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Financial Highlights

Profit before tax: US$2 806 061
Basic earnings per share: 0.3 US cents
Cost income ratio: 86%

Total equity: US$58 860 524

Total assets: US$173 176 826

Financial Performance

The Group achieved profit before tax of US$2 806 061
during the six months ended 30 June 2010. This improved
performance is 54% better than the US$ 1 820 472 achieved
for the corresponding period last year. The Group recorded
total income of US$20.4 million driven mainly by net interest
income, fee and commission income and net trading income
from Turnall and FBC Reinsurance. Net interest income
contributed 25% of total income, in an environment curtailed
by the availability of credit, the viability of borrowers and
the short term nature of deposits. The contribution of
interest income to total income improved from 17% to 25%
compared to the corresponding period last year as a result
of an improvement in the Bank and the Building Society’s
lending capacities.

The cost income ratio at 86% deteriorated from 71%
recorded last year for the corresponding period. The Group
is taking a number of initiatives to streamline its cost base
so as to ensure that overheads are aligned to business
volumes. The positive impact of the initiatives on cost
containment will be significant in the next 12 months.

Economic Performance

The economic performance continues to improve albeit at
a slow pace due to the poor liquidity conditions attributed
to low credit lines and negligible savings. Local industry
is struggling to compete due to obsolete equipment,
expensive credit and outdated systems resulting in
depressed capacity utilization of no more than 35%. Inflation
peaked at 6.1% in May and is expected to average 4.5%
in 2010 due to comparatively high utility and other local
charges which has translated into high production costs.

The government expects 5.4% growth in the gross domestic
product driven largely by agriculture and mining. The
regularization of the Marange diamond deposits with the
Kimberley Process Certification Scheme should see an
upsurge of inflows to the fiscus, and hopefully a reduction
in leakages. The revision in tobacco output twice from 77,
to 93 and finally 113 million kilograms reflects a genuine
production revival in the sector which ought to be sustained.
The economy is inevitably running a trade deficit projected
at $1.7 billion or 37.5% of GDP for 2010, and this trend is
unlikely to change without foreign direct investment to add
value to locally produced exports as well as substitution
of imports. The current fiscus management regime by
government is commendable and encouraging as rationale
and transparency appears to guide policy direction through
frameworks such as the current STERPII (Short Term
Economic Recovery Programme), supported by a credible
accounting approach.

Operating Environment

The financial sector remains constrained by poor liquidity
and a weak interbank market due to the non-existence of
a lender of last resort. Banking sector confidence has
some way to go before meaningful savings can be
generated to restore intermediation. Operating costs remain
in many instances higher than regional parity, and this
erodes profitability given the modest growth on the revenue
side. Real estate and mortgage development are some of
the worst affected activities as they depend on cheaper
and longer-term finance which currently is non-existent.
The insurance premium market is hardly growing and the
corporate market in some cases has opted to directly
outsource cover, bypassing the local players. Stockbroking
volumes have sharply reduced as foreign investors who
previously accounted for 40% of the volumes have
significantly curtailed their participation on the local bourse.
The revised mid-term fiscal review growth projection of 2
per cent for the finance and insurance sector is realistic
and unlikely to change without an improvement of
fundamentals.

Regulatory Environment

The regulatory environment continues to stabilise and is
now more predictable, which makes planning feasible.
FBC met the capitalisation thresholds and deadlines set
by the authorities for all its businesses. We are hopeful
that the indigenisation bill under discussion will be capital-
friendly, bearing in mind that our country is competing with
other nations to attract and retain investors.

H. Nkala (Chairman), L.T. Gwata* (Group Chief Executive), K. Chibota, P.M. Chiradza, G.S. Chikwava (Mrs.), S. Kudenga*, T. Kufazvinei*, J.M. Matiza, J.R. Mawere,

Staff Rationalisation

In order to contain spiralling operating costs the Group
embarked on a voluntary retrenchment exercise in the
second half which was well subscribed. The exercise
resulted in a 30% reduction in headcount and attendant
staff costs which should augur well for profitability in the
future. The Group will be implementing a new lean and
efficient structure that will see integration of distribution
channels and back office services across the SBU’s. The
Group’s e-Commerce thrust should result in the
implementation of smarter delivery strategies utilizing a
much reduced staff complement.

Share Price Performance

The Zimbabwe Stock Exchange (ZSE) remains very illiquid
and activity is depressed, resulting in the under-pricing of
stocks on the bourse. The reduction of transaction charges
on the ZSE at the beginning of the year failed to spur
performance on the local bourse to anticipated levels. The
situation was exacerbated by negative perceptions
emanating from the enactment of the Indigenization and
Empowerment Act in February 2010. The bill saw most
foreign investors withholding and or pulling off their orders.
The Group'’s rights issue in May to raise $8 million at a
share price of 3.5¢ was a success at 65.76% subscription,
especially in view of the highly illiquid and depressed
investor market prevailing. The Group is thankful for the
shareholder support and confidence in the business. The
raised capital was channeled towards the recapitalisation
of the Building Society and the Reinsurance unit. The FBC
share price fell by 17.14% which is comparable to that of
the broad industrial index which slid 16.11% over the period
under review. The counter opened the year at 3.5¢ and
closed the period under review at 2.9c, with trading volumes
averaging 153 240 per day.

Corporate Social Investment

The Group has disbursed over $50,000 towards various
corporate social responsibility projects despite the difficult
economic circumstances. The Group hopes to invest in
longer-term and bigger projects with an improvement in
the economic and business performance.

Directorate

There were no changes to the directorate for the six months
ended 30 June 2010.

Dividend

In view of the uncertain economic environment and the
need to comply with the new regulatory capital levels
denominated in US Dollars, directors are recommending
that the dividend for the period under review be passed.

Outlook

The pressure to boost investor confidence and capacity
utilization remains, especially with the continuation of
economic crisis in Europe. The country’s increasing budget
deficit is indicative of the need to re-engage the international
community and multi-lateral institutions such as the IMF
to access balance of payments support, among other
benefits. It is our hope that the inclusive government will
continue to find more common ground and make the
important decisions which are currently stalling progress
on the economic front. Capacity utilization in the productive
sector has stagnated at around 35%, and this leaves a lot
of room for improvement through consistent policy
interventions. The FBC Group remains optimistic and
poised to play its intermediary role in the regeneration of
the economy going forward.

Appreciation

| extend my gratitude to non-executive directors for their
counsel, support and guidance through a challenging
period of recovery. The board of directors, management
team and staff have stayed resilient, steadfast and
committed to steering the Group in tough and testing

circumstances. Our customers’ support and commitment
to our brand is appreciated and encouraging.

Herbert Nkala
Chairman

24 August 2010

Consolidated Statement of Comprehensive Income

For the six months ended 30 June 2010

Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net trading income

Net income from financial instruments
carried at fair value

Other operating income

Total income

Operating expenses

Impairment loss on financial assets
Personnel expenses

Depreciation and amortization

Other expenses

Total operating expenses

Operating profit

Share of results of associate

Profit before income tax

Income tax expense

Profit for the period

Other comprehensive income

Gains and property revaluation
General provisions for doubtful debts
Other comprehensive income, net of income tax
Total comprehensive income for the period
Profit attributable to:

Owners of the parent company

Non — controlling interest

Profit for the period

Total comprehensive income
attributable to:

Owners of the parent company

Non — controlling interest

Total comprehensive income for
the period

Earnings per share (US cents)
Basic
Diluted

Notes

oo

10

11
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Unaudited
30 June 2010
USs$

7,248,252
(2,150,152)
5,098,100

———

6,284,367
(809,110)

5,475,257
9,473,230

(491,041)
888,314

20,443,860
(14,797)
(9,249,499)

(1,500,880)
(6,819,312)

_(17,584,488)
2,859,372
(53,311)
2,806,061
(699,592)

2,106,469

(391,909)
(391,909)
1,714,560
1,522,322
584,147

2,106,469

1,139,163
575,397

1,714,560

P —— —

0.3
0.3

Unaudited
30 June 2009
UsS$

1,454,296
(411,080)
1,043,216

——

2,482,499

2,482,499
1,162,475

794,141
681,439

6,163,770

(1,950,886)
(307,741)
(2,084,671)

(4,343,298)

1,820,472

1,820,472
(792,134)
1,028,338
1,368,584
(273,785)
1,094,799
2,123,137
982,350
45,988

1,028,338

2,077,149
45,988

2,123,137

P e

0.3
0.3
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Consolidated Statement of Financial Position Consolidated Statement of Cash Flows
As at 30 June 2010 For the six months ended 30 June 2010
Unaudited Audited Unaudited Unaudited
Notes 30 June 2010 31 Dec 2009 Notes 30 June 2010 30 June 2009
Uss uUss$ uUss uUss$
ASSETS
Cash and cash equivalents 46,926,025 81,226,175 CASH FLOWS FROM OPERATING ACTIVITIES
Trading assets 21,365,226 212,377 Profit before taxation 2,806,061 1,820,472
Loans and advances to customers 24,905,987 21,693,546 Adjustments for:
Investment securities 8,845,894 1,686,142 Depreciation and amortization 1,500,880 307,740
Investment securities held for sale 12 621,305 1,062,534 Impairment on loans and advances 14,797 -
Other assets 13 25,393,749 13,852,516 Profit and disposal of fixed assets (18,151) (19,076)
Investment in associate 14 383,999 437,310 Profit on disposal of investment properties (630,891) (234,513)
Investment properties 575,000 575,000 Fair value adjustment on investment properties - (249,923)
Property and equipment 15 44,159,641 43,406,437 Share of results of associate 53,311 -
Equity settled share based payments - 66,471
Total assets 173,176,826 164,152,037
Net cash generated before changes in
Liabilities operating assets and liabilities 3,726,007 1,691,171
Trading liabilities 1,156,716 -
Deposits 5,046,250 1,330,696 Change in trading assets (21,152,849) 259,349
Deposits from customers 84,408,257 94,816,788 Change in loans and advances to customers (3,619,147) (4,036,179)
Provisions 736,549 299,066 Change in investment securities held for sale 441,229 -
Current tax liabilities 2,125,047 1,240,889 Change in other assets (11,541,233) (3,131,234)
Deferred tax liabilities 7,872,892 8,293,604 Change in deposits from banks 3,715,554 -
Other liabilities 12,970,591 9,180,493 Change in deposits from customers (10,408,531) 29,294,450
- - Change in trading liabilities 1,156,716 -
Total liabilities 114,316,302 115,161,536 Change in other provisions and liabilities 4,227,581 392,574
(33,454,673) 24,470,131
EQUITY Income tax paid (236,146) (21,634)
Share capital and share premium 7,681,585 -
Retained earnings 6,358,251 4,835,929 Net cash flows from operating activities (33,690,819) 24,448,497
Other reserves 31,394,471 32,827,256
CASH FLOWS FROM INVESTING ACTIVITIES
Total attributable to equity holders of the parent
Company 45,434,307 37,663,185 Net cash on investment securities (7,159,752) (354,909)
Non-controlling interest 13,426,217 11,327,316 Investment in associate
_— _— Purchase of property and equipment (2,305,551) (136,040)
Total equity 58,860,524 48,990,501 Proceeds from sale of investment properties 630,891 1,331,167
Proceeds from sale of property and equipment 69,618 22,826
Total equity and liabilities 173,176,826 164,152,037 Net cash used in investing activities (8,764,794) 863,044
: : : CASH FLOWS FROM FINANCING ACTIVITIES
Consolidated Statement of Changes in Equity
For the six months ended 30 June 2010 Share issue and minority contribution 1,523,504 -
. ; . . etibutaby | | | | | Rights issue 7,677,943 -
are Retaine are are option  Non distributable Revaluation Regulatory Total Non — controlling Total
Capital profit premium reserve reserves reserves provisions interests Treasury shares purchased (1’045’984) -
US$ Uss$ Us$ uUss$ us$ us$ uss$ uUss$ uUss$ us$ — —_—
Net cash from financing activities 8,155,463 -
Balance at 1 January 2010 4,835,929 82,926 32,826,658 148,644 (230,972) 37,663,185 11,327,316 48,990,501
Total comprehensive income
for the period Net (decrease) / increase in cash and cash equivalents (34,300,150) 25,311,541
Profit or loss 1,522,322 1,522,322 584,147 2,106,469
Other comprehensive income Cash and cash equivalents at the beginning of the period 81,226,175 13,013,786
Gains on property revaluation net
of tax . . - -
General provisions for doubtful debts Cash and cash equivalents at the end of the period 46,926,025 38,325,327
net of tax (383,159) (383,159) (8,750) (391,909)
Total other comprehensive
income (383,159) (383,159) (8,750) (391,909)
Total comprehensive income
for the Period - ﬂ - M 1,139,163 ﬂ M - .
Notes to the Financial Results
Transactions with owners, For the six months ended 30 June 2010
Recorded directly in equity
Contributions by and distributions 1. REPORTING ENTITY
to owners
?ﬁi:‘je'fi”,ihare capital for 2263 71875660 7871943 1923504 9z0ta4r FBC Holdings Limited is an investment holding company domiciled in Zimbabwe whose registered office is 45
redenomination 3,642 (3,642) - - Nelson Mandela Avenue, Harare. The consolidated financial statements of the Group as at and for the 6 months
Share buyback - (1,045,984) (1,045,984) (1,045,984) ended 30 June 2010 comprise the Group and its subsidiaries. The Group, through its subsidiaries, provides
T - commercial banking, mortgage finance and related financial services, stockbroking, reinsurance services and
otal contributions by and )
Distributions to owners 5,925 - 7,675,660 (1,049,626) - 6,631,959 1,523504 8,155,463 manufacturing.
Changes in ownership interests 2. BASIS OF PREPARATION
in subsidiaries that do not result
inal f trol .
:c?]u?ssifi(?n Z(f)r;(;(r)\- controlling 2.1. Statement of Compllance
interest
S The consolidated interim financial statements have been prepared in accordance with the International Financial
Total transactions with owners 5,925 7,675,660 (1,049,626) 6,631,959 1,523,504 8155463 Reporting Standards (IFRSs), except for IAS21, The effects of changes in Foreign Exchange Rates; and I1AS29
Balance at 30 June 2010 5925 6358251 7,675,660 82,926 31,777,032 148,644 (614,131) 45,434, 307 13426217 58,860,524 Financial Reporting in Hyperinflationary Economies for the 2009 financial statements. The 2009 financial results
—_—— _— _— —_— were prepared in accordance with guidelines which were issued by Public Accountants and Auditors Board (PAAB),
the Zimbabwe Accounting Practices Board (ZAPB) and the Zimbabwe Stock Exchange (ZSE).
Share Retained Share  Share option  Non-distributable Minority Total 2.2. Basis of Measurement
Capital profit Premium Reserve Reserves interests
us$ us$ us$ uss us$ Us$ us$ The financial statements are presented in United States dollars and are rounded to the nearest dollar. They are
Balance at 1 January 2009 24540208 1484037 26.024.245 based on the historical cost approach.
Total comprehensive income
for the period 710,678 821,150 501,309 2123137 2.3 Use of estimates and judgments

Employee share option scheme
- value of emplyee service

- share option exercise
Dividend paid

Shareholders equity
At 30 June 2009

66,471

66,471

710,678

66,471

25,361,358

2,075,346

28,312,853

The preparation of financial statements 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.

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.

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, (ii) Board Human Resources and Remuneration Committee, (iii) Board
Finance and Strategy (iv) Board Risk Committee

H. Nkala (Chairman), L.T. Gwata* (Group Chief Executive), K. Chibota, P.M. Chiradza, G.S. Chikwava (Mrs.), S. Kudenga*, T. Kufazvinei*, J.M. Matiza, J.R. Mawere,
S.A. Munyeza, J. Mushayavanhu*, G.G. Nhemachena, W. Rusere*, N. Saungweme (Ms). (*Executive).
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Notes to the Financial Results (ontq)

For the six months ended 30 June 2010

BOARD ATTENDANCE

Board member

Herbert Nkala . - n/a | n/a . p n/a n/a n/a n/a n/a n/a
Livingstone T. Gwata . . n/fa | n/a . p . . . . . .
Kenzias Chibota . . n/a | nla n/a n/a . . . . n/a n/a
Gertrude S. Chikwava . . n/a | n/a n/a n/a n/a n/a n/a n/a n/a n/a
Philip M. Chiradza . - n/a | n/a . p - - . . - -
Stanley Kudenga . . n/a | n/a n/a n/a . . . . . .
Trynos Kufazvinei . . n/a | nla n/a n/a . . n/a n/a n/a n/a
James M. Matiza X - n/a | n/a n/a n/a n/a n/a n/a n/a n/a .
Shingirai A. Munyeza X . . . X p n/a n/a n/a n/a n/a n/a
John Mushayavanhu . - n/a | n/a n/a n/a . . . . . .
Johnson R. Mawere . - . - n/a n/a n/a n/a n/a n/a n/a n/a
Godfrey G. Nhemachena . . . . n/a n/a n/a n/a . . . .
Nancy Saungweme . . n/a | nla n/a n/a . . n/a n/a n/a .
Webster Rusere . . n/a | n/a n/a n/a . . . . X .

Key: - Attended n/a - not a committee member Q1- Quarter 1

x- Apologies p- committee meeting postponed Q2 - Quarter 2
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. The multi-currency trading system has generally
resulted in economic stability and has made strategic planning meaningful and relevant. Further the formulation of
relevant macroeconomic policies has seen some sectors showing signs of economic recovery.

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

Notes to the Financial Results (ontq)

For the six months ended 30 June 2010
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5.2.6

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.

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 Il

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.

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.

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 exchange risk

Foreign exchange risk is the potential adverse impact on earnings and economic value due to currency rate movements.
This involves settlement risk which arises when the Group or one of its entities incurs a financial loss due to foreign
exchange positions taken in both the trading and banking books. The potential for loss arises from translation exposure,
transaction exposure and economic exposure. This risk is largely concentrated at the Bank, Society and Reinsurance
Company.

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. A comprehensive framework of limits to control market risk including foreign
exchange risk exposures is in place for the different levels of reporting.

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. 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.
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(i) FBC Bank

5.2.7

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. Capital adequacy 1 2 Not applicable
The Management and measurement of operational risk Asset quality 2 2 Not applicable
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 Management 2 2 Not applicable
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. Earnings 1 2 Not applicable
The Group conducts Operational Risk Assessments in line with the Group’s risk strategy. These assessments cover Liquidity 2 2 Not applicable
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 Sensitivity to market risk 2 Not applicable Not applicable
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 Composite rating 2 2 Not applicable
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 half yearly in line with the Group policy. The Group
continues to conduct its business continuity tests in the second and fourth quarters of each year and all the processes
are well documented.

Compliance risk

Compliance risk is the current and prospective risk to earnings or capital arising from violations of, or non-conformance Overall inherent risk Moderate Not applicable Not applicable
with laws, rules, regulations, prescribed practices, internal policies and procedures or ethical standards.

Overall risk management systems Acceptable Not applicable Not applicable
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 Overall composite risk Moderate Not applicable Not applicable

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.

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.

FBC Bank CAMELS* ratings

Camels component

Latest RBS ratings
30 Sept 2007

Previous RBS ratings
31 March 2005

Previous RBS ratings

*CAMELS is an acronym for capital adequacy, asset quality, management, earnings, liquidity, and sensitivity to market
risk. CAMELS rating system uses a rating scale of 1-5, where ‘1’ is strong, ‘2’ is satisfactory, ‘3’ is fair and ‘5’ is critical.

**RBS stands for risk-based supervision.

FBC Bank summary risk assessment system (RAS) ratings

RAS component Latest RAS rating

30 Sept 2007

Previous RAS rating
31 Mrach 2005

Previous RAS rating

Direction of overall composite risk

FBC Bank summary risk matrix

2. tatement of complian
52.8 Statement of compliance Type of risk Level of inherent risk Adequacy of risk Overall composite Direction of overall
. . . . . t syst isk ite risk
The Group complied with the following statutes inter alia:- B s SHIRSIE S
. . ) ) Credit Moderate Acceptable Moderate Stable
The Banking Act (Chapter 24:20) and Banking Regulations, Statutory Instrument 205 of 2000; Bank Use Promotion &
Suppression of Money Laundering (Chapter 24:24); Exchange Control Act (Chapter 22:05); the National Payments Liquidity Moderate Acceptable Moderate Stable
Systems Act (Chapter 24:23) and the Companies Act (Chapter — 24:03).
In addition, the Group also complied with the Reserve Bank of Zimbabwe’s directives on liquidity management, capital Interest rate _ Acceptable _ Stable
adequacy as well as prudential lending guidelines. Foreign exchange Moderate Acceptable Moderate Stable
6. INDEPENDENT RATINGS Strategic Moderate Acceptable Moderate Stable
6.1 Reserve Bank of Zimbabwe onsite examinations Operational risk ; Acceptable ;
The Group and its subsidiaries have their corporate governance and risk management processes independently audited Legal and compliance Moderate Acceptable Moderate Stable
by the Reserve Bank of Zimbabwe. The most recent inspection was carried out for the 12 months to 30 September 2007 _
and the results indicate that the Group's risk management and corporate governance practices are sound as illustrated Reputation Acceptable Stable
below.
Overall Moderate Acceptable Moderate Stable
@) FBC Holdings

Summary risk assessment system (RAS) ratings

RAS component Latest RAS rating

30 Sept 2007

Previous RAS rating

Previous RAS rating

FBC Building Society
Building Society CAMELS* ratings

Camels component Latest RBS ratings Previous RBS ratings

31 March 2005

Previous RBS ratings

30 Sept 2007

) ) . . Capital ad 2 2 Not licabl
Overall inherent risk Moderate Not applicable Not applicable apital adequacy ot applicable
) . . Asset qualit 2 2 Not applicable
Overall risk management systems Acceptable Not applicable Not applicable quatly i
Managemen 2 2 N licabl
Overall composite risk Moderate Not applicable Not applicable anagement ot applicable
. . o Earni 2 2 Not licabl
Direction of overall composite risk amings ot applicable
Liquidity 2 2 Not applicable
. . . Sensitivity to market risk 2 Not applicable Not applicable
FBC Holdings summary risk matrix
Composite rating 2 2 Not applicable
Type of risk Level of inherent risk Adequacy of risk Overall composite Direction of overall
management systems risk composite risk
Credit Moderate Acceptable Moderate Stable o . . .
Building Society summary risk assessment system (RAS) ratings
Liquidity Moderate Acceptable Moderate Stable
Interest rate _ Acceptable _ Stable RAS component Latest RAS rating Previous RAS rating Previous RAS rating
30 Sept 2007 31 Mrach 2005
Foreign exchange Moderate Acceptable Moderate Stable
Overall inherent risk Moderate Not applicable Not applicable
Strategic Moderate Acceptable Moderate Stable
Overall risk management systems Acceptable Not applicable Not applicable
Operational risk Acceptable
) Overall composite risk Moderate Not applicable Not applicable
Legal and compliance Moderate Acceptable Moderate Stable
Overall Moderate Acceptable Moderate Stable
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Level of inherent risk Direction of overall

Type of risk

Adequacy of risk Overall composite

Notes to the Financial Results conta)
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Unaudited
30 June 2010

Unaudited
30 June 2009

management systems risk composite risk US$ USs$
Credit Moderate Acceptable Moderate Stable 7. INTEREST INCOME
Liquidity Moderate Acceptable Moderate Stable Cash and cash equivalents 120.790 37.962
Loans and advances to banks 694,086 990,926
Interest rate Moderate Acceptable Moderate _ Loans and advances to customers 2,361,287 425,408
Foreign exchange Moderate Acceptable Moderate Stable Investment securities 4,066,126 B
Other 5,963 -
Strategic Acceptable Stable 7,248,252 1,454,296
Operational risk Acceptable 8. INTEREST EXPENSE
Legal and compliance Moderate Acceptable Moderate Stable Deposits from banks 377,608 300,278
] Deposits from customers 184,993 -
Reputation Moderate Acceptable Moderate Stable Other time deposits 1.587.551 110.802
Overall Moderate Acceptable Moderate Stable & &
9. NET TRADING INCOME
Level of inherent risk key
Net earned insurance premiums 2,122,422 823,945
. Gross profit on sales 7,136,394 -
Description Profit on foreign exchange 214,414 338,530
9,473,230 1,162,475
Reflects a lower than average probability of an adverse impact on a banking institution’s capital and earnings. I— -_—
Losses in a functional area with low inherent risk would have little negative impact on the banking institution’s 10. OTHER OPERATING INCOME
overall financial condition. Change of fair value of investment
properties - 249,923
Moderate Could reasonably be expected to result in a loss which could be absorbed by a banking institution in the normal Rental income _ 79,926 84,811
course of business. Profit on disposal of fixed assets 18,149 19,076
Profit on disposal of investment
Reflects a higher than average probability of potential loss. High inherent risk could reasonably be expected to E:g:;?i? fair value over cost on 630,891 234,513
result in a significant and harmful loss to the banking institution. Acquisition i i
Other 159,348 93,116
888,314 681,439
6.1 Reserve Bank of Zimbabwe onsite examinations - -
Ad f risk t Systi k
equacy of risk management systems ey 11. EARNINNGS PER SHARE (US cents)
Description Profit attributable to equity holders of
the company 1,522,322 982,350
Risk management systems are inadequate or inappropriate given the size, complexity and risk profile of the
banking institution. Institution’s risk management systems are lacking in important ways and therefore a cause Weighted average number of shares 494 361
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 Basic earnings per share 0,3 0,3

procedures.

12.  INVESTMENT HELD FOR SALE

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 recognized and are being addressed. Management

information systems are generally adequate.

The group’s banking subsidiary realized equities of certain entities that had been classified as an investments
security on a non-performing loan. These investments have been classified as an investments held for
sale as their carrying amount is expected to be recovered principally through a sale transaction. The Central
Bank has given the bank upto 12 September 2010 to dispose of these investments as Banks are
prohibited by the Banking Act from holding equities.

Management effectively identifies and controls all types of risk posed by the relevant functional areas or per
inherent risk. The board and senior management are active participants in managing risk and ensure appropriate

policies and limits are put in place. The policies comprehensively define risk tolerance, responsibilities and Unaudited Audited
accountabilities are effectively communicated. 30 June 2010 31 Dec 2009
US$ USs$
Overall composite risk key
13. OTHER ASSETS
Rating Description Restricted bala_mces with RBZ 20,314 34,304
Accounts receivable and prepayment 12,357,901 7,097,429
. ) ) B ) L Inventory 7,622,412 4,786,435
Would be assigned to low inherent risk areas. Moderate risk areas may be assigned a low composite risk where Technical assets 3.821.194 1.546.589
internal controls and risk management systems are strong and effectively mitigate such risks. Other 1’571,928 ,387’759
25,393,749 13,852,516
Moderate Risk management systems appropriately mitigate inherent risk. For a given low risk area, significant risks in the - -
risk management systems may result in a moderate composite risk assessment. On the other hand, a strong 14. INVESTMENT ASSOCIATE

risk management system may reduce the risk so that any potential financial loss from the activity would have
only a moderate negative impact on the financial condition of the institution. The Group’s 100% owned reinsurance subsidiary has a 23,06% interest in Eagle Insurance Company (Private)

Limited.

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 the bank’s overall condition. 15. PROPERTY AND EQUIPMENT

Cost/ Revaluation

Direction of overall risk key 1 January 45,760,264 20,824,118

Acquisition of subsidiary - 26,154,592

Rating Description Addition 2,305,551 838,019

Disposals (73,543) (2,136,864)

Revaluation - 191,696

Based on the current information, risk is expected to increase in the next 12 months. Impairment - (111,297)

- 47,992,272 45,760,264
Decreasing Based on the current information, risk is expected to decrease in the next 12 months. Accumulated Depreciation

1 January 2,353,827 -

Based on the current information, risk is expected to be stable in the next 12 months. Acquisition of subsidiary - 710,997

Charge for the year 1,500,880 2,142,656

6.2 International credit ratings Disposals (22,076) (499,826)

The banking and reinsurance subsidiaries have their credit ratings reviewed annually by an international credit rating M ﬂ

agency, Global Credit Rating. All subsidiaries have maintained their investor grade ratings as illustrated below. Net book value m m

The Group’s land and buildings were revalued on 31 December 2009 by independent valuers.
Valuations were made on the basis of open Market values. The revaluation gain net of Deferred income
taxes was credited to the revaluation reserves in the shareholders’ equity. Other assets were also tested for

Subsidiary

impairment on the same date through comparison with open market values determined by independent
EBC Bank A- A- A- valuers.The impairment loss resulting has been recognised in the income statement.
FBC Reinsurance A- A- A-
FBC Building Society BBB BBB BBB

n/a — not applicable
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16. SEGMENT REPORTING

Segment information is presented in respect of business segments

Segment revenue, expenses, results and assets are items that are directly attributable to the segment or which
can be allocated on a reasonable basis to a business segment. All transactions between segments are conducted

at arms length.

The Group comprises of five business segments i.e. Commercial Banking, Reinsurance, Building Society,

Stockbroking and Manufacturing.

Performance is measured based on segment profit before income tax, as included in the internal
Management reports that are viewed by the Group Executive Committee.

30 June 2010

External revenue
Net Interest income

Underwriting income / Technical result

Net fee and commission income
Net trading income

Net income from financial
instruments carried at fair value
Investment income

Other operating income

Total segment revenue

Segment profit before income tax

Segment assets
Segment liabilities

Impairment losses on financial assets

Depriciation and amortization
Capital expenditure
Investment in associates
Investment held for sale

Mf&/&

T. Mabeza
GROUP COMPANY SECRETARY

24 August 2010

Commercial
Banking
US$

4,814,235

4,938,193
214,414

(441,229)

210,254
9,735,867

871,369

117,347,774
90,203,854

14,797
559,441
693,527

621,305

Reinsurance

uss$

1,539,698

(112,481)
62,669
(58,344)
1,431,542

298,176
13,131,065
7,278,295

33,027
12,740
383,999

Building
Society
uUss$

479,181
988,116

656,491
2,123,788

475,841

17,170,726
5,653,288

98,480
239,584

Stockbroking
uUss$

5,963
92,615

79,913
178,491

(21,417)
992,281
863,040

14,637
2,088

“Our unaudited interim results, for the six months ended
30 June 2010 are also available on our website - www.fbc.co.zw”

Manufacturing

uUs$

7,136,394

7,136,394
1,383,373

36,777,827
15,154,012

795,295
1,357,612
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