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Disciplined and focused execution of

our strategic plan translated into a
SUPERIOR performance in 2016, which
nas boosted value for our various
stakeholders, We aim to CONTINUE to
direct our efforts at initiatives that will
create value beyond expectations for our
STAKEHOLDERS and simultaneously
diversify our income base to make the
Group more RESILIENT.

The seeds for future growth
have been sown...
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About this Report

In line with integrated reporting principles, this report presents Integrated Reporting and content

developments relating to SBM Holdings Ltd (SBMH) and its subsidiaries

(collectively referred to as “SBM Group”) which occurred during 2016. This report considers several principles of integrated reporting as put
In addition to the strategy, operating environment, governance and forward by the International Integrated Reporting Council (IIRC):

performance, this report also contains forward looking statements about

SBM Group. Section in which integrated

PRINCIPLES OF INTEGRATED

The aim of this report is to communicate effectively with all of our REPORTING BY IIRC reporting principle is
stakeholders, with the objective of facilitating their assessment of the covered in this report
sustainability and future of SBM Group.

* Group Overview
* Performance and Achievements
* Strategy - Integrated Thinking

This report is presented in Mauritian Rupee (MUR), which is SBM Group's Organisational overview
presentation currency. Percentages have been calculated using rounded off  gnd operating context

figures.
Scope e E AT * Risk Monggement Report
* Leadership and Governance
This report covers the local and foreign activities of SBM Group's
subsidiaries.
The reporting period spans from 1 January 2016 to 31 December 2016, Bvetess mvenl ° Glrep Cvaries

Material events, post balance sheet date, which have already been ° Sineitsgy - lifiegreited Tl ng

approved by the Board of Directors of SBMH, have been included.

* Risk Management Report

Risks and opportunities » Strategy - Integrated Thinking
* Performance and Achievements

This report complies with all applicable standards, laws and regulations
including International Financial Reporting Standards (IFRS), Code of
Corporate Governance for Mauritius and Bank of Mauritius Guidelines.

What is new? Strategy and resource * Performance and Achievements

allocation * Strategy - Integrated Thinking
This report includes several enhancements namely:

> Greater embracement of integrated reporting principles; « Group Overview
> Wider coverage of our major lines of business; Performance * Performance and Achievements

R * Financial Statements
> Enhanced connectivity in the report.

* Group Overview
Outlook * Performance and Achievements
* Strategy - Integrated Thinking



We use different icons throughout this report

which are explained below:

Our Stakeholders

Investors

Customers

Employees

Regulators

Community

O ® e

Types of Capital

[
@ Financial capital

Social and relationship capital

Manufactured capital

Natural capital

Human capital

Intellectual capital

©HO®O

007

ANNUAL REPORT 2016 | SBM HOLDINGS LTD

()]



ANNUAL REPORT 2016 | SBM HOLDINGS LTD

0

008

Key Flgures

525,737 clients
1,388

1,250

2015

500 600 700 800 <00 1000 100 1200 1300 1400

Employee Breakdown by Gender in 2016

445

Male

eloy/s

Female
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SBM Group is one of the largest
banking and financial services
institutions in Mauritius. With a market
capitalisation of MUR 20 billion as

at end December 2016, the Group’s
holding entity, SBM Holdings Ltd, is
the third largest listed company on
the Stock Exchange of Mauritius.
SBM Group is present in Mauritius,
Madagascar, India and Kenya with a
representative office in Myanmar and
plans to start operations in Seychelles
during 2017/.

Market Capitalisation

2 20.2 -

Total Assets

0 146.9 ¢

Total Operating Income

- 6.4 0

o

Moody’s Ratings*

Bank Deposits: Baa3/P-3
Issuer Rating: Baa3
Outlook: Stable

*Ratings for SBM Bank (Mauritius] Ltd as at November 2016

AMONG THE TOP
1000 BANKS IN THE WORLD
BY THE BANKER

Profit for the Year

L 2.3
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About SBM Group (cont'd)

CLUSTERS

ACTIVITIES

SUPPORT
& CONTROL

SBM GROUP

NON-FINANCIAL

BANKING NON-BANKING
Personal Banking
Private Banking Asset Management
Wealth Management Stockbroking
Corporate Banking Microfinance
SME Banking Fund Services
International Bancassurance
Banking Factoring
Financial Markets Advisory
eBusiness
,-----l------------l----
1
: Recovery Finance Human Resources
1 . . Marketing &
I Risk Management Compliance Communications
1
1 Anti-Fraud Internal Audit Customer Service
1
1 Performance Management Facilities Management
1
.

Strategic Investments

Technology Operations
Credit Services Credit Risk

Strategy & Research

Corporate Affairs & Legal
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Business Model

INCOME STATEMENT MAIN RISKS LINKED
BUSINESS ACTIVITY IMPACT TO ACTIVITY

SBM lends money to customers and makes investments

within .the limits of regulotpry and available COpitCIL. . INTEREST INCOME
prescribed regulatory environment, customer credit profile

and market conditions.

Liquidity Risk

SBM sources funding from depositors and other
providers of finance for its lending and investing INTEREST EXPENSE
activities, which in turn produce interest expenses.

Interest Rate Risk

+

SBM provides transactional banking facilities NET FEE AND
as well as professional advisory services. COMMISSION INCOME

SBM offers market access and risk mitigation products.
These include, but are not limited to, commodity, interest TRADING REVENUE
rate and foreign exchange.

OTHER INCOME

STAFF COSTS

OTHER OPERATING COSTS

Strategic and Reputational Risk

Credit Risk
Market Risk

SBM earns revenue from other sources,
e.g. from strategic investment activities

Operational Risk (Incl. Compliance)

Financial Risk

Less

SBM invests in the development, retention and engagement
of its employees, who in turn contribute to the strategic
objectives of the Group and provide superior customer
service.

SBM continuously invests in its infrastructure, IT systems and
operational set-up. This ensures operational efficiency and
provides innovative products and services to its customers
and stakeholders.

SBM takes financial exposures which may result in impairment
(allowances for financial losses). FINANCIAL IMPAIRMENT

Credit Risk

. Dividend to shareholders . ;
Profit before tax less e Equals to Retained earnings for the year
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Our Offering

DEPOSITS CREDIT CARDS

8 © @
X

TRADE GUARANTEES STRUCTURED

FINANCE PRODUCTS

e ‘

WEALTH AUTOMATED INSURANCE

MANAGEMENT PAYMENTS

@ @
T
MUTUAL

FUNDS

FX

CUSTODY

ADVISORY

STOCKBROKING

©)

s
AN

TRADING OF
FINANCIAL
INSTRUMENTS
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Chairman’s Statement

Kee Chong LI KWONG WING,
G.0.S.K.

2016 Group's
Profit After Tax:

2.3

To Our Valued Stakeholders:

It is a privilege for me to present to you this second
Integrated Annual Report published under my
chairmanship. The year 2016 was marked by several
achievements as SBM Group realised a much
improved performance while further consolidating its
foundation for future growth.

In line with our mission and core values, we are committed to creating value
for our multiple stakeholders (refer to pages 28-29). Besides, we have geared

up efforts since the last two years to improve transparency in disclosures and foster
engagement among our stakeholders. This report thus marks a further improvement
in our reporting, aligned to international best practices (refer to page 6).

The operating environment continues to be challenging. On the domestic front,
weak credit growth, excess liquidity and heightened competition in the banking sector
are exerting continued pressure on our business volumes and interest rate margins.
Legislation is also being tightened, both at the local and interational levels, particularly
with regards to compliance and reporting requirements. Whilst we embrace changes
that would reinforce the stability of the financial system, we recognise that they would
imply higher short term compliance costs. (Refer to pages 36 to 40 for a more detailed
discussion of the operating environment in the different geographies where we are
present).




Notwithstanding the difficult context, and even as we
invest heavily to strengthen our information technology
and human capital, the financial performance of SBM
Group has recovered strongly after the blip recorded

in 2015.

MUR
Million

+54.5%

2,309

}/608 +3.1% +3.0% +20.7%

+60
+130

+,220

PAT Netinterest  Non-interest Noninterest  Impairment Tax PAT
31Dec 15 income income expense charge 31 Dec 16

The Group’s operating income rose by 3.04% year on year
to MUR 6.45 billion (2015: MUR 6.26 billion). The Group
continued to grow its core income items: net interest income
increased by 3.07% to MUR 4.38 billion (2015: MUR 4.25
billion), net fee and commission income increased by 2.31%
to MUR 1.05 billion (2015: MUR 1.03 billion) and non-interest
income increased by 3.00% to MUR 2.06 billion (2015: MUR
2.00 billion).

Meanwhile, non-interest expense rose by 20.70% to MUR 2.74
billion (2015: MUR 2.27 billion) on account of higher personnel
expenses (12.84% increase) and depreciation and amortisation
cost (116.67% increase). The substantial rise in depreciation
and amortisation cost is due to charges related to our new

[T system, known as “Flamingo Project”.

In a difficult credit environment, both domestically and in our
overseas operations, the gross impaired advances to gross
advances ratio increased from 5.14% in 2015 to 6.60% in 2016,
but the net impaired advances to net advances ratio was
2.64% in 2016 (2015: 1.87%), comparing favourably with peers.
However, the net impairment loss of financial assets declined
significantly to MUR 717 million in 2016 (2015: 1,937 million), in
view of the one-off rise in the preceding year.

EARNINGS PER SHARE INCREASED

to

89 conts
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rrom®2 CENTS w2015

Overdll, the profit after tax of the Group increased by 43.59%
from MUR 1,608 million for the year ended 31 December

2015 to MUR 2,309 million for the year ended 31 December
2016. Accordingly, eamings per share rose from 62.27 cents

to 89.43 cents. Shareholders’ equity amounted to MUR 23.80
billion in 2016, up by 7.28% as compared to 2015 while Tier

1 capital rose from MUR 18.25 billion to MUR 18.60 billion

over the same period. Return on assets, retum on equity and
retumn on Tier 1 capital improved from 1.23%, 7.26% and 8.32%
respectively in 2015 to 1.63%, 10.04% and 12.53% in 2016.

The superior performance has enabled us to
continuously create value for our stakeholders. Value
created for employees increased from MUR 1,237 million

in 2015 to MUR 1,396 million in 2016, as we gear up our
workforce in line with our growth ambitions, and continuously
invest in training and employee welfare (also see ‘Employees’
section at pages 80 to 86).

= WY 'ﬂHﬁ]éﬁ
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Chairman'’s Statement [cont'd]

Besides, our contribution to community-based activities went up
significantly from MUR 50 million in 2015 to MUR 80 million in 2016
(see section on ‘'SBM in the Community’ at pages 87 to 91). Through
our flagship SBM Scholarship Scheme — which aligns to our objective
of promoting economic empowerment through education — we have
helped more than 2,000 bright and needy students, and their families,
have access to a potentially better future.

Conscious that customer needs are constantly evolving, we use market
insights to provide more value added products and services to our
customers. For instance, given the low interest rate environment,

we introduced capital protected funds and a leveraged bond to
provide potentially higher return to our customers across different

risk profiles. Our investment in technology also aims at providing a
seamless omnichannel experience to our customers, coupled with
enhanced security. More details of new products and services, as well as
performance of existing products can be found at pages 41to 52.

We have also engaged with multiple suppliers and strategic partners to
provide enhanced value to customers. These include product tie-ups as
well as provision of key services including training, IT and infrastructure.
Besides, value created for the Government increased by 53.89%, from
MUR 390 million to MUR 600 million.

EMPLOYEES

MUR 1,396 Mn

COMMUNITY

vur 80 Mn

REINVESTMENT

MUR 1,600 Mn

INVESTORS REGULATORS

MUR 1,059 Mn vur 600 Mn

As regards our shareholders, besides the improvement in return on
equity, we have also maintained a dividend per share of 40.00 cents.
This represented a payout ratio of 44.7% while the dividend yield as

at 31 December 2016 stood at an attractive 6.02% (2015: 5.63%). We
recognise that the return on equity achieved is below our long-term
target, and our strategy is to increase it to above 15% in 2017, and
further upward in subsequent years. Dividend payments should also rise
in line with increased profitability.

A key event in 2016 was our reverse share split whereby each
shareholder received 1 ordinary share for every 10 ordinary shares

held. On a year-on-year basis, the share price declined by 6.93%, from
MUR 710 as at 04 January 2016 to MUR 6.64 as at 30 December 2016.
However, in the first few months of 2017, the share price rallied by
20.18% to reach MUR 7.98 as at mid-April.
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Enhanced value creation for stakeholders is an indication that our
strategy is bearing fruit. In 2016, we made important headway along all
five pillars of our strategy, namely consolidation, diversification, expansion,
modemisation and capacity building. We consolidated our market share
in the domestic banking business on the back of improved service — with,
notably, a reduction in turnaround time — and an enhanced bouquet of
products and services. The diversification focus has been through the
creation of a Private Wealth segment. This complements our Personal
Banking offering and is in line with the fast rising population of ultra-high
net worth individuals in Mauritius and in Africa.

On the expansion front, a key focus of our strategy, the international
business team has been overhauled, with capabilities strengthened
around specific geographies — Africa, Middle East, Asia — and
competency areas — Trade Finance and Financial Institution business.
Although the bulk of the team was onboarded in the latter part of
2016, the year-on-year growth in advances was impressive at MUR 5.9
billion, or 92%. The share of international banking business has grown
from 11% in 2015 to 16% in 2016 and, on the current momentum, is set
to grow further — and significantly — in 2017 and the coming years. We
were granted a banking license, subject to conditions, to operate in the
Seychelles. We dlso initiated the takeover of Fidelity Commercial Bank in
Kenya, which was successfully completed on 10 May this year.

Regarding modernisation initiatives, key milestones were reached in
May 2016 and September 2016 with the successful go-live of the new
technology systems in Madagascar and Mauritius respectively. The
above initiatives were supported by capacity building at the level of
human resources, with additional recruitment at all levels. The leadership
team was revamped with the recruitment of Messrs Dussoye and
Lutchmenarraidoo as Chief Executive Banking and Chief Executive
Non-Banking respectively, thereby reinforcing governance. Besides,

the risk management framework was propped up to align to the new
growth areas identified by the Board. (See pages 74 to 79 for a review
of our technology initiatives, pages 142 to 186 in respect of leadership
and governance initiatives, and pages 94 to 141 for a discussion on

risk management).

Looking ahead, we will continue to execute our strategy in a
focused manner. The key strategic targets for 2017 include: (1) Increase
in domestic banking market share; (2) Higher contribution from the
non-banking financial cluster; (3) New services such as investment
banking, factoring, microfinance and credit insurance to be launched;

(4) Further increase in the share of international business: (5) Setting

up operations in Kenya and Seychelles; (6) Wholly-owned subsidiary

019

«Enhamced value creation for

stakeholders is an indication
that our strategy is bearing
fruit, In 2016, we made
important headway along all
five pillars of our strategy,
namely consolidation,
diversification, expansion,
modernisation and capacity
ouilding. yy

structure to be set up in India; (7) Digital banking and analytics
initiatives to be implemented; (8) Further consolidation at leadership and
governance level; (9) Strengthening of risk management practices; and
(10) Revamping of HR structures and policies.

On the basis of the above initiatives, we expect the returmn on equity to
increase to at least 15% from the current level of 10%. At the same time,
we will be sowing the seeds for future growth pillars to further diversify
our income base, thus reinforcing the resilience of the Group.

These are exciting times for the Group and | am proud to be
supported by capable fellow directors, a results-driven executive
leadership and a passionate and dedicated workforce. Together, we are
focused on building a strong brand and enhancing value creation for all
our stakeholders.

Kee Chong LI KWONG WING, G.0.S.K.
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