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CBZ holds avantage position irthefinancial s e c t «

CBZHoldings released a set of good results for the year ending 30
December 2013. The group 0 s net I nterest

declined from US$95.3 million to US$95.2 million. Notwithstanding
the decline in net interest income t h e g r onuntedest inadome
and underwriting income recorded positive growth resulting in
stellar growth in total income which increased by 4% from US$144
million to US$150 million. In other words , the group benefited from
improved performance from all its units since they all operated
above their breakeven points. Operating expenditure also followed
suit increasing by 7% from US$83 million to US$89 million, on the
back of an increase in staff costs from US$44.8 million to US$48.9
million as well as an increase in depreciation from US$4.8 million to
US$5.4 million. C B Z 6 srge orhimpairment bloated from US$4.6
million to US$19.4 million causing attrition in the bottom -line
performance from US$45 mil |l i om
F y 6 Re&ultantly, the counter is trading at P/E of 2.4x which

we believe is undemanding given the northward lurch followed

by S 0me of t he

RECOMMENDATION: BUY with a target price of 22.75 cents

counter 6s pe

Investor Note

Date of Report: 30-04-14

CBZ Holding_;s Performance Rating_;s

Profitabiity D W GAGA
Growth ) @ B QAGAY
Undervaluation e Y Y o Ix
Liquidty Risk D B DAQAGKS
Foreign Currency Risk D O GAGIAGAY
Interest Rate Risk D A AGAGAY
Counter Statistics

Number of shares 684,810,588
Share Price (US cents) 15.00
NAV (US$) 205,177,821
Market Cap (US$) 109,569,694
Financial Statistics

EPS (US cents) 6.14
P/E (X) 2.44
ROE (%) 18%
DY (%) 2.41%




Statement of Comprehensive Income Highlights ( Fy 612 to Fyo613)

A The groups interest income grew by 10% from US$157 million to US172 million.
< . . . 0 . . CBZ HOLDINGS LIMITED
A Non-interest income also increased by 9% from US$44 million to US$48.1 million. Ratio Analysis 11 FY'12  FY'13
A Underwriting income also bloated by 52% from US$4.7 million to US$7.2 million
3 ) ) . . Profitability
A Resultantly, total income increased by 4% from U$144 million to US$151 million  [Net interest Margin (%)
due to improved revenue performance in all the groups subsidiaries. Non Interest Income/Total Income (%) 36% 31% - 32%
i Operating Expenditure/ Total Income (%) 57% 58% 59%
A Operating expenditure also increased by 7% from US$83 million to US$89 million  |Net Income Margin (%) 25% 31%  24%
as a result of an increase in staff expenses from US$44.8 million to US$48.9 million. Efficiency
A There was also a disproportionate increase in impairment charge from US$4.6 |Interest Expense/Deposits (%) 4% 6% 6%
. . Interest Income/Advances (%) 9% 11% 9%
million to US$19.4 million. Rental Income/Investment Property (%) 4% 6% 5%
A The groups bottom-line tumbled from US$45 million to US$36.6millioni n FEy ¢ 1 |Impairments/Total advances (%) 3% A% - 3%
Earning Assets/Total Assets (%) 91% 90% 89%

Statement of Financial position highlights
Liquidity &Solvency

A The groups total assets increased by 27% from US$1.2 billion to US$1.6 billion. Liquidity Ratio (%)
B ] ) ) o Loan to Deposit Ratio (%) 95% 83% 77%
A The increased was on the back of a 20% increase in advances from 855 million t0  capital Adequacy Ratio (%) 11.14%  12.90% 13.89%
i . . . . . i 0, 0, 0, 0,
US$1 billion as well a disproportionate increase in money market assets, investment Tier 1 (%) 6.74%  7.73%  8.67%
Tier 2 (%) 2.73%  3.00% 3.04%
in equities and deferred tax. Tier 3 (%) 1.67%  2.17% 2.18%

A Liabilities also increased from US$1 billion to US$1.4 billion on the back of a 29%
increase in deposits from US$1 billion to US$1.3 billion
A The g r o uguditg attributable to shareholders soared from US$160 million to

US$205 million indicatingadequate capitalisation fc The ratios above paint a picture of a
with regulatory r equirements. financial institution that  has remained

stable in an unstable operating
environment

Statement of Cash flows Highlights

A The groups operating cash flows declined from US$53.9 million to US$-22 million.

However this is not a very good measure of banks financial health since banks

inventory is cash.



Interest Income  mirrors growth in underlying assets

Interest income contributed 114% to total income. However, after taking into
accountt he i nterest e X p e n Ntersst inconie econtghbutedu
63% to total income in Fyod1l3. The b
overdraft facilities which contributed 56% o f the income followed by loans
which contributed 28% giving an aggregate of 84% from the two asset
classes.l nt erest from mortgage | oans whi
been following an upward trajectory since the inception of CBZ Building Society
into the bank under the home loans department. Going forward, mortgage
interest is expected to increase as the group strengthens the department
through offshore finance.

Interest income grew by 10% to about US$172 million compared to a 20%
growth in the advanceswhi ch ¢l osed Fyo613 at UtBe
10% growth in interest income was outpaced by the sum of growth in
advances as well as financial services sector inflation. The average interest
earned on advances was about 17%.

On the other hand, interest expense grew at a faster rate than interest income
at 24% to US$76.5 million mirroring the skew in the composition of deposits
towards the money market. | n Fy 613 money mar ket d
US$490 million. However, interest expense to deposits declined from 6% to
5.7% reflecting a decline in the average concomitant rates due to factors which
may include but not limited to MOU between banks and RBZ.

Division of Interest Income
(Dec 2013)

Money Mkt her-3%
Assets2% . QLIRS BA's- 2%

Division of Interest Expenses

Call (Dec 2013)  savings
Deposits- . Deposits-
1% 7%
Offshore \
Deposits-
31%
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Market
Deposits-
61%




Share of non -interest income in total income marginally improves

The share of non-interest i ncome to tot al Il ncome margi nal
Fyoéilddi cating the groupbés enhanced c ap-&uodedliges
like fees and commissions as well as foreign currency dealings.

Analysis of Non Interest Income

Fy'12 Growth (%) Fy'13
uUss$ USs$
Net Income from trading securities 46,247 413% 237,337
Fair Value adjustments in financial instruments (8,630) 225,365
Fair value adjustments in investment properties 2,498,754 -31% 1,730,859
Net Income from foreign currency dealings 4,119,364 48% 6,099,364
Unrealised gain on foreign currency 3,328,089 -25% 2,505,158
Commission and fee income 30,057,188 5% 31,543,315
Loss on disposal of shares (160,793) -50% (80,469)
Other operating income 4,192,432 39% 5,845,159
44,072,651 48,106,088
Non-int er est i ncome increased fr om Behefitingrimrhehselyfrom i
the steady increase in commission and fee i ncome whi ch increased
about $32 milloni n Fy 613. A 48% increase in foreign

growth in the non -interest income. On the other hand, other components on non -interest income
have remained relatively fragile and prone to financial shenanigans. Fair value adjustment in
i nvest ment properties c¢l| &% mildon. Hgeltaletagedental yield3oh e
investment propertiestookak nock from 6% in FyoO6l2ltboafgbut
rental yield declined in line with other rental yields of listed local property companies, it remained
below the average rental yield of the companies which closed the year at 7.7% (ZPI -7.6% and
Pearl Properties7.8%) . Going forward, the percentage of non-interest income to total income may
increase by default oncethegover nment deposits on the grou

the central bank.



Deposit Book Analysis

Total deposits for the year totaled US$1.3 billion registering a 29% from the
previous year. The bulk of the deposits were accounted for by customers
category at 39% followed by money market deposits which accounted for 35%
of the total deposits. There was a stellar growth in offshore deposits of 68%
to US$303 million, which then explains why CBZ is pursuing an aggressive
Omortgage | e

ndingbd strategy

Deposits by Source Dec-12 Dec-13 Growth (%)
uss

Banks (US$) 36,114,207 37,647,610 4%
Money Market (US$) 314,843,174 468,446,725 49%
Customers (US$) 500,978,085 522,778,226 4%
Offshore (US$) 180,416,609 303,691,694 68%
Total (US$) 1,032,352,075 1,332,564,255 29%

On the other hand, money market deposits also followed a northward lurch
from US$314 million to US$468 million. The increase in money market deposits
reflects the escalating demand for fixed income securities motivated by risk
inefficient returns on the Zimbabwe Stock Exchange inducing local savers to
dispose shares In other words, shrewd investors decided to unwind their stock
market positions knowing the downside risks associated with a modest rebound
in markets (as shown by ZSE performance in 2013 in which it gained by about
32%).

Financial &
Investments ____
Financial 3%
Organisation
37% _\

CBZ deposit book performance
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Source: CBZFinancial Statement for the year ending 30 Dec 2013

Financial organisations accounted for largest share of deposits at

37% followed by services which accounted for 24%. Although

t he concentrat.

6l ender

on of

financi a

o dfundtiendntthe absenae oftthe central bank,

it exposed the group to serious systemic risk. Another risk to the

performance of
the demise of t
foll owing the

government function.
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Loan Book Analysis

The groupébés |l oan book increased

Us$854 mi l

i on in Fyolz2. Loans

advanc es lostgrourdymargiRallyto 33 % i n. Fyo1l3

Analysis of Advances Dec-12 SOA Dec-13 SOA
Us$

Overdrafts (US$) 488,988,537 55% 558,909,098 53%
Loans (US$) 303,554,515 34% 355,480,541 33%
Mortgage Finance (US$) 89,980,277 10% 137,205,371 13%
Interest Accrued (US$) 7,621,860 1% 12,439,476 1%

Total Advances (US$)
Impairments
Net Advances (US$)

890,145,189  100%
(35,455,206)
854,689,983

1,064,034,486 100%
(35,915,744)
1,028,118,742

SOA: Share of Advances

by

W

Sectional growth was achieved in mortgage finance which recorded a stellar

increase of 52% from US$89.9 million to US$137 million.

mortgage fi

i n FyTbelrew structure shows a strategic shift in t h e

Resultantly,

nance accounted for 13 %

strategy towards mortgage finance.

bank

The amalgamation of the bank and the building society resulted in the

creation of the home loans department in the bank. The department is

mandated with all the mortgage lending and is expected to leverage on

offshore borrowings to pioneer into the untapped longer term mortgage

markets.

CBZ Loan Book Performance
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Source: CBZ Financial Statementfor the year ending 30 Dec 2013

The agriculture sect or maintained 1 ts hi
advances at 37% followed by Distribution and Services which both
stood at 23%. The high concentration of loans in the agriculture
sector may act as a threat to CBZ 6 s lok aerformarxe.
Notwithstanding, the high concentration the quality of the loan
book remained satisfactory given the fact that the group wrote off
about US$32 million in Fy613 a
1.86% (US$19 million) but still managed to maintain almost the
same figure of provision as tha
held collateral with a fair value of US$1.4 billion of which 52% was
mortgage security, 2% cash cover and 46% was general notarial

covering bonds against advances of US$1 billion



Risk Assessment
Foreign Currency Risk

Liquidity Risk
o . . The risk arises from mismatch in assets and liabilities denominated
Liquidity r i s k refers to uncertainty rec
. L . . . in different currencies. As at 31 December 2013 the CBZ had
growth in assets and to meet obligations as they fall due without incurring

unacceptable losses. As at 31 December2013 CBZHoldingsL i mi tadvefse s assets denominated in different currencies as shown below and the

net impact of a 5 percentage points change in forex on pos t-tax

mismatch of assets and liabilities on the demand side worsened to $69.4
profit would be US$1,109 higher or lower, which is insignificant

million from $46.6 million as at 30 December 2012 Going forward, the
absence of the RBZbs lender of | asit consideringthec ompany d6s PATilionf US$36. 7

the groupbés risk appetite on demand

Source: CBZ Financial Statementgor the year ending 31 Dec 2013.



