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Chairman’s Statement

Financial Highlights

s Profit before tax

s Profit attributable to shareholders
s Cost/income ratio

s Basic earnings per share

s Assets base

— $701 754 gtn
— $469 405 gtn
- 11%

— $1318.6tn

— $1 658 562 gtn

Financial Performance

The Group’s financial results are historical and are not restated to take account of the effects of inflation
as is required by International Accounting Standards (IAS) 29 (Financial Reporting in Hyperinflationary
Economies) due to the non-availability of inflation indices from the Zimbabwe Central Statistical Office.

Despite the unprecedented hyperinflationary environment and the subsequent dollarisation of the
economy the Group managed to hedge and preserve value on a large proportion of its balance sheet, the
benefits of which shall correctly reflect on the next reporting period.

Foreign Exchange

Foreign exchange trading remained more active on the informal or parallel market due to pricing issues
on the Interbank market. In the second half of the year the central bank started licencing some businesses
to trade their goods and services in foreign currency. This improved viability and stocking levels for those
particular businesses, but the rest remained in an unviable situation as their costs were forex-denominated
whilst revenues were Zimbabwe dollar based. The introduction of global trading in multicurrencies in the
first Monetary policy of 2009 is likely to improve the flow of foreign currency across the whole economy
and formal businesses. Financial institutions had hitherto handled modest volumes of foreign currency
transactions.

Regulatory Environment

Wholesale changes were ushered in by the first budget and monetary policy statements of the year 2009.
The dollarisation of the Zimbabwe Stock Exchange revived trading and enabled FBC Securities to resume
trading although trades remained thin. We remain optimistic that the new regulatory regime which is
underpinned by multicurrencing should arrest hyper-inflation and improve viability in business operations.

Share Price Performance

During the year under review, investors flooded the equities market in the quest to preserve value for
their funds under the ravaging effects of hyperinflation. The industrial index grew in nominal terms by

a whooping 23.2 sextillion per cent which was above the FBCH share’s surge of 4.2 sextillion per cent to
close at an all time high of 1 quadrillion dollars. The equities market ceased trading on the 17" of November
2008, following accusations of impropriety levelled against brokers and banks by the Authorities. By year
end the market had not resumed trading, with brokers citing that new stringent measures introduced
rendered trading impossible.

Corporate Social Investment

The Group’s social responsibility investments slowed down in line with the extremely difficult operating
environment. The Group invested in education, sport and some charities during the period under review.
Social investment programmes are expected to grow as the business performance picks up.

Directorate

There were no changes in the directorate during the year to 31 December 2008. | would like to take this
opportunity to thank all directors for their valued contributions during the period under review.

Dividend

In view of the uncertain economic environment and the need to continuously address capitalization levels
denominated in US Dollars, directors are recommending that the dividend for the period under review
be passed.

Outlook

The September 2008 global political agreement and subsequent inclusive government is expected to
initiate the recovery process; critically resumption of balance of payment and multilateral support
culminating in the return of private capital. We expect the resumption of higher levels of production in
industry to commence as soon as credit lines open up. The Group looks forward to the implementation
of a package of coordinated policies and unity of purpose that will engender progress and success for the
country.

Appreciation

The Group has managed to survive a daunting environment owing to the resilience of staff and management.
The guidance and support of non-executive directors was truly remarkable as well as invaluable. Allow
me to pay tribute to all the stakeholders for their contribution and support towards the success of the FBC
Group.

z

Herbert Nkala
Group Chairman
26 March 2009

Group Chief Executive’s Report

The priority for the Group for most of the year 2008 was to outlive the many challenges that confronted the
business. | am happy to report the success of the Group’s hedging strategies which have ensured continuity in
the face of adversity and negative revenues obtaining in the industry.

Operations Review
FBC Bank

The Bank contributed 58% to the Group’s pre-tax profit for the year ended 31 December 2008. The Bank
waddled through a variety of operational challenges at whose core was the cash shortages and high operating
costs. The use of the local currency diminished considerably in the second half of the year, spurred by the
introduction of foreign exchange licenced shops. Foreign exchange flows continued to avoid the formal banking
system resulting in a reduction in the Bank’s foreign currency deposit base. The creation of a foreign exchange
clearing house is an urgent priority since all transactions are now effectively in USD or other approved currencies.
Despite the difficult operating environment, the Bank successfully hedged its balance sheet by dollarising its
profits and reserves through foreign exchange based structures. The Bank’s balance sheet is currently in excess
of US$20 million. The Bank is in a comfortable position to meet and exceed the minimum capital requirements

in the medium to long term. The Bank is pursuing a number of products and strategies that should generate
significant revenue in the short to medium term under the dollarised environment such as the rand money
order, currency swaps and foreign currency lending. The Bank will focus on attaining critical deposit mass
through both the retail and corporate segments. Establishment of foreign credit lines is critical to enable the
Bank to participate in the resuscitation of industry and commerce.

FBC Building Society

The Society made modest progress in developing its stands in Glaudina amid an acute shortage of building
materials and escalating foreign currency based costs. The Society closed 8 branches in Kadoma, Kwekwe,
Zvishavane, Beitbridge, Rusape, Marondera, High Glen and Fidelity Life Centre to stem the operational cost
overruns from those units. Two branches in Harare and four in Bulawayo, Gweru, Masvingo and Mutare now
make up the Society’s outlets. The Society’s property programme has commenced a partial disposition of some
of its trade portfolio of properties to fund a revolving development that should also adequately fund operations
whilst the savings market improves.

FBC Reinsurance

The Reinsurance arm of the business contributed 30% towards Group pre-tax profit, a significant increase in
the unit’s share. FBC Re operations were bolstered by its innovation of foreign currency based insurance which
it championed in the market more than a year ahead of dollarisation. FBC Re was the most viable strategic
business unit in the year, buoyed by real US dollar incomes. The unit will continue to pursue volumes to
consolidate its growing stature as a significant and leading player in the insurance industry.

FBC Securities

The artificial bubble of the Stock Exchange burst in October when the Central Bank suspended trading citing
aggressive price bidding and an endemic creation of unfunded wealth. Consequently, the unit's contribution
was reduced and is likely to remain that way unless costly trading restrictions are reviewed. We anticipate an
improvement in volumes and profitability following the dollarisation of the economy which should eventually
see the entry of significant foreign players.

Strategy

The new political dispensation should provide opportunities in the reconstruction, manufacturing and general
recovery activities of the country. However, the Group will engage preservation gear mode underpinned by
robust cost control measures during the lean period until signs of economic recovery are clearly on the horizon.
The Group will continue to grow hard currency revenues and be on the lookout for strategic opportunities to
add value to the Group’s business lines.

Human Resources

Reduction of employee-related costs was a priority especially in the second half of the year as the Group tightened
its belt. The Group adopted measures that reduced costs and sought to ensure that staff remain employed at
least in the next 12 to 18 months ; these measures included mutually agreed and voluntary rotational shift-
work for managers and non-managers alike . The Group will continue to monitor and address motivational
challenges to staff with a view to retain all key staff.

Service Delivery

Notwithstanding the belt-tightening initiatives the Group remains focused to ensure that customer service is
not compromised. Staff to customer ratios will not be compromised across our various classes of service delivery.
Processes and systems will be adjusted to manage the changeover to the multi-currency environment ushered
in by the January 2009 monetary policy.

Risk Management

The risk management and compliance function is now fully resourced and automated where possible to monitor
and manage the integrated and various risks associated with our diverse business.

Appreciation

The Board of Directors, Management and Staff have been resilient throughout a very difficult year. | wish to
express sincere gratitude for their commitment and effort given the challenging environment during the period
under review. Our customers and stakeholders’ confidence and support has been most welcome, and we assure
them of our commitment to deliver to their expectation in the future.

Btss.

Livingstone T. Gwata
Group Chief Executive
26 March 2009

H. Nkala (CHAIRMAN), L.T. Gwata* (GROUP CHIEF EXECUTIVE), K. Chibota, P.M. Chiradza, S. Kudenga*, T. Kufazvinei*, J.R. Mawere, S.A. Munyeza, J. Mushayavanhu*,
G.G. Nhemachena, W. Rusere*, N. Saungweme (Ms). (*EXECUTIVE).
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Consolidated Income Statement
For the year ended 31 December 2008

Notes

(e¢]

Interest income
Interest expense 9
Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income

Net trading income

Net income from other financial instruments

carried at fair value

Other operating income 10
Total income

Operating expenses

Impairment loss on financial assets
Personnel expenses

Operating lease payments
Depreciation and amortiation
Other expenses

Total operating expenses

Operating profit
Share of results of associate

Profit before taxation
Taxation
Profit after taxation

Atrributable to:
Equity holders of the company
Minority interest

Earnings per share ($'tn)
Basic 11

Consolidated Balance Sheet
As at 31 December 2008

Notes

EQUITY

Share capital and share premium
Retained earnings

Other reserves

Total equity attributable to equity holders of the company
Minority interests
Total equity

LIABILITIES

Deposits from customers
Deposits from banks
Other liabilities

Current tax liabilities
Deferred tax liabilities

Total liabilities
Total equity and liabilities

ASSETS

Cash and cash equivalents
Trading assets

Pledged assets

Loans and advances to customers
Other assets

Investment in associate
Investment properties

Property and equipment

Total assets

2008
$'qtn

12 549
245
12 304

88
0
88

235 288

349 595
187 873
785 148

4 424
46 975
0

0

32 656
84 055

701 093
661

701 754
201 409
500 345

469 405
30 940
500 345

1318.6

2008
$'qtn

468 235
320 694

788 929
60 073

849 002

118 862
214 058
160 756
(10 717)
326 601

809 560

1 658 562

412 957
389 022

12

253 621
91 404
16 541
49 247
445 758

1658 562

Historical
2007
$'qtn
Historical
2007
$'qtn

Consolidated Statement Of Changes In Equity

For the year ended 31 December 2008

Ord. Retained Share Share Revaluation Minority

shares profit premium Option Reserves Interest
Reserve
$'qtn $'qtn $gtn  $gtn $'qtn $'qtn

Historical

Balance at 1 January 2007 - - - - - -
Profit for the year - - - - - -
Loss on available for sale assets - - - - - -
Employee share option scheme

- value of employee service - - - - - -
- share options exercised - - - - - -
Revaluation - - - - - -

Total

$'qtn

Shareholders’ equity at

31 December 2007/

1 January 2008 - - - - - -
Profit for the year - 469 405 - - - 30940
Employee share option scheme

- value of employee service - - - 3423 -
- share options exercised - - - - - -
General provisions - (12 170) - - -
Dividend paid - - - - - -
Revaluation - - - - 317271 29133

Shareholders’ equity at

500 345

3423

(1170)

346 404

31 December 2008 468 235 - 3423 317271 60073

849 002

Consolidated Cash Flow Statement
For the year ended 31 December 2008

Historical
2008
$'qtn

CASH FLOWS FROM

OPERATING ACTIVITIES

Profit before taxation 701 754
Adjustments for:

Depreciation and amortization -

Impairment of loans and advances 4424
Loss on disposal of fixed assets 0
Profit on disposal of investment properties -
Fair value adjustment of investmen properties (49 247)
Share of results of Associate (661)
Equity settled payments 3423

Net cash generated before changes

in operating assets and liabilities 659 693
Change in trading assets (389 022)
Change in pledged assets (12)
Change in loans and advances to customers (259 215)
Bonds held to maturity -
Change in other assets (91 404)
Change in deposits from banks 214 058
Change in deposits from customers 118 862
Change in other provisions and liabilities 160 756
413716
Income tax paid (759)
Net cash flow from operating activities 412 957

CASH FLOW FROM INVESTING ACTIVITIES

Purchase of intangible assets -
Purchase of investment properties -
Purchase of property and equipment -
Proceeds on disposal of investment properties -
Proceeds on disposal of property and equipment -
Net cash flow from investing activities -

CASH FLOW FROM FINANCING ACTIVITIES

Share issue and minority contribution -
Dividend paid -
Net cash flow from financing activities -
Net increase in cash and cash equivalents 412 957

Cash and cash equivalents at the beginning of the year -

Cash and cash equivalents at the end of the year 412 957

H. Nkala (CHAIRMAN), L.T. Gwata* (GROUP CHIEF EXECUTIVE), K. Chibota, P.M. Chiradza, S. Kudenga*, T. Kufazvinei*, J.R. Mawere, S.A. Munyeza, J. Mushayavanhu?,
G.G. Nhemachena, W. Rusere*, N. Saungweme (Ms). (*EXECUTIVE).
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Notes to the Consolidated Financial Statements conta)
31 December 2008

1. REPORTING ENTITY

FBC Holdings Limited is an investment holding company domiciled in Zimbabwe whose registered
office is FBC Centre, 45 Nelson Mandela Avenue, Harare. The consolidated financial statements
of the Group as at and for the year ended 31 December 2008 comprise the Group and its subsidiaries.
The Group primarily is involved in commercial banking, mortgage loans, related financial services,
stock broking and reinsurance services.

2. BASIS OF PREPARATION
2.1. Statement of Compliance

The consolidated financial statements have been prepared in accordance with the International
Financial Reporting Standards (IFRSs) and interpretations adopted by the International Accounting
Standards Board (IASB), and the requirements of the Companies Act (Chapter 24:03) and the
Banking Act (Chapter 24:20).

2.2. Basis of Measurement

The financial statements are presented in Zimbabwe dollars rounded to the nearest quintillion
(‘gtn). They are based on the historical cost approach and are not restated to take acount of
the effects of inflation in accordance with International Accounting Standards (IAS) 29 (Financial
Reporting in Hyperinflationary Economies) as the iflation indices were not available from the
Zimbabwe Central Statistical Office.

2.3 Use of estimates and judgments

The preparation of financial statement in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of policies and reported amounts

of assets and liabilities, income and expenses. These estimates and associated assumptions are
based on historical experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgments about carrying
values of assets and liabilities that are not readily apparent from other services. Actual results may
differ from these estimates. Estimates and underlying assumptions are reviewed on an ongoing
basis.

3. BASIS OF CONSOLIDATION

The consolidated financial information comprise the financial information of the company and all
its subsidiaries (subsidiaries are enterprises which are controlled by the holding company), the
results of which are included from the effective dates of acquisition and up to the effective date of
disposal.

Transactions eliminated on consolidation

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

4. CORPORATE GOVERNANCE

The Board is committed to the principles of openness, integrity and accountability. It recognises
the developing nature of corporate governance and assesses its compliance with local and international
generally accepted corporate governance practices on an ongoing basis through its various
subcommittees.

The Board is responsible to the shareholders for setting the direction of the Group through the
establishment of strategies, objectives and key policies. The Board monitors the implementation
of these policies through a structured approach to reporting and accountability.

The Board meets regularly, with a minimum of four scheduled meetings annually. To assist the
Board in the discharge of its responsibilities a number of committees have been established, of
which the following are the most significant: (i) Board Audit Committee, (i) Board Human Resources
and Remuneration Committee, (iii) Board Finance and Strategy (iv) Board Risk Committee,

Main Board Board Audit Board HR Board | Finance & Strategy| Board Risk
BOARD ATTENDANCE & Compliance
Board member QL Q2| Q3 |/Q4| Q1 Q2|Q3 | Q4| Q1|Q2 Q3| Q4 Q1/Q2| Q3| Q4 | Q1] Q2/Q3|Q4
Herbert Nkala . . e | e |najnajina|na| « | p | * * |nfa|nfa |nfa|n/a |nfa | nfa|nfa |nia
Livingstone T. Gwata . . e | e |najnajina|na| « | p | * o | e | . X | e . o | .
Kenzias Chibota . . e | e | nla|nfa|nfa|na|na|na|na|na| « | ° . . . e X | -
Philip M. Chiradza . . e | | nlajna| - . el p | o | e | . . . . o | . .
Stanley Kudenga . . e | X |na|nfa|na|nfa|nfajna|naina| | * . . . | X |
Trynos Kufazvinei . . e | e | najna|na|nfa|nfana|naina| | * . e |n/a|n/a|nfa |nla
Shingirai A. Munyeza X . o | . . . e |nfa| x| p | x| x |na|na |na|na |na|na|na [na
John Mushayavanhu . . e | e |najna|na|nfa|nana|na|na| | * . . . o | .
Johnson R. Mawere . . o | . . . . e | nfa|nfa |nfa|n/a|nfa|nfa|nfa|nfa |n/a | nfanfa nla
Godfrey G. Nhemachena e o | e | . . . . e | nfa|nfa |nfa|nfa|nfanfa|nfalnfa | « o | e |
Nancy Saungweme . e | e | e |na|na|na|na|nfalna nfa|na| | * e | * |nfa|nfa|nfa|nfa
Webster Rusere . . e | e |na|na|na|na|nana nfa|na| | * . . . o | . .
key
« - Attended n/a - not a committee member Q1 - Quarter 1 Q3 - Quarter 3
X - Appologies p - committee meeting postponed Q2 - Quarter 2 Q4 - Quarter 4

5. RISK MANAGEMENT
5.1 Overview

The Group continued to maintain a strong risk management culture in response to the changing
operating environment in order to achieve an appropriate balance between risk and reward.

During 2008, the Group revamped its risk management structures and systems which resulted in
the establishment of an independent risk management division at Group level and enhancement
of the risk identification and measurement tools within the Group. All major policies and processes
were also reviewed in line with the Group risk strategy.

The principal risks to which the Group is exposed to and which it continues to manage are detailed
below.

Notes to the Consolidated Financial Statements conta)
31 December 2008

5.2 Risk categories
5.2.1 Strategic risk

Strategic risk is the current and prospective impact on earnings or capital arising from adverse
business decisions, improper implementation of decisions, or lack of responsiveness to industry
changes. The Board of Directors retains the overall responsibility for strategic risk management
through the Board Finance and Strategy Committee.

5.2.2 Reputational risk

Reputational risk is the potential that negative publicity regarding the Group’s business practices,
whether true or not, will cause a decline in the customer base, costly litigation, or revenue reductions.
This risk may result from the Group’s failure to effectively manage any or all of the other risk types.
Management translates the reputational risk management strategy established by the Board of
Directors into policies, processes and procedures that are implemented throughout the Group.

5.2.3 Credit risk

Credit risk is the current or prospective risk to earnings and capital arising from a debtor’s failure
to meet the terms of any contract with the Group or if a debtor otherwise fails to perform as agreed.

Credit risk framework and governance

The Group’s largest source of credit risk is loans, albeit that credit risk exists throughout the other
activities of the Group, on and off the balance sheet. These other activities include inter-bank
transactions, mortgage loans, foreign exchange transactions, and guarantees. Given the significant
size of the loan portfolio on the balance sheet of the Group, credit risk remains one of the major
risks.

To effectively manage credit risk, the Board and Management established an effective and sound
credit risk management framework which is supported by a strong risk culture and environment.
Credit risk management is governed by each entity’s credit policy guidelines and ultimately approved
by the Board of Directors. The Board of Directors is ultimately responsible for credit risk. Group
Credit Management Division, is responsible for the implementation of the credit policies, which
cover compliance with prescribed sanctioning authority levels, avoidance of a high concentration
of credit risk and regular review of credit limits. The Group Risk Management Division, Group
Compliance and Group Audit also monitor independently the management of Credit risk.

Credit policies, procedures and limits

The Group has sound and well-defined policies, procedures and limits which are reviewed and
approved by the Boards of Directors and strictly implemented by management. Credit risk limits
include delegated approval and write-off limits to advances managers, management and board credit
committees, counterparty limits, individual account limits, group limits and concentration limits.

Credit risk mitigation and hedging

As part of the Group’s credit risk mitigation and hedging strategy, various types of collateral is taken
by the banking subsidiaries. These include mortgage bonds over residential, commercial and
industrial properties, cession of book debts and the underlying moveable assets financed. In addition,
a guarantee is often required particularly in support of a credit facility granted to counterparty.
Generally, guarantor counterparties include parent companies and shareholders. Creditworthiness
for the guarantor is established in line with the credit policy.

Credit risk stress testing

The Group and the entities recognise the possible events or future changes that could have a negative
impact on the credit portfolios and affect the Group’s ability to generate more business. To mitigate
this risk, the Group has put mechanisms in place to enhance its stress testing methodologies.

Impairments

An allowance for loan impairment is established if there is objective evidence that the Group will
not be able to collect all amounts due according to the original contractual terms of loans. The
amount of the provision is the difference between the carrying amount and the recoverable amount,
being the present value of expected cash flows, including amounts recoverable from guarantees and
collateral, discounted at the original effective interest rate of loans.

Credit terms:

Default

This is failure by a borrower to comply with the terms and conditions of a loan facility as set out in
the facility offer letter or loan contract. Default occurs when a debtor is either unwilling or unable
to repay a loan.

Past due loans

These are loans whereby the debtor is in default by exceeding the loan tenure or expiry date as
expressly set out in the loan contract i.e. the debtor fails to repay the loan by a specific given date.

Impaired loans

The Group’s policy regards impaired/ doubtful loans as all those loans where the degree of default
becomes extensive such that the Group no longer has reasonable assurance of collection of the full
outstanding amount of principal and interest. All such loans are classified in the C, D and E loan
categories.

Provisioning policy and write offs

Determination of general and specific provisions

Provisioning is determined on the basis of account classification whereby provisions or provisioning
methods are uniformly determined for specific grades.

General provisioning

Pass Grade “A”- No evident weakness, performing to contractual terms

General provisions for facilities in this category are maintained at 1% of total customer account
outstanding balances and off balance sheet (i.e. contingent) risks.
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31 December 2008
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General provisioning (Cont'd)

Special Mention Grade “B” - Exhibits potential weaknesses, which require close monitoring
General provisions for these facilities are maintained at 3% of total customer account outstanding
balances and off balance sheet (i.e. contingent) risks.

Specific provisioning

Sub-Standard Grade “C” - Timely repayment and/or settlement may be at risk. Specific provisions
for facilities in this category are currently maintained at 20% of total customer outstanding balances
and off balance sheet (i.e. contingent) risks less the value of tangible security held.

Doubtful Grade “D” - Full repayment and/or settlement highly improbable

Specific provisions for exposures in this grade are currently maintained at 50% of total customer
outstanding balances and off balance sheet (i.e. contingent) risks after deducting the value of any
tangible security held.

Loss Grade “E” - Collection not possible

Specific provisions for debts in this category are currently maintained at 100% of total customer
outstanding balances and off balance sheet (i.e. contingent) risks again after deducting the value
of any tangible security held.

The basis for writing off assets

When an advance which has been identified as impaired and subjected to a specific provision,
continues to deteriorate, a point will come when it may be concluded that there is no realistic
prospect of recovery. Authority will be sought from Group Credit Management Division for the
exposure to be immediately written off from the bank’s books while long term recovery strategies
are being pursued.

Credit risk and Basel I

The Group took a gradual process in implementing Basel Il in line with the regulatory authorities’
approach. The Group continues to implement all Basel Il related guidelines issued by the Central
Bank and internal processes have been revamped in an effort to comply with the requirements. A
robust risk management system for credit risk is being implemented in preparation for the full
Basel Il implementation.

Liquidity risk

Liquidity Risk is the current or prospective risk to earnings and capital arising from the Group’s
inability to meet its liabilities when they fall due without incurring unacceptable losses.

Liquidity risk framework and governance

The Group does not treat Liquidity risk in isolation as it is often triggered by consequences of other
financial risks such as credit risk and market risk. The Group’s liquidity risk management framework
is therefore designed to ensure that its subsidiaries have adequate liquidity to withstand any stressed
conditions. To achieve this objective, the Board of Directors through the entities’ Board Asset
Liability Committees is ultimately responsible for liquidity risk management. The responsibility for
managing the daily funding requirements is delegated to the Heads of Treasury Divisions for banking
entities and Finance Managers for non-banking entities with independent day to day monitoring
being provided by Group Risk Management.

Liquidity and funding management

The Group’s management of liquidity and funding is decentralised and each entity is required to
fully adopt the liquidity policy approved by the Board with independent monitoring being provided
by the risk management function. The Group uses concentration risk limits to ensure that funding
diversification is maintained across the products, counterparties and sectors. Major sources of
funding are in the form of deposits across a spectrum of retail and wholesale clients for all the
subsidiaries.

Cash flow and maturity profile analysis

The Group uses the cash flow and maturity mismatch analysis on both contractual and behavioural
basis to assess their ability to meet immediate liquidity requirements and plan for their medium
to long term liquidity profile.

Liquidity contingency plans

In line with the Group’s liquidity policy, liquidity contingency plans are in place for the subsidiaries

in order to ensure a positive outcome in the event of a liquidity crisis. The plans clearly outline early
warning indicators which are supported by clear and decisive crisis response strategies. The crisis
response strategies are created around the relevant crisis management structures and address both
specific and market crises.

Liquidity stress testing

It is the Group’s policy that each entity conducts stress tests on a regular basis to ensure that they
have adequate liquidity to withstand stressed conditions. In this regard, anticipated on- and off-
balance sheet cash flows are subjected to a variety of specific and systemic stress scenarios during
the period in an effort to evaluate the impact of unlikely events on liquidity positions.

Market risk

Market risk is the risk of financial loss in on and off-balance sheet trading positions arising from
movements in market prices. Market risk exists whenever the Group has taken trading, banking
or investment positions.

Market risk from trading positions

The Group uses a collection of risk measurement methodologies to assess market risk, including
value-at-risk (VaR), stress testing, loss triggers and traditional risk management measures.

Market risk from banking positions
Banking related market risk is contained within the Group’s two major treasury operations at the

Bank and the Building Society. The interest rate risk profile is assessed regularly based on the
fundamental trends in interest rates, economic developments and technical analysis.

Notes to the Consolidated Financial Statements conta)
31 December 2008

5.2.6

5.2.8

Market risk from investments

This is managed in accordance with their purpose and strategic benefit rather than on market
considerations and periodic reviews and reassessments are undertaken.

Foreign currency risk

Foreign exchange rate risk is the current or prospective risk to earnings and capital arising from
adverse movements in currency exchange rates. The potential for loss arises from the process of
revaluing foreign currency positions on both on- and off- balance sheet items, in Zimbabwe dollar
terms. This risk is largely concentrated at FBC Bank and FBC Reinsurance.

Framework and governance

The Board of Directors is ultimately accountable and approves the market risk appetite for all types
of market risk. The Board delegated the effective management of market risk to the entities’ Asset
Liability Committees (ALCO) for the banking entities and Risk and Compliance Committees for

non-banking entities. On a day-to-day basis, market risk exposures are independently reviewed and
measured by the Group Risk Management function, and appropriate management reports are
generated. Trading limits are set for individual business units to contain losses within a specified

amount in the event of adverse market movements.

Market risk measurement

The tools for measuring market risk that are applied within the Group range from the very fundamental

and basic marking-to-market, to the more sophisticated Value at Risk Models. Generally, measurement
tools in use at any point in time are commensurate with the scale, complexity, and nature of trading
activities and positions held by entity. The tools and techniques used to measure and control market
risk include the repricing gap, scenario analysis on net interest income and economic value of equity,
stop loss limits, duration analysis, stress testing and Value at Risk. In addition, the Group also
performs ratio analysis on the key ratios of each entity. Risk limits for all the measures are documented
in each entity’s ALCO policy. Group Risk Management performs regular reviews of the existing
models to ensure that they are still relevant and behaving within expectations.

Operational risk

Operational risk is the risk of loss arising from the potential that inadequate information system,
technology failures, breaches in internal controls, fraud, unforeseen catastrophes, or other operational
problems may result in unexpected losses. Operational risk exists in all products and business
activities.

Group's approach to managing operational risk

The Group’s approach is that business activities are undertaken in accordance with fundamental
control principles of operational risk identification, clear documentation of control procedures,
segregation of duties, authorization, close monitoring of risk limits, monitoring of assets use,
reconciliation of transactions and compliance.

Operational risk framework and governance

The Board has ultimate responsibility for ensuring effective management of operational risk. This
function is implemented through the Board Risk and Compliance Committee at Group level which
meets on a quarterly basis to review all other major risks including operational risks. This Committee
serves as the oversight body in the application of the Group’s operational risk management framework,
including business continuity management. Each entity has a Management and Board Risk and
Compliance Committee to ensure a robust operational risk management framework. Other Group
management committees which report to Group Executive Committee include the Group New
Product Committee, Group IT Steering Committee and Group Business Continuity Committee.
The management and measurement of operational risk

The Group identifies and assesses operational risk inherent in all material products, activities,
processes and systems. It ensures that before new products, activities, processes and systems are
introduced or undertaken, the operational risk inherent in them is subjected to adequate assessment
by the appropriate risk committees which include the Risk and Compliance Committee and Group
New Product Committee.

The Group conducts Operational Risk Assessments in line with the Group’s risk strategy. These
assessments cover causes and events that have, or might result in losses, as well as monitor overall
effectiveness of controls and whether prescribed controls are being followed or need correction. Key
Risk Indicators (KRIs) which are statistical data relating to a business or operations unit are
monitored on an ongoing basis. The Group also maintains a record of loss events that occur in the
Group in line with Basel Il requirements. These are used to measure the Group’s exposure to the
respective losses. Risk Limits are used to measure and monitor the Group’s operational risk exposures.
These include branch cash holding limits, teller transaction limits, transfer limits and write off limits
which are approved by management and the Board. In addition, the Group also uses risk mitigation
mechanisms such as insurance programmes to transfer risks. The Group maintains adequate
insurance to cover key operational and other risks.

Business continuity management

To ensure that essential functions of the Group are able to continue in the event of adverse
circumstances, the Group Business Continuity Plan is reviewed annually and approved by the Board.
The Group Business Continuity Committee is responsible for ensuring that all units and branches
conduct tests each year in line with the Group policy. The Group successfully conducted its business
continuity tests during the fourth quarter of 2008 and all processes were well documented.

Operational Risk and Basel Il Implementation

The Group continues to improve its risk management systems and processes in preparation for
Basel Il implementation. All structures, processes and systems have been aligned to Basel Il
requirements. The Group also adopted in full all the Risk Management Guidelines which were issued
by the Reserve Bank as part of the Basel Il implementation.

Compliance risk

Compliance risk is the current and prospective risk to earnings or capital arising from violations
of, or non-conformance with laws, rules, regulations, prescribed practices, internal policies and
procedures or ethical standards.

The Compliance function assesses the conformity of codes of conduct, instructions, procedures and
organizations in relation to the rules of integrity in financial services activities. These rules are those
which arise from the institution’s own integrity policy as well as those which are directly provided
by its legal status and other legal and regulatory provisions applicable to the financial services sector.

H. Nkala (CHAIRMAN), L.T. Gwata* (GROUP CHIEF EXECUTIVE), K. Chibota, P.M. Chiradza, S. Kudenga*, T. Kufazvinei*, J.R. Mawere, S.A. Munyeza, J. Mushayavanhu*,
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5.2.9

Compliance risk (COnt'd)

Management is also accountable to the Board for designing, implementing and monitoring the
process of compliance risk management and integrating it with the day to day activities of the

Group.

Statement of Compliance

The Group complied with the following statutes inter alia:-

The Banking Act (Chapter 24:20) and Banking Regulations, Statutory Instrument 205 of 2000; the
Exchange Control Act (Chapter 22:05); the National Payments Systems Act (Chapter 24:23) and
the Companies Act (Chapter — 24:03).

FBC Bank was issued with a compliance order for failing to report Suspicious Transaction Reports
on time, in contravention of section 30 of the Bank Use and Suppression of Anti-money Laundering

Act (Chapter 24:24).

In addition, the Group also generally complied with the Reserve Bank of Zimbabwe’s directives on

Notes to the Consolidated Financial Statements conta)
31 December 2008

(i) FBC Building Society

Building Society CAMELS* ratings

Camels
component

Latest RBS ratings

30 Sept 2007

Sensitivity to market risk

Capital adequacy 2
Asset quality 2
Management 2
Earnings 2
Liquidity 2

2

2

Composite rating

Building Society summary risk assessment system (RAS) ratings

RAS component

Latest RAS rating

30 Sept 2007

liquidity management, capital adequacy as well as prudential lending guidelines. FBC Bank was Overall inherent risk Moderate
however suspended from the Clearing House for the period 17-21 November 2008 for failure to Overall risk management systems Acceptable
fund Clearing House batches. Overall composite risk Moderate
Direction of overall composite risk Stable
6. INDEPENDENT RATINGS
Building Society summary risk matrix
6.1  Reserve Bank of Zimbabwe onsite examinations
Type of risk Level of Adequacy of risk Overall Direction of overall
The Group and its subsidiaries have their corporate governance and risk management processes inherent risk | management systems| composite risk composite risk
independently audited by the Reserve Bank of Zimbabwe at least every 18 months. The most recent Credit Moderate Acceptable Moderate Stable
inspection was carried out for the 12 months to 30 September 2007 and the results indicate that Liquidity Moderate Acceptable Moderate Stable
the Group’s risk management and corporate governance practices are sound as illustrated below. Interest rate Moderate Acceptable Moderate
Foreign exchange Moderate Acceptable Moderate Stable
()  FBC Holdings Strategic - Acceptable Stable
Operational risk Acceptable
Summary risk assessment system (RAS) ratings Legal and compliance | Moderate Acceptable Moderate Stable
R Latest RAS rating Reputation Moderate Acceptable Moderate Stable
30 Sept 2007 Overall Moderate Acceptable Moderate Stable
Overall inherent risk Moderate
Overall risk management systems Acceptable Level of inherent risk key
Overall composite risk Moderate
Direction of overall composite risk Stable Rating Description
Low Reflects a lower than average probability of an adverse impact on a banking institution’s
. . . capital and earnings. Losses in a functional area with low inherent risk would have little
FBC Holdings summary risk matrix Lo L i . -
negative impact on the banking institution’s overall financial condition.
- - — Moderate | Could reasonably be expected to result in a loss which could be absorbed by a banking
Type of risk Level of Adequacy of risk Overall Direction of overall institution in the normal course of business.

: inherent risk_| management systems | composite risk composite risk High Reflects a higher than average probability of potential loss. High inherent risk could
C.red'|t. Moderate Acceptable Moderate Stable reasonably be expected to result in a significant and harmful loss to the banking institution.
Liquidity Moderate Acceptable Moderate Stable
Interest rate  Llow | Acceptable Stable -

Foreign exchange Moderate Acceptable Moderate Stable Adequacy of risk management systems key
Strategic Moderate Acceptable Moderate Stable Rati D o
Operational risk Acceptable ating escription : : . . . .
Loal o oo plenoe Reoeihl Stable Weak Rlsk mapagement sysFem.s are |r.1adequa.te or |flappropr|ate given the size, complexny and
Repation | Acceptable Stable _ns!( profile of the banking institution. Institution’s risk management systems are I_acklng
Overall Moderate Acceptable Moderate Stable in important ways and therefore a cause of more than normal supervisory attention. The
internal control systems will be lacking in important aspects particularly as indicated by
continued control exceptions or by the failure to adhere to written policies and procedures.
(i) FBC Bank Acceptable| Management of risk is largely effective but lacking to some modest degree. While the
institution might be having some minor risk management weaknesses, these have been
FBC Bank CAMELS* ratings recognized and are being addressed. Management information systems are generally
adequate.
Camels component Latest RBS ratings Strong Management effectively identifies and controls all types of risk posed by the relevant
30 Sept 2007 functional areas or per inherent risk. The board and senior management are active
Capital adequacy 1 participants in managing risk and ensure appropriate policies and limits are put in place.
Asset quality 2 The policies comprehensively define risk tolerance, responsibilities and accountabilities
Management 2 are effectively communicated.
Earnings 1
Liquidity 2 Overall composite risk key
Sensitivity to market risk 2
Composite rating 2 Rating Description
Low Would be assigned to low inherent risk areas. Moderate risk areas may be assigned a low
*CAMELS is an acronvm f . . ) o composite risk where internal controls and risk management systems are strong and
MEL _ym or capital adequacy, asset quallty_, management, earnings, I_|qU|d|ty, and effectively mitigate such risks.
sensitivity to market risk. CAMELS rating system uses a rating scale of 1-5, where "1"is strong, ‘2’ Moderate | Risk management systems appropriately mitigate inherent risk. For a given low risk area,
is satisfactory, ‘3" is fair, ‘4" is weak and ‘5’ is critical. significant risks in the risk management systems may result in a moderate composite risk
assessment. On the other hand, a strong risk management system may reduce the risk sq
“*RBS stands for risk-based supervision. that any potential financial loss from the activity would have only a moderate negative
impact on the financial condition of the institution.
FBC Bank summary risk assessment system (RAS) ratings High Risk management systems do not significantly mitigate the high inherent risk. Thus, the
activity could potentially result in a financial loss that would have a significant impact on
RAS component Latest RAS rating the bank’s overall condition.

30 Sept 2007

Based on the current information, risk is expected to increase in the next 12 months.

Based on the current information, risk is expected to be stable in the next 12 months.

The banking and reinsurance subsidiaries have their credit ratings reviewed annually by an

economic environments, all subsidiaries have at least maintained their investor grade ratings as

Overall inherent risk Moderate Direction of overall risk key

Overall risk management systems Acceptable

Overall composite risk Moderate Rating Description

Direction of overall composite risk Stable Increasing

Decreasing| Based on the current information, risk is expected to decrease in the next 12 months.

FBC Bank summary risk matrix Stable

Type of risk Level of Adequacy of risk Overall Direction of overall

inherent risk | management systems| composite risk composite risk 6.2 International credit ratings

Credit Moderate Acceptable Moderate Stable

Liquidity Moderate Acceptable Moderate Stable

Interest rate moderate Acceptable Moderate Stable international credit rating agency, Global Credit Rating. In spite of the deterioration in the
Foreign exchange \ Acceptable Stable

Strategic Acceptable Stable ilustrated below

Operational risk Acceptable '

Legal and compliance Acceptable Stable

Reputation \ Acceptable Stable

Overall Moderate Acceptable Moderate Stable
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6.2 International credit ratings (COnt'd) 12.  PROPERTY AND EQUIPMENT
Subsidiary 2008 2007 2006 2005 Historical
FBC Bank A- A- BBB+ BBB+ 2008 2007
$'qtn $qtn
FBC Reinsurance A- A- BBB- BBB-
Cost
FBC Building Society BBB BBB BBB- BBB-
1 January 2007 0 -
n/a — not applicable Additions 0 -
Disposals 0 -
7. FINANCIAL ASSETS AND LIABILITIES Revaluation 445 758 -
(i) Recognition 445 758 -
The Group initially recognises loans and advances and deposits, on the date that they are Accumulated Depreciation
originated. All other financial assets and liabilities (including assets and liabilities designated
at fair value through profit or loss) are initially recognised on the trade date at which the Group 1 January 2007 0 -
becomes a party to the contractual provisions of the instrument. Charge for the period 0 -
Disposals 0 -

(i) Derecognition

The Group derecognises a financial asset when the contractual rights to the cash flows from

the asset expire, or it transfers the rights to receive the contractual cash flows on the financial Net book value 445 758 -
asset in a transaction in which substantially all the risks and rewards of ownership of the

financial asset are transferred. Any interest in transferred financial assets that is created or

retained by the Group is recognised as a separate asset or liability. 13. CAPITAL COMMITMENTS
The Group derecognises a financial liability when its contractual obligations are discharged Capital expenditure authorised
or cancelled or expire. but not yet contracted for

180 778 -

(iv) Amortised cost measurement
14. CONTINGENT LIABILITIES
The amortised cost of a financial asset or liability is the amount at which the financial asset
or liability is measured at initial recognition, minus principal repayments, plus or minus the Guarantees & letters of credit 698 627 -
cumulative amortisation using the effective interest method of any difference between the
initial amount recognised and the maturity amount, minus any reduction for impairment.

15. SEGMENT REPORTING Commercial  Reinsurance Building Securities
(v) Fair value measurement Bank Society
Historical $'qtn $'qtn $'gtn $'qtn
The determination of fair values of financial assets and financial liabilities is based on quoted 31 December 2008
market prices or dealer price quotations for financial instruments traded in active markets.
For all other financial instruments fair value is determined by using valuation techniques. External revenue
Valuation techniques include net present value techniques, the discounted cash flow method,
comparison to similar instruments for which market observable prices exist, and valuation Net interest income 12,309 - - (6)
models. Net fee and commission income 3 0) - 85
Net trading income 235,288 0 - -
(vi) ldentification and measurement of impairment Net income from other financial
instruments carried at fair value 223,158 126,437 - -
At each balance sheet date the Group assesses whether there is objective evidence that financial Other operating income 0 99,914 79,008 8,950
assets not carried at fair value through profit or loss are impaired. Financial assets are impaired Inter segment revenue - - - -
when objective evidence demonstrates that a loss event has occurred after the initial recognition Total segment revenue 470,759 226,351 79,008 9,029
of the asset, and that the loss event has an impact on the future cash flows on the asset that Segment profit before income tax 409,184 207,373 77,351 7,846
can be estimated reliably. Segment assets 1,151,766 605,110 151,875 11,380
Segment liabilities 619,576 447,327 1,691 5,958
Historical Impairment losses on financial assets 4,424 - - -
2008 2007 Depreciation and amortisation 0 0 - 0
$'gtn $'qgtn Capital expenditure 0 0 0 0
Investment in associates - 16,542 - -

8. INTEREST INCOME
31 December 2007

Cash and cash equivalents 0 -
Loans and advances to banks 5019 - Extgrnal revgnue
Loans and advances to Customers 7 196 - Net interest income - - - -
Investment securities 334 - Net fee and commission income - - - -
Net trading income - - - -
12 549 - Net income from other financial
- - instruments carried at fair value - - - -
9. INTEREST EXPENSE Other operating income - - - -
Intersegment revenue - - - -
Deposits from banks 37 - Total segment revenue - - - -
Deposits from customers 204 -
Other deposits 4 - Segment profit before income tax - - - -
245 - Segment assets - - - -
10. OTHER OPERATING INCOME Segment liabilities
Gain on sale of available for sale instruments: Impairment losses on financial assets - - - -
Treasury bills - - Depeciation and amortisation - - - -
Equities 29 762 - Capital expenditure - - - -
Change in fair value of investment properties 49 247 Investment in associates - - - -
Foreign exchange 99914 -
Rental income - -
Profit on disposal of fixed assets 0 0
Profit on disposal of investment properties 0 0
Other 8 950 -
187 873 -
11. EARNINGS PER SHARE
Profit attributable to equity holders of the Company 469 405 - o
<
Weighted average number of shares (m) 356 356 %
Basic earnings per share ($'m) 1,318.6 - é
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16.

LIMITATIONS OF FINANCIAL REPORTING IN THE GENERAL ENVIRONMENT
PREVAILING

The factors in the adverse Zimbabwean economic environment during the year have resulted in

limitations in financial reporting. These uncertainties include:

s The inflation indices have not been published since July 2008. Subsequent estimates by
economists are wide ranging and high (over percentages of hundreds of trillions to quadrillions,
in some cases). The use of foreign currency and multiple pricing, described below, also distorts
the process of measuring inflation.

s The measurement of transactions in local currency is dependent on the mode of settlement.
As a result, there may be significant variations in the valuations of assets and liabilities.
Accordingly, such valuations may be inherently unreliable.

s The determination of fair values presented in the financial statements is affected by the
prevailing economic environment and may therefore be distorted. This may result in significant
variations in fair values, depending on factors and assumptions used in the determination of
the fair values.

The uncertainties have been aggravated by:

s multiple exchange rates - there are various rates applicable which vary significantly (for
instance the market “cash exchange rate” is less than 1% of the market “cheque exchange rate
or the United Nations exchange rate). If a transaction occurs at more than one rate and is
recorded at its nominal value, this may result in distortions in financial reporting;

s multiple pricing - there are multiple prices for the same commodity/service, largely dependant
on the modes of settling transactions from cheque/transfer, cash, fuel coupons, foreign currency
etc. The effect is similar to that of the multiple exchange rates described above and may result
in distortions in financial reporting;

s “dollarisation” - the introduction of licensed operators in foreign currency in the country and
also the "basing" of most other transactions in foreign currency for most of the non-licensed
operators, has created challenges for the company in determining its functional currency (as
between the local currency and a foreign currency);

”

As a result of these uncertainties and inherent limitations, the directors advise caution on the use
of these financial statements for decision making purposes.

The Directors have assessed the ability of the company/group to continue operating as a going
concern and believe that the preparation of these financial statements on a going concern basis is
still appropriate
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FBC Bank Limited

audited financial results

(RegisteredCommercialBank) for the year ended 31 December 2008
Income Statement Cash Flow Statement
For the year ended 31 December 2008 For the year ended 31 December 2008
Historical Historical
Notes 31 Dec. 2008 31 Dec. 2007 31 Dec. 2008 31 Dec. 2007
$'qtn $'qtn $'qtn $'qtn
CASH FLOW FROM OPERATING ACTIVITIES
Interest income 1 12 554 -
Profit before taxation 409 183 -
Interest expense 2 246 -
- - Non cash items:
Net interest income 12 308 - Depreciation of property and equipment - -
Impairment on loans 4424 -
Dealing and trading income 235 288 - Profit on disposal of fixed assets - -
Impairment of assets -
Fees, commission and trading profit 3 - Loss on assets available for sale - -
Taxation paid (758) -
Other operating income 223 159 - Operating cash flow before changes in
- - operating assets and liabilities 412 849 -
Total income 470 758
Changes in operating assets and liabilities
Impairment loss onloans and advances 9 4424 - Investments (2 070) -
Deposits and other accounts 378 061 -
Operating expenditure 3 57 151 - Advances and other accounts (501 539) -
Net cash flow from operating activities 288 301 -
Profit before taxation 409 183 - CASH FLOW FROM INVESTING ACTIVITIES
Proceeds on disposal of property and equipment - -
Taxation 129 041 - Purchase of property and equipment - -
- - Net cash outflow from investing activities - -
Profit after taxation 280 142 -
- - CASH FLOW FROM FINANCING ACTIVITIES
Dividend paid - -
Balance Sheet Net cashflow from financing activities - -
As at 31 December 2008 Net (decrease) in cash and cash equivalents 288 301 -
o Cash and cash equivalents at the beginning of the year - -
Historical
As at As at Cash and cash equivalents at the end of the year 288 301 -
Notes 31 Dec. 2008 31 Dec. 2007 —
$Qtn $Qtn . .
Notes to the financial statements
EQUITY For the year ended 31 December 2008
Shareholder’s funds - - 1. INTEREST INCOME
Historical
Share capital 12 - - 31 Dec. 2008 31 Dec. 2007
Retained earnings 278 972 - $gtn $gtn
Other reserves 253 217 -
— — Loans and advances to banks
Total shareholders' funds 532 189 - and other financial institutions 5019 -
—_— —_— Loans and advances to customers 7 196 -
LIABILITIES Bankers acceptances and Tradeable bills 339 -
Deferred tax liabilities 254 652 - 12 554 -
Deposits from customers 5.1 118 899 - -
Deposits from banks 5.3 214 068 - 2. INTEREST EXPENSE
Other liabilities 5.2 45 094 -
Current tax liabilities (13 136) - Deposits from banks and other financial institutions 37 -
Demand deposits 1 -
619 577 - Savings deposits 203 -
- - Asset linked deposits 5 -
Total equity and liabilities 1151 766 - -
- - 246 -
ASSETS -
3. OPERATING EXPENDITURE
Balances with banks & cash 281715 -
Balances with Reserve Bank 6 586 - Adminstration expenses 11 757 -
Trading Assets 6.1 1058 - Staff Costs 45 039 -
Pledged assets 6.1 12 - Director’s Fees 355 -
Customers liabilities for _—
acceptances - - 57 151 -
Advances to customers 7.1 253 621 - -
Other assets 4 242 324 - 4, OTHER ASSETS
Property and equipment 366 450 -
Intangible assets - - Accrued interest 935 -
- - Sundry assets 18 230 -
Total assets 1151 766 - Intercompany balances 223 159 -
Statement Of Changes In Equity 2az sz
For the year ended 31 December 2008 4.1 Maturity analysis of other assets
Historical Maturing within 1 year 242 324 -
Year ended 31 December 2008 Maturing after 1 year but within 5 years - -
Ordinary  Retained Share Statutory  Revaluation Total 242 324 B
Shares Profit  Premium Reserves Reserves —_—
$Qtn $Qtn $Qtn $Qtn $Qtn  $'Qtn 5.  DEPOSITS AND OTHER ACCOUNTS
Shareholders’ equity at 5.1 Amounts due to customers by type
1 January 2007 - - - - - -
Profit for the year - i - - - - Demand deposits 114 667 -
Loan loss provision - - - - - - Savings deposits 3915 -
Dividend paid - - - - - - Asset linked deposits 4 -
Bonus issue - - - i - - Other Time deposits 313 -
Revaluation gain - - - - - -
) 118 899 -
Shareholders’ equity at 31December 2007/ O
1 January 2008 - - - - - -
Profit for the year - 280 142 - - - 280 142
Loan loss provision - (1 170) - - - (1170)
Dividend paid - - - - - -
Bonus issue - - - - - -
Revaluation gain - - - - 253 217 253 217
Shareholders’ equity at
31 December 2008 - 278972 - - 253217532 189
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Notes to the financial statements (conta)
For the year ended 31 December 2008

5. DEPOSITS AND OTHER ACCOUNTS (cont'd)

Historical
31 Dec. 2008 31 Dec. 2007
$'qtn $'qtn
5.2 Other liabilities
Accrued interest 3 -
Sundry creditors 45 091 -
45 094 -
5.3  Amounts due to other banks 214 068 -
378 061 -
5.4  Maturity analysis
(Deposits & other liabilities)
Maturing within 1 year 378 061 -
Maturing after 1 year but within 5 years - -
378 061 -
6. INVESTMENTS
6.1 Held for trading
Treasury bills 1058 -
Pledged assets 12 -
1070 -
6.2 Maturity analysis of all investments
Maturing within 1 year 1070 -
Maturing after 1 year but within 5 years - -
1070 -
7. ADVANCES AND OTHER ACCOUNTS
7.1  Maturity analysis of advances to customers
Maturing within 1 year 259 215 -
Maturing after 1 year but within 5 years 0 -
Provision for doubtful debts (5594) -
253 621 -
8. CAPITAL ADEQUACY
Ordinary Share Capital - -
Share premium - -
Retained profit 278 972 -
Statutory reserve - -
Capital allocated for market and operational risk (38 623) -
Advances to insiders - -
Tier 1 capital 240 349 -
Revaluation reserves 253 217 -
General provisions 1170 -
Tier 1 & 2 capital 494 736 -
Tier 3 capital allocated for
Market and operational risk 38 623 -
533 359 -
Risk weighted assets 850 779 -
Tier 1 Ratio (%) 28% 12%
Tier 2 Ratio (%) 30% 11%
Tier 3 Ratio (%) 5% 1%
Capital adequacy (%) 63% 24%
9. MOVEMENT IN IMPAIRMENT PROVISION
Balance at the beginning of the period - -
Provision for impairment — income statement 4424 -
Less recoveries - -
Impairment provision 1170 -
Balance at end period 5594 -
10. COMMITMENTS
Capital expenditure authorised
but not yet contracted for 155 896 -
11. CONTINGENT LIABILITIES
Bank’s borrowing on behalf of specific customers - -
Letter of credit 698 827 -

698 827 -
12. SHARE CAPITAL - -

The share capital has not been disclosed in the balance sheet as it is below the materiality levels
used for disclosure purposes.

Notes to the financial statements (contq)
For the year ended 31 December 2008

13. RISK MANAGEMENT

13.1 LIQUIDITY RISK

Demand 1-30 31-90 91-180 181-365  Over 365
days days days days days

ASSETS Quintillions Quintillions Quintillions Quintillions Quintillions Quintillions Quintillions
Balance with banks and cash 288,301 - 288,301
Advances 4,213 - - - 249,408 - 253,621
Investments - 1,070 - 1,070
Property and equipment - - - - - 366,450 366,450
Receivables & other assets - - - - - 242,324 242,324
TOTAL ASSETS 292,514 - - - 250,478 608,774 1,151,766
LIABILITIES - - - - - - -
Demand Deposits 3,742 - - - - - 3,742
Savings Deposits 3,915 - - - - - 3,915
Fixed and Notice Deposits 279 38 10 - 214,058 - 214,358
FCA Deposits 110,925 - - - - - 110,925
Other Liabilities - 45,094 - - - 241,516 286,610
Capital Reserves - 532,189 532,189
TOTAL LIABILITIES 118,861 45,132 10 - 214,058 773,705 1,151,766

Maturity GAP 173,653  (45,132) (10) - 36,420  (164,931)

Cumulative Mismatch 171,653 128,521 128,511 128,511 164,931

13.2 REPRICING GAP

Demand 1-30 31-90 91-180 181-365 Over 365 TOTAL

days days days days days
ASSETS Quintillions Quintillions Quintillions Quintillions Quintillions Quintillions Quintillions

Balance with banks and cash 282,597 - 5,704 288,301
Advances 4.213 - - - 249,409 - 253,621
Investments - 0 - 1,070 - - 1,070
Property and equipment - - - - - 366,450 | 366,450
Receivables & other assets - - - - - 242,324 | 242,324
Total 322,160 0 - 1,070 - 614,478 |1,151,766
Liabilities and shareholders' funds

Liabilities 118,861 45,132 10 - 214058 241,516 619,577
Shareholders' funds - - - - 532,189 532,189
Total 118,861 45,132 10 - 214,058 773,705 |1,151,766
Interest rate repricing gap 167,949  (45,132) (10) 1,070 35,350 (159,227)

Cumulative repricing gap 16,949 122,817 122,807 123,877 159,227

13.3 Value at Risk

Value at Risk is a statistical estimate of the maximum loss expected from the Bank’s trading book with a
given degree of confidence over a given holding period. The Bank’s system uses the Exponentially Weighted
Moving Average (EWMA) method to compile VaR. This method attaches more weighting to the most
recent data on market risk factors- the weights decaying exponentially as we go further into the past. The
VaR parameters used are a 95% confidence level, one day holding period and five day holding period.

Below is the analysis of the VaR by risk type and class.

Exposure Value at Risk
Exposure
Asset Class | Present Value | Type of Risk Description VaR VaR
Risk Type Exposure/ (1-day,95%) (5-day,95%)
Total PV
Interest Treasury Bills 1,408,861,500 0.50% Low 116,390,541 260,256,287
Foreign Exchange |Correspondent | 282,596,930,588 99.50% High | 26,852,513,010 | 60,045,114,515
Nostro
Total 284,005,792,088 26,968,903,551 |60,305,370,802

Aggregate Portfolio
Diversification Effect

24,811,390,155 | 55,480,938,651
2,157,513,396 4,824,432,151

Diversification benefit is the benefit of measuring the VaR of the trading portfolio as a whole ie the difference between the sum
of the individual VaR's and VaR of the whole trading portfolio

Scenario Analysis of Net Interest Income and Economic Value of Equity

The Bank’s trading book is affected by interest rate movements on net interest income and equity. The
desired interest rate risk profile is achieved through effective management of the balance sheet composition.
When analyzing the impact of a shift in the yield curve on the Bank’s interest income, the Bank recognizes
that the sensitivity of changes in the interest rate environment varies by asset and liability class. Scenarios
are defined by the magnitude of the yield curve shift assumed. Analysis of the various scenarios is then
conducted to give an appreciation of the distribution of future net interest income and economic value
of equity as well as their respective expected values.

The Analysis of Net Interest Income and Economic Value of Equity as at 31 December 2008 is indicated
below:

Level of Shock Net Interest Income Economic Value of Equity
Upward Rate Shock Quadrillions Quadrillions
25% (512.82) (7,512.53)
50% (1,025.64) (12,877.68)
100% (2,051.28) (17,914.75)
Downward Rate Shock
25% 512.82 9,745.65
50% 1,025.64 21,460.01
100% 2,051.28 51,502.57
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