


DIRECTORS’ REPORT

5.  DIVIDENDS
An ordinary dividend of 8.49 cents per share (R38,860,000) was paid from 
retained earnings during the year in respect of the year ended 28 February 2017. 

An ordinary dividend of 7.65 cents per share (R35,000,000) was paid from 
retained earnings during the year in respect of current year profits.

6.  DIRECTORS
The Directors of the Bank during the year, and to the date of issue of the report 
are as follows:
Name
Dr Malesela Motlatla	 	 (Chairman) (Independent Non-Executive)
Dr Willem van Aardt		  (Executive) (Chief Executive Officer)
Mr Corné Eksteen		  (Executive) (Chief Financial Officer)
Mr Carel van Heerden	 (Executive) (Chief Operating Officer)
Ms Ina Wilken-Jonker	 (Non-Executive)
Adv. Neville Melville		  (Independent Non-Executive)
Adv. Jasper Noeth*		  (Independent Non-Executive)
Mrs Rosetta Xaba		  (Independent Non-Executive)
Mr Robert Emslie 		  (Independent Non-Executive)
- resigned 10 March 2017
Mr Danie Brits		  (Independent Non-Executive)

*Adv. Noeth resigned from the Board on 25 May 2018 and will be replaced 
by Mr Pieter Albert Naudé, effective 1 June 2018, subject to South African 
Reserve Bank approval. 

7.  SHARE CAPITAL
There were no changes to the share capital of the Bank during the period 
under review.

8.  ACQUISITION OF LOAN BOOK
During the year ended 28 February 2018, the Bank acquired a loan book at 
fair value.

9.  APPROVAL OF ANNUAL FINANCIAL STATEMENTS
The Annual Financial Statements of Finbond Mutual Bank, set out on pages 42 
to 80, were approved by the Board on 22 June 2018 and signed by 

The Directors present their report, which forms part of the Annual Financial 
Statements of the Bank, for the year ended 28 February 2018.

The Directors are responsible for the preparation and fair presentation of the 
Financial Statements of Finbond Mutual Bank, comprising the statement of 
financial position at 28 February 2018, and the statements of comprehensive 
income, changes in equity and 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, in accordance with International 
Financial Reporting Standards and the requirements of the Mutual Banks Act 
of South Africa.

1.  INCORPORATION
Upon formal consent from the Registrar of Banks in terms of section 11(1) and 
section 13(1) of the Mutual Banks Act to establish and register a mutual bank, 
Finbond Mutual Bank commenced operations during September 2012.

2.  REVIEW OF ACTIVITIES AND OPERATIONS
Finbond Mutual Bank is a leading South African Financial Services institution 
that specialises in the design and delivery of unique value and solution-based 
savings, credit and insurance solutions tailored around depositor and borrower 
requirements rather than institutional policies and practices.

Finbond Mutual Bank conducts its business through four divisions focused on:
1.	 Lending Products (Unsecured and Secured);
2.	 Investment Products;
3.	 Transactional Banking Products; and
4.	 Property Investment Products.

Review of operations and financial results
The Financial Statements on pages 42 to 80 set out fully the financial position, 
results of operations and cash flows of the Bank for the financial year ended 
28 February 2018.

The Bank’s net profit for the reporting period amounts to R37,508,337    
(2017: R38,860,261).

3.  GOING CONCERN
The Financial Statements have been prepared on the going concern basis. 
The basis presumes that management neither intends to cease trading nor has 
reason to believe that the foreseeable future of the Bank is in doubt.

4.  EVENTS AFTER REPORTING DATE
There were no events that require reporting.

“What is the difference between an obstacle and an opportunity? 
Our attitude towards it. 

Every opportunity has a difficulty, and every difficulty has an opportunity.”
- J. Sidlow Baxter - 

Dr Malesela Motlatla	
Chairman

			    		
Dr Willem van Aardt					   
Chief Executive Officer
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Dr Willem van Aardt					   
Chief Executive Officer

INDEPENDENT AUDITOR’S REPORT

To the shareholders of Finbond Mutual Bank

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS 

OPINION
We have audited the financial statements of Finbond Mutual Bank (“the bank”) 
set out on pages 42 to 80 which comprise the statement of financial position as 
at 28 February 2018, and the statement of comprehensive income, statement 
of changes in equity, a summary of significant accounting policies and notes 
to the financial statements.

In our opinion, the financial statements present fairly, in all material respects, 
the financial position of Finbond Mutual Bank as at 28 February 2018, and its 
financial performance and cash flows for the year then ended in accordance 
with International Financial Reporting Standards.

BASIS FOR OPINION
We conducted our audit in accordance with International Standards on Auditing 
(ISAs). Our responsibilities under those standards are further described in the 
Auditor’s Responsibilities for the Audit of the Financial Statements section of our 
report. We are independent of the bank in accordance with the Independent 
Regulatory Board for Auditors Code of Professional Conduct for Registered 
Auditors (IRBA Code) and other independence requirements applicable to 
performing audits of financial statements in South Africa. We have fulfilled 
our other ethical responsibilities in accordance with the IRBA Code and in 
accordance with other ethical requirements applicable to performing audits 
in South Africa. The IRBA Code is consistent with the International Ethics 
Standards Board for Accountants Code of Ethics for Professional Accountants 
(Parts A and B). We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our opinion.

OTHER INFORMATION
The Directors are responsible for the other information. The other 
information comprises all information included in the Annual Report. The 
other information does not include the financial statements and our auditor’s 
report thereon.

Our opinion on the financial statements does not cover the other information 
and we do not express an audit opinion or any form of assurance conclusion 
thereon.

In connection with our audit of the financial statements, our responsibility 
is to read the other information and, in doing so, consider whether the 
other information is materially inconsistent with the financial statements or 
our knowledge obtained in the audit, or otherwise appears to be materially 
misstated. If, based on the work we have performed, we conclude that there 
is a material misstatement of this other information, we are required to report 
that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS FOR THE FINANCIAL STATEMENTS 
The Directors are responsible for the preparation and fair presentation of 
the financial statements in accordance with International Financial Reporting 
Standards, 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.

In preparing the financial statements, the directors are responsible for 
assessing the bank’s ability to continue as a going concern, disclosing, as 
applicable, matters related to going concern and using the going concern 
basis of accounting unless the directors either intend to liquidate the bank or 
to cease operations, or have no realistic alternative but to do so.

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT 
OF THE FINANCIAL STATEMENTS
Our objectives are to obtain reasonable assurance about whether the 
financial statements as a whole are free from material misstatement, whether 
due to fraud or error, and to issue an auditor’s report that includes our 
opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with ISAs will always detect 
a material misstatement when it exists. Misstatements can arise from fraud 
or error and are considered material if, individually or in the aggregate, they 
could reasonably be expected to influence the economic decisions of users 
taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional 
judgement and maintain professional scepticism throughout the audit. We 
also:
•	 Identify and assess the risks of material misstatement of the financial 

statements, whether due to fraud or error, design and perform audit 
procedures responsive to those risks, and obtain audit evidence that 
is sufficient and appropriate to provide a basis for our opinion. The 
risk of not detecting a material misstatement resulting from fraud is 
higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of 
internal control.

•	 Obtain an understanding of internal control relevant to the audit 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 bank’s internal control.

•	 Evaluate the appropriateness of accounting policies used and the 
reasonableness of accounting estimates and related disclosures made 
by the directors.

•	 Conclude on the appropriateness of the directors’ use of the going 
concern basis of accounting and based on the audit evidence obtained, 
whether a material uncertainty exists related to events or conditions 
that may cast significant doubt on the bank’s ability to continue as a 
going concern. If we conclude that a material uncertainty exists, we 
are required to draw attention in our auditor’s report to the related 
disclosures in the financial statements or, if such disclosures are 
inadequate, to modify our opinion. Our conclusions are based on the 
audit evidence obtained up to the date of our auditor’s report. However, 
future events or conditions may cause the bank to cease to continue as 
a going concern.

•	 Evaluate the overall presentation, structure and content of the financial 
statements, including the disclosures, and whether the financial 
statements represent the underlying transactions and events in a 
manner that achieves fair presentation.

We communicate with the directors regarding, among other matters, 
the planned scope and timing of the audit and significant audit findings, 
including any significant deficiencies in internal control that we identify 
during our audit.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
In terms of the IRBA Rule published in Government Gazette Number 39475 
dated 4 December 2015, we report that KPMG Inc. has been the auditor of 
Finbond Mutual Bank for six years.
 
KPMG
Registered  Auditor 

 Inc. 

 

Per VT Mans			   KPMG Crescent
Chartered Accountant (SA) 		  85 Empire Road
Registered Auditor 			   Parktown
Director				    Johannesburg
				    2193
22 June 2018
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20172018NoteR’000

Assets

Cash and cash equivalents                                               

Other financial assets                                                         

Unsecured loans and other advances to customers

Trade and other receivables  

Other assets

Loan to shareholder

Secured loans and other advances to customers      

Property, plant and equipment                                            

Investment property                                                               

Goodwill   

Total assets

Liabilities

Trade and other payables  

Other liabilities

Current tax payable                                                

Fixed and notice deposits                                                          

Deferred taxation   

Total liabilities

Equity

Capital and reserves

Share capital                                                               

Reserves                                                                               

Retained income

Total equity

Total equity and liabilities

 
3

4

5

7

12

8

6

9

10

11

13

12

14

15

16

17

214 427

216 351

348 493

60 931

12 803

141 020

185 389

54 105

266 771

97 965

1 598 255

64 842

10 173

9 051

1 027 114

33 897

1 145 077

457 781

(35 940)

31 337

453 178

1 598 255

 

214 883

207 359

375 157

71 090

931

172 841

203 562

48 769

278 185

97 965

1 670 742

27 016

9 529

964

1 098 609

45 094

1 181 212

457 781

(35 940)

67 689

489 530

1 670 742

STATEMENT OF FINANCIAL POSITION
for the year ended 28 February 2018
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Interest income

Interest expense

Net interest income

Fee income

Net impairment charge on loans and advances

Management fee income

Other operating income

Fair value adjustment

Operating expenses

Operating profit

Taxation

Profit after taxation 

Other comprehensive income

Total comprehensive income for the year

183 048

(108 276)

74 772

297 317

(115 783)

16 034

115 287

(21 525)

(303 563)

62 539

(25 031)

37 508

-

37 508

166 935

(100 856)

66 079

222 204

(93 967)

13 812

137 931

4 101

(290 274)

59 886

(21 026)

38 860

-

38 860

18

19

20

23

21

22

32

24

25

20172018NoteR’000

STATEMENT OF COMPREHENSIVE INCOME
for the year ended 28 February 2018
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STATEMENT OF CHANGES IN EQUITY
for the year ended 28 February 2018

Balance at 1 March 2016

Total comprehensive income for the year

Balance at 1 March 2017

Total comprehensive income for the year

Dividends

Balance at 28 February 2018

Note

Share Capital 
R’000

457 781

-

457 781

-

-

457 781

16

 (35 940)

-

(35 940)

-

-

(35 940)

17

Reserves

 450 670

38 860

489 530

37 508

(73 860)

453 178

Total Equity
Retained 
Income

28 829

38 860

67 689

37 508

(73 860)

31 337
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Cash flows from operating activities

Cash generated from operations   

Taxation paid

Net cash from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment

Sale of property, plant and equipment

Purchase of investment property

Purchase of financial assets

Sale of financial assets

Net cash from investing activities

Cash flows from financing activities

Finance lease payments

Dividends paid

Net cash from financing activities

Total cash movement for the year

Cash at the beginning of the year

Total cash and cash equivalents at end of the year*   

115 377

(28 141)

87 236

(24 240)

1 860

(10 029)

(9 074)

-

(41 483)

(2 349)

(43 860)

(46 209)

(456)

214 883

214 427

96 118

(17 482)

78 636

(9 445)

409

(8 330)

-

27 948

10 582

(1 063)

-

(1 063)

88 155

126 728

214 883

26

27

9

9

10

3

20172018NoteR’000

STATEMENT OF CASH FLOWS
for the year ended 28 February 2018

*Included in cash and cash equivalents for the year are mandatory reserve deposits to the value of R74.1 million (2017: 74.4 million) – these deposits are not 
available for the use of day-to-day operations.

4544 FINBOND MUTUAL BANK ANNUAL REPORT 2018 FINBOND MUTUAL BANK ANNUAL REPORT 2018



ACCOUNTING POLICIES

1.2  Significant judgements, estimates and sources of uncertainty
In preparing the Financial Statements, Management is required to make 
estimates and assumptions that affect the amounts represented in the Financial 
Statements and related disclosures. Use of available information and the 
application of judgement is inherent in the formation of estimates. Actual 
results in the future could differ from these estimates, which may be material to 
the Financial Statements. Estimates and underlying assumptions are reviewed 
on an ongoing basis. Revisions to accounting estimates are recognised in the 
period in which estimates are revised and in any future periods. Significant 
judgements include:

Impairment testing
Impairment losses on loans and advances
Secured and unsecured loans and advances are stated net of specific 
impairments and incurred but unidentified impairments (IBNR) provisions.

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 estimated future cash flows discounted at the asset’s original effective 
interest rate.

The estimation of allowances for impairments is inherently uncertain and 
depends on many factors, including general economic conditions, structural 
changes within industries, changes in individual customer circumstances and 
other external factors such as legal requirements, regulatory specifications and 
governmental policy changes.

The Bank reviews its secured and unsecured loan portfolios to assess 
impairment on a monthly basis. In determining whether an impairment loss 
should be recorded in profit or loss, the Bank makes judgements as to whether 
there are any observable data indicating that there is a measurable decrease 
in the estimated future cash flows from a portfolio of loans (known as loss 
events) 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, 
a breach of contract such as a default or delinquency in payment for an 
individual borrower, or local economic conditions that correlate with defaults 
on assets in that group (e.g. strike action).

Management uses estimates based on industry trends as well as historical loss 
experience for assets with similar credit risk characteristics for both identified 
impairment as well as incurred but unidentified impairment. 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. Judgemental and non-judgemental 
inputs are required in estimating future cash flows.

Appropriate allowances for impairments are recognised in profit or loss when 
there is objective evidence that the asset is impaired. The allowance recognised 
is measured as the difference between the asset’s carrying amount and the 
present value of estimated future cash flows discounted at the effective interest 
rate computed at initial recognition. Refer to note 5 and note 6.

In addition to impairment estimates for assets with recognised objective 
evidence of impairment, estimates are made for impairments associated with 
assets that are impaired but for which objective evidence of impairment is not 
yet available. Estimates are based primarily on industry trends for this class of 
impairment.

Loan write-offs
Client balances (and the related impairment allowances accounts) are fully 
impaired at the earliest of when:
•	 Any part of the loan is over 150 days and no payment has been received 

within 90 days; or
•	 Legal handover is formally pursued by way of specific relief sought from 

the courts.

1.  PRESENTATION OF ANNUAL FINANCIAL STATEMENTS
Finbond Mutual Bank (“the Bank”) is a Mutual Bank with a Mutual Banking 
license from the South African Reserve Bank. The Bank is domiciled in South 
Africa.

The Financial Statements have been prepared in accordance with International 
Financial Reporting Standards (IFRS) as issued by the International Accounting 
Standards Board (IASB), the SAICA Financial Reporting Guides as issued by the 
Accounting Practices Committee and Financial Reporting Pronouncements as 
issued by the Financial Reporting Standards Council.

Unless otherwise stated, the accounting policies are consistent with those 
adopted in the prior year.

The Financial Statements have been prepared on the historical cost basis, 
except for the following items carried at fair value:
•	 Investment properties
•	 Written-off portfolio
•	 Financial assets at fair value through profit or loss.

The Financial Statements are presented in South African Rand (ZAR), which is 
the functional currency of the Bank. 

All amounts have been rounded to the nearest thousand, except where 
indicated differently.

The preparation of Financial Statements in conformity with IFRS requires the 
use of certain critical accounting estimates. It also requires Management 
to exercise its judgement in the process of applying the Bank’s accounting 
policies. The areas involving a higher degree of judgement or complexity, 
or areas where assumptions and estimates are significant to the Financial 
Statements, are disclosed in policy 1.2.

1.1  Business combinations
The Bank accounts for business combinations using the acquisition method 
when control is transferred to the Bank. The consideration transferred in the 
acquisition is measured as the aggregate of the fair values of assets given, 
liabilities incurred and equity instruments issued. Any goodwill that arises is 
tested annually for impairment.

Transaction costs are expensed as incurred, except if it relates to the issue of 
debt or equity instruments.

At acquisition, the Bank assesses the classification of the acquiree’s assets and 
liabilities and reclassifies them where the classification is inappropriate for the 
Bank’s purposes. This excludes lease agreements and insurance contracts for 
which items classification remains as per their inception date.

Non-controlling interests arising from a business combination, which are 
present ownership interests and entitle their holders to a proportionate share 
of the entity’s net assets in the event of liquidation, are measured either at the 
present ownership interests’ proportionate share in the recognised amounts 
of the acquiree’s identifiable net assets or at fair value. The treatment is 
not an accounting policy choice but is selected for each individual business 
combination and disclosed in the note for business combinations. All other 
components of non-controlling interests are measured at their acquisition-date 
fair values unless another measurement basis is required by IFRS.

Goodwill is determined as the consideration paid, plus the fair value of any 
shareholding held prior to obtaining control, plus non-controlling interest and 
less the fair value of the identifiable assets and liabilities of the acquiree. If the 
cost of acquisition is less than the fair value of the net assets of the subsidiary 
acquired, the difference is recognised directly in profit or loss as a gain on a 
bargain purchase.

4746 FINBOND MUTUAL BANK ANNUAL REPORT 2018 FINBOND MUTUAL BANK ANNUAL REPORT 2018



Investment property is initially recognised at cost. Transaction costs are 
included in the initial measurement.

Costs include costs incurred initially and costs incurred subsequently to add to 
or replace a part of or to service a property. If a replacement part is recognised 
in the carrying amount of the investment property, the carrying amount of the 
replaced part is derecognised. Property interests held under operating leases 
are not classified or accounted for as investment property. Investment property 
comprises land and non-owner occupied buildings held to earn rentals and 
for capital appreciation.

Investment property is subsequently measured at fair value based on an 
independent valuation performed annually. A gain or loss arising from a 
change in fair value is included in net profit or loss for the period in which it 
arises.

Transfers to or from investment property are made when there is a change in use 
from investment property to owner-occupied property. The investment property 
will be carried at fair value up to the date of change in use and derecognised. 
After derecognition, owner-occupied property will be recognised as property in 
accordance with the policies for property, plant and equipment. The fair value 
at the date of change in use would be the cost for the purpose of accounting 
for the owner-occupied property.

1.4  Property, plant and equipment
The cost of an item of property, plant and equipment is recognised as an asset 
when it is probable that future economic benefits associated with the item will 
flow to the Bank and the cost of the item can be measured reliably.

Property, plant and equipment are initially measured at cost and is subsequently 
carried at cost less accumulated depreciation and any impairment losses.

Costs include costs incurred initially to acquire or construct an item of property, 
plant and equipment and costs incurred subsequently to add to, replace part 
of or service it. If a replacement cost is recognised in the carrying amount of 
an item of property, plant and equipment, the carrying amount of the replaced 
part is derecognised.

Property, plant and equipment are depreciated on the straight line basis over 
their expected useful lives to their estimated residual value.

The useful lives of items of property, plant and equipment have been assessed 
as follows:
Item			   Average useful life
Property			   Not depreciated
Furniture and fixtures		 6 years
Motor vehicles		  5 years
Office equipment (including leased)	 6 years 
IT equipment		  3 years
Computer software		  2 years
Leasehold improvements	 6 years

The residual value, useful life and depreciation method of assets are reviewed 
at the end of each reporting period. If the expectations differ from previous 
estimates, the change is accounted for as a change in accounting estimate.

Each component part of an item of property, plant and equipment with a 
cost that is significant in relation to the total cost of the item is depreciated 
separately. Subsequent expenditure is included in the asset’s carrying amount 
or is recognised as a separate asset, as appropriate, only when it is probable 
that future economic benefits will flow to the Bank and the cost of the item can 
be measured reliably. Repairs and maintenance are charged to the statement 
of comprehensive income in the period in which the expense is incurred.

The Bank reviews and tests the carrying value of property, plant and equipment 
when events or changes in circumstances suggest that the carrying amount 
may not be recoverable. Assets are grouped at the lowest level for which 

Carrying value of the written-off portfolio
In accordance with the policies and procedures governing the Bank, overdue 
debtors are written off and attorneys are instructed to collect the written-off 
debts as governed by, inter alia, the National Credit Act of 2005 and the 
Magistrates’ Court Act of 1944. Management estimated future recoveries 
in reviewing the carrying value of the written-off portfolio to be recognised 
in loans and advances based on historical trends. Management used the 
Discounted Cash Flow methodology to value the written-off portfolio by:
•	 Estimating future cash flows expected from collection efforts on the 

written-off portfolio;
•	 Estimating an appropriate discount rate based on the cost of equity; and
•	 Determining the net present value by discounting the expected future 

cash flows using the estimated discount rate.

Estimated future cash flows have been discounted at an appropriate discount 
rate to determine the present value of the cash flows.

Impairment of goodwill and intangible assets
The recoverable amounts of cash-generating units and individual assets have 
been determined based on the higher of value-in-use calculations and fair 
values less costs to sell. These calculations require the use of estimates and 
assumptions. It is reasonably possible that the assumption may change, which 
may impact estimations and may then require adjustments to the carrying 
value of goodwill and intangible assets.

The Bank reviews and tests the carrying value of assets when events or changes 
in circumstances suggest that the carrying amount may not be recoverable. 
In addition, goodwill is tested on an annual basis for impairment. Assets 
are grouped at the lowest level for which identifiable cash flows are largely 
independent of cash flows of other assets and liabilities. If there are indications 
that impairment may have occurred, estimates are prepared of expected future 
cash flows for each group of assets.

Expected future cash flows used to determine the value-in-use of goodwill 
and intangible assets are inherently uncertain and could materially change 
over time. They are significantly affected by a number of factors, including 
NCR regulations and supply and demand for loans, together with economic 
factors such as inflation and interest rates. For further details about the Bank’s 
goodwill, refer to note 11.

Fair value adjustments of investment property
Although property is considered a low risk asset over the long term, investors 
are reminded that significant short- and medium-term risk factors are inherent 
in the asset class. Investments in property are relatively illiquid and usually 
more difficult to realise than listed equities or bonds, which restricts the Bank’s 
ability to realise value in cash in the short term.

The property valuations in this period have been prepared in a period of market 
uncertainty. The current turmoil in the world’s financial markets has resulted 
in commercial and residential properties selling in much reduced quantities 
with virtually little or no market activity in some areas. The lack of market 
activity and the resulting lack of market evidence means that it is generally not 
possible to value with as high a degree of certainty as would be the case in 
a more stable market with a higher, active level of market evidence. The best 
evidence of fair value is current prices in an active market for similar property 
investments, which emphasises that fair value reflects the best available use 
of an asset class (in this case investment property). In obtaining evidence to 
support fair value, the Bank has gone to great lengths to obtain and consider 
information from a variety of sources.

For further details about the Bank’s investment property refer to note 10.

1.3  Investment property
Investment property is recognised as an asset only when it is probable that the 
future economic benefits that are associated with the investment property will 
flow to the enterprise and the cost of the investment property can be measured 
reliably.
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Financial assets
Financial assets comprise cash and cash equivalents, other financial assets, 
unsecured and secured loans and other advances, other receivables and loans 
to Group companies.

The Bank classifies financial assets as loans and receivables, held-to-maturity 
and held for trading.

Loans and receivables
Loans and receivables include unsecured and secured loans and advances, 
trade and other receivables and loans to Group companies.

Loans and receivables are subsequently measured at amortised cost using the 
effective interest method.

The carrying amount of the asset is reduced through the use of an allowance 
account, and the amount of the loss is recognised in profit or loss within 
operating expenses. When a trade receivable is uncollectable, it is written off 
against the allowance account for trade receivables. Subsequent recoveries 
of amounts previously written off are credited against operating expenses in 
profit or loss.

Cash and cash equivalents
Cash and cash equivalents comprise balances with less than twelve months’ 
maturity from date of acquisition, including cash on hand, demand deposits 
and other highly liquid investments that are readily convertible to a known 
amount of cash and are subject to an insignificant risk of changes in value. 
Cash and cash equivalents are measured at amortised cost and approximate 
fair value due to their short-term nature.

Bank overdraft represents balances owed to banking institutions with less than 
twelve months’ repayment terms.

Other financial assets
Designated as at fair value through profit or loss
A financial asset is designated as at fair value through profit or loss upon 
initial recognition to the extent it produces more relevant information because 
it forms part of a group of assets which is managed. Its performance is 
evaluated on a fair value basis in accordance with the Bank’s documented risk 
management or investment strategy, and information about the grouping is 
provided internally to Management on that basis. Subsequent gains and losses 
arising from changes in fair value are recognised in profit or loss.

Held-for-trading financial assets
A financial asset is classified as held-for-trading if it has been acquired or 
incurred principally for the purpose of selling or repurchasing in the near term, 
or on initial recognition it is part of an identified portfolio of identifiable financial 
instruments that are managed together and for which there is evidence of a 
recent actual pattern of short-term profit-taking.

Subsequent gains and losses arising from changes in fair value are recognised 
in profit or loss.

Held-to-maturity financial assets
If the Bank has the positive intent and ability to hold debt securities to maturity, 
then such financial assets are classified as held-to-maturity. These financial 
assets are initially measured at fair value plus direct transaction costs.

Held-to-maturity investments are measured at amortised cost using the effective 
interest method, less any impairment.

Fair value determination
Fair value is the price that would be received to sell an asset or paid to 
transfer a liability in an orderly transaction between market participants at 
measurement date.

The fair values of quoted investments are based on current bid prices. If the 
market for a financial asset is not active (as for unlisted securities), the Bank 

identifiable cash flows are largely independent of  cash flows of other assets 
and liabilities. If there are indications that impairment may have occurred, 
estimates are prepared of expected future cash flows for each group of assets.

The gain or loss arising from the derecognition of an item of property, plant 
and equipment is included in profit or loss when the item is derecognised. The 
gain or loss arising from the derecognition of an item of property, plant and 
equipment is determined as the difference between the net disposal proceeds, 
if any, and the carrying amount of the item.

1.5  Goodwill
Goodwill
Goodwill arising on the acquisition of a business is carried at cost as established 
at the date of acquisition of the business, less accumulated impairment losses, 
if any.

Goodwill is not amortised but it is tested for impairment annually, by an 
independent valuator, or more frequently if events or changes in circumstances 
indicate that it might be impaired. If goodwill is assessed to be impaired, that 
impairment is not subsequently reversed.

For the purposes of impairment testing, goodwill is allocated to each of the 
Bank’s cash-generating units that are expected to benefit from the synergies 
of the combination.

Internally generated goodwill is not recognised as an asset. 

1.6  Interest-free loans granted
Interest-free group loans with no fixed maturities are carried at cost net of 
impairments.

1.7  Financial instruments
Financial instruments are recognised initially when the Bank becomes a party 
to the contractual provisions of the instruments.

The Bank classifies financial instruments, or their component parts, on initial 
recognition as a financial asset, a financial liability or an equity instrument in 
accordance with the substance of the contractual arrangement.

Investments are recognised and derecognised on a trade date basis where 
the purchase or sale of an investment is under a contract whose terms require 
delivery of the investment within the timeframe established by the market 
concerned. These investments are measured initially and subsequently at fair 
value. Gains and losses arising from changes in fair value are recognised in 
profit or loss, until the security is disposed of or is determined to be impaired, 
at which time the gain or loss is included in the profit or loss for the period.

Financial assets are derecognised when rights to receive cash flows from the 
financial asset have expired or where the Bank has transferred substantially 
all risks and rewards of ownership. The Bank derecognises financial liabilities 
when its contractual obligations are discharged or cancelled, or expire.

Financial instruments are measured initially at fair value. For financial 
instruments which are not at fair value through profit or loss, transaction costs 
are included in the initial measurement of the instrument. Transaction costs 
on financial instruments at fair value through profit or loss are immediately 
recognised in profit or loss.

Equity instruments
An equity instrument is any contract that evidences a residual interest in the 
assets of an entity after deducting all of its liabilities. Equity instruments issued 
by the Bank are recorded at the proceeds received, net of direct issue costs.

Financial liabilities
Financial liabilities, comprising of trade and other payables, deposits received 
from customers, other financial liabilities and loans from Group companies 
are measured at amortised cost using the effective interest method, with 
interest expense recognised on an effective yield basis.
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Deferred tax
Deferred taxation is recognised using the balance sheet method in respect of 
temporary differences between the amount of an asset or liability used for tax 
purposes and its balance sheet carrying amount. 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 statement of financial position date. 

The following temporary differences are not provided for: initial recognition of 
goodwill, the initial recognition of assets or liabilities in a transaction that is not 
a business combination and that affects neither accounting nor taxable profit, 
and differences relating to investments in subsidiaries to the extent that the 
Bank is able to control the timing of the reversal and will probably not reverse 
in the foreseeable future.

Deferred taxation is charged to the income statement except to the extent that 
it relates to a transaction that is recognised directly in equity, or a business 
combination that is an acquisition. The effect on deferred taxation of any 
changes in tax rates is recognised in the income statement, except to the extent 
that it relates to items previously charged or credited directly to equity.

A deferred taxation asset is recognised to the extent that it is probable that 
future taxable profits will be available against which the associated unused tax 
losses and deductible temporary differences 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 benefit will be realised.

Deferred tax assets and liabilities are offset when there is a legally enforceable 
right to set off current tax assets against current tax liabilities and when they 
relate to income taxes levied by the same taxation authority and the Bank 
intends and has the ability to settle its current tax assets and liabilities on a net 
basis.

1.9  Leases
A lease is classified as a finance lease if it transfers substantially all the risks and 
rewards incidental to ownership. A lease is classified as an operating lease if it 
does not transfer substantially all the risks and rewards incidental to ownership.

Finance leases – lessee
Finance leases are recognised as assets and liabilities in the statement of 
financial position at amounts equal to the fair value of the leased property or, 
if lower, the present value of the minimum lease payments. 

The corresponding liability to the lessor is included in the statement of financial 
position as a finance lease obligation.

The discount rate used in calculating the present value of the minimum lease 
payments is the interest rate implicit in the lease. The lease payments are 
apportioned between the finance charge and reduction of the outstanding 
liability. The finance charge is allocated to each period during the lease term so 
as to produce a constant periodic rate on the remaining balance of the liability.

Operating leases – lessor
Operating lease income is recognised as income on a straight line basis over 
the lease term. There are no lease incentives recognised as an integral part 
of lease payments. Income from leases is disclosed under other microfinance 
income in profit or loss.

Operating leases – lessee
Operating lease payments are recognised as an expense on a straight line 
basis over the lease term. The difference between the amounts recognised as 
an expense and the contractual payments is recognised as an operating lease 
asset. This liability is not discounted.

establishes fair value by using valuation techniques that maximise the use 
of relevant observable inputs and minimise the use of unobservable inputs. 
These include the use of recent arm’s length transactions, reference to other 
instruments that are substantially the same, discounted cash flow analysis and 
option pricing models making maximum use of market inputs and relying as 
little as possible on entity-specific inputs.

The Bank classifies fair value measurements using a fair value hierarchy that 
reflects the significance of the inputs used in making the measurements. The 
fair value hierarchy has the following levels:
•	 Quoted prices (unadjusted) in active markets for identical assets or 

liabilities (Level 1);
•	 Inputs other than quoted prices included within Level 1 that are observable 

for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. 
derived from prices) (Level 2); and

•	 Inputs for the asset or liability that are not based on observable market 
data (unobservable inputs) (Level 3).

The level in the fair value hierarchy within which the fair value measurement is 
categorised in its entirety is determined on the basis of the lowest level input 
that is significant to the fair value measurement in its entirety. For this purpose, 
the significance of an input is assessed against the fair value measurement 
in its entirety. If a fair value measurement uses observable inputs that require 
significant adjustment based on unobservable inputs, the measurement is a 
Level 3 measurement. Assessing the significance of a particular input to the 
fair value measurement in its entirety requires judgement, considering factors 
specific to the asset or liability.

Fair value determination as included in the measurement and disclosure 
requirements of IFRS 13 is applicable to all elements of the statement of 
financial position, and not only to financial instruments.

Effective interest method
The effective interest method is a method of calculating the amortised cost of 
a financial asset or a financial liability and of allocating interest income over 
the relevant period. The effective interest rate is the rate that exactly discounts 
estimated future cash receipts (including all fees on points paid or received that 
form an integral part of the effective interest rate, transaction costs and other 
premiums or discounts) through the expected life of the financial asset, or, 
where appropriate, a shorter period.

Offsetting financial instruments
Financial assets and liabilities are offset and the net amount is reported in the 
statement of financial position when there is a current legally enforceable right 
to offset the recognised amounts and there is an intention to settle on a net 
basis, or to realise the asset and settle the liability simultaneously. 

1.8  Taxation
Income tax
Income taxation comprises current and deferred tax. Income tax expense is 
recognised in profit or loss except to the extent that it relates to items recognised 
directly in equity, in which case it is recognised in equity or other comprehensive 
income.

Current taxation
Current taxation comprises tax payable or receivable calculated on the basis 
of the expected taxable income for the year, using the tax rates enacted or 
substantially enacted at the reporting date, and any adjustment of tax payable 
for previous years. Taxable profit or loss differs from profit/loss as reported 
in the statement of comprehensive income as it excludes items of income 
or expense that are taxable or deductible in other years in determination of 
taxable profit or loss (temporary differences), and it further excludes items that 
are never taxable or deductible (non-temporary differences).
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1.13  Interest expense
Interest expense is recognised for all instruments measured at amortised cost, 
in profit or loss, using the effective interest method.

1.14  Common control reserve
The common control reserve is comprised of the difference between the value 
of shares issued by Finbond Mutual Bank and the net asset value of assets and 
liabilities transferred from Finbond Group Limited to Finbond Mutual Bank as 
part of a common control transaction on 1 September 2012.

1.15  Card stock
Card stock held are carried at the lower of cost and net realisable value. Cost 
is determined using the first-in-first-out method. Net realisable value is the 
estimated selling price in the ordinary course of business, less the estimated 
costs of completion and applicable variable selling expenses.

2.  NEW STANDARDS AND INTERPRETATIONS
2.1 Standards and interpretations early adopted
The Bank has chosen not to early adopt any standards and interpretations not 
yet effective in the reporting period.

2.2 Standards and interpretations not yet effective
A number of new standards, amendments to standards and interpretations 
are effective for annual periods beginning on or after 1 March 2018, and 
have not been applied in preparing these consolidated and separate Financial 
Statements. Those which may be relevant to the Bank are set out below. The 
Bank do not plan to adopt these standards early. These will be adopted in the 
period that they become mandatory unless otherwise indicated:

IFRS 15 Revenue from contracts with customers
This standard replaces IAS 11 Construction Contracts, IAS 18 Revenue, IFRIC 
13 Customer Loyalty Programmes, IFRIC 15 Agreements for the Construction 
of Real Estate, IFRIC 18 Transfer of Assets from Customers and SIC-31 Revenue 
– Barter of Transactions Involving Advertising Services.

The standard contains a single model that applies to contracts with customers 
and two approaches to recognising revenue: at a point in time or over time. 
The model features a contract-based five-step analysis of transactions to 
determine whether, how much and when revenue is recognised.

This new standard may have an impact on the Bank, which will include a 
possible change in the timing of when revenue is recognised and the amount 
of revenue recognised. The Bank is currently in the process of performing a 
more detailed assessment of the impact of this standard and will provide more 
information in the Financial Statements for the year ending 28 February 2019.

The standard is effective for annual periods beginning on or after 1 January 
2018, with early adoption permitted under IFRS.

IFRS 9 Financial Instruments (IFRS 9)
On 24 July 2014, the IASB issued the final IFRS 9 Financial Instruments 
Standard, which replaces the earlier versions of IFRS 9 and completes the 
IASB’s project to replace IAS 39 Financial Instruments: Recognition and 
Measurement (IAS 39).

This standard is effective for annual periods on or after 1 January 2018  with 
retrospective application, with early adoption permitted. The Bank intends 
adopting IFRS 9 with effect 1 March 2018. As permitted by the transitional 
provisions of IFRS 9, the Bank has elected not to restate comparative figures. 
Any adjustments to the carrying amount of Financial Assets and Financial 
Liabilities will be recognised inn equity (opening retained earnings and other 
reserves) at 1 March 2018.

Classification and Measurement
This standard includes changes in the classification and measurement bases 
of the Bank’s financial assets to amortised cost, fair value through other 
comprehensive income or fair value through profit or loss. Even though 
these categories are similar to IAS 39, the criteria for classification into these 
categories are significantly different.

The asset recognised as part of the operating lease is accounted for in 
accordance with the policies applicable to property, plant and equipment.

Any contingent rents are expensed in the period during which they are incurred.

1.10  Share capital and equity
Ordinary shares are classified as equity.

Dividends on ordinary shares are recognised in equity in the period in which 
they have been approved by the Bank’s directors. Dividends for the year that 
are declared after the statement of financial position date are dealt with in the 
Directors’ Report.

1.11  Employee benefits
Short-term employee benefits
The costs of short-term employee benefits (those payable within 12 months 
after the service is rendered, such as paid vacation leave and bonuses) 
are recognised in the period in which the service is rendered and are not 
discounted.

The expected cost of compensated absences is recognised as an expense 
and associated liability as the employees render services that increase their 
entitlement or, in the case of non-accumulating absences, when the absence 
occurs. The expected cost of bonus payments is recognised as an expense 
when there is a legal or constructive obligation to make such payments as a 
result of past performance.

Defined contribution plans
Payments to defined contribution provident benefit plans are charged as an 
expense as they fall due.

1.12  Revenue
Revenue is measured at the fair value of the consideration received or 
receivable and represents the amounts receivable for services provided in 
the normal course of business, net of value added tax. Interest revenue is 
recognised in profit or loss, for all interest bearing instruments on an accrual 
basis using the effective interest method. For further details about interest 
revenue, refer to accounting policy 1.7.

Service fees (part of fee income) included in the price of the product are 
recognised as revenue over the period during which the service is performed.

Initiation fees (part of fee income), being the portion of the loan origination fees 
that relates to the creation of the financial asset, are deferred and recognised, 
in profit or loss, in a pattern consistent with the effective interest method on 
the original loan.

Management fee income is earned in terms of the Finbond Group’s transfer 
pricing policy for the provision of support and administrative services to Group 
companies. 

Royalty revenue is earned on the rental of the Bank’s intellectual property, 
consisting of trademarks, copyright and know-how.

Commission revenue is earned in respect of customers referred to third party 
value added service providers.

Rental revenue (part of other operating income) is recognised on a straight 
line basis over the term of the lease contract. Interest revenue is recognised 
in profit or loss, for all interest bearing instruments on an accrual basis using 
the effective interest method. For further details about interest revenue, refer to 
accounting policy 1.7.

Operating profit
Operating profit is defined as the residual profit or loss from all operations 
before accounting for tax, dividends and non-trading items and has been 
consistently applied in the consolidated and separate Financial Statements.
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