the gross receivable and the present value of the receivable is recognised 
as unearned finance income. Lease income is recognised over the term of the lease using the effective interest 
method (before tax), which reflects a constant periodic rate of return.

(iii)	 Operating lease
Leases of assets are classified as operating leases if the lessor effectively retains substantially all the risks and 
benefits of ownership. Payments made under operating leases are recognised in profit or loss on a straight line 
basis over the period of the lease.

When an operating lease is terminated before the lease period has expired, any payment required to be made to 
the lessor by way of penalty is recognised as an expense in the period in which termination takes place.

(g)	I ntangible assets
Software acquired by the Group is stated at cost less accumulated amortisation and accumulated impairment losses.
	
Expenditure on internally developed software is recognised as an asset when:
•	 �the Group is able to demonstrate its intention and ability to complete the development and use the 

software in a manner that will generate future economic benefits;
•	 the Group can reliably measure the costs to complete the development; 
•	 it is technically and commercially feasible; and,
•	 there are sufficient resources to complete development and to use the asset. 

The capitalised cost of internally developed software includes all costs directly attributable to developing the 
software, and are amortised over its useful life. Internally developed software is stated at cost less accumulated 
amortisation and impairment losses.
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3.	 Significant accounting policies (continued)
(g)	I ntangible assets (continued)

Subsequent expenditure on software is capitalised only if it increases the future economic benefits embodied in 
the specific asset to which it relates. All other expenditure is expensed as it is incurred. 
	
Amortisation is recognised in profit or loss on a straight line basis over the estimated useful life of the software, 
from the date it is available for use.

The estimated useful lives for current and comparative periods are as follows:
•	 Computer software	 4-8 years

Amortisation methods, useful lives and residual values are reviewed at each reporting date and adjusted if 
appropriate.

(h)	F inancial instruments
Non-derivative financial instruments
Non-derivative financial instruments comprise investments in equity and debt securities, trade and other 
receivables, cash and cash equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair value 
through profit or loss, any directly attributable transaction costs, except as described below. Subsequent to initial 
recognition, non-derivative financial instruments are measured as described below.

A financial instrument is recognised if and when the Group becomes a party to the contractual provisions of 
the instrument. Financial assets are derecognised if the Group’s contractual rights to the cash flows from the 
financial assets expire or if the Group transfers the right to receive the contractual cash flows on the financial 
asset in a transaction in which substantially all risks and rewards of ownership of the asset are transferred. 
Regular purchases and sales of financial assets are accounted for at trade date, i.e., the date that the Group 
commits itself to purchase or sell the asset. Financial liabilities are derecognised if the Group’s obligations 
specified in the contract expire or are discharged or cancelled.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position 
when, and only when, the Group has a legal right to offset the amounts and intends either to settle on a net 
basis or to realise the asset and settle the liability simultaneously.

Held-to-maturity investments
If the Group has the positive intent and ability to hold debt securities to maturity, then they are classified as 
held-to-maturity. Held-to-maturity investments are subsequently measured at amortised cost using the effective 
interest method, less any impairment losses.

Available-for-sale financial assets
The Group’s investments in equity securities and certain debt securities are classified as available-for-sale 
financial assets. Subsequent to initial recognition, they are measured at fair value and changes therein, other 
than impairment losses and foreign exchange gains and losses on available-for-sale equity instruments are 
recognised directly in other comprehensive income and presented in the fair value reserve in equity. When 
an investment is derecognised, the cumulative gain or loss in other comprehensive income is transferred to 
profit or loss.
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(h)	F inancial instruments
Financial instruments at fair value through profit or loss
An instrument is classified as at fair value through profit or loss if it is held for trading or is designated as such 
upon initial recognition. Financial instruments (assets) are designated at fair value through profit or loss if the 
Group manages such investments and makes purchase and sale decisions based on their fair value. Upon initial 
recognition, attributable transaction costs are recognised in profit or loss when incurred. Financial instruments at 
fair value through profit or loss are measured at fair value, and changes therein are recognised in profit or loss.

Loans and receivables
Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active 
market and include purchased loans. Subsequent to initial measurement, loans and receivables are accounted for 
at amortised cost using the effective interest method less impairment losses. Origination transaction costs and 
origination fees received are capitalised to the value of the loan and amortised through interest income.
Where the Group has elected to classify and account for any loan as a financial asset at fair value through profit 
or loss, the movement in the fair value is accounted for in profit or loss.

Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits with maturities of three months or less 
from the acquisition date that are subject to an insignificant risk of changes in their value and are used by the 
Group in the management of its short-tem commitments. For the purpose of the statement of cash flows, cash 
and cash equivalents are presented net of bank overdrafts.

Where the Group has elected to classify and account for any loan as a financial asset at fair value through profit 
or loss, the movement in the fair value is accounted for in profit or loss.

Financial liabilities
Share capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary shares are 
recognised as a deduction from equity, net of any tax effects.

Trade and other payables
Trade and other payables are initially measured at fair value being the amount to be on settlement plus directly 
attributable transaction costs. Subsequent measurement is at amortised cost using the effective interest rate 
method.
	
Interest bearing borrowings
Interest bearing borrowings are recognised when the Group becomes a party to the contractual provisions of 
the borrowings and are measured initially at fair value, less attributable transaction costs. Subsequent to initial 
recognition, interest bearing borrowings are stated at amortised cost with any difference between cost and 
redemption value being recognised in profit or loss over the period of the borrowings on an effective interest 
basis.

Financial guarantees
Financial guarantees are contracts that require the Group to make specific payments to reimburse the holder for 
a loss it incurs because a specified debtor fails to make payment when due in accordance with the terms of a 
debt instrument. 

Financial guarantee liabilities are initially recognised at their fair value and the initial value is amortised over the 
life of the guarantee. The guarantee liability is subsequently measured at the higher of this amortised amount 
and the present value of any expected payment (when payment under the guarantee has become probable). 
Financial guarantees are included within other liabilities.
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3.	 Significant accounting policies (continued)
(h)	F inancial instruments (continued)

Customers deposits accounts
Customer deposit accounts comprise current and savings accounts, foreign currency denominated, and term 
deposits accounts. 

Customer deposit accounts are the Group’s sources of debt funding. 

When the Group sells a financial asset and simultaneously enters into a “repo” or “stock lending” agreement to 
repurchase the asset (or a similar asset) at a fixed price on a future date, the arrangement is accounted for as a 
deposit, and the underlying asset continues to be recognised in the Group’s financial statements.

The Group classifies capital instruments as financial liabilities or equity instruments in accordance with the 
substance of the contractual terms of the instrument. 

Customer deposit liabilities are initially measured at fair value plus transaction costs, and subsequently measured 
at their amortised cost using the effective interest method.

(i)	I nvestment property
Investment property is property held either to earn rental income or capital appreciation or for both, but not for 
sale in the ordinary course of business, use in the production or supply of goods or services or for administration 
purposes. Investment property is measured at cost on initial recognition.
	
Cost includes expenditure that is directly attributable to the acquisition of the investment property. The cost 
of self constructed investment property includes cost of materials and direct labour, any other costs directly 
attributable to bringing the investment property to a working condition for their intended use and capitalised 
borrowing costs.

Subsequently, investment property is measured at fair value as determined by an independent registered valuer. 
Fair value is based on market values, being the estimated amount for which a property could be exchanged 
on the date of valuation between a willing buyer and a willing seller in an arm’s length transaction after proper 
marketing wherein the parties had each acted knowledgeably, prudently and without compulsion. 

Any gain or loss arising from a change in fair value is recognised in profit or loss. Rental income and directly 
operating expenses (including repairs and maintenance) arising from investment property that generate income 
are accounted for as described in accounting policy note (o). Any gain or loss on disposal of an investment 
property (calculated as the difference between the net proceeds from disposal and the carrying amount of the 
item) is recognised in profit or loss. When an investment property that was previously classified as property and 
equipment is sold, any related amount included in revaluation reserve is transferred to retained earnings. When 
the use of property changes such that it is reclassified as property and equipment, its fair value at the date of 
reclassification becomes its cost for subsequent accounting.

(j)	I nventories
Consumable stock is measured at the lower of cost and net realisable value. Costs are based on the first-in-first 
out principle and include expenditure incurred in acquiring the inventories and bringing them to their existing 
location and condition. Net realisable value is the estimated selling price in the ordinary course of business, less 
the estimated cost of completion and selling expenses.
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(k) 	I mpairment
Financial assets
A financial asset not classified as at fair value through profit or loss is assessed at the reporting date to 
determine whether there is any objective evidence that it is impaired. A financial asset is considered to be 
impaired if there is objective evidence of impairment that indicates that one or more events have had a negative 
effect on the estimated future cash flows of that asset that can be estimated reliably.
Objective evidence that financial assets are impaired includes default or delinquency by a debtor, restructuring 
of an amount due to the Group on terms that the Group would not consider otherwise, indications that a debtor 
or issues will enter bankruptcy, adverse changes in the payment status of borrowers or issuers, economic 
conditions that correlate with defaults or the disappearance of an active market for security.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial 
assets and those found not to be specifically impaired are assessed collectively in groups that share similar 
credit risk characteristics.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference 
between its carrying amount, and the present value of the estimated future cash flows discounted at the original 
effective interest rate. An impairment loss in respect of an available-for-sale financial asset is calculated by 
reference to its current fair value.

All impairment losses are recognised in profit or loss. Any cumulative loss in respect of an available-for-sale 
financial asset recognised previously in other comprehensive income is transferred to profit or loss.

Loans and advances
Loans and advances and other assets are stated in the statement of financial position after the deduction of 
allowances for credit losses.

Specific allowances, covering identified doubtful debts, are based on specific evaluations of loans and advances 
and take account of past loss experience, economic conditions and changes in the nature and level of risk 
exposure.

Loans and advances are written off once the probability of recovering becomes remote.

The amounts required to fund the assessed level of allowances for credit losses are charged to profit or loss.

Reversal of impairment
An impairment loss is reversed if the reversal can be related objectively to an event occurring after the 
impairment loss was recognised.

For financial assets measured at amortised cost and available for sale financial assets that are debt securities, 
the reversal is recognised in profit and loss. For available-for-sale financial assets that are equity securities, the 
reversal is recognised in other comprehensive income.

Non financial assets
Carrying amounts of non-financial assets, other than investment property, inventories and deferred tax assets are 
reviewed at each reporting date to determine whether there is any indication of impairment. If indications arise, 
then the asset recoverable amount is estimated. An impairment loss is recognised if the estimated recoverable 
amount is less than the carrying amount. The recoverable amount of an asset is the greater of its value in use 
and its fair value less costs to sell. In assessing the value in use, the estimated future cash flows are discounted 
to their present value using a pre-tax discount rate that reflects current market assessments of the time value of 
money and the risk specific to the assets.
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3.	 Significant accounting policies (continued)
(k) 	I mpairment (continued)

Impairment losses are recognised in profit or loss. Impairment losses recognised in prior periods are assessed 
at each reporting date for any indications that a loss has decreased or no longer exists. An impairment loss is 
reversed if there has been a change in the estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying 
amount that would have been determined, net of accumulated depreciation or amortisation, if no impairment 
loss had been recognised.

(l)	I ncome tax
Income tax expense comprises current and deferred tax. Income tax is recognised in profit or loss except to the 
extent that it relates to items recognised directly to equity or other comprehensive income, in which case it is 
recognised in equity or other comprehensive income respectively.

Current tax
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or 
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax
Deferred tax is recognised in respect of temporary differences between carrying amounts of assets and liabilities 
for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is not recognised for 
the following temporary differences: the initial recognition of assets or liabilities in a transaction that is not a 
business combination and that affects neither the accounting or taxable profit or loss, and differences relating to 
investments in subsidiaries to the extent that it is probable that they will not reverse in the foreseeable future. 
The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying 
amount of assets and liabilities using tax rates enacted or substantively enacted at the reporting date. The effect 
on deferred tax of any changes in tax rates is recognised in the profit or loss, except to the extent that it relates 
to items previously charged or credited directly to equity.

Deferred tax assets and liabilities are offset if there is a legal enforceable right to offset current tax liabilities and 
assets, and they relate to taxes levied by the same tax jurisdiction on the same taxable entity, or on different tax 
entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and liabilities 
will be realised simultaneously.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary differences to the 
extent that it is probable that future taxable profits will be available against which the temporary difference can 
be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no 
longer probable that the related tax benefits will be realised.

(m)	 Revenue recognition
(i)	I nterest income 
Interest income is recognised in the profit or loss for all interest-bearing instruments on an accrual basis 
using the effective interest method. In terms of the effective interest method, interest is recognised at a rate 
that exactly discounts estimated future cash payments or receipts through the expected life of the financial 
instrument to the carrying amount on the financial statements. Direct incremental transaction costs incurred and 
origination fees received as a result of bringing margin-yielding assets on the statement of financial position, are 
capitalised to the carrying amount of financial instruments (excluding financial instruments at fair value through 
profit or loss) and amortised as interest income over the life of the asset.
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Where financial assets have been impaired, interest income continues to be recognised on the impaired value 
based on the original effective interest rate. Net interest income includes fair value adjustments on interest-
bearing financial instruments held at fair value, excluding financial instruments held for trading. Dividends received 
on preference share investments form part of the Group’s lending activities and are included in interest income.

(ii)	 Non-interest revenue
Non-interest revenue includes dividends from investments, fees and commission from banking, insurance 
and related transactions, net revenue from exchange and securities trading and net gains on the realisation or 
revaluation of investment banking assets.

Dividends are recognised in the period in which right to receipt is established. Scrip dividends are recognised as 
dividends received to the extent that they compare to cash dividends in a similar entity. Fees and commission 
are generally recognised on an incurred basis when the related services are provided or on execution of a 
significant act. Fees charged for servicing a loan are recognised as revenue as the service is provided.

(iii)	I nvestment income
Investment income comprises interest income on money market financial instruments and dividends from listed 
and unlisted companies and increase in fair value of investment property and investments in listed shares. The 
financial instruments include local registered stocks, treasury bills and fixed deposits. The discount on treasury 
bill is taken to income on an amortised cost; it is treated as accrued interest included in other receivables.

(iv)	 Rental income
Rental income from investment property is recognised in profit or loss on a straight-line basis over the term  
of the lease. Lease incentives granted are recognised as an integral part of the total rental income over the  
term of the lease.

(v)	I nsurance Premiums
The accounting policies for the recognition of revenue from insurance contracts are disclosed in note 3 (c). 

(n)	 Provisions
A provision is recognised if, as a result of a past event, the Group has a present legal or constructive obligation 
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle 
the obligation. If the effect is material, provisions are determined by discounting the expected future cash flows 
at a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, 
the risks specific to the liability. The unwinding of the discount is recognised as a finance cost.

(o)	 Employee benefits
Defined contribution plans
A defined contribution plan is post-employment benefit plan under which the Group pays fixed contributions into 
a separate entity and will have no legal or constructive obligation to pay further amounts.

The Group contributes to a number of defined contributions pension schemes on behalf of its employees. The 
pension cost is recognised in the period it is incurred. Contributions to the funds are based on a percentage of 
the payroll and are charged against profits as incurred. Obligations for contributions to these plans are recognised 
as employee benefit expenses in profit or loss in the periods during which services are rendered by employees. 
Prepaid contributions are recognised as an asset to the extent that a cash refund or reduction in future payments 
is available.

(p)	 Earnings per share
Basic earnings per share is calculated by dividing the profit or loss attributable to ordinary shareholders of the 
Company by the weighted average number of ordinary shares outstanding during the year. Where new equity 
shares have been issued by way of capitalisation or subdivision, the profit is apportioned over the shares in 
issue after the capitalisation or subdivision and the corresponding figures for all earlier periods are adjusted 
accordingly.
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3.	 Significant accounting policies (continued)
(p)	 Earnings per share (continued)

Diluted earnings per share is determined by adjusting the profit or loss attributable to ordinary shareholders and 
the weighted average number of ordinary shares for the effects of all dilutive potential ordinary shares.

(q)	F inance costs
Finance expense comprising of interest expense is recognised in profit or loss using the effective interest 
method. The effective interest rate is the rate that exactly discounts the estimated future cash payments through 
the expected life of the financial liability (or, where appropriate, a shorter period) to the carrying amount of the 
financial liability. The effective interest rate is established on initial recognition of the financial liability and is not 
revised subsequently.

The calculation of the effective interest rate includes all fees, transaction costs, and discounts or premiums 
that are an integral part of the effective interest rate. Transaction costs are incremental costs that are directly 
attributable to the acquisition, issue or disposal of a financial liability.

(r)	� Standard and interpretations affecting amounts reported and/or disclosed in the financial 
statements

In the current year, the Group has adopted those new and revised standards and interpretations issued by 
the International Accounting Standards Board and the International Financial Reporting and Interpretations 
Committee of the International Accounting Standards Board that are relevant to its operations and are effective 
for annual reporting periods beginning on 1 January 2012. 
	
(s)	 New standards and interpretations not yet adopted
	� At the date of authorisation of the financial statements of NICO Holdings Limited Group for the year 

ended 31 December 2012, the following Standards and Interpretations were in issue but not yet effective:

Effective for the financial year commencing 1 January 2013
•	 �IAS 1 amendment Presentation of Financial Statements: Presentation of Items of Other 

Comprehensive Income
•	 IFRS 1 amendment Government Loans
•	 IFRS 7 amendment Disclosures – Offsetting Financial Assets and Financial Liabilities
•	 IFRS 10 Consolidated Financial Statements
•	 IFRS 11 Joint Arrangements
•	 IFRS 12 Disclosure of Interests in Other Entities
•	 �IFRS 10, IFRS 11 and IFRS 12 amendment Consolidated Financial Statements, Joint Arrangements 

and Disclosure of Interests in Other Entities: Transition Guidance
•	 IFRS 13 Fair Value Measurement
•	 IAS 19 (amendments) Employee Benefits: Defined Benefit Plans
•	 IAS 27 Separate Financial Statements (2011)
•	 IAS 28 Investments in Associates and Joint Ventures (2011)
•	 IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine

Effective for the financial year commencing 1 January 2014
•	 IAS 32 Offsetting Financial Assets and Financial Liabilities
•	 IFRS 10, IFRS 12 and IAS 27 amendment Investment entities

Effective for the financial year commencing 1 January 2015
•	 IFRS 9 Financial Instruments

All Standards and Interpretations will be adopted at their effective date (except for those Standards and 
Interpretations that are not applicable to the entity).
•	 IFRS 11 Joint Arrangements
•	 IAS 19 (amendments) Employee Benefits: Defined Benefit Plans
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•	 IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine
•	 IFRS 12 Disclosure of Interests in Other Entities

The following are not applicable to the business of the entity and will therefore have no impact on future financial 
statements. The directors are of the opinion that the impact of the application of the remaining Standards and 
Interpretations will be as follows:

•	 �IFRS 9 Financial Instruments; This standard forms part of the IASB’s project to replace the existing 
standard on the recognition and measurement of financial instruments. The standard defines two 
measurement categories for financial assets: amortised cost and fair value. A financial asset may only 
be measured at amortised cost if it has basic loan features and is managed on a contractual yield basis. 
The standard also differs from existing requirements for accounting for financial assets in various other 
areas, such as embedded derivatives and the recognition of fair value adjustments in other comprehensive 
income. The standard will be applied retrospectively (subject to the standard’s transitional provisions). The 
impact on the financial statements will require reclassification of financial assets. The effective date is 
annual periods beginning on or after 1 January 2015.

	 The Group is currently in the process of evaluating the potential effect of this revision.

•	 �IFRS 10 Consolidated Financial Statements; This standard requires a parent entity (an entity that 
controls one or more other entities) to present consolidated financial statements, it defines the principle 
of control, and establishes control as the basis for consolidation, it set out how to apply the principle of 
control to identify whether an investor controls an investee and therefore must consolidate the investee 
and it sets out the accounting requirements for the preparation of consolidated financial statements. The 
effective date is annual periods beginning on or after 1 January 2013.

	 The Group is currently in the process of evaluating the potential effect of this revision.

•	 �IFRS 13 Fair Value Measurement; IFRS 13 applies when another IFRS requires or permits fair value 
measurements or disclosures about fair value measurements (and measurements, such as fair value 
less costs to sell, based on fair value or disclosures about those measurements). The Group is currently 
reviewing its methodologies in determining fair values. The effective date is annual periods beginning on 
or after 1 January 2013.

•	 �Amendment to IAS 1 Presentation of Financial Statements
	� The company will present those items of other comprehensive income that may be reclassified to profit or 

loss in the future separately from those that would never be reclassified to profit or loss. The related tax 
effects for the two sub-categories will be shown separately. This is a change in presentation and will have 
no impact on the recognition or measurement of items in the financial statements. The amendment will 
be applied retrospectively and the comparative information will be restated. The amendment is effective 
for periods beginning on or after 1 July 2012. 

•	 IAS 32 Financial Instruments: Presentation: Offsetting Financial Assets and Financial Liabilities
	� The amendments clarify when an entity can offset financial assets and financial liabilities. This amendment 

will result in the Group no longer offsetting two of its master netting arrangements. This amendment is 
effective for annual periods beginning on or after 1 January 2014 with early adoption permitted.

•	 IAS 27 Consolidated and Separate Financial Statements; Reissued as IAS 27 Separate Financial 	
	� Statements (as amended in 2011), Consolidation requirements previously forming part of IAS 27 (2008) 

have been revised and are now contained in IFRS 10 Consolidated Financial Statements. IAS 27 (2011) 
carries forward the existing accounting and disclosure requirements for separate financial statements, 
with some minor clarifications. The effective date is annual periods beginning on or after 1 January 2013.
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3.	 Significant accounting policies (continued)
(s)	 New standards and interpretations not yet adopted (continued)

•	 �IAS 28 Investments in Associates; Reissued as IAS 28 Investments in Associates and Joint Ventures 
(as amended in 2011), the objective of IAS 28 (as amended in 2011) is to prescribe the accounting for 
investments in associates and to set out the requirements for the application of the equity method when 
accounting for investments in associates and joint ventures. IAS 28 applies to all entities that are investors 
with joint control of, or significant influence over, an investee (associate or joint venture). The effective 
date is annual periods beginning on or after 1 January 2013.

(t)	 Determination of fair values
A number of the Group’s accounting policies and disclosures require the determination of fair value, for both 
financial and non-financial assets and liabilities. Fair values have been determined for measurement and/or 
disclosure purposes based on the following methods.

When applicable, further information about the assumptions made in determining fair values is disclosed in the 
notes specific to that asset or liability.

(i)	 Property and equipment
The fair value of property is based on market values. The market value of property is the estimated amount for 
which a property could be exchanged on the date of valuation between a willing buyer and a willing seller in an 
arm’s length transaction after proper marketing wherein the parties had each acted knowledgeably, prudently 
and without compulsion. The fair value of items of equipment, fixtures and fittings is based on the quoted market 
prices for similar items.

(ii)	I nvestment property
An external, independent valuation company, having appropriate recognised professional qualifications and recent 
experience in the location and category of property being valued, values the Group’s investment properties every year. 

(iii)	 Available for sale financial instruments and financial instruments ant fair value through profit or loss
The fair values of Available for sale financial instruments and financial instruments ant fair value through profit or 
loss are determined with reference to their quoted closing bid prices at the measurement date, or if unquoted, 
determined using a valuation technique. Valuation techniques employed include market principles and discounted 
cash flow analysis using expected future cash flows and a market related discount rate, comparison to similar 
instruments for which market observable prices exist and other valuation models.

(iv)	I nsurance assets/liabilities
Insurance assets/liabilities are fair valued using actuarially determined approach. If this is the case, then disclose 
the methods used in determining fair values.
The methodology employed in the valuation can be described by splitting the reserving methodology into 
prospective valuation and retrospective valuation. 

For some classes of business, a prospective reserving calculation was performed and for others, a retrospective 
reserving calculation was performed. The reserves held for the Company are equal to the sum of the prospective 
reserve and the retrospective reserve calculation. 
Prospective basis is applied on Individual Life, Annuities (Pensioners) and Credit Life businesses. 

The prospective reserve is calculated by projecting all the expected future cashflows on each policy and 
discounting them at the appropriate valuation interest rate (commonly referred to as a discounted cashflow basis 
– Gross Premium Valuation method). 

The retrospective basis is applied on Group Life, Group Funeral, Group Mortgage and Deposit Administration. 
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For this type of reserve calculation, the reserves are made up of Account balance (e.g. for Deposit 
Administration), Unearned Premium Reserve (UPR), Incurred But Not Reported (IBNR) Reserve and Additional 
Unexpired Risk Reserve (AURR).

The UPR is in respect of unearned premiums of each policy, based on the renewal date of the policy and the 
frequency of the premium payments. 

An AURR is required if the current unearned premiums are considered to be insufficient to cover the unexpired 
risk in respect of the group. The additional reserve is then set at such a level as to enable the Company to pay all 
future expected claims in respect of the unexpired risks of the existing groups. A prospective reserve calculation 
check is also carried out so that any apparent shortfalls in future premiums will be covered by the prospective 
reserve calculation. No AURR is required for the Company’s business. 

The IBNR reserves are determined by examining run-off triangles and claim patterns for the business and then 
setting up a reserve for Claims Incurred But Not Reported. 

(v)	 Non-derivative financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future 
principal and interest cash flows, discounted at the market of interest at the reporting date. For finance leases, 
the market rate of interest is determined by reference to similar lease agreements.

(vi)	I mpairment losses on loans and advances
The Group reviews its loan portfolio to assess impairment on continuous basis. In determining whether an 
impairment loss should be recognised in profit or loss, the Group makes judgement as to whether there is 
any observable data indicating that there is a measurable decrease in the estimated future cash flows from a 
portfolio of loans before the decrease can be identified with an individual loan in that portfolio. This evidence may 
include observable data indicating that there has been an adverse change in the payment status of borrowers in a 
group, or national or local economic conditions that correlate with defaults on assets in the group. Management 
uses estimates based on historical loss experience for assets with credit risk characteristics and objective 
evidence of impairment similar to those in the portfolio when scheduling its future cash flows. 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.

Key assumptions used:
a)	� Cash flows arising from repayment agreement are aggregated over yearly intervals of 12 months and 

assumed to arise at the end of the period;
b)	� Where there is an agreement but no security in place and cash flows in the subsequent years are 

doubtful, total future estimated cash flows are assumed to be nil;
c)	 Unsupported guarantees are assumed to result in nil cash flows;
d)	� No cash flows are assumed to arise where there is no repayment agreement and no security and 

repayments are erratic or unpredictable; and 
e)	� Cash flows arising from security realisation have been assumed to arise at the end of the calendar year in 

which they are expected.

Fair value hierarch
The determination of fair value for financial assets and financial liabilities for which there is no observable 
market price requires the use of valuation techniques as described above. For financial assets that are traded 
infrequently and have little price transparency, fair value is less objective, and requires varying degrees of 
judgement depending on liquidity, concentration, uncertainty of market factors, pricing assumptions and other 
risks affecting the specific instrument.
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3.	 Significant accounting policies (continued)
(t)	 Determination of fair values (continued)

The Group measures fair values using the following fair value hierarchy that reflects the significance of the inputs 
used in making the measurements

Level 1. �Quoted market price (unadjusted) in an active market for an identical instrument.
Level 2. �Valuation techniques based on observable inputs, either directly i.e. as process or indirectly i.e. derived 

from prices in active markets for similar instruments; quoted prices for identical or similar instruments in 
markets that are considered less than active, or other valuation techniques where all significant inputs 
are directly or indirectly observable from market data.

Level 3. �Valuation techniques using significant unobservable inputs. This category includes all instruments where 
the valuation technique includes inputs not based on observable data and the unobservable inputs 
have a significant effect on the instrument’s valuation. This category includes instruments that are 
valued based on quoted prices for similar instruments where significant unobservable adjustments or 
assumptions are required to reflect differences between the instruments.

(vi) 	 Impairment losses on loans and advances (continued)
The table below analyses financial instruments measured at fair value at the end the reporting period, by the 
level in the fair value hierarchy into which the fair value measurement is categorised:

31 December 2012	 Note	 Level 1	 Level 2	 Level 3	 Total
Other investments and loans receivables 	 20	 16,827,406	 2,743,116 	 3,857,925	 23,428,447 
Trade receivables 	 25	 -	 -	 16,722,172 	 16,722,172 
Other receivables 	 26	 -	 -	 2,156,667	 2,156,667
Loans and advances to customers	 27	 -	 -	 35,704,879	 35,704,879
Short term investments	 28	  665	 10,263,561	  475,883	  10,740,109
		   16,828,071	 13,006,677	 58,917,526	 88,752,274
31 December 2011					   
Other investments and loans receivables 	 20	 14,119,478 	 2,242,504 	 2,892,864	 19,254,846 
Trade receivables 	 25	 -	 -	 9,048,365 	 9,048,365 
Other receivables 	 26	 -	 -	 1,654,474	 1,654,474
Loans and advances to customers	 27	 -	 -	 35,996,185	 35,996,185
Short term investments	 28	  10,353	  4 853 315	  361,656	  5,225,324
		   14,129,831	  7,095,819	 49,953,544	 71,179,194

Analysis of assets and liabilities

Description	 Note	 Carrying	 Fair value
		  amount
Assets			 
Other investments and loans receivable	 20	 23,428,447	 23,428,447
Loans and advances to customers	 27	 21,584,807	 21,584,807
Trade receivables	 25	 16,722,172	 16,722,172
Other trade receivables	 26	 3,304,657	 3,304,657
Short term investments	 28	 10,740,109	 10,740,109
Cash and cash equivalents Liabilities	 29	 21,693,196	 21,693,196
Long term policyholders liabilities	 4,9,10	 34,780,911	 34,780,911
Interest bearing loans and borrowings	 33	 8,752,864	 8,752,864
Bank overdrafts	 29	 7,870	 7,870
Insurance contracts payables	 37	 13,673,385	 13,673,385
Deposits and current accounts	 38	 39,503,620	 39,503,620
Trade and other payables	 39	 5,768,844	 5,768,844
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(u)	 Segmental reporting
Segment results that are reported to the Group’s CEO (being the chief operating decision maker) include items 
directly attributable to a segment as well as those that can be allocated on a reasonable basis. Unallocated items 
comprise mainly corporate assets, head office expenses and tax assets and liabilities. 

A segment is a distinguishable component of the Group that is engaged either in providing related products 
or services (business segment) or in providing products or services, within a particular economic environment 
(geographical segment) which is subject to risks and rewards that are different from those of other segments.

An operating segment is a component of the Group that engages in business activities from which it may earn 
revenues and incur expenses, including revenue and expenses that relate to transactions with any of the Group’s 
other components, whose operating results are reviewed regularly by the Group’s Executive Committee to 
make decisions about resource allocation to the segment and assess its performance and for which discrete 
information is available.

Inter-segment pricing is determined on an arms’ length basis.

Segment results, assets and liabilities include items directly attributable to a segment as well as those that can 
be allocated on a reasonable basis. Unallocated items comprise mainly income-earning assets and revenue, 
interest-bearing loans, borrowings and expenses, and corporate assets and expenses.

Segment capital expenditure is the total cost incurred during the year to acquire segment assets that are 
expected to be used for more than one year.

Business segments
The Group comprises the following main business segments:
-	 Life Insurance and Pension business
-	 General Insurance business
-	 Banking business
-	 Investment Holding
-	 Asset Management
-	 Information Technology

General Insurance segment operate in Malawi, Zambia, Tanzania, Uganda and Zimbabwe. Investment Holding, 
Life Insurance and Pension segment operate in Malawi and Mozambique. Information Technology, Asset 
Management and Banking segments are only operated in Malawi.

Geographical segments
In presenting information on the basis of geographical segments, segment revenue is based on the geographical 
location of customers. Segment assets are based on the geographical location of the assets.
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4.	R isk management

4.1	 Risk and Capital management

Risk Governance Structure

The Board of Directors has the overall responsibility for the Group’s risk management framework and policies as 
well as monitoring the effectiveness and disclosure thereof in accordance with best practice.

The NICO Group operates a decentralised business model environment, and all individual businesses take 
responsibility for all operational and risk related matters on a business level, within the set limits of the 
framework.

The Board has established a number of risk management and monitoring mechanisms operating within the group 
as part of the overall risk management structure. Some of the board committees responsible are as follows; 
Group Risk Committee, Investments Committee, Credit Committee and the Finance and Audit Committee. These 
Committees are responsible for developing and monitoring Group’s risk management policies in their specified 
areas. 

Board Committees are composed of executive, non-executive and independent members and report regularly to 
the Board on their activities.

The Bank also maintains an Asset and Liability Management Committee (ALCO) that is responsible for ensuring 
that there is an equitable balance between the bank’s assets and liabilities. This is a management committee that 
meets regularly, and reports to the Finance and Audit Committee of the Bank.

Risk Management Framework

The Group’s risk management policies are established to identify and analyse the risk faced by the Group, to set 
appropriate risk limits and controls and to monitor risks and adherence to limits. Risk management policies and 
systems are reviewed regularly to reflect changes in market conditions, and the Group’s activities. The Group, 
through its training and management standards and procedures, aims to develop a disciplined and constructive 
control environment, in which all stakeholders understand their roles and obligations.

The Group’s Risk Committee provides an oversight role of ensuring compliance with the Group’s risk 
management policies and procedures, and for ensuring the adequacy of the risk management framework in 
relation to the risks faced by the Group. The Group’s Risk Committee is assisted in these functions by the Risk 
Management and Compliance Services function, which is charged to coordinate all risk management work across 
the group.
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Operational risk is the risk that there is a loss as a result of inadequate or 
failed internal processes, people or systems and external events. 
Operational risk includes:
Information and technology risk: the risk of obsolescence of 
infrastructure, deficiency in integration, failures/inadequacies in systems/
networks and the loss of accuracy, confidentiality, availability and integrity 
of data.
Going concern/business continuity risk: the risk that inadequate processes, 
people, financial controls and resources exist to continue business in the 
foreseeable future.
Legal risk: the risk that the Group will be exposed to contractual 
obligations which have not been provided for.
Compliance risk: the risk of not complying with laws and regulations, as 
well as investment management mandates.
Human resources risk: the risk that the Group does not have access to 
appropriate skills and staff complement to operate and effectively manage 
other operational risk.
Fraud risk: the risk of financial crime and unlawful conduct occurring 
within the Group.
Regulatory risk: the risk that new Acts or regulations will result in the 
need to change business practices that may lead to financial loss.
Process risk: the risk of loss as a result of failed or inadequate internal 
processes.
Project risk: the risks inherent in major projects.
Outsourcing provider risk: the risk arising from the inability or 
unwillingness of an outsourcing service provider to discharge its 
contractual obligations; and from concentration with individual outsourcing 
service provider.

Reputational risk is the risk that the actions of a business may harm its 
reputation and brand

Strategic risk is the risk that the Group’s strategy is inappropriate or that 
the Group is unable to implement its strategy.

1. Operational

Risk Types

General Risks

Risk Category	 Risk type and description	 Potential Impact

2. Reputational

3. Strategic

All Group
businesses

All Group
businesses

All Group
businesses
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Market risk is the risk that the value of a financial instrument will fluctuate 
as a result of changes in the market. Market risk includes:
Equity price risk: the risk that the value of a financial instrument will 
fluctuate as a result of changes in equity prices.
Interest rate risk: the risk that the value of a financial instrument will 
fluctuate as a result of changes in interest rates and the risk that a 
mismatch loss will be incurred in respect of a matched asset/liability 
position following changes in interest rates.
Currency risk: the risk that the kwacha value of a financial instrument or 
liability will fluctuate owing to changes in foreign exchange rates.
Property risk: the risk that the value of investment properties will 
fluctuate as a result of changes in the environment.
Asset liability mismatching risk: the risk that losses will be incurred as 
a result of a deviation between asset and liability cash flows, prices or 
carrying amounts.
Concentration risk: the risk of losses associated with inadequately 
diversified asset portfolios. This may arise either from a lack of 
diversification in the asset portfolio, or from large exposure to default risk 
by a single issuer of securities or a group of related issuers (market risk 
concentrations).
Market Liquidity Risk (also known as trading liquidity risk or asset 
liquidity risk): risk stemming from the lack of marketability of a financial 
instrument that cannot be bought or sold quickly enough to prevent or 
minimise a loss (or realise the required profit).
Credit spread risk: the sensitivity of the values of assets, liabilities and 
financial instruments to changes in the level or volatility of credit spreads 
over the risk-free interest rate term structure.

Credit risk is the risk of default and change in the credit quality of issuers 
of securities, counterparties and intermediaries to whom the company has 
exposure.
Credit risk includes:
Default risk: credit risk arising from the inability or unwillingness of 
a counterparty to a financial instrument to discharge its contractual 
obligations.
Downgrade or Migration risk: risk that changes in the possibility of a 
future default by an obligator will adversely affect the present value of the 
contract with the obligator.
Settlement risk: risk arising from the lag between the transaction and 
settlement dates of securities transactions.
Reinsurance counterparty risk: concentration risk with individual 
reinsurers, owing to the nature of the reinsurance market and the 
restricted range of reinsurers that have acceptable credit ratings

1. Market risk

4.	R isk management (continued)
4.1	 Risk and Capital management (continued)

Financial and business Specific risks

Risk Category	 Risk type and description	 Potential Impact

2. Credit Risk

Life insurance,
Banking,
Short term 
insurance &
Investment 
management

All Group
businesses
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Liquidity risk is the risk relating to the difficulty/inability of accessing/
raising/managing funds to meet commitments associated with financial 
instruments or policy contracts.

Insurance risk (life business) is the risk arising from the underwriting of 
life insurance contracts, in relation to the and the processes used in the 
conduct of such business.

 It includes:
Underwriting risk: the risk that the actual experience relating to mortality, 
longevity, disability and medical (morbidity) risks will deviate negatively 
from the expected experience used in the pricing of solutions and 
valuation of policy liabilities.
Persistency risk: the risk of financial loss owing to negative lapse, 
surrender and paid-up experience.
Expense risk: the risk of loss owing to actual expense experience being 
worse than that assumed in premium rates and the valuation of policy 
liabilities.
Concentration risk: the risk of financial loss due to having written large 
proportions of business with policyholders of the same/similar risk profile 
(including catastrophe risk)

Insurance risk (short-term insurance business): risk arising from the 
underwriting of non-life insurance contracts, in relation to the perils 
covered and the processes used in the conduct of business. 

It includes:
Claims risk: refers to a change in value caused by the ultimate costs 
for full contractual obligations varying from those assumed when these 
obligations were estimated.
Catastrophe risk: the risk of loss, or of adverse change in the value of 
insurance liabilities, resulting from significant uncertainty relating to the 
pricing and provisioning assumptions for extreme or exceptional events.

3. Liqudity Risk

Financial and business Specific risks

Risk Category	 Risk type and description	 Potential Impact

4. �Insurance risk 
(Life Business)

5. �Insurance risk 
(short-term 
Insurance 
Business)

Life insurance,
Banking &
Short term 
insurance

Life insurance

Short-term 
insurance
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4.	R isk management (continued)

4.2	 Capital Adequacy Risk
The Group must maintain shareholders’ funds that will be sufficient to meet obligations in the event of 
substantial deviations from the main assumptions affecting the Group’s business. There are regulatory methods 
that are used to determine required capital levels that will ensure sustained solvency within the acceptable 
confidence level. Group businesses are each allocated an optimal level of capital and are measured against 
appropriate return hurdles. 

4.2.1	B anking
In implementing current capital requirements, Reserve Bank of Malawi requires the Bank to maintain a 
prescribed ratio of total capital to total risk-weighted assets as disclosed below. The Bank’s regulatory capital is 
analysed into two tiers:

	� Tier 1 capital, which includes ordinary share capital, share premium, retained earnings, translation reserve 
and intangible assets, and other regulatory adjustments relating to items that are included in equity but 
are treated differently for capital adequacy purposes.	

	� Tier 2 capital, which includes qualifying liabilities, collective impairment allowances and the element of the 
fair value reserve relating to unrealised gains on equity instruments such as available-for-sale.

	� There are restrictions on the amount of collective impairment allowances that may be included as part of 
tier 2 capital. Other deductions from capital include the carrying amounts of investments in subsidiaries 
that are not included in the regulatory consolidation, investments in the capital of banks and certain other 
regulatory items. 

	� Banking operations are categorised as either trading book or banking book, and risk-weighted assets are 
determined according to specified requirements that seek to reflect the varying levels of risk attached to 
assets and off statement of financial position exposure.

	� The bank’s policy is to maintain a strong capital base so as to maintain investor, creditor and market 
confidence and to sustain future development of the business. The impact of the level of capital on 
shareholders’ return is also recognised and the bank recognises the need to maintain a balance between 
the higher returns that might be possible with greater gearing and the advantages and security afforded 
by a sound capital position

(a)	T he Bank’s regulatory capital position as at 31 December 2012 was as follows:-

	C apital Adequacy Requirement
	� The Bank’s available Tier 1 and Tier 2 capital is required to be a minimum of 6% and 8% respectively, of its 

risk bearing assets and contingent liabilities. At 31 December 2012, the Bank’s available capital was 13% 
for tier 1 (2011: 14%) and 14% for tier 2 (2011: 15%) of all its risk bearing assets and contingent liabilities.

Capital Management	 2012	 2011

Paid up share capital			   363,822	 363,822
Share premium			   2,323,895	 2,323,895
Retained earnings prior years			   3,561,811	 2,310,906
Net Profit - Current period (60%)			    235,039 	  762,091

Core capital ( Tier 1 Capital)			   6,484,567	 5,760,714
Revaluation reserves			    552,017 	  290,207

Total capital (Tier 2 Capital)			    7,036,584 	  6,050,921
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(b)	 Prudential Aspects of Bank Liquidity
The Reserve Bank of Malawi issued the following guidelines on the management of liquidity:
	
-Liquidity Ratio 1 	� : 	� Net liquidity (total liquid assets less suspense account in foreign currency) divided by total 

deposits must be at least 30%.

As at 31 December 2012, the Bank’s Liquidity Ratio 1 was 24% (2011: 40%)
	
-Liquidity Ratio 2 	� : 	� Net liquidity (total liquid assets less suspense account in foreign currency and cheques in 

the course of collection) divided by total deposits must be at least 20%.
	
As at 31 December 2012, the Bank’s Liquidity Ratio 2 was 20% (2011: 37%).

In accordance with Section 27 of the Banking Act 2010, the Reserve Bank of Malawi has established the 
following requirement as at the reporting date:

(c)	L iquidity Reserve Requirement
The Bank is required to maintain a liquidity reserve amount with Reserve Bank of Malawi, calculated on a weekly 
basis, of not less than 15.5% of the preceding month’s average total deposit liabilities. The bank did not comply 
with this requirement in May 2012. The position was normalised within a week of the breach.

4.2.2	I nsurance and others
Solvency Margin
The Group complied with the solvency regulations in its Malawi and Mozambique operations. The Group is 
addressing the solvency problems in those foreign operations where there was non-compliance. The solvency 
margin aims at ascertaining the relationship between the company’s quick assets and its liabilities.

The group ensures that solvency is properly managed by ensuring the businesses are profitable and that 
receivables are collected within the expected period of doing business.

4.3	 Credit Risk
Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails 
to meet its contractual obligations, and arises principally from the Group’s loans and advances to customers 
and banks. The credit risk also extends to insurance premiums and investment securities. For risk management 
reporting purposes, the Group considers and consolidates all elements of credit risk exposure (such as individual 
obligor default risk, and sector risk).

 For management purposes, credit risk arising on trading securities is managed independently but reported as a 
component of market risk exposure. 
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4.	R isk management (continued)
4.3	 Credit risk (continued) 
4.3.1	B anking

(a)	 Management of credit risk

The Board of Directors of the Bank has delegated responsibility for the management of credit risk to its Credit 
Committee. A separate Credit department, reporting to the Board Credit Committee, is responsible for oversight 
of the credit risk, including:

•	 �Formulating credit policies in consultation with the business units, covering collateral requirements, 
credit assessment, risk grading and reporting, documentary and legal procedures and compliance with 
regulatory and statutory requirements.

•	 �Establishing the authorisation structure for the approval and renewal of credit facilities. Authorisation limits 
are allocated to business unit Credit Officers. Larger facilities require approval by Management Credit 
Committee, Head of Credit, Board Credit Committee or the Board of Directors as appropriate.

•	 �Reviewing and assessing credit risk, the Credit Committee assesses all credit exposures in excess of 
designated limits, prior to facilities being committed to customers by the same review process.

•	 �Limiting concentrations of exposure to counterparties, geographical location and industries (for loans and 
advances), and by issuer, credit rating band and market liquidity.

•	 �Developing and maintaining the bank’s risk grading in order to categorise exposures according to the 
degree of risk of financial loss faced and to focus management on the attendant risks. The risk grading 
system is used in determining where impairment may be required against specific credit exposures.

•	 �Reviewing compliance of business units with agreed exposure limits, including those for selected 
industries and product types. Regular reports are provided to the Board Credit Committee on the credit 
quality of portfolios and appropriate corrective action is taken.

•	 �Providing advice, guidance and specialist skills to business units to promote best practice throughout the 
bank in the management of credit risk.

•	 �Each business unit is required to implement the bank’s credit policies and procedures, with credit approval 
authorities delegated from the Board Credit Committee. Each business unit has a Credit Risk Officer who 
reports on all credit related matters to management. Each business unit is responsible for the quality 
and performance of its credit portfolio and for monitoring and controlling all credit risks in its portfolios, 
including those subject to central approval.

•	 Regular audits of business units and the bank’s credit processes are undertaken by Internal Audit.
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(b)	 Exposure to credit risk
The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure to 
credit risk at the reporting date was:-

	 Loans and advances 	 Loans and advances	 Investment
	 to customers	 to other banks	 securities
	 2012	 2011	 2012	 2011	 2012	 2011

Carrying amount	  35,714,754 	 35,996,185	  -	 3,076,925	 7,820,803 	 3,969,733
						    
Individually impaired	 8,848,498	 2,027,016	 -	 -	 -	 -
Allowance for impairment	 (2,162,272) 	 (660,214)	  -	  -	  -	  -
Carrying amount	  6,686,226 	 1,366,802	  -	  -	 7,820,803 	 3,969,733 
						    
Individually impaired						    
1-6 months	 -	 -	 -	 -	 -	 -
7-12 months	 1,452,973	 756,365	 -	 -	 -	 -
13-24 months	 6,763,251	 935,517	 -	 -	 -	 -
> 24 months	  632,274 	  335,134	  -	  -	  -	  -
Total	 8,848,498	 2,027,016	 -	 -	 -	 -
Allowance for impairment	 (2,162,272) 	 (660,214)	  -	  -	  -	  -
Carrying amount	  6,686,226 	 1,366,802	  -	  -	  -	  -
Past due not impaired	  17,761,699	 4,534,961	  -	  -	  -	  -
Carrying amount	 17,761,699 	 4,534,961	  -	  -	  -	  -
						    
Neither past due nor impaired	 11,263,829 	 30,094,422	  -	 3,076,925	 7,820,803 	 3,969,733
Carrying amount	 11,266,829 	 30,094,422	  -	 3,076,925	 7,820,803 	 3,969,733

Total carrying amounts	 35,714,754 	 35,996,185	  -	 3,076,925	 7,820,803 	 3,969,733

(c)	I mpaired loans and securities
Impaired loans and securities are loans and securities for which the bank determines that it is probable that it 
will be unable to collect all principal and interest due according to the contractual terms of the loan/securities 
agreement.

(d)	 Past due but not impaired loans
Loans and securities where contractual interest or principal payments are past due but the bank believes 
that impairment is not appropriate on the basis of the level of security/collateral available and/or the stage of 
collection of amounts owed to the bank.

The bank holds collateral against loans and advances to customers in the form of mortgage interests over 
property, other registered securities over assets, and guarantees. Estimates of fair value are based on the value 
of collateral assessed at the time of borrowing, and generally are not updated except when a loan is individually 
assessed as impaired. Collateral generally is not held over loans and advances to banks except when securities 
are held as part of reverse purchase and securities borrowing activity. 
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4.	R isk management (continued)
4.3	 Credit risk (continued) 
4.3.1	B anking (continued)

(e)	� Estimated fair value of collateral and other security enhancement held against financial  
assets is shown below:

	 Loans and advances	 Loans and advances
	  to customers	  to other banks
	 2012	 2011	 2012	 2011

Against individually impaired 
Property	 11,219,485	 1,341,776	 -	 -
Equipment	 1,106,245	 250,220	 -	  -
				  
Against past due but not impaired -
Property	 16,445,051	 8,814,906	 -	 -
Equipment	 1,826,104	 2,306,001	 -	 -

Against neither past due nor impaired
Property	 6,705,858	 9,183,033	 -	 -
Equipment	  1,613,451 	  3,196,737 	  -	  -
Total 	  38,916,194 	 25,092,673 	  -	  -

(f)	�T he Group monitors concentrations of credit risk by sector and by geographic location.  
Analysis of concentrations of credit risk at the reporting date is shown below:-

	 Loans and advances 	 Loans and advances	 Investment
	 to customers	 to other banks	 securities
	 2012	 2011	 2012	 2011	 2012	 2011

Carrying amount	 35,714,754 	 32,930,989 	  -	 3,076,925 	 7,820,803 	 3,969,733

Concentration by sector:
Retail	 26,254,927	 25,039,759	 -	 -	 -	 -
Corporate	 9,459,827	 7,891,230	 -	 -	 -	 -
Bank	  -	  -	  -	 3,076,925 	 7,820,803 	 3,969,733 
	 35,714,754 	 32,930,989 	  -	 3,076,925 	 7,820,803 	 3,969,733 

Concentration by location:
Northern Region	 1,101,656	 799,075	 -	 -	 -	 -
Central Region	 10,432,982	 9,538,697	 -	 -	 -	 -
Southern Region	 24,180,116 	 22,593,217 	  -	 3,076,925	 7,820,803 	 3,969,733
	 35,714,754 	 32,930,989 	  -	 3,076,925	 7,820,803 	 3,969,733

Concentration by location for loans and advances is measured based on the location of the branch holding the 
asset which has a correlation with the location of the borrower. Loans and advances to customers have been 
disclosed under note 27.
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(g)	 Settlement risk
The bank’s activities may give rise to risk to the time of settlement of transactions and trades. Settlement risk is 
the risk of loss due to the failure of a borrower to honour its obligations to deliver cash, securities or other assets 
as contractually agreed.

For certain types of transactions the bank mitigates this risk by conducting settlements through a settlement/
clearing agent to ensure that trade is settled only when both parties have fulfilled their contractual settlement 
obligations. Settlement limits form part of the credit approval/limit monitoring process described earlier. 
Acceptance of settlement risk on free settlement trades requires transaction specific or counterparty specific 
approvals from the bank’s Asset and Liability Committee (ALCO). ALCO is a management committee.

4.3.2		I  nsurance and others
(a)	 Management of credit risk
The Group determines counter-party credit quality internal analysis, and seeks to avoid unacceptable 
concentration of credit risk to groups of counter-parties, to business sectors, product types, and geographical 
segments. 

The Group’s financial instruments do not represent a concentration of credit risk, because the Group deals with 
a variety of major banks and its trade receivables are spread among a number of major reinsurance companies, 
customers and geographic areas.

Amounts receivable in terms of short-term insurance business are secured by the underlying value of unpaid 
policy benefits in terms of the policy contract. An appropriate level of allowances for credit losses is maintained. 
Granting of credit is based on laid down approved guidelines and procedures. 

Reinsurance is used to manage insurance risk. This does not, however, discharge the Group’s liability as primary 
insurer. If a re-insurer fails to pay a claim for any reason, the Group remains liable for the payment to the 
policyholder. The creditworthiness of re-insurers is considered annually by reviewing their financial strength prior 
to finalisation of any contract. The Group ensures that there is no significant concentration risk within a single 
re-insurer.

Investments are allowed only in liquid securities and only with counterparties that have a credit rating equal to or 
better than the Group. 

At the reporting date, there were no significant concentrations of credit risk. The maximum exposure to credit 
risk is represented by the carrying amount of each financial asset in the statement of financial position.

(b)	 Exposure to credit risk
The maximum credit exposure to credit risk at the reporting date was as follows:
	 2012	 2011
Group
Outstanding premiums (note 25)			   4,743,354	 4,166,211
Reinsurance companies (note 25)			   11,630,140	 4,608,299
Others (note 25)			    348,678	  273,855
Total			   16,722,172	 9,048,365
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4.	R isk management (continued)
4.3	 Credit risk (continued) 
4.3.2	I nsurance and others (continued)

(c)	I mpairment losses
The aging of outstanding premiums at the reporting date was:
	 2012	 2011
	 Gross

Not past due	 4,334,498	 3,700,117	
Past due 7 – 9 months	 542,401	 256,340
Past due 10 – 12 months	 483,574	 206,151
More than one year	 1,060,728	  317,715
Total	 6,421,201	 4,480,323

 	 Impairment
Not past due	 -	 -
Past due 7 – 9 month	 (385,660)	 -
Past due 10 – 12 months	 (315,533)	 (23,188)
More than one year	  (976,654)	 (290,924)
	 (1,677,847)	 (314,112)

Net outstanding premiums	  4,743,354	 4,166,211

The movement in the allowance for impairment in respect of insurance receivable during the year was as follows:

	 2012	 2011
Balance at 1 January 	 (314,112)	 (220,861)
Impairment loss recognised in profit or loss	 (1,363,735)	  (93,251)
Balance at 31 December 	 (1,677,847)	 (314,112)

4.4	 Liquidity risk 
Liquidity risk is the risk that the Group will encounter difficulties in meeting obligations arising from its financial 
liabilities. Liquidity risk arises when there is mismatching between the maturities of liabilities and assets.

4.4.1		B  anking
(a)	 Management of liquidity risk
The bank’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient 
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring 
unacceptable losses or risking damage to the bank’s reputation.

Treasury receives information from other business units regarding the liquidity profile of their financial assets and 
financial liabilities and details of other projected cash flows arising from projected future business. Treasury then 
maintains a portfolio of short-term liquid assets, largely made up of short-term liquid investment securities, loans 
and advances to banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained within the 
bank as a whole. The liquidity requirements of business units are met through Treasury to cover any short-term 
fluctuations and longer term funding to address any structural liquidity requirements.

The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety of 
scenarios covering both normal and more severe market conditions. All liquidity policies and procedures are 
subject to review and approval by Asset and Liability Committee (ALCO). Daily reports cover the liquidity position 
of operating units. A summary report, including any exceptions and remedial action taken, is submitted regularly 
to ALCO.
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(b)	 Exposure to liquidity risk
The key measure used by the bank for managing liquidity risk is the ratio of net liquid assets to deposits 
from customers. For this purpose net liquid assets are considered as including cash and cash equivalents 
and investment securities for which there is an active and liquid market less any deposits from banks, other 
borrowings and commitments maturing within the next month. A similar, but not identical, calculation is used to 
measure the bank’s compliance with the liquidity limit established by the Reserve Bank of Malawi. 

(c)	 Residual contractual financial liabilities
The table below analyses assets and liabilities into relevant maturity groupings based on the remaining period at 
31 December 2012 to the contractual maturity date. 

Financial assets	 Up to 1 month	 1-3 months	 3-12 Months	 Over 1 year	 Total

Cash and balances with banks	 9,344,143	 -	 -	 -	 9,344,143
Investment securities	 366,834	 673,804	 804,971	 5,197,890	 7,043,499
Loans and advances	 14,348,354	 1,184,319	 4,434,637	 15,747,444	 35,714,754
Other assets	  982,833 	  -	  -	  6,278,309 	  7,261,142 
Total financial assets	 25,042,164 	  1,858,123 	 5,239,608 	 27,223,643 	 59,363,538 
 					   
Financial liabilities					   
Current and savings accounts	 21,321,496	 -	 -	 -	 21,321,496
Term deposit accounts	 14,636,280	 615,122	 157,165	 -	 15,408,567
Foreign Currency denominated deposits	 2,773,557	 -	 -	 -	 2,773,557
Other borrowed funds	 353,510	 7,418,489		  1,148,220	 8,920,219
Other liabilities	  4,194,464 	  -	  -	 7,055,926 	  11,250,390 

Total financial liabilities 	 43,279,307 	  8,033,611 	  157,165 	 8,204,146 	 59,674,229 
Net Liquidity Gap	 (18,237,143) 	 (6,175,488) 	 5,082,443 	  19,019,497 	 (310,691) 
Cumulative Liquidity Gap	 (18,237,143) 	 (24,412,631) 	 (19,330,188) 	  (310,691) 	  -

The maturity gap analysis shows the mismatch before any adjustments are made for product and customer 
behavioural assumptions. The bank’s asset and liability committee (ALCO) manages this mismatch by setting 
guidelines and limits for anticipated liquidity gaps and monitors these gaps daily. The committee reviews the 
product and customer behavioural assumptions when there is indication that there is a shift in one or more  
of the variables.
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4.	R isk management (continued)
4.4	 Liquidity risk (continued) 

4.4.2	I nsurance and others
The Group is exposed to daily calls on its available cash resources from claims. Liquidity risk is the risk that the 
Group will encounter difficulties in meeting obligations arising from its financial liabilities. The Board sets limits on 
the minimum proportion of maturing funds available to meet such calls. The Group has significant liquid resources 
to cover its obligations. The following are the contractual obligations and maturities based on the remaining period 
at 31 December 2012 to the contractual maturity date, which may affect the liquidity of the Group.

Financial assets	 Up to 1 month	 1-3 months	 3-12 Months	 Over 1 year	 Total

Cash and balances with banks	 2,767,444	 57,769	 -	 -	 2,825,213
Investment securities	 371,483	 449,996	 1,934,782	 3,365,161	 6,121,422
Loans and advances	 3,886	 68,392	 112,236	 -	 184,514
Other assets	  725,562 	 1,160,447	  437,637 	 709,928 	  3,033,574 
Total financial assets	 3,868,375 	 1,736,604 	 2,484,655 	  4,075,089 	 12,164,723 
 					   
Financial liabilities					   
Current and savings accounts	 -	 -	 -	 -	 -
Term deposit accounts	 -	 -	 -	 -	 -
Foreign Currency denominated deposits	 -	 -	 -	 -	 -
Other borrowed funds	 476,159	 1,375,173	 44,614	 108,596	 2,004,542
Other liabilities	 352,244 	  3,091,393 	  3,575,417 	  5,062,417 	 12,081,471 

Total financial liabilities 	 828,403 	  4,466,566 	  3,620,031 	  5,171,013 	 14,086.013 
Net Liquidity Gap	 3,039,972 	  (2,729,962) 	  (1,135,376) 	  (1,095,924) 	 (1,921,290) 
Cumulative Liquidity Gap	 3,039,972 	  310,010 	  (825,366) 	 (1,921,290) 	  - 

4.5	 Market risk
Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign exchange rates 
and credit spreads (not relating to changes in the obligor’s/issuer’s credit standing) will affect the Group’s income 
or the value of its holdings of financial instruments. The objective of market risk management is to manage and 
control market risk exposures within acceptable parameters, while optimising the return on risk.

4.5.1	B anking
(a)	 Management of market risks
The bank separates its exposure to market risk between trading and non-trading portfolios. Trading portfolios 
mainly are held by the Treasury Department, and include positions arising from market making and proprietary 
position taking, together with financial assets and liabilities that are managed on a fair value basis.

Overall authority for market risk is vested in Management’s ALCO. The ALCO is responsible for the development 
of detailed risk management policies (subject to review and approval by Finance and Audit Committee) and for 
the day-to-day review of their implementation.
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(b)	 Exposure to interest rate risk – non trading portfolios
The principal risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the future 
cash flows or fair values of financial instrument because of a change in market interest rates. Interest rate risk is 
managed principally through monitoring interest rate gaps and by having pre-approved limits for re-pricing bands. 
The Management’s ALCO is the monitoring body for compliance with these limits and manages the risks on 
day-to-day basis by monitoring activities on the market. A summary of the bank’s interest rate gap position on 
non-trading portfolios is given below.

The management of interest rate risk against interest rate gap limits is supplemented by monitoring the 
sensitivity of the bank’s financial assets and financial liabilities to various standard and non-standard interest 
rate scenarios. Standard scenarios that are considered on a monthly basis include a 100 basis point (bp) parallel 
fall or rise in all yield curves and a 50bp rise or fall in the greater than 12-month portion of all yield curves. An 
analysis of the bank’s sensitivity to an increase or decrease in market interest rates (assuming no asymmetrical 
movement in yield curves and a constant statement of financial position) was as provided in (d) below.

(c)	 Exposure to other market risks – non trading portfolios
Credit spread risk (not relating to changes in the obligor/issuer’s credit standing) on debt securities held by 
Treasury is subject to regular monitoring by Management’s ALCO, but it is not currently significant in relation to 
the overall results and financial position of the bank.

d)	I nterest rate gap analysis
The table below summarises the exposure to interest rate risk. Included in the table are the bank’s financial 
assets and liabilities in the banking sector at carrying amounts categorised by the earlier of contractual pricing or 
maturity dates. The bank does not have an interest rate exposure on off statement of financial position items. 

As at 31 December 2012
	 Fixed Rate Instruments
Assets subject to	 Zero	 Floating	 0 - 3	 3 - 6	 6 - 12	 Over 12	
interest rate adjustment	 rate	  rate 	 months	 months	 months	 months	 Total

Loans and advances:	 -	 -	 -	 -	 -	 -	 -
Securities:	 -	 -	 6,238,529	 993,894	 563,508	 -	 7,795,931
Other assets	 13,703,556 	 37,918,781 	  -	  -	  -	  -	 51,622,337 

Total rate sensitive assets (RSA)	 13,703,556 	 37,918,781 	 6,238,529 	  993,894 	 563,508 	  -	 59,418,268 
							     
Liabilities subject to interest  
rate adjustment:					   
Demand accounts	 -	 6,348,511	 -	 -	 -	 -	 6,348,511
Savings deposits	 -	 12,364,986	 -	 -	 -	 -	 12,364,986
Time deposits	 -	 -	 17,304,430	 156,550	 615	 -	 17,461,595
Other borrowings	 20,010	 353,510	 7,207,123	 -	 -	 1,382,395	 8,963,038
Other liabilities	 11,465,411 	  2,814,727 	  -	  -	  -	  -	 14,280,138 
Total rate sensitive liabilities (RSL)	 11,485,421	 21,881,734	 24,511,553	 156,550	 615	 1,382,395	 58,418,268

Asset /Liability Gap	  2,218,135 	 16,037,047 	 (18,273,024) 	  837,344 	  562,893 	 (1,382,395) 	  -

Cumulative Gap	 2,218,135 	 18,255,182 	  (17,842) 	 819,502 	 1,382,395 	  -	  -
							     
Net position as a percent of total assets	  3%	 27%	 (31%)	 1%	 1%	 (2)%	 -
							     
RSA as a percent of RSL	 119%	 173%	 25%	 635%	 91,628%	 0%	 100%

Impact on post-tax profit or equity of a 5%
increase/(decrease) in interest rate	  -	 561,297	 (639,556)	 29,307	 19,701	 (48,384)	 (77,635)
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4.	R isk management (continued)
4.5	 Market risk (continued)
4.5.1	B anking (continued)

At 31 December 2011
	 Fixed Rate Instruments
Assets subject to	 Zero	 Floating	 0 - 3	 3 - 6	 6 - 12	 Over 12	
interest rate adjustment	 rate	  rate 	 months	 months	 months	 months	 Total

Loans and advances:	 -	 36,007,914	 -	 -	 -	 -	 36,007,914
Securities:	 270,633	 -	 1,736,085	 300,000	 1,663,055	 -	 3,969,773
Other assets	 16,133,423 	  -	  -	  -	  -	  -	 16,133,423
Total rate sensitive assets (RSA)	 16,404,056 	  36,007,914 	 1,736,085 	 300,000 	 1,663,055 	  -	 56,111,110 
							     
Liabilities subject to interest rate adjustment:					   
Demand accounts	 -	 14,835,475	 -	 -	 -	 -	 14,835,475
Savings deposits	 -	 17,114,560	 -	 -	 -	 -	 17,114,560
Time deposits	 -	 -	 9,168,158	 3,027,840	 138,030	 26,515	 12,360,543
Other borrowings	  20,010	 1,110,543	  -	  -	  -	  -	 1,130,553
Other liabilities	 8,610,771	  2,059,208	  -	  -	  -	  -	 10,669,979
Total rate sensitive liabilities (RSL)	 8,630,781	 35,119,786	 9,168,158	 3,027,840	 138,030	 26,515	 56,111,110
Asset /Liability Gap	 7,773,275 	  888,128 	 (7,432,073) 	 (2,727,840) 	  1,525,025 	  26,515 	  -

Cumulative Gap	 7,773,275 	  8,661,403 	  1,229,330 	(1,498,510) 	  26,515 	  -	  -

Net position as a percent of total assets	 14%	 15%	 2%	 (3%)	 -	 -	 -
							     
RSA as a percent of RSL	 190%	 103%	 19%	 10%	 1205%	 -	 100%

Impact on post-tax profit or equity of a 5%							     
increase/(decrease) in interest rate	  -	 31,084	 (260,123)	 (95,474)	 53,376	 928	 (270,209)

(e)	C urrency risk
The Bank had the following significant foreign currency positions (all amounts expressed in millions  
of Malawi Kwacha):

At 31 December 2012	 USD	 GBP	 Euro	 ZAR	 Total

Assets
Balances with correspondent banks	 2,830,030	 139,840	 453,129	 130,091	 3,553,090
Cash in vaults	 117,698	 16,906	 53,904	 53,862	 242,370
Forward contracts	 1,378,550				    1,378,550
Loans and advances to customers	  -	  -	  -	  -	  -

Total assets	 	 4,326,278 	  156,746 	 507,033 	  183,953 	  5,174,010 
Liabilities					   
Customer deposits	 2,271,360	 149,857	 264,567	 110,274	 2,796,058
Forward contracts	  925,579	  -	  -	  -	  925,579 

Total liabilities
Net Statement of Financial Position exposure	 3,196,939	  149,857	  264,567	 110,274	 3,721,632 
				    1,129,339	 6,889	 242,466	 73,679	 1,452,373
		   	  		   
Impact on post-tax profit or equity of a 10% 
strengthening/weakening of the Kwacha	 9,054	 482	 16,973	 5,158	 101,666
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At 31 December 2011	 USD	 GBP	 Euro	 ZAR	 Total

Assets
Balances with correspondent banks	 53,218	 1,746	 50,895	 896	 106,755
Cash in vaults	 31,234	 2,126	 1,300	 1,875	 36,535
Forward contracts	 141,075	 -	 -	 -	 141,075
Loans and advances to customers	 1,223,168 	  -	  -	  -	 1,223,168 

Total assets		 1,448,695 	  3,872 	 52,195 	  2,771 	 1,507,533 
Liabilities					   
Customer deposits	 1,709,239	 40,721	 114,085	 3,352	 1,867,397
Forward contracts	 2,062,636 	  -	  -	  -	 2,062,636 

Total liabilities	 3,771,875 	  40,721 	  114,085 	  3,352 	 3,930,033 
Net statement of financial position exposure	  (2,323,180) 	  (36,849) 	  (61,890) 	  (581) 	 (2,422,500) 

Impact on post-tax profit or equity of a 10% 
strengthening/weakening of the Kwacha	 (16,253)	 (2,579)	 (4,332)	 (41)	 (169,575)

4.5.2	I nsurance and others
(a)	I nterest and equities
The Group’s operations are exposed to market risk. The risk arises from a change in fair value of the investments 
brought about by changes in interest rates and equity prices. Certain investments in equities are valued at fair 
value and are susceptible to market fluctuations.

The Group’s objective is to earn competitive relative returns by investing in a diverse portfolio of high quality, 
liquid securities. Portfolio characteristics are analysed regularly and equity price risk is actively managed through 
a variety of modelling methods. The Group’s holdings are diversified across industries, and concentrations in any 
one organisation or industry are limited by parameters established by management and statutory requirements. 

Short-term insurance contracts:
For short-term insurance contracts, the Group has matched the insurance liabilities with cash and cash 
equivalents and money market instruments. The non-equity portion of the financial assets in this portfolio of the 
Group is characterised by interest rate risk.

Short-term insurance liabilities are not directly sensitive to the level of market interest rates, as they are 
undiscounted and contractually non-interest-bearing.

Long term insurance contracts:
The Group’s strategies on the management of investment risk is driven by the Group’s investment objectives 
which are to achieve superior risk adjusted and inflation beating returns, to meet cash-flow needs of the Group 
and to obtain the best value in terms of administrative investment costs associated with the Group’s investments. 
The Group’s market risk is managed on a daily basis by the Asset Manager in accordance with policies and 
procedures in place. The Group’s overall market positions are monitored on a quarterly basis by the Board of 
Directors.

(b)	I nterest rate risk
The Group holds significant interest-bearing financial assets and is therefore subjected to significant exposure  
to fair value interest rate risk due to fluctuations in the prevailing levels of market interest rates. Any excess cash 
and cash equivalents of the Group are invested in short-term repurchase agreements with maturity of up to  
one month. 

The Group’s interest rate risk is managed on a daily basis by the Asset Manager in accordance with policies and 
procedures set up by the Board. The Group’s overall interest rate risks are monitored on a quarterly basis by the 
Board of Directors. Where the interest rate risks are not in accordance with the investment policy or guidelines of 
the Group, the Asset Manager will rebalance the portfolio.
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4.	R isk management (continued)
4.5	 Market risk (continued)
4.5.2	I nsurance and others (continued)
(b)	I nterest rate risk (continued)

The following table details the Group’s exposure to interest rate risks. It includes the Group’s assets and trading 
liabilities sensitive to interest rates at fair values, categorised by the earlier of maturity date measured by carrying 
value of the assets and liabilities.

	 Less than	 1 year and
	 1 year	 above	 Total
2012
Financial assets
Government Securities	 8,165,995	 1,874,411	 10,040,406
Loans and debentures	 2,872,147	 2,623,938	 5,496,085
Term deposits	 18,562,592 	  -	  18,562,592 
Total Assets	  29,600,734 	 4,498,349 	 34,099,083 
 			 
Financial liabilities			 
Bank overdraft	  69,843	  -	  69,843 
Net Assets/(Liabilities)	  29,530,891 	 4,498,349 	  34,029,240 

2011
Financial assets
Government Securities	 4,907,941	 2,311,779	 7,219,720
Loans and debentures	 2,737,466	 2,497,638	 5,235,104
Term deposits	  29,077	  -	  29,077
Total Assets	 7,674,484 	 4,809,417 	 12,483,901 
 			 
Financial liabilities			 
Bank overdraft	  173,704	  -	  173,704 
Net Assets/(Liabilities)	 7,500,780 	 4,809,417 	 12,310,197 

(c)	C urrency risk
Currency risk is the risk that the value of a financial instrument will fluctuate owing to changes in foreign 
exchange rates. The Group’s exposure to currency risk is in respect to foreign investments for the purpose of 
seeking international diversification of investments and regional growth. Exposure to different foreign currencies 
at year end was in Zambia, Tanzania, Uganda, Zimbabwe and Mozambique.



Consolidated and Separate Financial Statements

For the year ended 31 December 2012
In thousands of Malawi Kwacha

71

NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

The Group incurs foreign currency risk on reinsurance balances that are denominated in a currency other than the 
Malawi Kwacha and through its foreign subsidiaries. The currencies giving rise to this risk are primarily US Dollars 
(USD), Uganda Shillings (USH), Tanzania Shillings (TZS) and Zambia Kwacha (ZK) In respect of other monetary 
assets and liabilities held in currencies other than the Malawi Kwacha, the Group ensures that the net exposure 
is kept to a minimal level, by buying or selling foreign currencies at spot rates where necessary to address short 
term imbalances. Exposure to currency risk as at 31 December 2012 was as follows:

	 ZK	 TZS	  USH	 USD	 Total
As at 31 December 2012

Outstanding premiums	 1,252,722	 412,319	 332,313	 420,422	 2,417,776
Due from reinsurance companies 	 7,187,996	 124,475	 -	 113,265	 7,425,736
Other	  60,366	 308,339	  707,955	  1,953	  1,078,613
Total assets 	  8,501,084	 845,133	 1,040,268	 535,640	 10,922,125

Outstanding claims	 4,771,763	 291,447	 244,064	 156,844	 5,464,118
Due to Reinsurance companies	 3,094,622	  290,565	 354,856	 380,819	 4,120,862
Total liabilities	  7,866,385	 582,012	 598,920	 537,663	 9,584,980
	
Net statement of financial 
position exposure	 634,699	 263,121	 441,348	 (2,023)	 1,337,145
As at 31 December 2011	
Outstanding premiums	 424,637	 203,467	 159,518	 1,302,212	  2,089,834
Due from reinsurance companies 	 509,184 	  61,425	 63,910	 964	  635,483
Other	  60,366	 177,815	 226,999	  129,276	  594,456
Total assets 	 994,187	 442,707	 450,427	 1,432,452	 3,319,773

Outstanding claims	 630,012	 143,820	 97,239	 1,131,908	 2,002,979
Due to Reinsurance companies	  484,701	 143,385	  72,128	  303,618	 1,003,832
Total liabilities	  1,114,713	  287,205	 169,367	 1,435,526	 3,006,811

(d)	 Other price risk
Other price risk is the risk that the value of the instrument will fluctuate as a result of changes in market prices 
(other than those arising from interest rate or currency risk), whether caused by factors specific to an individual 
investment, its issuer or all factors affecting all instruments traded in the market. 

Price risk is managed by the Asset Managers by constructing a diversified portfolio of instruments traded on 
various markets. The Group will therefore ensure that its portfolio is well diversified so as to minimise any risk  
of loss resulting from a concentration of investments in one asset, asset class or sector.

(e)	F air values versus carrying amounts
As at 31 December 2012 and 2011, the carrying amounts of financial assets and liabilities approximated  
their fair values.

4.6	 Operational risks
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the 
Group’s processes, personnel, technology and infrastructure and from external factors other than credit, market 
and liquidity risks such as those arising from legal and regulatory requirements and generally accepted standards of 
corporate behaviour. Operational risks arise from all of the Group’s operations and are faced by all business entities.

The Group’s objective is to manage operational risk so as to balance the avoidance of financial losses and 
damage to the Group’s reputation with overall cost effectiveness and to avoid control procedures that restrict 
initiative and creativity.
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4.	R isk management (continued)
4.6	 Operational risks (continued)

The primary responsibility for the development and implementation of controls to address operational risk is 
assigned to senior management within each business unit. This responsibility is supported by the development of 
overall Group’s standards for the management of operational risk in the following areas:

•	 �Requirement for appropriate segregation of duties, including independent authorisation of transactions 
designed to ensure the correctness, completeness and validity of all transactions;

•	 Requirements for the reconciliation and monitoring of transactions;
•	 Compliance with regulatory and other legal requirements;
•	 Documentation of controls and procedures;
•	 �Requirements for the periodic assessment of operational risks faced, and the adequacy of controls and 

procedures to address the risks identified;
•	 Requirements for the reporting of operational losses and proposed remedial action;
•	 Development of contingency plans;
•	 Training and professional development;
•	 Ethical and business standards; and
•	 Risk mitigation, including insurance where this is effective.

4.7	 Short term insurance risks

4.7.1	 Risk management objectives and mitigating insurance risk
The primary insurance activity carried out by the Group assumes the risk of loss from persons or organisations 
that are directly subject to the risk. Such risks may relate to property, liability, accident, financial or other perils 
that may arise from an insurable event. As such the Group is exposed to the uncertainty surrounding the timing 
and severity of claims under the contract. The Group also has exposure to market risk through its insurance and 
investment activities.

The Group manages its insurance risk through underwriting limits; approval procedures for transactions that 
involve new products or that exceed set limits, pricing guidelines, centralised management of reinsurance and 
monitoring of emerging issues.

The Group uses several methods to assess and monitor insurance risk exposures both for individual types of 
risks insured and overall risks. These methods include internal risk measurement models, sensitivity analyses and 
scenario analyses.

The theory of probability is applied to the pricing and provisioning for a portfolio of insurance contracts. The 
principal risk is that the frequency and severity of claims is greater than expected. Insurance events are, by their 
nature, random, and the actual number and size of events during any one year may vary from those estimated 
using established statistical techniques.
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4.7.2	 Underwriting strategy
The underwriting strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio of 
similar risks over a number of years and, as such, it is believed that this reduces the variability of the outcome. 
Most general insurance contracts are annual in nature and the underwriters have the right to refuse renewal or 
to change the terms and conditions of the contract at renewal. The Group has the right to re-price and change 
the risks on renewal. It also has the ability to impose deductibles and reject fraudulent claims. Only extensive 
expertise, well maintained data resources, and selective underwriting based on this information can produce 
risk adequate prices and conditions. Through selective underwriting, client focused claims handling and good 
reserving methods, the Group endeavours to minimise risks.

4.7.3	 Reinsurance strategy 
The Group obtains reinsurance cover to reduce risks from single events or accumulation of risk that could have 
a significant impact on the current year earnings or the Group’s capital. This cover is placed on the local and 
international reinsurance market. The Group uses a number of modelling tools to monitor aggregation and to 
simulate catastrophe losses in order to measure the effectiveness of the reinsurance programme and the net 
exposure of the Group. 

The core components of the reinsurance programme comprise:

•	 �A surplus treaty which covers fire, accident, engineering and marine risks. The cover ranges from material 
damage and business interruption arising from fire and allied perils and any other physical accidental loss 
(All risks policies) 

•	 �An excess of loss cover for fire, accident, engineering and marine. It also includes all risks policies, and 
catastrophe, which provides protection to limit losses on each and every loss and every risk or series of 
losses or occurrence of one event.

•	 �A motor, accident and liabilities excess of loss which covers motor (own damage and property damage 
and third liabilities arising there from), and general public and products liability, miscellaneous accident, 
fidelity guarantee and professional indemnity cases.

•	 �A bonds and guarantees quota share treaty covering performance, advance payment, maintenance, bid, 
customs and transit bonds.

4.7.4	 Reinsurance risk
The Group cedes insurance risk to limit exposure to underwriting losses under various agreements. These 
reinsurance agreements spread the risk and minimise the effect of losses. The amount of each risk retained 
depends on the Group’s evaluation of the specified risk, subject in certain circumstances to maximum limits 
based on characteristics of coverage. Under the terms of the reinsurance agreements, the re-insurer agrees 
to reimburse the ceded proportion in the event the claim is paid. However, the Group remains liable to its 
policyholders with respect to ceded insurance if any re-insurer fails to meet the obligations it assumes.
 
4.7.5	C laims development
The Group is liable for all insured events that occurred during the term of the contract, even if the loss is 
discovered after the end of the contract term, subject to pre-determined time scales dependent on the nature of 
the insurance contract. The Group is therefore exposed to the risk that claims reserves will not be adequate to 
fund historic claims (run-off risk). To manage run-off risk the Group takes all reasonable steps to ensure that it has 
appropriate information regarding its claims exposures and adopts sound reserving practices. 
Consequently, the Group has a history of positive claims development, i.e. the reserves created over time proved 
to be sufficient to fund the actual claims paid.
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4.	R isk management (continued)
4.7	 Short term insurance risks (continued)

4.7.6	C oncentration of insurance risks and policies mitigating the concentrations
Within the insurance process, concentrations of risk may arise where a particular event or series of events 
could impact heavily upon the Group’s resources. The Group monitors the concentration of risk by geographical 
segment and class of business.

The Group has exposure to all major lines of insurance business with very limited exposure to specialised areas 
of insurance. This exposure is consistent with the market and the Group’s reinsurance policy limits the losses in 
any one class of business.

4.8	 Long term insurance risks	

The primary insurance activity carried out by the Group assumes the risk of loss from persons or organisations 
that are directly subject to the risk. Such risks may relate to life, financial or other perils that may arise from an 
insurable event. As such the Group is exposed to the uncertainty surrounding the timing and severity of claims 
under the contract. The Group also has exposure to market risk through its insurance and investment activities.

The Group manages its insurance risk through underwriting limits; approval procedures for transactions that 
involve new products or that exceed set limits, pricing guidelines, centralised management of reinsurance and 
monitoring of emerging issues.

The Group uses several methods to assess and monitor insurance risk exposures both for individual types of 
risks insured and overall risks. These methods include internal risk measurement models, sensitivity analyses 
and scenario analyses.

The theory of probability is applied to the pricing and provisioning for a portfolio of insurance contracts. The 
principal risk is that the frequency and severity of claims is greater than expected. Insurance events are, by their 
nature, random, and the actual number and size of events during any one year may vary from those estimated 
using established statistical techniques.

4.8.1	 Underwriting strategy
The underwriting strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio of 
similar risks over a number of years and, as such, it is believed that this reduces the variability of the outcome.

4.8.2	 Reinsurance strategy
The Group reinsures a portion of the risks it underwrites in order to control its exposures to losses and protect 
capital resources. It buys a combination of proportionate and non-proportionate reinsurance treaties to reduce 
the net exposure to the Group. In addition, underwriters are allowed to buy facultative reinsurance in certain 
specified circumstances.
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4.8.3	L ong-term insurance contracts – Immediate annuities
This type of annuity is purchased with a single premium at outset, and is paid to the policyholder for the 
remainder of his/her lifetime. Annuities may be level, or escalate at a fixed rate, or be in line with a suitable price 
index.

Payments are often guaranteed to be paid for a minimum term regardless of survival (e.g. 5 or 10 years).

Profit arises when mortality and investment experience are better than expected. All risks and rewards 
associated with this type of product accrue to shareholders.

Management of risk
The main risks associated with this product are longevity and investment risks. Longevity risks arise as the 
annuities are paid for the lifetime of the policyholder, and this risk is managed through the initial pricing of the 
annuity. Investment risk depends on the extent to which the annuity payments under the contracts have been 
matched by suitable assets.
	
The key risks are managed through sensible pricing and product design. Reinsurance underwriting is not used for 
this product.
 
(a)	� Mortality risk: The pricing assumption is based on both historic in-house and industry available information 

on mortality experience for the population of policyholders including allowance for future mortality 
improvements. The mortality will differ between the retirement, voluntary and joint life annuitant.

(b)	� Investment risk: With this type of product the lump sum premium is available for the Group to invest at 
the start of the contract. The asset mix will consist of corporate bonds and gilts with varying redemption 
dates. The income earned on the investment will not usually be sufficient to cover the annuity and the 
expense outgo, so each year part of the lump sum will be disinvested, which should coincide with (match) 
the redemption dates, in order to balance the fund. If annuitants die as expected then the fund will 
decline to zero just as the last annuitant dies (perfect matching). However, in most cases annuitants will 
not die as expected therefore the Group will need to buy and sell assets as necessary throughout the 
term of the policy to minimise the risk of mismatch.

Asset or liability modelling is used to monitor this position on a regular basis. Details of default risk have been 
covered under the credit risk section.

Interest rate risk at the outset of the policy is priced using a risk discount rate, which may not stay the same over 
time. Long-term bonds are more sensitive to changes in interest rate than short-term bonds, and thus the Group 
ensures that they move in line with each other.

4.8.4	L ong-term insurance contracts – with discretionary participation features
The Group writes policyholder benefits business with discretionary participation features.

The bonus payments are designed to distribute to policyholders the income on the assets funds based on a long 
term rate of return. The contracts provide more capital security to the policyholder than a unit-linked contract.

Management of risk
The Group has complete contractual discretion on the bonuses declared. In practice the Group considers 
policyholders’ reasonable expectations when setting bonus levels.
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4.	R isk management (continued)
4.8	 Long term insurance risks (continued)

4.8.5	L ong-Term Insurance Contracts – Individual Life
The Group writes individual life business. The policies are designed so as to distribute benefits to the 
policyholder.

Management of Risk
The Group uses properly developed rates, and in the event of death covers, reinsurance arrangements are in 
place to protect the Group.

4.8.6	 Short-term Insurance – Group Life
The Group writes short-term Group life business. The policies are designed to indemnify the insured in the event 
of death.

Management of Risk
The Group uses rates that take cognisance of the mortality/claims experience of the Group as well as the 
market. Reinsurance arrangements are also in place to protect the Group on large claims.

4.8.7	C oncentration of risk
The Group’s risk analysis is largely driven by the classes of business written:

Business Class	 Risk Rating
Immediate Annuity	 High
Group Life	 High
Individual Life	 Medium
Deposit Admin	 Low

Future Shareholder entitlements
Assumed 20% of surplus from which bonuses are declared on individual life policies (with profit) plus 10% in 
respect of money available to fund bonuses to deposit administration policies and immediate annuities.

4.8.8	 Sensitivity analysis
The Group is sensitive to the following factors:

Mortality rates
Any shift in the mortality rates would affect the Group in its business especially on Group Life, and individual life 
business. This would give rise to the need to adjust rates accordingly, which in the event of a negative increase 
(even as low as 5%), might affect the demand for these products in view of the low elasticity of the market at 
the present time, and the stiff competition prevailing in the market.

AIDS
Currently the industry has not been significantly affected by the impact of AIDS. With free cover limits closely 
monitored the Group has been able to operate profitably. However, a major increase in the AIDS statistics by 
at least 5% is likely to impact negatively on the business. Decline in the AIDS statistics is unlikely to cause 
significant change in the results.

Expenses
The Group is currently experiencing expense overruns in all its product lines. Any slight increase will reduce 
profits, but in view of current market trends, cannot be passed on to the market. Any reduction in the overruns 
will increase profitability and amount available for distribution to shareholders and policyholders.
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Interest rates
The Group is highly vulnerable to interest rates fluctuations. However, the risk is heavily mitigated by the 
diversity of the Group’s investment portfolio. Hence it does not pose a significant risk.

Claims build-up
The Group does not ordinarily maintain claims outstanding for a period of over 12 months.

4.8.9	  Fund valuation
The Fund has been valued as at 31 December 2012 by an independent consulting actuary. The Financial 
Soundness Valuation has been used; this is a gross premium method of valuation. Reserves for the Deposit 
Administration business have been set equal to the value of the Investment Account. Group Life business which 
constitutes a small portion of business carries an Unearned Premium Reserve (UPR) of MK30.5 billion (2011: 
MK30.5 million) and Incurred But Not Reported (IBNR) of MK108 million (2011: MK47.69 million). The balance of 
the liabilities has been based on projected cash flows taking into account expected mortality, expenses, market 
related investment returns, bonuses to be granted to policyholders’ and current reinsurance arrangements.

Valuation of net assets has been taken as presented in the statement of financial position i.e. MK39.2 billion 
(2011: MK27.2 billion).

Additional reserves were held as follows:

•	 �Investment reserves calculated as 10% of the actuarial liability (excluding deposit administration liability 
and additional reserves).

•	 �A resilience reserve was calculated as 85% of valuation interest and ignoring any possible management 
action in terms of reducing bonuses.

•	 �Bonus Stabilisation Reserve. This is essentially the Discretionary Participation feature of the Deposit 
administration contract and is calculated as the opening balance of the Bonus Stabilisation Reserve as at 
31 December 2012 plus investment returns of 12.86% for the year less the amount utilised to fund the 
increased bonus rates and annuity business is set to minimum value of zero.

a)	 The position of the Fund as at 31 December (after allocation of surplus) is as follows:

Group			   2012	 2011

Individual Life			   3,347,930	 3,488,408
Group Life			   160,142	 81,071
Deposit Administration			   25,619,944	 17,059,719
Annuities			   1,249,965	 1,337,769
Data Reserves			   15,211	 19,905
Investment Reserves			   451,474	 407,051
Resilience Reserves			   1,259,782	 593,524
Unallocated policyholders reserves 			    2,676,463	  1,722,325
			   34,780,911	 24,709,772

b)	 Movements during the year
Balance at 1 January			   24,709,772	 20,144,500
Revaluation surplus net of deferred tax			   3,011,120	 937,536
Long term policyholders’ benefits (Page 9)			    7,060,019	  3,627,736
Balance at 31 December (Page 8)			   34,780,911	 24,709,772
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4.	R isk management (continued)
4.8	 Long term insurance risks (continued)
4.8.9	F und valuation (continued)
			   2012	 2011
c)	� The Fund has disclosed a surplus of MK11.7 billion (2011: MK5.5 billion).  

On the advice of the consulting actuaries, the Group has allocated the surplus as follows:

Unallocated Policyholders surplus brought forward			    4,080,210	 3,647,118
Surplus/deficit arising over the year:
Individual Life *			   505,912	 (523,157)
Group Life			   669,815	 486,384
Deposit Administration			   5,320,355	 1,498,682
Managed Funds			   8,636	 -
Annuity Business			   589,102	 136,795
Shareholders’ Assets			    554,061	  221,535
Surplus before allocations (gross premium basis)			   11,728,091	 5,467,357

Individual life negative surplus relates to an increase in reserves.
The Actuaries further allocated the surplus as follows:-

Group
Surplus before allocations (gross premium basis)			   11,728,091	 5,467,357
Bonus-Deposit Administration (non-vested)			   (4,440,278) 	 (1,002,148)
Surplus after allocation to policyholders but before allocation to shareholders			  7,287,813	 4,465,209
Shareholder’s share of surplus as at 1 January			   (2,357,684)	 (1,741,093)
Surplus for the year to shareholders			   (2,253,666) 	 (1,001,591)
Unallocated policyholders reserves			    2,676,463 	  1,722,525 

Surplus after allocation to policyholders but before allocation to shareholders			  7,287,813	 4,465,209
Less: Dividend paid during the year			    (170,000) 	 (210,000) 
Surplus per actuarial report			    7,117,813 	 4,255,209 

Unallocated surplus of MK2.7 billion (2010:MK1.7 billion) has been retained in the Fund.

Opening shareholders share of surplus as at 1 January			   2,357,684 	 1,741,093
Allocation to shareholders			   2,253,666 	 1,001,591
	
Total shareholders funds in the Life Fund			   4,611,350	 2,742,684
Dividends paid			    (170,000) 	 (210,000)
Shareholder’s share of surplus as at 1 January			   4,441,350	 2,532,684
Dividend Payable			    (250,000)	 (175,000)
Balance of Life Fund as at 31 December			   4,191,350 	 2,357,684 
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4.9	 Accounting classifications and fair values

		  Designated	 Loans	 Other	 Total	
	 Held for	 at fair	 and	 amortised	 carrying	 Fair
	 sale	 value	 receivables	 cost	 amount	 value

31 December 2012						    
Cash and cash equivalents	 -	 -	 -	 21,693,196	 21,693,196	 21,693,196
Loans and advances to customers	 -	 -	 35,704,879	 -	 35,704,879	 35,704,879
Investment securities	  -	  2,743,116 	  -	  -	  2,743,116 	  2,743,116 
Total	  -	 2,743,116 	 35,704,879 	 21,693,196	  60,141,191 	  60,141,191 
						    
Trading liabilities						    
Deposits from customers	 -	 -	 -	 39,503,620	 39,503,620	 39,503,620
Long term loan	  -	  -	  -	  7,792,264 	  7,792,264 	  7,792,264 
Total	  -	  -	  -	  47,295,884 	  47,295,884 	  47,295,884 
						    
31 December 2011						    
Cash and cash equivalents	 -	 -	 -	 18,355,787	 18,355,787	 18,355,787
Loans and advances to customers	 -	 -	 35,996,185	 -	 35,996,185	 35,996,185
Investment securities	  -	 2,242,504	  -	  -	  2,242,504	  2,242,504
Total	  -	 2,242,504	 35,996,185	 18,355,787	 56,594,476	 56,594,476
						    
Trading liabilities						    
Deposits from customers	 -	 -	 -	 45,420,911	 45,420,911	 45,420,911
Long term loan	  -	  -	  -	  270,580	  270,580	  270,580
Total	  -	  -	  -	 45,691,491	 45,691,491	 45,691,491

Estimation of fair values
The following summarises the major methods and assumptions used in estimating the fair values of financial 
instruments (designated at fair value) reflected in the table.
 
-	� Malawi Government Treasury Bills
	� The fair value is based on quoted market prices, if available, or is calculated based on discounted expected 

future principal and interest cash flows.

-	 Malawi Government Local Registered Stocks
	� The amortised cost is estimated as the present value of future cash flows, discounted at effective  

interest rates.

-	 Loans and receivables
	� The amortised cost is estimated as the present value of future cash flows, discounted at effective  

interest rates.

For receivables or payables with a remaining life of less than one year, the notional amount is deemed to reflect the 
fair value. By considering credit risk, all other receivables or payables are discounted to determine the fair value.
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

5.	I nsurance Premium

Gross written premium – short term insurance	 13,464,340	 9,053,853	 -	 -
Gross life insurance premium 	  2,363,715	  1,590,335	 -	 -
Gross pension premium	  6,012,465	  3,602,354 	  -	  -
	 21,840,520	 14,246,542	 -	 -
Unearned premium adjustment	 (368,973)	 115,373	 -	 -
Reinsurance premium	 (5,909,420)	 (3,955,424)	  -	  -
Net earned insurance premium 	 15,562,127 	 10,406,491 	  -	  -

6.	 Fees and Commission income

Premium based fees	 734,501	 441,499	 -	 -
Fund management based fees	 218,891	 124,647	 -	 -
Information technology consultancy fees	 42,121	 29,305	 -	 -
Other fee income	 1,340,552	  497,481	 513,160	 360,133
	 2,336,065	 1,092,932	 513,160	 360,133

7.	I ncome from banking operations

Interest income on loans	 10,602,510	 5,790,098	  -	 -
Interest from government stocks	  222,641	  221,949	  -	  -
Gross interest from banking	 10,825,151	 6,012,047	
Commission and bank charges	  2,092,421	 2,175,378	  -	  -
	 12,917,572	 8,187,425	  -	  -

8.	I nvestment income

Interest income from bank deposits	 1,065,448	 266,929	 3,176	 18,660
Investment income from:- 
- Treasury bills	 841,979	 335,139	 27,642	 9,816
- Local registered stocks	 28,811	 47,489	 - 	 -
- Loans and debentures	 490,271	 299,146	 8,279	 2,643
- Dividends	 1,336,840	 646,307	 973,178	 756,354
Rental income	 218,120	 170,253	 - 	 -
Other interest income from other investments	  155,892	  54,622	  2,698	  11,282
	 4,137,361	 1,819,885	 1,014,973	 798,755

9.	 Other income

Profit on disposal of property and equipment	 264,729	 1,294	 40,296	 1,189	
Exchange (loss)/gain	 (122,177)	 210,426	 19,223	 95,761	
Other sundry income/(losses)	 260,324	 146,540	 283,727	 (22,253)	
	 402,876	 358,260	 343,246	  74,697
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

10.	N et policy holders claims and benefits

Insurance claims and loss adjustment expenses	 (10,250,025)	 (6,873,650)	 - 	 -
Recoveries from reinsurers	  3,266,173	  1,744,499	  -	  -	
 	 (6,983,852)	 (5,129,151)	  -	  -

11.	I nsurance contracts acquisition costs

Commission expenses paid	 (1,340,444)	 (857,520)	 - 	 -
Changes in deferred acquisition costs	  39,366	  9,708	  -	  -	
	 (1,301,078)	 (847,812)	  -	  - 

12.	 Bank interest expense

Fixed deposits	 (1,588,266)	 (556,444)	 - 	 -
Investment deposits	 (350,990)	 (405,280)	 - 	 -
Savings deposits	 (2,822,065)	  (688,589)	  - 	  -
	 (4,761,321)	 (1,650,313)	  - 	  -

13.	A dministrative expenses

Auditors remuneration 	 - Audit fees	 (124,366)	 (69,782)	 (10,036)	 (7,625)
Directors’ remuneration 	 - Executive 	 (138,610	 (127,693)	 (132,863)	 (1,018)
 	 - Non executive 	 (50,378)	 (34,855)	 (7,609)	 (6,687)
Staff costs 	 (4,200,348)	 (3,060,930)	 (186,176)	 (97,180)
Communication and accommodation expenses	 (2,315,684)	 (1,810,840)	 (126,351)	 (83,245)
Depreciation and amortisation	 (805,286)	 (496,238)	 (12,516)	 (9,726)
Sundry business charges	 (1,778,911)	 (639,977)	 (64,928)	 (38,890)
 Impairment loss	 (3,239,621)	 (127,797)	 (492,511)	 -
Repairs and maintenance	  (609,876)	  (416,498)	  (16,986)	 (16,023)

	 (13,263,080)	 (6,784,610)	 (1,049,976)	 (260,394)

14.	 Finance Costs

Interest on loans	 (33,268)	 (38,581)	 (33,268)	 (43,819)
Finance lease charges	 (10,900)	 (4,855)	 (1,893)	 (999)
Other investment expenses	 (200,020)	 (188,705)	  -	  -		
	
	 244,188)	 (232,141)	 (35,161)	 (44,818)
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15.	I ncome tax expense

	 GROUP	 COMPANY
Recognised in the profit or loss	 2012	  2011	  2012	 2011

Current tax expense
Current year tax at 30%, Life business at 21% and 
Pension business at 15% (2011: 30%, 15% and 15%) respectively	 762,664	  1,264,000	 193,945	  270,982
	
Deferred tax
Temporary differences	 171,967	  (2,028)	 (79,436)	 (175,098)
	 898,631	 1,261,972	 114,509	  95,884					
	
Reconciliation of tax charge
Profit for the year	 2,331,105	 2,978,549	 531,975	 807,389
Income tax expense	  898,631	 1,261,972	 114,509	  95,884
Profit before tax	 3,229,736	 4,240,521	 646,484	 903,273
	
Tax at 30% (2011: 30%)	 968,920	 1,272,156	 193,945	 270,982
Effect of lower tax rate	 (692,140)	 (329,584)	 -	 -
Effect of non taxable income	  24,348 	 2,302	 -	 -	
Effect of permanent differences	 253,848	  250,529	 (193,946)	 (249,833)
Capital gain tax	 149,350	 (53,455)	 39,694	 (900)
Dividend tax	 204,840	 117,216	 74,816	 75,635
(Over)/Under provision in prior year	 (10,535)	  2,808	  -	  -
	 898,631	 1,261,972	 114,509	 95,884

Under the Malawi Taxation Act it is not possible to transfer tax losses from one subsidiary to another.

16. 	Basic earnings per share

The calculation of basic earnings per share at 31 December 2012 was based on profit attributable to ordinary 
shareholders of MK437,815 thousand (2011: MK1,703,785 thousand) and a weighted average number of ordinary 
shares outstanding of 1,043,041 thousand (2011: 1,043,041 thousand), calculated as follows:-

	 GROUP
	 2012	  2011

Profit for the year MK’000	 1,465,841	 2,951,035
Non-controlling interest MK’000	 (1,028,026)	 (1,247,250)
Profit attributable to equity holders (MK’000s)	  437,815	  1,703,785

Weighted average number of ordinary shares 
in issue throughout the year (‘000s)	 1,043,041	 1,043,041
	
Basic and Diluted Earnings per share (MK)	 0.42	  1.63
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17.	 Property and equipment

 			    	 Furniture 
		  Land and	 Motor	 and	 Work in
GROUP	 buildings	 Vehicles	 Equipment	 progress	 Total

Cost or valuation
2012
Balance as at 1 January 2012	 1,686,579 	 377,188 	 4,540,636 	  -	 6,604,403 
Effects of changes in exchange rates	 157,883	 90,061	 399,504	 -	 647,448
Additions during the year	 340,793	 104,765	 1,637,475	 -	 2,083,033
Revaluation surplus	 339,165	 -	 -	 -	 339,165
Transfers within classes of assets	 (31,141)	 -	 31,141	 -	 -
Disposals during the year	  -	  (16,122) 	  (27,539) 	  -	  (43,661) 
Balance as at 31 December 2012	 2,493,279 	  555,892 	  6,581,217 	  -	 9,630,388 
				  
2011				  
Balance as at 1 January 2011	 1,299,117 	 257,258 	 3,822,789	 817,408	 6,196,572
Effects of changes in exchange rates	 90,975	 13,929	 (88,666)	 -	 16,238
Additions during the year	 191,356	 146,688	 887,825	 -	 1,225,869
Revaluation surplus	 105,131	 -	 -	 -	 105,131
Transfers to other investments	 -	 -	 -	 (817,408)	 (817,408)
Transfers to intangible assets (note 18)	  -	  -	  (70,828)	  -	 (70,828)
Disposals during the year	  -	 (40,687)	  (10,484)	  -	  (51,171)
Balance as at 31 December 2011	 1,686,579 	 377,188 	 4,540,636 	  -	 6,604,403 
				  
Accumulated depreciation and impairment loss			 
2012				  
Balance as at 1 January 2012	  37,888 	  147,552 	 1,594,101 	  -	 1,779,541 
Effects of changes in exchange rates	 -	 47,235	 140,222	 -	 187,457
Charge for the year	 32,286	 85,385	 562,942	 -	 680,613
Released on revaluation	 (70,174)	 -	 -	 -	 (70,174)
Eliminated on disposal	  -	  (8,371) 	  (8,991) 	  -	  (17,362) 
Balance as at 31 December 2012	  -	 271,801 	  2,288,274 	  -	 2,560,075 
			 
2011			 
Balance as at 1 January 2011	  18,865 	 108,942 	 1,223,857 	  -	 1,351,664 
Effects of changes in exchange rates	 -	 14,033	 2,206	 -	 16,239
Charge for the year	 32,858	 54,692	 377,445	  -	 464,995
Released on revaluation	 (13,835)	 -	 -	 -	 (13,835)
Eliminated on disposal	  - 	 (30,115) 	  (9,407) 	  -	  (39,522) 
Balance as at 31 December 2011	  37,888 	  147,552 	 1,594,101 	  -	 1,779,541 
			 
Carrying amounts			 
At 31 December 2012	 2,493,279 	 284,091 	  4,292,943 	  -	 7,070,313 
At 31 December 2011	 1,648,691 	  229,636 	 2,946,535 	  -	 4,824,862 
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17.	 Property and equipment (Continued)

			   Furniture 
		  Motor	 and
COMPANY		  Vehicles	 Equipment	 Total

Cost
2012
Balance as at 1 January 2012	 12,605	 59,211	 71,816
Additions during the year	 -	 14,339	 14,339
Disposals during the year	  - 	  (1,152) 	  (1,152) 
Balance as at 31 December 2012	 12,605 	  72,398 	  85,003 
			 
2011			 
Balance as at 1 January 2011	 5,787	 59,071	 64,858
Additions during the year	 12,605	 6,929	 19,534
Disposals during the year	 (5,787) 	 (6,789)	 (12,576) 
Balance as at 31 December 2011	 12,605 	 59,211	  71,816 
			 
			 
Accumulated depreciation and impairment loss			 
2012			 
Balance as at 1 January 2012	 1,261	 29,032	 30,293
Charge for the year	 2,521	 7,661	 10,182
Eliminated on disposals	  - 	  (902) 	  (902) 
Balance as at 31 December 2012	  3,782 	 35,791 	 39,573 
			 
2011			 
Balance as at 1 January 2011	 4,822	 28,478	 33,300
Charge for the year	 2,147	 7,277	 9,424
Eliminated on disposals	 (5,708) 	 (6,723)	 (12,431) 
Balance as at 31 December 2011	  1,261 	 29,032	  30,293 
			 
Carrying amounts			 
At 31 December 2012	  8,823 	  36,607	 45,430 
At 31 December 2011	 11,344 	 30,179	 41,523 

Registers of land and buildings, giving details as required under Schedule 3, Section 16 of the Companies Act 1984 
are maintained at the registered office of the Group and its subsidiaries and are open for inspection by shareholders 
or their duly authorised agents.

Land and buildings were revalued on open market basis on 31 December 2012 by Don Whayo BSC, MRCIS, MSIM, 
a Chartered Valuation Surveyor with Knight Frank on behalf of the Directors.

Values were determined by reference to observable prices in the property market. The revaluation surplus is 
recognised as other comprehensive income and is not distributable, until realised.
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18.	I ntangible assets
			   2012	 2011
Group		  Software

Cost
Balance as at 1 January	  	 390,224	 290,881
Transfers from property and equipment (note 17)	  	 -	 70,828
Additions during the year		  361,451	 41,473
Disposals during the year		   -	 (12,958)
Balance at 31 December		  751,675	 390,224

Amortisation
Balance as at 1 January		  186,678	 143,011
Eliminated on disposal 		  -	 (12,958)
Charge for the year		  146,687	  56,625
Balance at 31 December 		  333,365	 186,678

Carrying amount
At 31 December		  418,310	 203,546

COMPANY
Cost
Balance at 1 January	  	 1,805	 14,763
Additions during the year		  32,352	 -
Disposals during the year		   -	 (12,958)
Balance at 31 December		  34,157	  1,805

Amortisation
Balance at 1 January		  1,550	 14,206
Charge for the year		  2,334	 302
Eliminated on disposal		   -	 (12,958)
Balance at 31 December		  3,884	  1,550

Carrying amount at 31 December		  30,273	  255
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19. Investment properties 

		  Freehold 	 Leasehold 	
GROUP		  investment	 investment	
At valuation 		  properties	 properties	 Total

Balance at 1 January 2012	 2,320,577	 1,117,765	 3,438,342
Effects of exchange differences	 114,139	 -	 114,139
Acquisitions during the year	 32,835	 1,132,380	 1,165,215
Disposal during the year	 (874,500)	 -	 (874,500)
Fair value adjustment	  427,369 	  262,225 	  689,594 
Balance as at 31 December 2012	 2,020,420 	 2,512,370 	 4,532,790 
			 
Balance at 1 January 2011	 1,902,939	  871,073 	  2,774,012 
Acquisitions during the year	 7,771	 -	 7,771
Acquisition through SFG Holdings Limited	 21,590	 -	 21,590
Fair value adjustment	  388,277 	  246,692 	  634,969 
Balance as at 31 December 2011	 2,320,577 	 1,117,765 	 3,438,342 

Properties were revalued on open market basis on 31 December 2012 by Don Whayo BSC, MRCIS, MSIM, a Chartered 
Valuation Surveyor with Knight Frank on behalf of the Directors. Values were determined by reference to observable prices in 
the property market.

20. Other investments and loans receivable

Group	 Long term				  
	 lease	 Government		  Loans &	
2012	 receivable	 Securities	 Shares	 debentures	 Total
					   
Balance at 1 January 2012	 163,461	 2,242,504	 14,119,478	 2,729,403	 19,254,846
Additions during the year	 -	 7,004,894	 247,641	 1,353,390	 8,605,925
Effects of changes in exchange rates	 8,139	 300,972	 39,153	 -	 348,264
Fair value adjustment	 - shareholders	 -	 (67,572)	 (273,096)	 8,028	 (332,640)
	 - policyholder 	 -	 (528,894)	 2,962,562	 62,833	 2,496,501
Reclassification		  -	 256,894	 -	 (256,894)	 -
Write offs during the year	 (2,885)	 (37,816)	 -	 -	 (40,701)
Disposals during the year	  -	  (6,427,866) 	  (268,332) 	 (207,550)	  (6,903,748) 
Balance at 31 December 2012	  168,715 	  2,743,116 	 16,827,406 	 3,689,210 	 23,428,447 
				  
2011				  
				  
Balance at 1 January 2011	 163,826 	 1,521,861 	 12,195,878 	 1,340,744 	 15,222,309 
Additions during the year	 1,711	 7,945,464	 1,822,932	 1,524,609	 11,294,716
Fair value adjustment - shareholders	 -	 -	 2,531	 (17,397)	 (14,866)
 - policyholder		  -	 (305,860)	 919,423	 -	 613,563
Write offs during the year	  (2,076)	 -	 -	 -	  (2,076)
Disposals during the year	  -	  (6,918,961) 	  (821,286) 	  (118,553) 	 (7,858,800) 
Balance at 31 December 2011	 163,461 	 2,242,504 	 14,119,478 	  2,729,403 	  19,254,846 
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	 Loans	 Shares	 Total	 Total
Company			   2012	 2011

Balance at 1 January	 98,600	 1,804,791	 1,903,391	 1,329,832
Additions during the year	 77,220	 7,113	 84,333	 865,410
Disposals during the year	 -	  (268,333)	  (268,333)	  (265,000)
Transfer to investment in subsidiary companies (note 21)	 -	 (332,079)	 (332,079)	 -
Repayments during the year	 -	 -	 -	 (1,751)
Fair value adjustment	  - 	  (139,758) 	  (139,758) 	  (25,100) 
Balance as at 31 December	  175,820 	  1,071,734 	  1,247,554 	 1,903,391 
 
Interest rates for government securities range from 14.27% to 17.69% and for loans and debentures range from  
27.57% to 29.64%.
		
All other investments and loans receivables are maturing after one year

Shares comprise listed and unlisted equities. Unlisted equities amount to MK6.9 billion (2011: MK5.2 billion).

Unlisted shares were revalued using the earnings valuation basis on 31 December 2012 by Deloitte, Certified 
Public Accountants (Malawi) on behalf of the Directors, except shares in Telecom Holdings Limited which were 
revalued by the Directors, using an earnings based valuation model.

In the opinion of the Directors, the loans and debentures, all of which relate to Malawi registered companies are 
expected to realise at least amounts at which they are stated in the financial statements. All loans considered 
doubtful of recovery have been fully impaired.
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21.	I nvestment in subsidiary companies (At cost)	

		  2012	 2012	 2012	 2011	 2011	 2011
Company	 Country of	 Share-	 Amount	 Dividend	 Share-	 Amount	 Dividend
	 incorporation	holding		  received	 holding		  received
		  %			   %	
NICO General Insurance Company Limited Malawi	 100	 120,000	 500,000	 100	 120,000	 215,000
NICO Life Insurance Company Limited Malawi 		  51	 74,588	 175,950	 51	 74,588	 188,700
NIKO Insurance Uganda Limited	 Uganda	 98.7	 226,999	 -	 100	 226,999	 -
NIKO Insurance Tanzania Limited	 Tanzania	 66.67	 265,846	 -	 66.67	 156,846	 -
NICO Insurance Zambia Limited	 Zambia	 100	 60,366	 49,073	 100	 60,366	 49,574
NICO Technologies Limited	 Malawi	 74.9	 48,750	 -	 74.9	 48,750	 -
NICO Asset Managers Limited	 Malawi	 100	 31,081	 20,500	 100	 31,081	 15,048
SFG Holdings Limited 	 Zimbabwe	 49	 -	 -	 49	 129,276	 -
NICO Mocambique Vida	 Mozambique	 87.5	 290,569	 -	 -	 -	 -
Group Fabricators & Manufacturers Limited	 Malawi	 100	  59,653	 -	 -	 -	 -
NBS Bank Limited	 Malawi	 50.1	  685,132 	  200,485 	 50.1	  685,132	 265,578
			   1,862,984 	  946,008 		  1,533,038	 733,900

Movement during the year	 As at			   As at
 	 1 January	 Additions	 Impairment	 31 December
NICO General Insurance Company Limited	 120,000	 -	 -	 120,000
NICO Life Insurance Company Limited	 74,588	 -	 -	 74,588
NIKO Insurance Uganda Limited	 226,999	 -	 -	 226,999
NIKO Insurance Tanzania Limited	 156,846	 109,000	 -	 265,846
NICO Insurance Zambia Limited	 60,366	 -	 -	 60,366
NICO Technologies Limited	 48,750	 -	 -	 48,750
NICO Asset Managers Limited	 31,081	 -	 -	 31,081
SFG Holdings Limited 	 129,276	 -	 (129,276)	 -
NICO Mozambique Vida	 -	 332,079	 (41,510)	 290,569
Group Fabricators & Manufacturers Limited	 -	 59,653	 -	 59,653
NBS Bank Limited	  685,132	  -	  -	  685,132
	 1,533,038	 500,732	 (170,786)	 1,862,984

During the year the company acquired preference shares in NIKO Insurance Tanzania Limited and ordinary shares in Group 
Fabricators & Manufacturers Limited and Mocambique Vida companhia de Seguros, SA. The company also fully impaired its 
investment in SFG Holdings Limited and made partial impairment of NICO Mocambique Vida companhia de Seguros, SA. 

The net assets value of Mocambique Vida companhia de Seguros, SA was MK551.9 million at 31 December 2012.  
The company did not generate a profit due to internal high set up costs.

The net asset value of Group Fabricators and manufacturers Ltd was MK59.6 million. The company does not  
generate income.

	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

22.	I nventories

Consumables	 115,335	 77,922	  -	  -
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

23.	A mounts due from subsidiary company

NICO General Insurance Company Limited			   4,579	 3,211
NICO Life Assurance Company Limited			   -	 3,434
NICO Insurance Zambia Limited			   95,954	 53,537
NBS Bank Limited			   57,261	 3,996
NIKO Insurance Tanzania Limited			   -	 29,928
NIKO Insurance Uganda Limited			   35,669	 15,556
SFG Holdings Limited			    -	  32,571
			   193,463	 142,233

	A mounts due to subsidiary companies			
NICO Asset Managers Limited			   657	 440
NICO Life Assurance Company Limited			   7,719	 -
NICO Technologies Limited			    3,531	 410
			   11,907	 850

	The balances due from subsidiaries are interest free and in the opinion of Directors, these balances approximate their fair 
value at the reporting date

24. 	Deferred acquisition costs

Balance as at 1 January 	 355,003	 310,720	 - 	  -
 Effects of exchange rate differences	 65,983	 1,519	 - 	 -
Movement during the year	 148,369	  42,764	  -	  -	
Balance as at 31 December 	 569,355	 355,003	  -	  -	

Deferred acquisition costs comprise expenses for the acquisition of insurance contracts recognised during the 
year and are recoverable out of future margins in the revenue from the related contracts.

25.	T rade receivables

Outstanding premiums	 4,743,354	 4,166,211	 -	 -
Reinsurance companies – Commission, UPR, IBNR	 6,500,374	 2,379,675	 -	 -
Reinsurance companies - Outstanding losses	 5,129,766	 2,228,624	 -	 -
Fees, rent and other receivables	  348,678 	  273,855 	  -	  -
	 16,722,172 	  9,048,365 	  -	  -

The balances for trade receivables are interest free and in the opinion of Directors, these balances approximate their fair value 
at the reporting date

26.	 Other receivables 

Cheques in course of collection	 1,550,206	 1,217,208	 -	 -
Accrued investment income	 304,304	 108,054	 -	 -
Staff loans and advances	 302,167	 329,212	 8,770	 8,934
Other non-trade receivables	 1,147,980	  978,696	 257,496	 19,487	
	 3,304,657	 2,633,170	 266,266	 28,421	
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In the opinion of Directors, the balances for other receivables approximate their fair value at the reporting date.
	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

27.	L oans and advances to customers

Loans and overdrafts	 26,266,900	 26,146,954	 -	 -	
Lease contracts	 2,348,756	 2,571,517	 -	 -
Mortgage advances	  9,251,495	  7,937,928	  -	  -		
Total loans and advances	 37,867,151	 36,656,399		  -	
Impairment of loans and advances	 (2,162,272)	  (660,214)	  -	  -		
	 35,704,879	 35,996,185	  -	  -	

Net loans and advances are due to mature as follows:
• Within one year	 14,120,072	 13,760,773	 -	 -	
• After one year	 21,584,807	 22,235,412	  -	  -	
	 35,704,879	 35,996,185	  -	  -
	
Movement on allowance for impairment: 	
 
At beginning of the year	 660,214	 571,930	 -	 -
Amounts written off	 (59,348)	 (100,934)	 -	 -
Increase in impairment net of recoverable	 1,561,406	 189,218	  -	  -
	 2,162,272	 660,214	  -	  -	

	In the opinion of Directors, these balances approximate their fair value at the reporting date.

28. 	Short term investments

Loans and debentures	 79,210	 145,865	 -	 -
Shares	 665	 10,353	 -	 -
Term deposits	 396,673	 215,791	 -	 -
Government securities	 10,263,561	 4,853,315	  -	  - 
	 10,740,109	 5,225,324	  -	  - 

29. Cash and cash equivalents

Bank balances	 2,784,153	 2,716,278	 558,761	 130,666 
Effects of changes in exchange rates	 132,085	 (32,603)	 -	 -
Short term deposits 	 18,776,958	 14,657,055	 -	  -
Government securities	  -	  1,015,057	  -	  -
Cash and cash equivalents	 21,693,196	 18,355,787	 558,761	 130,666
Bank overdrafts 	  (7,870)	  (173,704)	  -	  -
Cash and cash equivalents as shown in the 
statement of cash flows 	 21,685,326	 18,182,083	 558,761	  130,666

	Interest rate to bank balances was 1.05% and for short term deposits was 13.25%.
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

30.	C apital and reserves

Share capital
Authorised
Authorised share capital (‘000)	 1,300,000	 1,300,000	 1,300,000	 1,300,000
Nominal value (MK)	 0.05	 0.05	 0.05	 0.05
Authorised share capital (MK’000)	 65,000	 65,000	 65,000	 65,000

Issued and fully paid:
Issued and fully paid share capital (‘000)	 1,043,041	 1,043,041	 1,043,041	 1,043,041
Nominal value (MK)	 0.05	 0.05	 0.05	 0.05
Issued share capital (MK’000)	 52,152	 52,152	 52,152	 52,152

Total number of shares issued (‘000)	 1,043,041	 1,043,041	 1,043,041	 1,043,041

Share premium	 428,859	 428,859	 428,859	 428,859

Revaluation reserve	 177,381	 563,978		   -	 -

The revaluation reserve relates to property and comprises the cumulative increase in the fair value at the 
reporting date. 

31.	 Other reserves

(i) General reserve	 762,818	 754,874	 -	  -	 
(ii) Fair value reserve	 438,892	 622,783	 434,059	 531,890	
(iii) Translation reserve	  788,703	  44,872	  -	  -  

Total other reserves	 1,990,413	 1,422,529	 434,059	  531,890

General reserve represents transfers from retained earnings, required by statute and other regulators. 

Fair value reserve represents fair value adjustment on available for sale financial assets.

Translation reserve represents retranslation difference arising on retranslation of foreign investments at the 
reporting date.
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

32.	D ividends

The following dividends were declared and paid by the Company:-

MK0.24 per qualifying ordinary share 
(2011: MK0.99 per share)	 250,330	 1,032,611	 250,330	 1,032,611

33.	  Interest bearing loans and borrowings

Balance at 1 January	 2,258,057	 3,676,788	 332,590	 138,595
Additions	 7,974,986	 315,385	 113,393	 315,385
Interest charge	 379,351	 318,169	 35,161	 43,418
Repayments	 (1,859,530)	 (2,052,285)	 (327,934)	 (164,808)
Balance as 31 December	  8,752,864	  2,258,057	  153,210	  332,590

Terms and debt repayment schedule				  
Due between 2 and 5 years	 7,792,264	 270,580	 108,596	 228,300	
Due within 1 year 	  960,600	 1,987,477	  44,614	  104,290		
	 8,752,864	 2,258,057	 153,210	  332,590

Included in the Group loans of MK8.8 billion are the following loans:-

(i)	� NORSAD approved a loan of USD5 million to NBS Bank Limited on 23 January 2007 at an agreed fixed rate 
of 6.5% per annum of which USD4.5 million has been drawn. This loan is used for onward lending to viable 
Small Medium Enterprises in Malawi that were/are environmentally friendly. This loan has a repayment 
period of 5 years. The loan is guaranteed by NICO Holdings Limited in the sum of USD3 million.

(ii)	  �NBS Bank obtained a loan of MK7.6 billion from the Reserve Bank of Malawi to cater for short term 
financing needs. The loan is repayable within three months.

	
	� At Company level, the loan balance of MK153 million includes MK36 million unsecured loan from Standard 

Bank Limited for investment in Zimbabwe, NBS Bank Limited of MK107 million for purchase of shares in 
Group Fabricators and Manufacturers Limited and finance lease of MK10 million. The loans are at interest 
rates 35% and 9.5% respectively.
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34.	D eferred tax assets and liabilities 

Recognised deferred tax 
Deferred tax (assets) and liabilities are attributable to the following:

	  Assets	 Liabilities	 Net
GROUP	 2012	 2011	 2012	 2011	 2012	 2011
 						   
Property and equipment	 (2,054)	 (5,151)	 486,797	 346,657	 484,743	 341,506
Investment properties and shares	 -	 -	 290,189	 457,626	 290,189	 457,626
Accrued interest	 -	 -	 4,652	 29,889	 4,652	 29,889
Exchange gains/(losses)	 (45,929)	 -	 -	 32,621	 (45,929)	 32,621
Other assets	  (809,504) 	 (219,763) 	  25,283 	  5,125 	  (784,221) 	 (214,638) 
Deferred tax (assets)/liabilities	 (857,487) 	 (224,914) 	 806,921 	 871,918 	  (50,566) 	  647,004 

	 Balance 	 Recognised	 Balance
	 as at 	 in profit	 as at
GROUP	 01-Jan-2012	 and loss	 31-Dec-2012

Property and equipment	 341,506	 143,237	 484,743
Investment properties and shares	 457,626	 (167,437)	 290,189
Accrued interest	 29,889	 (25,237)	 4,652
Exchange gains/(losses)	 32,621	 (78,549)	 (45,929)
Other assets	 (214,638)	 (569,583) 	 (784,221) 
Deferred tax liabilities	  647,004	 (697,569) 	  (50,566)

	  Assets	 Liabilities	 Net
COMPANY	 2012	 2011	 2012	 2011	 2012	 2011
 						   
Property and equipment	 -	 -	 8,528	 3,001	 8,528	 3,001
Shares	 (134,989)	 (81,874)	 -	 -	 (134,989)	 (81,874)
Other assets	  (14,695) 	 (16,401) 	  -	  -	  (14,695) 	 (16,401) 
Deferred tax (asset)/liability	 (149,684) 	  (98,275) 	 8,528 	 3,001	 (141,156) 	 (95,274) 

Deferred tax assets and liabilities movement in the year

	 Balance 	 Recognised	 Balance
	 as at 	 in profit	 as at
		  	 01-Jan-2012	 or loss	 31-Dec-2012

Property and equipment	 3,001	 5,527	 8,528
Investment properties and shares	 (81,874)	 (53,115)	 (134,989)
Accrued interest and other allowances	  (16,401) 	  1,706	  (14,695)
Tax (assets)/liabilities	  (95,274) 	 (45,882)	 (141,156) 
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

35.	A ccounting estimates and judgements

Key sources of estimation uncertainty
Notes 3, 4, 25, 26, 27 and 36 contain information about the impairment of loans and advances, policy holders’ 
liabilities, valuation of investments, valuation of properties, investments in subsidiaries and insurance claims 
and UPR provisions. In note 4, a detailed analysis is given of the insurance risk, interest rate and liquidity risk 
exposures of the Group.
		
		  Use of estimates and judgements
The preparation of financial statements in conformity with IFRSs require management to make judgements, 
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, 
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimate is revised and in any future periods affected. 

In particular, information about significant areas of estimation, uncertainty and critical judgements in applying 
accounting policies that have the most significant effect on the amounts recognised in the financial statements 
are described in the following notes.

•	 Note 4 – Policyholders benefits
•	 Note 25 – Trade receivables
•	 Note 26 - Other receivables
•	 Note 27 - Loans and advances to customers
•	 Note 36 - Unearned premium reserve

36. 	Unearned premium provision (UPR)

General insurance fund at the beginning of the year	 2,998,715	 2,651,530	 -	 -
Increase in provision in UPR	  2,742,340	  347,185	  -	  -
General insurance fund at end of the year	  5,741,055	 2,998,715	  -	  -

37. 	Insurance contract payables

Gross outstanding claims	 8,414,621	 4,061,247	 -	 -
Allowances for claims incurred but not reported (IBNR)	 1,253,612	 563,701	 -	 -
Due to re-insurance companies	  4,005,152	 1,928,997	  -	  -
	  13,673,385	 6,553,945	  -	  -		
Movement of allowances for claims incurred 
but not reported (IBNR):	

Balance at beginning of the year	 563,701	 512,143	 -	 -
Effects of changes in exchange rates	 228,287	 9,171	 -	 -
Additional allowance made during the year	  461,624	  42,387	  -	  -
Balance at end of the year	 1,253,612	 563,701	  -	  -
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38.	D eposits and customer accounts

Repayable on demand	 26,061,626	 33,060,578	 -	 -
Repayable within three months or less	 13,441,994	 12,360,333	  -	  -
	 39,503,620	 45,420,911	  -	  -

39.	T rade and other payables

Trade payables	 1,053,513	 304,467	 -	  -
Other non-trade payables	 4,715,331	 2,077,211	 640,683	 231,727
	 5,768,844	 2,381,678	 640,683	 231,727

40.	N on-Controlling interest 
	 5,645,496	 4,533,591	  -	  -

Non-controlling interest represents minority position of the shares and reserves in NBS Bank Limited at 49.9%, NICO 
Life Insurance Company Limited at 49%, SFG Holdings (Zimbabwe) Limited at 51%, NIKO Insurance (Tanzania) Limited 
at 33.33%, NIKO Insurance (Uganda) Limited at 1.3%, NICO Technologies Limited at 25.1% and NICO Mocambique Vida 
Companhia de Seguros, SA at 30%..

The composition of non controlling interest is as follows:-
			   2012	 2011
NBS Bank Limited			   3,562,189	 3,259,168
NICO Life Insurance Limited			   2,176,262	 1,241,113
Others			    (92,955)	  33,310
Total			   5,645,496	 4,533,591

41.	I nvestments in Associates

The Group has investments in the following associated companies either directly or through its various subsidiaries;
			   2012	 2011
			   %	 %
Chichiri Shopping Centre Limited - (through NICO Life Insurance Company Limited): 		  54.25 	 54.25
NICO Properties Limited: - (through NICO Life Insurance Company Limited):			   49.00 	 49.00
NICO Properties Limited			   13.00 	 13.00
NICO Properties Limited: - (through NBS Bank Limited):			   2.50 	 2.50
Lilongwe City Mall Limited (through NICO Life Insurance Company Limited)			   47.25 	 47.25
Kang’ombe Investments Limited (through NICO Properties Limited)			   40.0 	 40.00

The investment in these associates is significantly through the Life and Pensions business. (In line with IAS 28, 
“Investments in Associates”, the Group’s share of the total recognised gains and losses of these associates have 
not been included in these Consolidated and Separate Financial Statements). In accordance with IAS 39 Financial 
Instruments: Recognition and Measurement, the investments in associates have been measured at fair value and 
changes in fair value recognised in profit or loss in the period. In the separate financial statements, investments in 
associates are accounted for at cost. 

The investment in NICO Properties Limited is in the form of linked shares and debentures in the ratio of 1:99. The 
debenture is an unsecured non-convertible debenture redeemable on 31 December 2016. Interest on the debenture 
accrues quarterly in arrears at a rate that is determined using the rental and investment income collected, less 
taxes and other costs incurred in the management of the group whether paid or accrued. The sum so determined 
is the interest and the rate is determined by reference to the principal outstanding. NICO Properties Limited is 
not consolidated in NICO Group Financial Statements as it is a company that is largely owned through NICO Life 
Insurance Limited, which in turn is owned by both shareholders and policyholders.
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

42. 	Employee benefits liabilities

Expense recognised in the profit or loss
Severance pay	  2,662	 -	 2,662 	 -
Pension costs	 280,760	 219,889 	  8,617	 5,326
	 283,422	 219,889	 11,279	 5,326 

The Pension Fund is a defined contribution arrangement. Under this arrangement, employer’s liability is limited to 
the pension contributions.

Severance pay allowance
The legislation giving rise to the requirement to provide for severance pay, the Pensions Act 2010 and the 
Employment (Amendment) Act 2010 were enacted by Parliament and became effective on 1 June 2011. 

The principal change in the legislation is the removal of the provision requiring employers to accrue for severance 
pay relating to future retirement costs. In addition, the legislation has introduced an obligation on the part of 
employers to ensure that employees are covered by registered pension arrangements. 

The amendments in legislation have given rise to changes in accounting for post retirement benefits for all 
employers. The Group has adopted the provisions of the new legislation as at 31 December 2012.

The balance on the severance provision account as computed based on total emoluments and the number of 
completed years served less the accumulated employer pension contributions (including bonuses thereon) and 
gratuity paid, crystallised into pension arrears on 1 June 2011. 

The amount is payable to a pension fund over an eight year period.
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	 GROUP	 COMPANY
	 2012	 2011	 2012	 2011

Movement on Severance allowance

Balance at 1 January	 187,059	 791,385	 3,612	 154,219 
Charge for the year	 2,662 	 - 	 2,662 
Amount Paid	 (26,558)	 -	 (6,274)	 -
Reversal of actuarial valuation during the year	 (153,634)	 (604,326)	  -	 (150,607)
Balance at 31 December	  9,529	  187,059 	  -	  3,612

Employee Share Ownership Scheme
On 16 August 1996, the shareholders approved establishment of a Trust for an employee share ownership scheme. 
In terms of Malawi Stock Exchange rules, a maximum of up to 4% of the equity in the Group may be held by the 
Trust. However, upon listing, arrangements were made for the Trust to acquire 2% of the equity. Options have 
been granted to employees of the Group based on length of service and positions of employees exercisable at a 
determined price. Option holders are only entitled to exercise their options if they are in the employment of the 
NICO Group and in accordance with the trust deed and rules. Employees are eligible if they have served for at least 
two years and occupy an established position in the Group. 

The objective of the scheme is to motivate and encourage employees to identify themselves with the interests and 
aspirations of the NICO Group. 

The periods in which the option shares may be acquired up to the maximum percentage specified after the expiry 
of minimum period computed from the date of grant and set out against the relevant percentages.

Maximum %	 Minimum Period
25%		  12 months
50%		  24 months
75%		  36 months
100%		  48 months

No shares were allotted during the year (2011: 7,525,600)
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43.	R elated parties

Group
The Group has a related party relationship with its Directors, Executive officers, its subsidiaries and associates.

Banking business
Transactions with key management personnel
Key management personnel have transacted with the bank during the period as follows:

	 Directors 		  Directors
	 and their 		  and their
	 related parties	 Employees	 related parties	 Employees
	 2012	 2012	 2011	 2011
Advances	 100,877	 352,984	 191,347	 439,000
Deposits	 (1,768)	 (44,392)	  (8,828)	 (22,888)
Net balances	  99,109	 308,592 	 182,519	 416,112
				  
Interest received	 27,515	 17,684	 26,223	 16,681
Interest paid	  -	  -	  -	  (148)
	 27,515	 17,684	 26,223	 16,533

Advances to directors and parties related thereto are conducted at arms length and deemed to be adequately secured. 
Advances to staff comprise MK63 million (2011: MK90 million) interest free loans and MK227 million (2011: MK198 million) at 
an interest rate of 9 % the remaining balance carries commercial interest rates. 

Advances to related parties at concessionary rates of interest are valued at the present value of expected future repayments 
of the advances discounted at a pre-tax discount rate that equates to the interest rate charged by the Bank on similar loans to 
non-related parties. Consequently, an allowance for impairment losses of MK93 million (2011: MK55 million) has been made 
against low interest advances to employees. No other impairment losses have been recorded against loans to related parties.

	Executive directors own shares in the Group through Millennium Holdings Limited. The shareholders of Millennium Holdings 
Limited comprise executive directors and past and present senior managers of the Group.

	Executive directors also participate in the Group’s share option programme (refer note 42). As at 31 December 2012, the total 
number of shares of the Group owned by Executive Directors was 155,087 (2011: 155,087)

Company
The company has a related party relationship with its Directors and key management personnel.

Transactions with Directors and Key Management Personnel
Directors of the company comprise executive and non executive Directors. Director’s remuneration during the year 
is contained in note 13.

Key management personnel of the Insurance business have transacted with the business units during the period 
as follows:
	 Directors 		  Directors
	 and their 		  and their
	 related parties	 Employees	 related parties	 Employees
	 2012	 2012	 2011	 2011
Insurance premium	 8,554	 2,987	 7,315	 3,719

Transactions with related parties in the Group are conducted at an arms length basis.

As at 31st December 2012 there were no balances owing from Directors and Employees.
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		  Type of	 Value of 	 Balance at	 Value of	 Balance at
Related Party	 Relationship	 transaction	 transactions	 year end	 transactions	 year end
			    2012	 2012	 2011	 2011

NICO Technologies	 Subsidiary	 Technical Support	 (51,396)	 -	 (14,415))	 -
Limited		  Internal Audit	 3,095	 -	 1,010	 -
		  Management fees	 14,520	 (3,531)	 13,200	 (410)

NICO Life Insurance	 Subsidiary	 Group Life	 (29,463)	 -	 (6,018)	  
Company Limited		  Management fees	 99,000	 -	 88,000	  
		  Internal Audit fees	 7,773	 -	 8,679	  
		  Rent	 13,575	 (7,719)	 (11,938)	  3,434

NBS Bank 	 Subsidiary	 Banking services	 24,723	 57,261	 (1,513)	 3,996
Limited		

NICO General 	 Subsidiary	 Insurance premium	 (7,793)	 -	 (5,448)	 -
Insurance Company		  Management fees	 99,000	 -	 90,000	 -
Limited		  Internal Audit fees	 11,453	 4,579	 11,176	 3,211

NIKO Insurance	 Subsidiary	 Internal Audit	 3,779	 -	 2,828	 -
(Uganda) Limited		  Management fees	 22,884	 35,669	 13,751	 15,556

NICO Insurance 	 Subsidiary	 Management fees	 152,561	 -	  91,671	 53,537
(Zambia) Limited		  Internal audit fees	 4,976	 95,954	 6,857	 - -

NIKO Insurance	 Subsidiary	 Internal audit fees	 5,365	 -	 4,983	 -
(Tanzania) Ltd		  Management fees	 55,939	 -	 33,613	 29,928

NICO Asset 	 Subsidiary	 Internal audit fees	 5,042	 -	 1,238	 - -
Managers Limited		  Management fees	 2,932	 (657)	 16,023	 (440)

SFG (Zimbabwe) 	 Subsidiary	 Internal audit fees	 5,060	 -	 3,936	 -
Limited		  Management fees	 (21,250)	 -	 16,023	 32,571

NICO 	 Subsidiary	 Management fees	 16,190	 -	 -	 -
Mozambique Vida		  Internal audit fees	 -	 -	 -	 -

None of the outstanding balances are secured.

NOTE: 
The amounts in brackets indicate that the goods/services were acquired by NICO Holdings Limited from related 
parties whilst the others indicate services provided to the related parties.
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44.	C ontingent liabilities and commitments

The Group is a defendant to several cases which are outstanding in the courts of law. While liability is not admitted, 
if the defence against the actions is unsuccessful, then the Group would pay the claims including legal costs. 
Based on legal advice, the directors are of the opinion that the outcome of the action may not have material effect 
on the Group’s financial position.
	
The Group had commitments amounting to MK110 Million as at December 31, 2012 in respect of goods and 
services to be delivered to the Group.

45.	C ontingent asset

The Group has no contingent asset.

46.	E xchange and inflation rates

Exchange Rates as at 31 December 	  2012	  2011	 2010

United States Dollar (MK)	 386.1	 163.8	 150.8
United States Dollar (ZK)	 5,360.0	 5,200.0	 4,796.1 
United States Dollar (USH)	 2,660.0	 2,515.0	 2,308.3
United States Dollar (TSH)	 1,627.0	 1,597.0	 1,453.5
United States Dollar (MT)	 30.2	 -	 -
South Africa Rand (MK) 	 47.3	 20.0	 22.7
British Pound (MK)	 603.9	 252.4 	 233.7

Inflation rates as at 31 December (%) 	 34.6%	 9.8%	 6.3%

At the time of approving these financial statements, the exchange rates were as follows;

United States Dollar (MK)	 409.3	
United States Dollar (ZK)	 5,195.0	
United States Dollar (USH)	 2,640.0	
United States Dollar (TSH)	 1,627.0
United States Dollar (MT)	 30.1
South Africa Rand (MK)	  45.9	
British Pound (MK)	 636.1

At the time of approving the financial statements, the inflation rate was 34%.

47.	 Subsequent events

Subsequent to the reporting date, no events have occurred which require adjustments to or disclosures in the 
financial statements.


