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NBM DEVELOPMENT BANK LIMITED
DIRECTORS’ REPORT
For the year ended 31 December 2022

The directors have pleasure in submitting their report together with the financial statements of NBM
Development Bank Limited for the year ended 31 December 2022.

SHARE CAPITAL

The issued and paid up share capital of the Bank is 1,584,000,000 Ordinary shares K1 each (2021:
84,000,00 Ordinary shares K1 each). The Bank is wholly owned subsidiary of National Bank of Malawi plc,
a financial service group listed on the Malawi Stock Exchange. The ultimate holding company is Press
Corporation ple, which is also listed on the Malawi Stock Exchange.

NATURE OF BUSINESS

The main business of the Bank is lending. The Banks’s principal place of business is National Bank of
Malawi Towers, 7 Henderson Street, Blantyre, Malawi.

CORPORATE GOVERNANCE

The Board is responsible for the governance of the Bank. To this effect, the Board has put in place a robust
framework of promoting strong corporate governance principles within the Group. Each Director of the
Board has sufficient, knowledge, skills, competencies and experience to ensure that the Board meets its
strategic goals which are for the benefit of shareholders, customers, employees and the society in which the
Bank operates. The Bank therefore embraces best practices in corporate governance as enshrined under the
Companies Act, 2013, The Malawi Code 11, Reserve Bank of Malawi Corporate Governance Requirements
for Development Finance Institutions and other applicable financial services laws. The Bank complied with
all the requirements set out in the aforementioned code and statutory instruments.

The Board has two subcommittees namely; Credit and Investment Committee and Finance and Audit
Committee. The committees act as preparatory committees for the Board of Directors. The tasks of the
committees together with the Board are laid out in charters for each committee, which are reviewed at least
once a year to keep them up to date, relevant and understandable to all its members. All the subcommittees
are chaired by a non-executive director. The company secretary provides to the committees and the Board
as a whole detailed guidance as to how their responsibilities should be discharged in the best interest of the
Bank and in compliance with laws, regulations and, corporate governance guidelines.

RESULTS AND DIVIDENDS

The directors report a profit after tax for the year of K301million (2021: K28.6 million).
DIRECTORS

The following directors and company secretary served in office during the year:

Mr. Macfussy Kawawa - Chairman - All year
Mr. H. N. Jiya - Director - All year
Mr. M. N. Katsala - Director - All year
Mr. Kassim Aroni - Director - All year
Mr. F. Muula - Director - Allyear
Mr. A.C.E. Sukasuka - Director - All year
Mrs C. Khofi - Director - 3 November 2022

Mrs. M. Mulele - Company Secretary



NBM DEVELOPMENT BANK LIMITED
DIRECTORS’ REPORT (Continued)
For the year ended 31 December 2022

AUDITORS

The auditors, Deloitte, have signified their willingness to continue in office and a resolution is to be
proposed at the forthcoming Annual General Meeting in relation to their appointment as auditor in respect
of the year ending 31 December 2023.

CHAIRMAN: >
DIRECTOR: )

F VR e————"
DATE: 23 Meuwcth 20323




NBM DEVELOPMENT BANK LIMITED
STATEMENT OF DIRECTORS’ RESPONSIBILITIES
For the year ended 31 December 2022

The Companies Act, requires the directors to prepare financial statements for each financial period
which give a true and fair view of the state of affairs of the Bank as at the end of the financial year
and of the operating results for that year.

The Act also requires the directors to ensure the Bank keeps proper accounting records which disclose
with reasonable accuracy at any time the financial position of the Bank and enable them to ensure that
the financial statements comply with the Companies Act.

In preparing the financial statements the directors accept responsibility for the following:

e  Maintenance of proper accounting records;

e  Selection of suitable accounting policies and consistent application thereof;

e  Making judgements and estimates that are reasonable and consistently applied;

e  Compliance with applicable accounting standards when preparing financial statements; and

e  Preparation of financial statements on a going concern basis unless it is inappropriate to presume
that the Bank will continue in business in the foreseeable future.

The directors also accept responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the Bank and to maintain adequate systems of internal control to prevent and

detect fraud and other irregularities.

The directors are of the opinion that the financial statements give a true and fair view of the state of
the financial affairs of the Bank and of its operating results.

CHAIRMAN: | -

DIRECTOR: { /

DATE: 77 Wacce 1024
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INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF
NBM DEVELOPMENT BANK LIMITED

Opinion

We have audited the financial statements of NBM Development Bank Limited set out on pages 8 to 39,
which comprise the statement of financial position as at 31 December 2022, and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then ended,
and the notes to the financial statements including a summary of significant accounting policies.

In our opinion, the financial statements give a true and fair view of the financial position of the Bank as at 31
December 2022, and of its financial performance and cash flows for the year then ended in accordance with
International Financial Reporting Standards (IFRSs) and in the manner required by the Companies Act.

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 International Code
of Ethics for Professional Accountants (including International Independence Standards) (IESBA Code) and
other independence requirements applicable to performing audits of financial statements in Malawi. We have
fulfilled our other ethical responsibilities in accordance with these requirements and ITESBA code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the financial statements of the current year. These matters were addressed in the context of our audit
of the financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.
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Partners: NT Uka VW Beza CA Kapenda
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ey Audit Matter How the matter was addressed in the audit

The Bank exercises significant judgement
using subjective assumptions over both when
and how much to record Expected Credit
Losses, and estimation of the amount of the
impairment provision for loans and advances.

Key areas of judgment included:

e The identification of exposures with
a significant deterioration in credit
quality and the significance of the
judgements used in classifying loans
and advances into various stages
stipulated in IFRS 9 Financial
Instruments. Staging of loans and
advances is a significant component
in determining the Expected Credit
Losses (ECL) as such inaccurate
staging may have a significant
impact on ECL output. Due to the
size of the loan book, all the loans
were determined to be significant in
determination of the ECL; and

e  Assumptions used in the ECL model
such as expected future cash flows
arising from collateral values.

As at 31 December 2022, the gross loans and
advances to customers were K4.621 billion
against which Expected Credit Losses of
K59.4 million were recorded. This is
disclosed in note 8 (Loans and advances to
customers) to the financial statements. The
Expected Credit Losses policy is presented
in accounting policies in note 3 to the
financial statements. Loans and advances are
stated at amortised cost net of identified
impairments.

We therefore consider this as a key audit
matter.

With respect to staging of loans and advances, our audit
procedures comprised the following:

e We checked the design and implementation of controls
around staging;

e We obtained an understanding of the Bank's staging
criteria;

e We assessed management's criteria for appropriateness
and completeness against the requirements of IFRS 9
Financial Instruments and other relevant regulatory
guidance;

e  We checked accuracy and completeness of data used in
staging; and

e We determined an appropriate sample and checked if the
loans and advances have been correctly staged based on
the Bank’s accounting policy and IFRS 9 requirements.

For expected future cash flows arising from collateral, we
performed the following procedures:

e We obtained an understanding of how the Bank
incorporates collateral in its ECL model;

e For selected loans, we checked if the collateral values that
have been used reflect the current market conditions and
whether these were based on recent valuations;

e We checked whether the Bank had a valid charge over the
collateral that was used and also whether the collaterals
were recently inspected, where necessary;

e We obtained management calculation of the haircuts that
were applied on the collateral and checked the calculation
for accuracy; and

e We further checked if the information that was used in the
haircut calculation was complete and accurate by
reference to transactions data on recent enforcements.

We found that the staging classification and the collaterals which
were used in determining Expected Credit Losses against loans
and advances were appropriate and that the impairment loss
recognised in the financial statements was reasonable and
complied with IFRS 9 Financial instruments.



Other Information

The directors are responsible for the other information. The other information comprises the Directors’
Report and the Statement of Directors’ Responsibilities, as required by the Companies Act of Malawi, which
we obtained prior to the date of this auditor’s 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 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 on the other information that we obtained prior to the date of this
auditor’s report, 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.

Directors’ Responsibilities for the Financial Statements

The directors are responsible for the preparation and fair presentation of the financial statements that give a
true and fair view in accordance with International Financial Reporting Standards and the requirement of
Companies Act, and for such internal control as they 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 [SAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

o 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;

e  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;

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management;



Auditor’s Responsibilities for the Audit of the Financial Statements (Continued)

Conclude on the appropriateness of management’s 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; and

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.

From the matters communicated with the directors, we determine those matters that were of most
significance in the audit of the financial statements of the current period and are therefore the key audit

matters.

We describe these matters in our auditor’s report unless law or regulation precludes public

disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

T Lot

Chartered Accountants
Nkondola Uka

Partner

31 March 2023



NBM DEVELOPMENT BANK LIMITED
STATEMENT OF FINANCIAL POSITION
As at 31 December 2022

2022 2021

Notes K’000 K’000
ASSETS
Non-current assets
Property and equipment 5 7 877 10 196
Intangible assets 6 219 847 28 794
Right of use asset 7 44 549 15 647
Loans and advances to customers 8 4150 287 2036113
Deferred tax asset 17.3 4 958 5038
Total non-current assets 4427518 2095 788
Current assets
Loans and advances to customers 8 411 536 201 374
Other assets 9 25910 7723
Investments - money market deposits 10 2550 848 327 003
Income tax recoverable 16.2 47 139 81 197
Bank balances and cash 11.1 116 107 7964
Total current assets 3151 540 625 261
TOTAL ASSETS 7579 058 2 721 049
EQUITY AND LIABILITIES
Equity
Share capital 1 584 000 84 000
Share premium 807 974 807 974
Retained earnings 2037578 1733 457
Total equity 4 429 552 2 625431
Non-current liabilities
Borrowings 13 2251 845 -
Lease liability 7 40302 5723
Total non-current liabilities 2292 147 5723
Current liabilities
Lease liability 7 11077 16 620
Borrowings 13 750 615 -
Trade and other payables 12 95 667 61 573
Bank overdraft 11.1 - 11702
Total current liabilities 857 359 89 895
TOTAL EQUITY AND LIABILITIES 7579 058 2721049

The financial statements were approved and authorised for issue by the Board of Directorg off 23 March 2023 and
were signed on its behalf by:

C"j"_&“ S e Q

Chairman Director d




NBM DEVELOPMENT BANK LIMITED
STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2022

2022 2021
Notes K’000 K’000

Income
Interest income 14 918 894 415771
Other income 15 79 584 5876
Total income 998 478 421 647
Expenditure
Staff costs 16.1 (277 141) (285 957)
Operating costs 16.2 (179 255) (108 643)
Depreciation and amortisation 5,6&7 (13 415) (10339)
Finance cost (57 617) -
Total expenditure (527 428) (404 939)
Profit before net impairment of financial assets 18 471 050 16 708
Impairments loss on financial assets (31 420) (20 013)
Profit/ (loss) before tax 439 630 (3 305)
Income tax (charge) /credit 17.1 (135 509) 31940
Profit for the year 304121 28635

There were no items of other comprehensive income during the year (2021: Nil).



NBM DEVELOPMENT BANK LIMITED
STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2022

Share
capital
2022
Balances as at the beginning of the year 84 000
Share capital issue 1500 000
Profit for the year =
At end of the year 1 584 000
2021
Balances as at the beginning of the year 84 000
Profit for the year -
At end of the year 84 000

ANALYSIS OF SHARE CAPITAL

Authorised issued and fully paid
84 000 000 Ordinary shares of K1 each
1 500 000 000 Ordinary shares of K1 each

Total share capital

Share Retained
premium earnings Total
K’000 K’000 K’000
807974 1 733 457 2625431
= “ 1 500 000
- 304 121 304 121
807 974 2 037 578 4 429 552
807 974 1704 822 2 596 796
- 28 635 28 635
807 974 1733 457 2625431
2022 2021
K’000 K000
84 000 84 000
__ 1500000 -
1584000 __ 84000

During the year, the Bank’s parent company, NBM Plc injected additional share capital of K1.5 billion valued at

K1 each.

ANALYSIS OF SHARE PREMIUM

84 000 000 Ordinary shares of K1 each at a premium of K9.62 each

807974

807974



NBM DEVELOPMENT BANK LIMITED
STATEMENT OF CASH FLOWS
For the year ended 31 December 2022

Notes

Cash flows from operating activities

Profit/ (loss) before taxation

Adjustments for:
- Depreciation of equipment 5
- Depreciation of right-of-use assets 7
- Amortisation of intangible assets 6
- Interest receivable 14
- Interest expense on lease 7
- Finance costs 13
- Gain on termination of lease liability 15

- Impairment loss on loans and advances to customers 18.1

Operating cashflows before working capital movements
- Movement in loans and advances to customers
- Movement in other assets
- Movement in trade and other payables
- Movement in money market investments

Cash used in operations
Taxation (paid)/recovered 17.2

Net cash used in operating activities

Cash flows from investing activities

Interest received 14
Purchase of intangible assets 6
Purchase of vehicles and equipment 5

Net cash generated from investing activities
Cash flows from financing activities
Proceeds on issue of shares

Proceeds from borrowings 13
Lease repayments

Net cash generated from/ (used in) financing activities
Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year 11.1

11

2022 2021
K’000 K’000
439 630 (3 305)
2711 2080
9667 7222
1037 1037

(918 894) (415 771)
8 182 5354

49 435 -

(5 628) :
31420 20 013
(382 440) (379 713)
(2 355 756) (1256 106)
(18 187) 3253
34 094 40 339
(2223 845) 1150 110
(4946 134) (442 117)
(101 371) 38 062
(5 047 505) (404 055)
918 894 415 771
(192 090) -
(392) (22 533)

726 412 389 581

1 500 000 -
2953 026 -
(12 088) (14 766)
4440 938 (14 766)
119 845 (29 240)

(3 738) 25 502
116 107 __(3738)




NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2022

2.1

2.2

General information

NBM Development Bank Limited is a licensed Development Finance Institution (DFI) established under
the provisions of the Financial Services Act, 2010 and the Regulatory Framework for Development
Finance Institutions. The Bank, whose main business is that of offering financial products and services to
Small to Medium Enterprises was incorporated in Malawi in March 2018.

The Bank’s registered office and principal place of business is 1¥ Floor, NBM Towers, Corner of
Hannover Avenue and Henderson Street, P.O. Box 945, Blantyre, Malawi.

Adoption of new and revised International Financial Reporting Standards

Standards and Interpretations affecting amounts reported and/or disclosed in the financial
statements

In the current year, the Bank has adopted those new and revised Standards and Interpretations issued by
the International Accounting Standards Board and the International Financial Reporting 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 2022.

The adoption of these new and revised Standards and Interpretations did not have a significant impact
on the financial statements of the Bank.

Standards and Interpretations in issue, not yet effective

A number of new standards, amendments to standards and interpretations are in issue but not effective
for the year ended 31 December 2022 and have not been applied in preparing these financial statements.
Those which may be relevant to the company are set out below. The Bank does not plan to adopt these
standards early. These will be adopted in the period that they become mandatory unless otherwise
indicated:

Effective date Standard, Amendment or Interpretation

Annual reporting Disclosure of Accounting Policies (Amendments to IAS 1 and IFRS Practice

periods beginning Statement 2)

on or after 1

January 2023 The amendments require that an entity discloses its material accounting
policies, instead of its significant accounting policies. Further amendments
explain how an entity can identify a material accounting policy. Examples of
when an accounting policy is likely to be material are added. To support the
amendment, the Board has also developed guidance and examples to explain
and demonstrate the application of the ‘four-step materiality process’ described
in IFRS Practice Statement 2.

12



NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2022

2.  Adoption of new and revised International Financial Reporting Standards Continued)

2.2 Standards and Interpretations in issue, not yet effective (Continued)

Effective date

Annual reporting
periods beginning
on or after 1
January 2023

Annual reporting
periods beginning
on or after 1
January 2023

Annual reporting
periods beginning
on or after 1
January 2024

Annual reporting
periods beginning
on or after 1
January 2024

Standard, Amendment or Interpretation
Definition of Accounting Estimates (Amendments to IAS 8)

The amendments replace the definition of a change in accounting estimates with a
definition of accounting estimates. Under the new definition, accounting estimates are
“monetary amounts in financial statements that are subject to measurement
uncertainty”. Entities develop accounting estimates if accounting policies require
items in financial statements to be measured in a way that involves measurement
uncertainty. The amendments clarify that a change in accounting estimate that results
from new information or new developments is not the correction of an error.

Deferred Tax related to Assets and Liabilities arising from a Single Transaction
(Amendments to TAS 12)

The amendments clarify that the initial recognition exemption does not apply to
transactions in which equal amounts of deductible and taxable temporary differences
arise on initial recognition.

Lease Liability in a Sale and Leaseback (Amendments to IFRS 16)

The amendment clarifies how a seller-lessee subsequently measures sale and
leaseback transactions that satisfy the requirements in IFRS 15 to be accounted for as
a sale.

Non-current Liabilities with Covenants (Amendments to IAS 1)

The amendment clarifies how conditions with which an entity must comply within
twelve months after the reporting period affect the classification of a liability.

The directors anticipate that these Standards and Interpretations in future periods will have no significant impact on the
financial statements of the Bank.

Significant accounting policies

Statement of compliance
The financial statements have been prepared in accordance with International Financial Reporting Standards.

Basis of preparation

The financial statements have been prepared on the historical cost basis except for certain financial instruments that
are measured at revalued amounts of fair values at the end of each reporting period as explained below.

The accounting policies set out below have been consistently applied by the Bank and are consistent with those used

in the previous period.

13



NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2022

3. Significant accounting policies (Continued)

3.1

3.2

3.3

Plant and equipment
Comprises of computers and furniture which are stated at cost less accumulated depreciation and any
accumulated impairment losses.

Subsequent costs are included in the asset’s carrying amount or are recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Bank and the cost of the item can be measured reliably. All other repairs and maintenance costs are
charged to the statement of comprehensive income.

Depreciation is charged so as to write off the cost of assets, over their estimated useful lives, using the
straight-line method. The estimated useful lives, residual values and depreciation method are reviewed at
the end of each reporting period, with the effect of any changes in estimate being accounted for on a
prospective basis.

Gains or losses arising on the sale or retirement of plant and equipment are determined as the difference
between the sales proceeds and the carrying amount of the asset and are recognised in the statement of
comprehensive income.

Intangible assets

Intangible assets comprises computer software and licenses. These are recognised as an asset when it is
probable that future economic benefits from the asset will flow to the entity and the cost can be reliably
measured

Intangibles acquired by the Bank are recognised initially at cost. Costs include all directly attributed
costs in order to bring the asset into a state for its intended use. Subsequently these are measured at cost
less accumulated amortization and any accumulated impairment losses.

Subsequent expenditure is capitalized only when it increases the future economic benefits embodied in
the specific asset to which it relates. Amortization is recognised in the profit or loss on a straight line
basis over the estimated useful lives of the intangibles from the date they are available for use. All other
repairs and maintenance costs are charged to the statement of comprehensive income during the
financial period in which they are incurred.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the period. Taxable profit differs from profit as
reported in the income statement because it excludes items of income or expense that are taxable or
deductible in other periods and it further excludes items that are never taxable or deductible. The Bank’s
liability for current tax is calculated using tax rates that have been enacted or substantively enacted by
the reporting date.

Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of taxable
profit, and are accounted for using the liability method. Deferred tax liabilities are generally recognised
for all taxable temporary differences.

Deferred tax assets are generally recognized for all deductible temporary differences to the extent that it
is probable that taxable profits will be available against which those deductible temporary differences
can be utilised. Such deferred tax assets and liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recognition (other than in a business combination) of other
assets and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

14



NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2022

3.

Significant accounting policies (Continued)

3.3

3.4

3.5

Taxation (Continued)

Deferred tax (Continued)

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the
asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset realised. Deferred tax is charged or credited to profit or loss, except when it relates to
items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.

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 to settle its current tax assets and liabilities on a net basis.

Foreign currency translation
The results and financial position of the Bank are expressed in Malawi Kwacha, which is the functional
currency of the Bank and the presentation currency for the financial statements.

Transactions in currencies other than the Bank’s functional currency (foreign currencies) are recorded at
the rates of exchange prevailing on the dates of the transactions. At each reporting date, monetary items
denominated in foreign currencies are retranslated at the rates prevailing on the reporting date.

Exchange differences arising on the settlement of monetary items, and on the retranslation of monetary
items, are included in the statement of comprehensive income for the period.

Leases

Bank as a lessee

The Bank assesses whether a contract is or contains a lease, at inception of the contract. The Bank
recognizes a right-of-use asset and a corresponding lease liability with respect to all lease arrangements
in which it is the lessee, except for short-term leases (defined as leases with a lease term of 12 months
or less) and leases of low value assets. For these leases, the Bank recognises the lease payments as an
operating expense on a straight-line basis over the term of the lease unless another systematic basis is
more representative of the time pattern in which economic benefits from the leased assets are consumed.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted by using the rate implicit in the lease. If this cannot be readily
determined, the lessee uses its incremental borrowing rate.

Lease payments included in the measurement of the lease liability comprise:

e Fixed lease payments (including in substance fixed payments), less any lease incentives
receivable;

e  Variable lease payments that depend on an index or rate, initially measured using the index or
rate at the commencement date;

e The amount expected to be payable by the lessee under residual value guarantees;

e  The exercise price of purchase options, if the lease term reflects the exercise of an option to
terminate the lease; and

e  Payments or penalties for terminating the lease, if the lease term reflects the exercise of an
option to terminate the lease,

The lease liability is presented in the notes of the statement of financial position.

The lease liability is subsequently measured by increasing the carrying amount to reflect interest on the
lease and by reducing the carrying amount to reflect the lease payments made.

15



NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2022

3; Significant accounting policies (Continued)

3.5 Leases (Continued)

Bank as a lessee (Continued)
The Bank re-measures the lease liability (and makes a corresponding adjustment to the related
right-of-use asset) whenever:

e  The lease term has changed or there is significant event or change in circumstances
resulting in a change in the assessment of exercise of a purchase option, in which case the
lease liability is measured by discounting the revised lease payments using a revised
discount rate.

e  The lease payments change due to changes in an index or rate or a change in expected
payment under a guaranteed residual value, in which cases the lease liability is measured
by discounting the revised lease payments using an unchanged discount rate (unless the
lease payments change is due to a change in a floating interest rate, in which case a revised
discount rate is used).

A lease contract is modified and the lease modification is not accounted for as a separate lease, in
which case the lease liability is measured based on the lease term of the modified lease by discounting
the revised lease payments using a revised discount rate at the effective date of the modification.

The right-of-use assets compromise the initial measurement of the corresponding lease liability,
lease payments made at or before the commencement day, less any lease incentives received and
any initial direct costs. They are subsequently measured at cost less accumulated depreciation and
impairment losses.

Whenever the Bank incurs an obligation for costs to dismantle and remove a leased asset, restore
the site on which it is located or restore the underlying asset to the condition required by the terms
and conditions of the lease, a provision is recognized and measured under IAS 37. To the extent
that the costs relate to a right-of use asset, the costs are included in the related right-of-use asset,
unless those costs are incurred to produce inventories.

Right-of-use assets are depreciated over the shorter period of lease term and useful life of the
underlying asset. If a lease transfers ownership of the underlying asset or the cost of the right-of-
use asset reflects that the Bank expects to exercise a purchase option, the related right-of-use asset
is depreciated over the useful life of the underlying asset. The depreciation starts at the
commencement date of the lease.

The right-of-use assets are presented on the face to the statement of financial position.

The Bank applies IAS 36 to determine whether a right-of-use asset is impaired and accounts for
any identified impairment loss as described in the ‘Property, Plant and Equipment’ policy.

Variable rents that do not depend on an index or rate are not included in the measurement of the
lease liability and the right-of-use asset. The related payments are recognised as an expense in the
period in which the event or condition that triggers those payments occurs.

As a practical expedient, IFRS 16 permits a lessee not to separate non-lease components, and
instead account for any lease and associated non-lease components as a single arrangement. The
Bank has not used this practical expedient. For contracts that contain a lease component and one
or more additional lease or non-lease components, the Bank allocates the consideration in the
contract to each lease component on the basis of the relative stand-alone price of the lease
component and the aggregate stand-alone price of the non-lease components.
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3

Significant accounting policies (Continued)

3.5

3.6

5 T4

3.8

3.8.1

Leases (Continued)

The Bank as lessor

Leases for which the Bank is a lessor are classified as finance or operating leases. Whenever the
terms of the lease transfer substantially all the risks and rewards of ownership to the lessee, the
contract is classified as a finance lease. All other leases are classified as operating leases.

Rental income from operating leases is recognised on a straight-line basis over the term of the
relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease are added
to the carrying amount of the leased asset and recognised on a straight-line basis over the lease term.

Amounts due from lessees under finance leases are recognised as receivables at the amount of the
Bank’s net investment in the leases. Finance lease income is allocated to accounting periods so as to
reflect a constant periodic rate of return on the Bank’s net investment outstanding in respect of the
leases.

When a contract includes lease and non-lease components, the Bank applies IFRS 15 to allocate the
consideration under the contract to each component.

Provisions

Provisions are recognised when the Bank has a present obligation (legal or constructive) as a
result of a past event, it is probable that the Bank will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle
the present obligation at the reporting date, taking into account the risks and uncertainties
surrounding the obligation. Where a provision is measured using the cash flows estimated to
settle the present obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, the receivable is recognised as an asset if it is virtually certain that
reimbursement will be received and the amount of the receivable can be measured reliably.

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable. Revenue
comprises of interest income and other income.

Other incomes are generally recognised on an accrual basis when the services have been
rendered.

Interest revenue is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly discounts estimated future cash
receipts through the expected life of the financial asset to that asset’s net carrying amount.

Financial assets

Initial recognition
The classification of financial instruments at initial recognition depends on their contractual
terms and the business model for managing the instruments.

Financial instruments are initially recognised on the trade date measured at their fair value.
Except for financial assets and financial liabilities recorded at FVPL, transaction costs are added
to this amount.
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3. Significant accounting policies (Continued)

3.8

3.8.2

3821

3.8.2.2

Financial assets (Continued)

Measurement categories
The Bank classifies all of its financial assets based on the business model for managing the assets and the
asset’s contractual terms. The categories include the following;:

e Amortised cost;
e Fair value through other comprehensive income; and
e Fair value through profit or loss.

Debt instruments measured at amortised cost
Debt instruments are held at amortised cost if both of the following conditions are met:

e The instruments are held within a business model with the objective of holding the instrument to collect
the contractual cash flows; and

e The contractual terms of the debt instrument give rise on specified dates to cash flows that are solely
payments of principal and interest (SPPI) on the principal amount outstanding.

Debt instruments measured at fair value through other comprehensive income
The Bank applies the new category under IFRS 9 for debt instruments measured at FVOCI when both of the
following conditions are met:

e The instrument is held within a business model, the objective of which is both collecting contractual cash
flows and selling financial assets; and

e The contractual terms of the financial asset meet the SPPI test.

These instruments largely comprise debt instruments that had previously been classified as available-for-sale
under IAS 39. Debt instruments in this category are those that are intended to be held to collect contractual
cash flows and which may be sold in response to needs for liquidity or in response to changes in market
conditions.

3.8.2.3 Financial assets measured at fair value through profit or loss

3.83
3.83.1

Financial assets in this category are those that are managed in a fair value business model, or that have been
designated by management upon initial recognition, or are mandatorily required to be measured at fair value
under IFRS 9. This category includes debt instruments whose cash flow characteristics fail the SPPI criterion
or are not held within a business model whose objective is either to collect contractual cash flows, or to both
collect contractual cash flows and sell.

Subsequent measurement

Debt instruments at amortised cost

After initial measurement, debt instruments are measured at amortised cost, using the effective interest rate
(EIR) method, less allowance for impairment. Amortised cost is calculated by taking into account any
discount or premium on acquisition and fee or costs that are an integral part of the EIR. ECLs are recognised
in the statement of profit or loss when the investments are impaired.

3.8.3.2  Debt instruments at fair value through other comprehensive income

3.83.3

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in
fair value recognised in OCI. Interest income and foreign exchange gains and losses are recognised in profit or
loss in the same manner as for financial assets measured at amortised cost. Where the Bank holds more than one
investment in the same security, they are deemed to be disposed of on a first—in first—out basis. On
derecognition, cumulative gains or losses previously recognised in OCI are reclassified from OCI to profit or
loss.

Financial assets at fair value through profit or loss

Financial assets at FVPL are recorded in the statement of financial position at fair value. Changes in fair
value are recorded in profit or loss. Interest earned on assets mandatorily required to be measured at FVPL is
recorded using contractual interest rate. Dividend income from equity instruments measured at FVPL is
recorded in profit or loss as other operating income when the right to the payment has been established.
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3.

Significant accounting policies

3.8

3.8.4

385
3.8.5.1

3.85.2

Financial assets (Continued)

Reclassification of financial assels and liabilities
The Bank does not reclassify its financial assets subsequent to their initial recognition, apart from the
exceptional circumstances in which the Bank acquires, disposes of, or terminates a business line.

Derecognition

Derecognition other than for substantial modification

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognised when:

e The rights to receive cash flows from the asset have expired; or

e The Bank has transferred its right to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement; and either: (a) the Bank has transferred substantially all the risks and rewards of the
asset; or (b) the Bank has neither transferred nor retained substantially all the risks and rewards of
the asset, but has transferred control of the asset

The Bank considers control to be transferred if and only if, the transferee has the practical ability to sell
the asset in its entirety to an unrelated third party and is able to exercise that ability unilaterally and
without imposing additional restrictions on the transfer.

When the Bank has neither transferred nor retained substantially all the risks and rewards and has
retained control of the asset, the asset continues to be recognised only to the extent of the Bank’s
continuing involvement, in which case, the Bank also recognises an associated liability. The transferred
asset and the associated liability are measured on a basis that reflects the rights and obligations that the
Bank has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration the Bank
could be.

Derecognition due to substantial modification of terms and conditions

The Bank derecognises a financial asset when the terms and conditions have been renegotiated to
the extent that, substantially, it becomes a new instrument, with the difference recognised as a
derecognition gain or loss. In the case of debt instruments at amortised cost, the newly recognised
loans are classified as Stage 1 for ECL. measurement purposes.

When assessing whether or not to derecognise an instrument, amongst others, the Bank considers
the following factors:

e Change in currency of the debt instrument;

e Introduction of an equity feature;

e Change in counterparty; and

e Ifthe modification is such that the instrument would no longer meet the solely payments of
principal and Interest criterion.

If the modification does not result in cash flows that are substantially different, the modification

does not result in derecognition. Based on the change in cash flows discounted at the original EIR,
the Bank records a modification gain or loss.
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3. Significant accounting policies (Continued)

3.8 Financial instruments (Continued)

3.8.6.

3.8.6.1

Impairment of financial assets

The Bank recognises an allowance for expected credit losses (ECLs) for all debt instruments
not held at fair value through profit or loss. ECLs are based on the difference between the
contractual cash flows due in accordance with the contract and all the cash flows that the Bank
expects to receive, discounted at the appropriate effective interest rate.

ECLs are recognised in two stages. For credit exposures for which there has not been a
significant increase in credit risk since initial recognition, ECLs are provided for credit losses
that result from default events that are possible within the next 12-months (12-month ECL).
For those credit exposures for which there has been a significant increase in credit risk since
initial recognition, a loss allowance is required for credit losses expected over the remaining
life of the exposure, irrespective of the timing of the default (a lifetime ECL).

The Bank considers a financial asset to be in default (credit impaired) when contractual
payments are 181 days past due. However, in certain cases, the Bank may also consider a
financial asset to be in default when internal or external information indicates that the Bank is
unlikely to receive the outstanding contractual amounts. A financial asset is written off when
there is no reasonable expectation of recovering the contractual cash flows.

The calculation of ECLs

The Bank calculates ECLs based on scenarios to measure the expected cash shortfalls,
discounted at an appropriate EIR. A cash shortfall is the difference between the cash flows that
are due to the Bank in accordance with the contract and the cash flows that the entity expects
to receive.

When estimating the ECLs the Bank considers four scenarios (a base case, an upside, a mild
downside and a more extreme downside). When relevant, the assessment of multiple scenarios
also incorporates the probability that the defaulted loans will cure.

The mechanics of the ECL calculations are outlined below and the key elements are, as
follows:

e PD The Probability of Default is an estimate of the likelihood of default over a given time
horizon. It is estimated with consideration of economic scenarios and forward-looking
information.

e EAD The Exposure ai Default is an estimate of the exposure at a future default date,
taking into account expected changes in the exposure after the reporting date, including
repayments of principal and interest, whether scheduled by contract or otherwise, and
accrued interest from missed payments.

e LGD The Loss Given Default is an estimate of the loss arising in the case where a default
occurs at a given time. It is based on the difference between the contractual cash flows
due and those that the Bank would expect to receive. It is usually expressed as a
percentage of the EAD.
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3.

Significant accounting policies (Continued)

3.8 Financial instruments (Continued)

3.9

3.10

3.8.6.

Impairment of financial assets (Continued)

e The Bank allocates its assets subject to ECL calculations into one of these categories,
determined as follows:

e The 12months ECL is calculated as the portion of lifetime ECLs that represent the ECLs
that result from default events on a financial instrument that are possible within 12
months after the reporting date. The Bank calculates the 12months ECL allowance based
on the expectation of a default occurring in the 12 months following the reporting date.
These expected 12-month default probabilities are applied to a forecast EAD and
multiplied by the expected LGD and discounted by an appropriate EIR. This calculation is
made for each of the four scenarios, as explained above.

e When an instrument has shown a significant increase in credit risk since origination, the
Bank records an allowance for the lifetime ECLs. The mechanics are similar to those
explained above, including the use of multiple scenarios, but PDs and LGDs are estimated
over the lifetime of the instrument. The expected losses are discounted by an appropriate
EIR.

e Impairment For debt instruments considered credit-impaired, the Bank recognises the
lifetime expected credit losses for these instruments. The method is similar to that for
lifetime ECL assets, with the PD set at 100%.

3.8.6.2 Forward looking information

3.8.7.

In its ECL models, the Bank relies on a broad range of forward looking information as
economic inputs, such as:

e GDP growth; and
e Monetary policy rate.

Write-offs

The Bank writes off a financial asset when there is information indicating that the debtor is in
severe financial difficulty and there is no realistic prospect of recovery, e.g. when the debtor
has been placed under liquidation or has entered into bankruptcy proceedings. Financial assets
written off may still be subject to enforcement activities under the Bank’s recovery procedures,
taking into account legal advice where appropriate. Any recoveries made are recognised in
profit or loss.The were no write-offs over the periods reported in these financial statements.

Offsetting financial instruments

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

Comparatives

Where necessary, comparative figures have been adjusted to conform to changes in presentation in
the current year.
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4.1

4.2

Critical accounting judgements and key sources of estimation uncertainty

In the application of the Bank’s accounting policies, which are described in note 3, management are required
to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not
readily apparent from other sources. The estimates and associated assumptions are based on historical
experience and other factors that are considered to be relevant. 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 period in which the estimate is revised if the revision affects only that period or
in the period of the revision and future periods if the revision affects both current and future periods.

Critical judgements in applying the Bank’s accounting policies

Critical judgements made by the directors during the current period which would have a material impact on the
financial statements relate to the recoverability of loans and advances to customers. The credit risk
management policies are outlined in note 17.1 below.

4,1.1 Business model assessment
Classification and measurement of financ¢ial assets depends on the results of the solely payments of
principal and interest and the business model test (please see financial assets sections of note 3.9).
The Bank determines the business model at a level that reflects how Companies of financial assets
are managed together to achieve a particular business objective.

This assessment includes judgement reflecting all relevant evidence including how the performance of
the assets is evaluated and measured, the risks that affect the performance of the assets and how these
are managed and how the managers of the assets are compensated. The Bank monitors financial assets
measured at amortised cost or fair value through other comprehensive income that are derecognised
prior to their maturity to understand the reason for their disposal and whether the reasons are
consistent with the objective of the business for which the asset was held. Monitoring is part of the
Bank’s continuous assessment of whether the business model for which the remaining financial assets
are held continues to be appropriate and if it is not appropriate whether there has been a change in
business model and so a prospective change to the classification of those assets. No such changes were
required during the periods presented.

4.1.2  Significant increase in credit risk
As explained in note 3, Expected Credit Losses (ECL) are measured as an allowance equal to
12-month ECL for stage 1 assets, or lifetime ECL for stage 2 or stage 3 assets. An asset moves to
stage 2 when its credit risk has increased significantly since initial recognition. IFRS 9 does not
define what constitutes a significant increase in credit risk. In assessing whether the credit risk of an
asset has significantly increased, the Bank takes into account qualitative and quantitative reasonable
and supportable forward-looking information.

4.1.3  Models and assumptions used
The Bank uses the parent Banks model and assumptions in measuring fair value of financial assets as
well as in estimating ECL. Judgement is applied in identifying the most appropriate model for each
type of asset, as well as for determining the assumptions used in these models, including
assumptions that relate to key drivers of credit risk.

Key sources of estimation uncertainty

4.2.1  Useful lives and residual values of plant and equipment
The Bank reviews the estimated useful lives and residual values of plant and equipment at the end of
each reporting period. These estimates are subjective by nature, as they require assessment of financial
and non-financial information in arriving at the residual values and useful lives which can only be borne
out by future events.
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4, Critical accounting judgements and key sources of estimation uncertainty (Continued)
4.2 Key sources of estimation uncertainty (Continued)
47272 Impairment losses on loans and advances

423

424

42.5

4.2.6

4.2.7

The Bank reviews its loan portfolios to assess impairment, at least, on a quarterly basis. In determining
whether an impairment loss should be recorded in the statement of comprehensive income, the Bank
makes judgements 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 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,

¢) Unsupported guarantees are assumed to result in nil cash flows; and

d) No cash flows are assumed to arise where there is no repayment agreement and no security and
repayments are erratic or unpredictable.

Establishing the number and relative weightings of forward-looking scenarios for each type of
product/market and determining the forward-looking information relevant to each scenario

When measuring ECL the Bank uses reasonable and supportable forward-looking information, which is
based on assumptions for the future movement of different economic drivers and how these drivers will
affect each other.

Incorporating collateral and applying haircuts to market values of securities

The Bank includes collateral in calculation of LGD for an exposure. The Bank applies different haircuts
on various types of collateral depending on the asset’s liquidity and price volatility. The collateral values
are based on open market valuations. According to the Banks’s policy collateral is revalued every five
years. However, the Bank inspects the assets offered as collateral every year.

Probability of Default (PD)
PD constitutes a key input in measuring ECL. PD is an estimate of the likelihood of default over a given

time horizon, the calculation of which includes historical data, assumptions and expectations of future
conditions.

Loss Given Default (LGD)
L.GD is an estimate of the loss arising on default. It is based on the difference between the
contractual cash flows due and those that the lender would expect to receive.

Fair value measurement and valuation process

In estimating the fair value of a financial asset or a liability, the Bank uses market-observable data to
the extent it is available. Where such Level 1 inputs are not available, the Bank uses valuation
models to determine the fair value of its financial instruments. Refer to note 18 for more details on
fair value measurement.
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4. Critical accounting judgements and key sources of estimation uncertainty (Continued)
4.2 Key sources of estimation uncertainty

4.2.8 Useful lives and residual values of property and equipment
The Bank reviews the estimated useful lives and residual values of plant and equipment at the end of
each reporting period. These estimates are subjective by nature, as they require assessment of financial
and non-financial information in arriving at the residual values and useful lives which can only be borne
out by future events.

4.2.9 Determination of lease term
In estimating the lease term, the Bank assumed a five-year lease period. This was based on the
average lease contracts period and also in order to appropriately align it to the Banks’s strategic
planning period and also to ensure best estimates as recommended by IFRSs.

42,10 Determination of Discount Factor for determining lease liability
The Bank used the incremental borrowing rate as the discount factor. The choice was made because
it was not practical to ascertain the interest implicit in the leases due to lack of information on the
valuation of the assets being leased.

5. Plant and equipment
Computer Fixtures
equipment & fittings Total
K’000 K000 K’000

2022
Cost
At the beginning of the year 8209 7179 15388
Additions - 392 392
At the end of the year 8209 B - ¥ ) __ 15780
Depreciation
At the beginning of the year 3370 1822 5192
Current year charge _ 1949 _ 762 _ 2711
At the end of the year ___ 5319 2584 7903
Net Book Value
At the end of the year _ 2890 _ 4987 __ 7877
2021
Cost
At the beginning of the year 5485 7179 12 664
Additions 2724 - 2724
At the end of the year 8209 7179 _ 15 388
Depreciation
At the beginning of the year 1 959 1153 3112
Current year charge 1411 669 2 080
At the end of the year 3370 1 822 L 5192
Net Book Value
At the end of the year 4 839 5357 10196

The following useful lives are used in the calculation of depreciation

Computer equipment - 4 years
Furniture and Fittings - 10 years
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6. Intangible assets

Intangible Work in

assets progress Total

K’000 K000 K’000
2022
Cost
At the beginning of the year 10 368 19 809 30177
Additions - 192 090 192 090
At the end of the year _ 10368 _ 211899 __ 222 267
Amortisation
At the beginning of the 1383 - 1383
Current year charge 1 037 - 1037
At the end of the year 2 420 - 2 420
Carrying amount
At the end of the year _ 7948 __ 211899 219 847
2021
Cost
At the beginning of the year 10 368 - 10 368
Additions - 19 809 19 809
At the end of the year 10 368 19 809 30 173
Amortisation
At the beginning of the year 346 - 346
Current year charge 1037 - 1037
At the end of the year 1383 _ - 1383
Carrying amount
At the end of the year _ 8 985 19 809 28 794

The Bank’s intangible assets comprise computer software and licenses. These are recognised as an asset when
it is probable that future economic benefit from the asset will flow to the entity and the cost can be reliably
measured,

Work in progress includes projects under implementation. Recognition as an asset will occur once finalized
and available for use. Work in progress for the year 2022 specifically relates to an SME Management System
being implemented by the Bank. The project/system is expected to be complete and available for use in 2023.

The estimated useful life of the Intangible assets is 10 years.

2



NBM DEVELOPMENT BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2022

7.

Right of use asset

The Bank entered into a leasing arrangement for its premises. The average term of the leases is 5 years.

Cost

At beginning of the year
Additions

Terminated

At end of the year
Accumulated depreciation
At beginning of the year
Charge for the year
Terminated

At end of the year

Carrying amount
At end of the year

Lease liability

Lease commitments at the beginning of the year
Renew of lease agreement

Interest charged on lease

Lease liability terminated during the year

Lease repayments

Lease liabilities recognised at end of the year

Within one year
After one year

Amounts recognized in profit and loss
Finance cost

Depreciation of rights — of — use assets
Interest expenses on lease liabilities

Total lease recognised in profit and loss
Loans and advances to customers

Term loans
Expected credit loss

Net loans

e Within one year
e After one year

2022
K000

36 109
52 410

(36 109)

5241

)

20 462
9667
(22 268)

78

—_

44 549

22243
52 410

8182

(19 368)

(12 088)

51379

11077
__ 40302

51379

9 667
8 182

4 621 234
(59 411)

_ 4561823

411 536
4 150 287

4 561 823
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2021
K’000

16 620

- 20343

7222
5354

12 576

2265478
(27 991)

2237487

201374
_ 2036113

2 237 487
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8. Loans and advances to customers (Continued)
The Bank makes advances in specific high impact sectors in line with its mandate as a Development Finance
Institution. These sectors include Agriculture, mechanisation and value addition, Education, Energy, Health, ICT,

Tourism and Start-up manufacturing. So far, the Bank has made advances in all sectors excluding Education.

Term loans include principal amounts as well as accrued interest. The term loans are secured by physical assets
financed by the Bank and assets owned by the customers and attract interest with rates ranging from 11 —26%.

The loans bear a maximum moratorium period of either interest or interest and principal repayments of two years

and principal repayments span over a maximum tenure of 8 years.

Details of the Expected Credit Loss has been disclosed in note 18.

2022 2021
K’000 K’000
9. Other assets

Prepayments (Africa Guarantee Fund) - 844
Amount refundable from Malawi Innovation Challenge Fund(MICF) - 6 680
Restricted Funds 25081 -
Other debtors 829 199
25910 7723

10. Investments - money market deposits
Stockbrokers Malawi Limited 2 550 848 309 003
NBM Capital Markets Limited - 18 000
__2550848 327003

Balances with discount houses are held to maturity and mature within one month (2021: one month) after the
year-end, and earn an average interest rate of 15.5% (2021: 12%) per annum.

The Bank assessed money market deposits to be in the category of low risk assets mainly based on the period of
redemption and performance history. The assessed ECLs were insignificant and as such have not been reported
in the financial statements.

2022 2021
K000 K’000
11. Related party balances and transactions
11.1 Balances held with related parties
National Bank of Malawi plc — bank account 116 107 7 964
National Bank of Malawi plc — Bank overdraft - (11702)
_ 116107 (3 738)

Balances held at National Bank of Malawi plc in current accounts are denominated in Malawi Kwacha and do not
earn any interest.
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2022 2021
K’000 K’000
11.  Related party balances and transactions (Continued)
11.2  Other related party transaction
Compensation of key management personnel
Salaries and short term benefits 177 040 208804
12.  Trade and other payables
Audit fees 35000 20 000
Gratuity - 18 760
Deferred fee 22 754 19 747
Sundry creditor(RECAPO) 25081 -
Directors fees provision 6 830 -
Fringe Benefit tax Provision 2050 -
Other payables 3952 3 066
95 667 61573

The directors consider that the carrying amounts of trade and other payables approximate to their fair value. These
amounts do not attract any interest.

13.  Borrowings

Borrowings obtained during the year 2953025 -
Interest charged 49 435 -
3 002 460 -
Within one year 750 615 -
After one year 2251 845 -
3 002 460 -

The Bank obtained K3 billion loan from the Reserve Bank of Malawi as part of the Micro, Small and Medium Enterprise
line of Facility financial inclusion and entrepreneurship scaling project to finance working capital and investment
requirements for MSMEs including mitigating effects of COVID-19. Interest on the loan is charged at a rate of 3% per
annum. The Bank is required to make principal and interest repayment semi-annually on January 15 and July 15. The loan
is repayable over a period up to 30 September 2025.

The directors consider that the carrying amounts of borrowing approximates to its fair value.

14. Interest income

Interest from loans and advances with customers 624 308 292 889
Interest income from money market investments 294 586 122 882
918 894 415 771
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2022 2021
K’000 K’000

15. Other income
Grant income* 63 161 -
Gains on modification of lease liability 5628 -
Fees and commissions 10 795 5876
79 584 5 876

*The Bank has a contract with the United Nations Development Programme (UNDP) which requires the Bank to perform
services in respect of the Malawi Innovation Challenge Fund Competition. Upon completion and satisfactory performance
of the service under the contract, UNDP is required to pay the Bank in accordance with the Project Milestones payment
schedule as per the agreement. The grant income recognised relates to the first milestone that the Bank archived during the
year.

16.1 Staff costs

Salaries and wages 207 501 225 188
Pensions costs — defined contribution scheme 16 048 15 566
Staff training costs 18 436 1960
Other staff costs 35 156 43 243
277 141 285957
16.2 Operating costs

Audit fees 36902 30 143
Directors fees and allowances 29970 17 175
Board expenses 23 668 615
AGF expenses 14 263 15720
Premises 13318 12 295
Equipment expenses 13318 4501
Motor vehicles 12 239 7 640
Software expenses 586 1037
Travel expenses 31611 2799
Communication 4788 3673
Other overheads 10374 7504
179255 108643

17. Income tax

17.1 Income tax expense

Income tax charge/ (credit) 135 429 (29 754)
Deferred tax charge/ (credit) 80 (2 186)
Total income tax charge /(credit) 135 509 (31 940)
Reconciliation of effective tax (credit)/charge
(Loss)/profit before tax 439 630 (3304)
Income tax using statutory rate of 30% 131 889 (990)
Permanent differences 3 620 (30 950)
135 509 (31 940)
17.2 Income tax recoverable .
At 1 January (81 197) (89 505)
Charge / (credit) for the year 135 429 (29 754)
Tax paid /(recovered) during the year (101 371) 38 062
47 139) _ (81197)
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17.

17.3

18.

18.1

Income tax (Continued)

2022 2021
K’000 K*000
Deferred tax asset
At beginning of the year (5038) (2 852)
Movement for the year 80 (2 186)
At end of the year (4958) (5038)
Analysed as:-
Accelerated capital allowances (2799) (364)
Other temporary differences (2159) (4 674)
(4 958) (5038)

Financial risk management

Through its normal operations, the Bank is exposed to a number of risks, the most significant of which are credit,
liquidity and interest rate risks. Responsibility for the management of these risks is vested in the board of directors.
The board through its committees; Credit and Investment committee and Finance and Audit committee, is responsible
for formulating high-level risk policies, setting standards, monitoring concentrations and providing independent
oversight.

The Credit and Investment Committee is responsible for oversight of the bank’s overall credit risk management
issues. The committee is responsible for reviewing and approving the Bank’s credit policies including provisioning,
larges loan exposures, sectors in which the Bank should operate and compliance to credit risk management
regulations.

Finance and Audit Committee is responsible for monitoring financial performance of the Bank and conducting
independence checks to ensure compliance with the Bank’s risk management policies, procedures and controls. The
Bank further outsourced internal audit and risk management functions to NBM Plc.’s Internal Audit Division and
Risk Division to supplement the committee’s efforts.

Credit risk management

Credit risk refers to the likelihood that a debtor or financial instrument issuer is unwilling or unable to pay interest
and/or repay the principal according to the terms specified in a credit agreement resulting to economic loss to the
Bank. This risk arises from direct lending, trade finance, leasing business, money market investments and from off-
balance sheet activities such as guarantees and from holding debt securities.

Much of credit risks facing the Bank arises principally from loans and advances to customers.

The Board has the responsibility for approving and periodically reviewing the credit risk strategy and significant
credit risk policies. All facilities are approved by the Board. The Board of directors has delegated this responsibility to
its Board Credit Committee.

Overall, the responsibilities of the Board Credit Committee being the ultimate authority in credit matters are;

i.  Defining the Bank’s credit risk appetite and providing general guidance on aggregate and individual
exposures consistent with regulations, directives and Bank’s policy.
ii.  Ensure that the Bank’s significant credit risk exposure is maintained at prudent levels and consistent with
available capital.
iii.  Ensure that senior management and officers responsible for credit risk management possess sound expertise,
experience and knowledge to perform the risk management function.
iv.  Ensure the Bank implements sound policies and procedures that facilitate the identification, measurement,
monitoring and controlling credit risk.
v.  Review internal/external audit and regulatory credit risk management reports
vi.  Authorize provisions for and/or write-offs of bad debts as recommended by management

The Bank mitigates credit risk by proactively managing it. Investment are made only if the level of risk is acceptable.
This is achieved primarily by investing in Government treasury bills and money market products of good credit-rated
banks and other financial institutions. Overall credit risk in this category is relatively lower.
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18.

18.1

Financial risk management (Continued)
Credit risk management (Continued)

Significant increase in credit risk

The Bank monitors all financial assets that are subject to impairment requirements to assess whether there has been
significant increase in credit risk since initial recognition. If there has been a significant increase in credit risk the
Bank will measure the loss allowance based on lifetime rather that 12-month ECL.

In determining whether there has been a SICR, the Bank considers the following loss events;-

i.  Significant financial difficulty of the issuer, borrower, or counterparty;

ii. A breach of contract, such as default on interest and/or principal payments;

iii. Bank granting to the borrower, for economic or legal reasons relating to the borrower’s financial difficulty, a
concession that the lender would not otherwise consider in the normal course of business;

iv. Itis becoming probable that the borrower will enter bankruptcy or other financial reorganization;

v.  Death of the borrower;

vi. Observable data indicating that there is a measurable degree in the estimated future cash flows from a group
of similar borrowers or financial assets including adverse changes in the payment status of borrowers in a
group; and

vii. National or local economic conditions that correlate with defaults on the assets in the group

The nature and extent of credit risk

The Bank’s exposure net of impairments loss provisions as at 31 December 2022 was at K4 621m (2021: K2 237m) with
Non-Performing Loans (NPL) standing at 16% (2020: 10%). With default rate increasing from the previous reporting
period, the Bank will enhance its recoveries efforts and credit risk management to ensure the ratio goes down.

Credit rating information supplied by external rating agencies

The Bank uses the credit reference bureau to obtain credit history of all the loan applications it gets before approving the
loans. This enhances credit risk management in that loans are only given out to customers who have a good credit rating
and have capacity to repay.

Security and collateral on loans and advances

Consideration of loan applications is always based on the merits of the application. However, the Bank ensures that it is
adequately covered by appropriate security which has a solid fall back value and in a form that is enforceable in a Court
of Law. All tangible assets charged to the Bank are adequately and comprehensively insured at the clients expense with
the Bank’s interest noted. No credit facility is disbursed until all security documentation is fully perfected giving the
Bank good title to the underlying asset before drawdown. The Bank further reviews security and documentation held for
each borrower at intervals of not more than one year. Legal documentation is done by or through NBM Ple.’s legal
department.

A estimate of fair value of collateral held against financial assets is shown below

Fair value of tangible collateral on loans and advances per sector

2022 2021
K’000 K?000
Agribusiness 3 665309 898 653
Health 1 648 348 1271 347
Manufacturing - 814 546 -
Energy 124 541 100 899
Tourism 2 994 606 885517
ICT 415390 415389
9 662 740 _ 3571805

Tangible security against impaired facilities
Machinery, property & vehicles 843 577 _ 85254
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18. Financial risk management (Continued)

18.1 Credit risk management (Continued)

2022 2021
K?000 K’000

Tangible security against the rest of the loan book
Machinery 1308 827 691118
Motor Vehicles 177 169 172 400
Cash cover 63 642 -
Commercial Property 8113100 1974 833
Residential Property - 648 200
9 662 738 3486 551

Credit Guarantee Scheme (AGF/AFAWA)

The Bank has a credit guarantee scheme with Africa Guarantee Fund (AGF) Kenya covering at least 50% of its loan
portfolio. During the year 2022, the agreement with AGF was varied to incorporate guarantee cover by The Affirmative
Finance Action for Women in Africa (AFAWA). This is a Pan-Africa initiative implemented jointly by Africa Guarantee
Fund and the African Development Bank and it aims to reduce the funding gap facing women in Africa by guaranteeing
up to 75% of facilities granted to businesses owned or managed by women, employing a significant proportion of women
or producing or offering services specifically or disproportionately benefiting women. All facilities are covered under this
guarantee scheme up to 50% or 75% depending on the qualifying criteria stated above.

Regular reviews for a balanced portfolio and undue credit risk concentration and credit risk diversification.
The Bank regularly measures, review, monitor and control credit risk concentration in its loan book to ensure it does
not contain undue concentration in sector and collateral type.

Loans and Advances to customers categorized per sector
The Bank monitors concentration of credit risk by sector. An analysis of concentration of credit risk at the year-end

date is shown below:

Loans and Advances to customers per sector

2022 20210
K’000 K’000
Sector
Agribusiness 1382714 549 375
Health 1142729 917 002
Manufacturing 508 380 -
Energy 393 305 412 899
Tourism 1 043 586 201 083
ICT 150 520 185 120
_ 4621234 2265478
Loans and Advances to customers categorized by stages
2022 2021
K’000 K’000
Category
Stage One 3891222 2 028 206
Stage Three 730012 237272
Total Gross Carrying Amount 4621234 2 265478
Loss allowances (59411) (27 991)
Carrying Amount 4561 823 2 237 487
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18.

18.1

Financial risk management (Continued)

Credit risk management (Continued)

Security and Collateral on Loans and Advances (Continued)

Credit quality of loans and advances

The credit quality of loans and advances is managed in line with the Financial Services (Credit Risk management

Directive for Development Finance Institutions) Directive, 2018. The analsyis below shows the credit quality of the loans
and advances in line with this directive

2022 2021

K’000 K’000

Standard 3891222 2 028 206
Substandard 730012 237272
Total 4621234 _ 2265478

Allowance for impairment

The Bank establishes an allowance for impairment losses in accordance with IFRS 9 and RBM Credit Risk
Management Directive for Development Finance Institutions Directive (2020) as discussed under note 3.8. IFRS 9
requires companies to develop a provisioning model using historical data for at least three years. NBM Development
Bank commenced operations towards the end of 2019 with 2020 as the full year of operations. As at 31 December
2022, the Bank did not have adequate three years data to develop its own provisioning model as dictated by the
relevant standard.

In the light of the aforementioned challenge and the unavailability of a proxy DFI with a provisioning model, NBM
Development Bank resolved to use NBM Plc.’s model as a proxy in coming up with its own ECLs. The rationale for
the adoption of NBM Plc’s model is that both NBMDB and NBM ple offer loans similar in nature, terms and
conditions to clients in similar sectors. In some cases, the bank has mutual customers enjoying facilities at NBM
Development Bank and NBM Plc.

ECLs are calculated using statistical tools namely; probability of default (PD), exposure at default (EAD) and loss
given default (LGD). Data for the three categories is supplied to NBMDB by NBM plc. NBM plc subcontracted the
development of its IFRS 9 model and monthly computations of data to an external consultant.

NBMBD as a DFI and provider of medium and Jong term finance classifies it exposure into provisioning categories
namely; Stagel, Stage2 and Stage3 in line with Reserve Bank of Malawi’s Financial Services (Credit Risk

Management for Development Finance Institutions) Directive, 2018.

Allowance for impairment

2022 2021
K’000 K*000

Movement
Opening balance 27991 7978
Charge for the year 31420 20013
Closing Balance 59411 27991

Write-off Policy

The Bank writes off a loan balance (and any related impairment allowances for impairment losses) when it determines
that the loans are uncollectible. This determination is reached after considering information such as occurrence of
significant changes in the borrower/issuer’s financial position such that borrower/issuer can no longer pay the
obligation or that proceeds from collateral will not be sufficient to pay back the entire exposure.

Financial assets written off may still be subject to enforcement activities under the recovery procedures, taking into
account legal advice where appropriate. So far the Bank has not written off any loans since inception in 2019.
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18.

18.2

Financial risk management (Continued)

Liquidity risk management

Liquidity Risk is the risk of loss arising from failure to meet obligations as they fall due or to fund increases in
assets without incurring unacceptable cost or losses.

The Bank’s approach to managing liquidity risk is to ensure, as far as possible, that it will always have sufficient
liquidity to meet its obligations when due, under both normalized and stressed conditions, without incurring
unacceptable losses or risking damage to the Bank’s reputation.

Ultimate responsibility for liquidity risk management rests with the board of directors through the Bank’s Finance
and Audit committee, which has built an appropriate liquidity risk management framework for the management of
the Bank’s short, medium and long-term funding and liquidity management requirements. The responsibility for the
management of these risks lies with the management. The Bank manages liquidity risk by maintaining adequate
reserves, and continuously monitoring forecast and actual cash flows.

The table below analyses assets and liabilities into relevant maturity profiles based on the remaining period at the

year-end to the contractual maturity date.

Less than 3-6 More than Carrying
3 months months 12 months Total amount
K000 K000 K000 K’000 K’000

2022 )
Assets
Money market deposits 2 550 848 - - 2550848 2550848
Bank balances and cash - - - 116 107 116 107
Other assets 116 107 - 25081 25081 25081
Loans and advances 102 884 308 652 4150287 4561 823 4 561 823
Total assets 2 769 839 308 652 4175368 7253859 7253859
Liabilities
Lease liability 2769 8308 40302 51379 51379
Borrowings - 750 615 2251845 3002460 3002 460
Trade and other payables 47 832 - 47 835 95 667 95 667
Total liabilities _ 50601 758 923 2339982 3149506 _3 149 506
Contractual liquidity 2719238 (450 271) 1835386 4104353 4104 353
Mismatch 2719 238 2 268 967 4104 353 - -
2021
Assets
Money market deposits 327003 ~ - 327003 327003
Bank balances and cash 7 964 - - 7 964 7964
Other assets 6680 - - 6 680 6 680
Loans and advances 67 964 133 410 2036113 2237487 2237487
Total assets 409 611 133410 2036113 2579134 2579 134
Liabilities
Bank overdraft 11702 - - 11702 11702
Lease liability 1116 2458 18 769 22 343 22 343
Trade and other payables 42419 1185 17969 61573 61573
Total liabilities 55237 3643 36 738 95618 _ 95618
Contractual liquidity 354 374 129 767 1999375 2483516 2483516/
Mismatch 354 374 484 141 2483516 - =
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18. Financial risk management (Continued)
18.3 Interest rate risk management

The Bank is exposed to interest rate risk as it deals with banks on a continuous basis i.e. can either borrow
or extend funds to banks depending on whether there is excess or less cash balances. The risk is managed
by adhering to board mandates in respect of borrowings and investments

There are no significant exposures as at year-end due to current stability of interest rates prevailing in
Malawi.

The Bank is exposed to interest rate risk; which is the risk of loss from fluctuations in future cash flows or
fair values of financial instruments because of change in market interest rates. Interest rate risk is
managed principally through monitoring interest rate gaps and by having pre-approved limits for pricing
bands. The table below summarizes the exposure to interest rate risks.

1-3 3-6 Over  Non Interest
Months Months 1 Year Sensitive Total
K000 K’000 K’000 K000 K’000

2022
Financial Assets
Cash and bank - - - 116 107 116 107
Money market deposits 2 550 848 - - - 2 550 848
Other assets - - - 25 081 25 081
Loans and advances 102 884 308 652 _ 4150287 - 4561 823
Total Financial Assets 137179 274357 _ 6711933 __ 281885 7 405 354
Financial Liabilities
Trade and other payables - - - 95 667 95 667
Borrowings - 750615 2251 845 - 3002 460
Lease Liabilities 2769 8 308 40 302 - ) 51379
Total financial Liabilities ____ 2769 758923 2292 147 95 667 _ 3149 506
Interest sensitive gap 2767070 (450271) 1858140 45521 4220 460
Cumulative gap 2767070 2316799 4174939 4 220 460 -
Impact on profit of an increase in interest rates:

+1% 27671 (4 503) 18 581 - 41749

+2% 55341 (9 005) 37163 - 83 499

+3% 83012 (13 508) 55 744 - 125 248
Impact on profit of a decrease in interest rates:

-1% (27 671) 4503 (18 581) - (41 749)

-2% (55 341) 9 005 (37 163) - (83 499)

-3% (83 012) 13 508 (55 744) - (125 248)
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18. Finaneial risk management (Continued)

18.3 Interest rate risk management (Continued)

18.4

2021

Financial Assets

Cash

Money market deposits
Other assets

Loans and advances

Total Financial Assets
Financial Liabilities
Bank overdraft

Trade and other payables
Lease Liabilities

Total financial Liabilities

Interest sensitive gap
Cumulative gap

Impact on profit of an increase in interest rates:

+1%
+2%
+3%

Impact on profit of a decrease in interest rates:

-1%
2%
-3%
Capital Management

Regulatory Capital

1-3 3-6 Over Non Interest

Months Months 1 Year Sensitive Total
K000 K000 K’000 K?000 K000
- - - 7964 7 964
327003 - - - 327003
- - - 7723 7723

67 964 133410 2036113 - 2237 487
394 967 133410 _ 2036113 7964 2580 177
11702 - - - 11702
- - - 61 573 61573

1116 2 458 18 769 - 22 343
12 818 2458 _ 18769 61573 95618
382 149 130952 2017344 (45 886) 2 484 559
382 149 513101 2530445 2 484 559 -
3 821 1310 20173 - 25304

7 643 2619 40 347 - 50 609
11 464 3929 60 520 - 75913
(3 821) (1310) (20 173) - (25 304)
(7 643) (2619) (41 347) - (50 609)
(11 464) (3 929) (60 520) - (75 913)

According to the Financial Services (Capital Adequacy for Development Finance Institutions)
Directive, 2018, the Reserve Bank of Malawi sets and monitors capital requirements for Development
Financial Institutions (DFIs). Regulatory capital requirements are the minimum amount of capital
required by the Reserve Bank of Malawi, which if not maintained will usually require supervisory
intervention. DFIs are required to maintain a paid-up capital in Malawi Kwacha equivalent of USD50
million. The Bank was granted a waiver in 2022 by the Regulator, on the minimum capital requirement
which will expire in December 2024,
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19.

20

Going concern

The Bank was granted open ended waivers in 2018 by the Reserve Bank of Malawi on Corporate Governance
and Capital Adequacy Directives. These waivers were extended to 31 December 2024, and the Regulator is in
the process of preparing a suitable regulatory regime for the Bank to obviate the need for waivers before 2024.
The directors are confident that the going concern of the Bank will not be affected by these directives.

Fair value measurements

This note provides information about how the Bank determines fair values of various financial assets and
financial liabilities

20.1

20.2

Valuation techniques and assumptions applied for the purposes of measuring fair value

The directors consider that the carrying amounts of financial assets and financial liabilities recognised
at amortised cost in the financial statements approximate their fair values

The fair values of financial assets and financial liabilities are determined as follows.

¢ The fair values of financial assets and financial liabilities with standard terms and conditions
and traded on active liquid markets are determined with reference to quoted market prices.

o The fair values of other financial assets and financial liabilities (excluding derivative
instruments) are determined in accordance with generally accepted pricing models based on
discounted cash flow analysis using prices from observable current market transactions and
dealer quotes for similar instruments.

Fair value measurements recognised in the statement of financial position

The following list provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is
observable:

e Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;

e Level 2 fair value measurements are those derived from 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); and

e Level 3 fair value measurements are those derived from valuation techniques that include
inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

20.3 Fair value of the Bank’s financial assets and financial liabilities that are measured at fair value on

20.4

recurring basis.

The Bank did not have any financial assets and financial liabilities that are measured at fair value at
the end of each reporting period.

Fair value of financial assets and financial liabilities that are not measured at fair value on a recurring
basis (but fair value disclosures are required)

The directors consider that the carrying amounts of financial assets and financial liabilities recognised
in the financial statements approximate to their fair values.
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21. Contingent liabilities
There were no contingent liabilities as at 31 December 2022 (2021: Nil).
22. Exchange rates and inflation
The average of the year-end buying and selling rates of the foreign currencies most affecting the

performance of the Bank are stated below together with the increase in the National Consumer Price
Index which represents an official measure of inflation.

2022 2021
Kwacha/GBP 1274 1102
Kwacha/Rand 62 51
Kwacha/US Dollar 1026 816
Kwacha/Euro 1126 924
Inflation (%) _ 254 11.5

As at the date of approving the financial statements, the above noted rates had moved as follows:

Kwacha/GBP 1285
Kwacha/Rand 58
Kwacha/US Dollar 1026
Kwacha/Euro 1135
Inflation rate % (February 2023) 26.7

23. Subsequent event
There are no material events subsequent to year-end.
24, Impact of COVID 19 Assessment

During the year, the protracted events of the Covid-19 pandemic continued to affect the operating environment.
Despite signs of recovery in the Tourism and Education sectors, the pace was sluggish owing to the resurgence
of Covid-19 cases in China that caused further travel restrictions and prolonged lead-times in the global supply
chain affecting the implementation of funded projects.

Despite the Covid-19 induced challenges, the Bank witnessed strong growth in the tourism sector owed to

increased uptake of the Covid-19 vacancies and easing of travel restrictions. The Bank continues to monitor
the effects of the Covid-19 pandemic on the business environment.
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25.

Environmental, social and governance report

The Bank is a responsible Environmental and Social Corporate citizen with a keen interest to improve and
safeguard the national green footprint and mitigation of potentially negative Environmental and Social risk
through responsible green investments and funding embedded in its mandate.

The Bank selectively identified the sectors in which it finances, selecting only those with a high economic
and social impact. Furthermore, the Bank does not finance activities with a high carbon footprint. In turn, the
Bank actively finances projects that foster the use of renewable and clean energy.

The Bank’s Environmental and Social framework is guided by the NBM Plc Group’s Environmental Policy.
The framework requires that all potential projects undergo an environmental assessment and independent
environmental impact assessment study where applicable during project appraisal before funding is availed.
Where potential risks are identified, mitigating measures are put in place.

The Bank is committed to providing finance to marginalized sections of society and environmentally sound

projects. As part of this commitment, its members of staff underwent training of Environmental and Social
risk management and mitigation.

39



