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Dr.DennyH.KalyalyahasbeenGovernorof theBankof Zambiaand
Chairperson of the Board of Directors since February 2015. Prior to
this appointment, he served asExecutiveDirector at theWorldBank
Group (WBG) from 2012 to 2014 and as Alternate Executive
Director from 2010 to 2012, representing Africa Group 1
Constituency comprising 22 countries. Dr. Kalyalya also served as
Deputy Governor – Operations at the Bank of Zambia from 2002 to
2010andasDirector–Economics from1998to2002.

He holds a PhD in Economics from the University of
Massachusetts/Amherst, USA (UMASS) which he obtained in 1993
on a Fulbright Hays Scholarship. He also holds a Master of Arts
degree in Economics from UMASS. In addition, he holds a Master of
Arts in Economics and a Bachelor of Arts in Economics from the
UniversityofZambia (UNZA).

Prof. Hellicy C. Ng'ambi is a full professor of business leadership.
She is currently the Vice Chancellor at Mulungushi University and
KwameNkrumahUniversity.

She has worked in various management positions in institutions of
higher learning such as the University of Botswana, University of
South Florida and University of South Africa. She was previously
Principal and Managing Director of the Academy of Business
Management in Botswana, a private university college she founded.
She is also one of the pioneers of the Thabo Mbeki African
Leadership Institute.

Shewas thewinnerof theCEOAfrica'smost in�luentialwomenof the
year in government and business Awards for two consecutive years
and the 2017 Continental Lifetime Achiever Award. She has
authored, edited and published several articles in journals and book
chaptersandbooks.

Prof. Ng'ambi holds a Doctorate in Business Leadership, a Master of Science in Management, a Master of
Business Administration, a Bachelor of Arts Degree in Economics, Chartered Institute ofMarketing Certi�icate,
International Teachers' Programme Certi�icate, and an American Council on Education certi�icate. She is a
certi�iedchangemanagementexpert.

iii 1All members of the Board are non-executive with the exception of the Chairperson
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Mr. Bryson Mumba is a corporate governance, �inancial and
business management expert. He is currently the Executive Dean –
School of Business, Economics and Management at the University of
Lusaka.Mr.Mumbastartedhis careeratZambiaConsolidatedCopper
Mines (ZCCM) in 1985. Other institutions he has worked for include
Deloitte & Touche (UK and Zambia), University of Abertay (Dundee,
Scotland), Institute ofDevelopmentManagement (Botswana), Public
Enterprise Evaluation Agency (Botswana), National Road Fund
Agency(Zambia)andZambiaDailyMailLimited.

He served as an external member of the Bank of Zambia's Audit and
Finance Board Committee from 2016 to 2018 and has served on
severalotherboardsandcommittees.

Mr. Mumba is a Fellow of the Association of Chartered Certi�ied
Accountants (ACCA), the Zambia Institute of Chartered Accountants
(ZICA)and the InstituteofDirectors (IoD),Zambia.

He holds a Master of Business Administration from Edinburgh Business School at Heriot Watt University, a
Master of Accountancy from the University of Dundee, a Bachelor of Science in Computer Studies from
Loughborough University of Technology, a post graduate diploma in Teaching/Lecturing Methodology from
University of Lusaka, aDiploma in CorporateGovernance fromACCAand aPostgraduateCerti�icate in Business
ResearchMethods fromHeriotWatt University. He is currently pursuing a PhD in Accounting and Finance from
UniversityofLusaka.

Mr. Mwila Lumbwe is a director at Investment and Management
Solutions Limited, a consultancy �irm offering investment advisory
services to clients considering inward investment in Zambia and the
SADCregion.

His expertise has been applied in different sectors at various board
and management positions in organisations including Zambia
Revenue Authority, Zambia National Commercial Bank, Standard
Chartered Bank and the Commission of Enquiry on the Zambia
National Building Society. He has carried out forensic investigations,
served as LiquidationManager of Credit Africa Bank Zambia Limited
and National Home Stores, and was the Receiver of Kapiri Glass
ProductsLimited.

Mr. Lumbwe was one of the team leaders on the ZCCM/GRZ
negotiating team that presided over the privatisation of the mining
industry in Zambia and led the privatisation of the trade sector. He
served as �inancial advisor to the Attorney General in the dissolution of the Central African Power Corporation.
He further servedas theManagingPartnerofErnst&YoungZambia,whichheestablished. Prior to this, hewasa
PartneratKPMGZambiaandUK.

He is a Fellow of the Association of the Chartered Certi�ied Accountants and the Zambia Institute of Chartered
Accountants.
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Dr. Andrew Mwaba is an economist in International Development
and Finance. He is an expert in policy review and strategy and has
experience in resources and people management. He has broad
internationalexposure inbusiness inAfricaandbeyond.

Dr. Mwaba worked at the African Development Bank for over 30
years where he held various management portfolios. He began as a
young professional and rose through the ranks to Principal
Economist, Advisor to the Vice-President, Head Economist, Division
Managerand �inally asCountryManager inMalawi.Hehasauthored,
supervised and published several research papers and articles in
journals.

He holds a Doctorate Degree in Development Studies from the
University ofManchester, aMaster of Science Degree in Agricultural
Economics and Agribusiness Management from Ohio State
University, a Master of Public Administration (Economic Policy
Management) from Columbia University and a Bachelor of Arts
Degree inEconomics fromtheUniversityofZambia.

Ms. Namucana C. Musiwa is a Human Resource Management
Practitioner and is the founder and Chief Executive Of�icer of Career
Prospects Limited, a Human Resources Development Practice and
Management �irm. She is Chairperson of the ZIHRM Women's
Network and is serving as Chairperson of the University of Zambia
CaretakerCommitteeofCouncil.

Ms. Musiwa's career spans over 30 years, having worked in various
capacities in organisations such as Boart Longyear Zambia Limited,
Prince Construction CompanyLimited and the International Labour
Organization.

In May 2009, she was elected President of the Zambia Institute of
HumanResourceManagement (ZIHRM), the �irstwoman tohold the
position. She served as external member of the Bank of Zambia's
Appointment and Remuneration Board Committee from 2016 to
2018. She was the �irst Board Chairperson of the Zambia
Quali�icationsAuthority.

Ms. Musiwa holds a Bachelor of Arts Degree in Public Administration from the University of Zambia and is a
Fellowof ZIHRM. She holds several national and international awards including twoGlobal HRLeadership and
Achiever Awards conferred on her by the Africa-India Summit under the auspices of the World Human
ResourceDevelopmentCongress.
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Ms. Roseta Mwape Chabala is a business strategy expert. She is
currently theManagingDirectoratMetalFabricatorsofZambia.

Her career spans over 12 years, having served as a business
consultant at Independent Management Consulting Services. She
later moved to take up the position of Chief Executive Of�icer at
Zambia Association of Manufacturers. She played a leading role in
improving the image, multiplying the membership and revenues of
the Zambia Association ofManufacturers. In 2013, shewas awarded
for her distinguished contribution to private sector development by
the Ministry of Commerce, Trade and Industry through the Private
SectorReformProgram.

Ms. Chabala holds a Master of Science in International Trade Policy
and Trade Law from Lund University and a Bachelor's Degree in
Education from theUniversity of Zambia. She is currently pursuing a
Master of Business Administration from the Eastern and Southern
Management Institute.

Mr.FredsonK.Yambahas been the Secretary to theTreasury andan
ex-of�icio on the Bank of Zambia Board since 2011. Before being
appointed Secretary to the Treasury, Mr. Yamba served as Director -
Research, Consultancy and Development Division at the National
Institute of Public Administration (NIPA). He also served as Director
and Chief Economist at the Ministry of Commerce, Trade and
Industry. Earlier, Mr. Yamba held several senior positions at the
MinistryofFinanceandNationalPlanning including:ActingDirector-
Budget Of�ice, Chief Budget Analyst, Principal Budget Analyst and
Senior Budget Analyst. He was also a secondary school teacher for
variouscommercial subjects.

He holds a Master of Science Degree in Development Finance from
the University of Reading in the United Kingdom, Bachelor of Arts in
Economics and Public Administration from the University of Zambia
aswell as aDiploma inSecondarySchoolTeaching fromtheTechnical
VocationalTeachersCollege inLuanshya.
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This report reviews global and domestic macroeconomic developments in
2018 and the role the Bank of Zambia played in ful�illing its primary
mandate of price and �inancial system stability. In addition, the report
presents audited �inancial statements of the Bank for the year ended 31st
December2018andprovidesstatistical annexures.

Monetary policy in 2018 continued to focus onmaintaining price stability,
by ensuring that in�lation remained within the target range of 6-8%. The
Bank relied on the Policy Rate as a key signal for itsmonetary policy stance.
Decisions on themonetary policy stancewere guided by themedium-term
in�lationoutlookaswell asabroadersetofmacroeconomic indicators, such
as, the outturn in in�lation, credit conditions, economic growth, �inancial
sector stability, and risks to in�lation. The Bank continued to use market
based monetary policy instruments to maintain the 5-day interbank rate
within+/-1percentagepointaroundthePolicyRate.

In�lation on average was higher in 2018 than in 2017, but was maintained broadly within the target range
during theyearexcept inAugust andOctoberwhen it breached theupperboundof the target range.However, by
the end of the year, it reverted to the target range and closed 2018 at 7.9%. The build-up in in�lationary
pressures was mainly on account of rising food prices, exchange rate depreciation, and upward adjustment of
fuel pumpprices. Afteraperiodof successive easingofmonetarypolicy that started in2017, thePolicyRatewas
lowered to 9.75% in February 2018 from 10.25% and was maintained at that level for the rest of the year. In
addition, the statutory reserve ratio was adjusted downwards to 5.0% from 8.0% andwas held at that level for
the remainder of the year. The Bank considered this policy stance appropriate in maintaining in�lation within
the6 -8%targetbandaswell as supportingprivatesectorcreditgrowthandeconomicactivity.

Market liquidity conditions improved as monetary policy remained accommodative. Consequently, the
overnight interbank rate closed the year slightly lower at 9.88% from 9.94% in December 2017. This was well
within thePolicyRate corridor.

Broad money grew at a slower pace in 2018 than in 2017 owing to a slowdown in domestic credit growth
brought aboutby themoderation in expansionof lending toGovernment. However, credit toprivateenterprises
and households picked up. Commercial Banks lending rates, although exhibiting a declining trend, remained
elevated in 2018, re�lecting in part, high yields on Government securities, high cost of wholesale funds, and
elevatednon-performing loans.

Yield rates on Government securities increased mainly on account of low demand and a higher risk premium
induced by sovereign credit rating downgrades during the year. However, the outstanding stock of Government
securities rose by 20.7% to K58.3 billion as at end-December 2018, due to private placements of Government
bonds toselected institutions.

Zambia's external sector performance in 2018was unfavourable,with the country recording an overall balance
of payments de�icit of US $387.8 million against a surplus of US $18.3 million in 2017. This was largely on
account of the unfavourable performance in the �inancial account which more than outweighed the
improvements in the current and capital accounts. The �inancial account registered ade�icit against a surplus in
2017 mainly on account of a marked reduction in direct investment in�lows and net portfolio investment
out�lows. The current and �inancial account de�icitsweremainly �inancedbyadrawdownof gross international
reserves.

GOVERNOR'SOVERVIEW



Thecountry's international reserves continued todeclinedue tohighexternaldebt servicepayments.Asat end-
December 2018, gross international reserves declined to US$1.6 billion, equivalent to 1.8 months of import
cover, from US $2.1 billion in 2017 (2.9 months of import cover). The decline in reserves was moderated by
purchases of US$346.0 million from the market and mineral royalty payments by the mines amounting to US
$134.9million in2018.

Global growth remained positive, although it slowed down to 3.7% in 2018 from 3.8% in 2017 driven by
subdued economic activities in advanced and some emerging market economies. In the Sub-Saharan Africa
(SSA) region, growth remained unchanged explained by themixed performance in some of the region's largest
economies,Nigeria, SouthAfrica, andAngola.

Domestic economic activity picked up in 2018, with preliminary data indicating higher growth in real GDP at
3.7%, from 3.5% in 2017. The increase in growth was supported by strong performance in the mining,
manufacturing,wholesaleandretail trade, and informationandcommunicationssectors.

On the �iscal side, preliminary estimates indicate that the �iscal de�icit at 7.6% of GDP was above the target of
6.1%, largely re�lecting higher than programmed spending on capital projects and interest payments on
external anddomestic debt. Fiscal consolidation thus remains a critical imperative formacroeconomic stability
andhighereconomicgrowth.

Theoverall performanceof thebankingandnon-banking �inancial institutions sectors remainedstable in2018.
However, the �inancial sector as awhole continued to be adversely affected by the high ratio of non-performing
loans to total loans at 11.0%,whichpersistently stayed above themaximumprudential limit of 10.0%although
itdeclinedduring theyear.

The Bank continued to undertake legal and regulatory reforms aimed at aligning its supervisory framework
with international best practice. Oneof the keydevelopments that tookplace in 2018was the coming into effect
of the revisedBanking andFinancial ServicesAct, No. 7 of 2017,which enhanced theBank's capacity to address
challenges in the �inancial sector, particularly in areas, such as, consumerprotectionand corporate governance.
The Bank launched banknotes with enhanced security features during the year with the aim of protecting the
Zambian currency from counterfeiting and safeguarding the integrity of the currency. TheBank also undertook
various initiatives to increase formal �inancial inclusion aimed at improving living standards of the people
generally. Advances in the use of �inancial technology continued to enhance access to �inancial services, as
re�lected in the rising volume of transactions onmobilemoneyplatforms. In this regard, the Bankwill continue
to implement policies and interventions that promote the use of digital �inancial services to enhance �inancial
inclusion.

In the comingyear, theBankwill continue to implement the2016-2019StrategicPlananddeliveron itsprimary
mandateofmaintainingpriceand �inancial systemstability.

DRDENNYH.KALYALYA
GOVERNOR
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TheBankof ZambiaBoardofDirectors is fully committed toupholding the tenets of good corporate governance
in itsprocessesandprocedures,which includeaccountability, transparencyand integrity.
TheBoardofDirectorsof theBankofZambia is establishedunder theConstitutionofZambia (Amendment)Act2

number 2 of 2016. The Board is vested with all the powers of the Bank under the Bank of Zambia Act3 and is
responsible for formulating its policies. TheActprovides for eightBoardmembers comprising theGovernor, six
Non-Executive Directors (NEDs) and the Secretary to the Treasury, who is an ex-of�icio. The Governor is the
ChiefExecutiveOf�icerof theBankandChairpersonof theBoard.

After the expiry of the tenure of the previous Board members in June 2018, the following were appointed as
NEDs to theBoard inSeptember2018:

i. Prof.HellicyC.Ng'ambi (ViceChairperson);
ii. Ms.NamucanaC.Musiwa;
iii. Ms.RosetaM.Chabala;
iv. Dr.AndrewMwaba;
v. Mr.BrysonMumba;and
vi. Mr.MwilaLumbwe

In 2018, the Board held three statutory and three special meetings during which a number of issues were
discussed. In addition, the following policies were approved: The Green Policy, Sexual Harassment Policy,
NepotismPolicy,RevisedLenderofLastResortPolicy, andEmployeeResourcingandRetentionPolicy.
The Board has three standing committees namely; Audit and Finance; Appointments and Remuneration; and
GovernanceandRiskwhoserolesand functionsarede�ined in theCommitteeCharters. Thecommitteesmeetat
leastonceaquarter.Themembersof theCommitteesare:

Audit andFinanceCommittee
Mr.BrysonMumba Chairperson
Mr.MwilaLumbwe NED
Dr.AndrewMwaba NED
Ms.RosetaM.Chabala NED
Mr.FredsonK. Yamba Ex-Of�icio

GovernanceandRiskCommittee
Mr.MwilaLumbwe Chairperson
Prof.HellicyNg'ambi NED
Ms.NamucanaMusiwa NED
Mr.BenNgenda ExternalMember

AppointmentsandRemunerationCommittee
Ms.NamucanaMusiwa Chairperson
Prof.HellicyNg'ambi NED
Ms.RosetaM.Chabala NED
Mr.BrysonMumba NED

STATEMENT ONCORPORATEGOVERNANCE

2Article 213 (3) of Act No. 2 of 2016
3Bank of Zambia Act Chapter 360 of the Laws of Zambia



To facilitate consultation, promote transparency and provide advice to the Bank onmonetary policy, the Board
has also established theMonetary Policy Advisory Committee. This Committee approves the Bank's bi-annual
MonetaryPolicyStatement.

The Bank continues to support various humanitarian, community, educational, environmental, sporting and
health-related activities as part of its corporate social responsibility. In 2018, the Bank disbursed a total of
K792,277.10 to provide support to the health sector, educational institutions, heritage and conservation,
orphanagecareandsupport toHabitat forHumanityZambia.

xvi

Assistant Director - Communications, Mr Kanguya Mayondi at the handover ceremony for computers donated by the Bank to Bulungu
School in Mumbwa
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1.0 DEVELOPMENTSINTHEGLOBALECONOMY
WorldEconomy

Preliminary data indicate that global growth remained positive, although it slowed down to 3.7% in
2018 from 3.8% in 2017 (Table 1.1). The decline was mainly on account of subdued economic
activities in advanced economies and some emerging market and developing economies.
Uncertainties surrounding Brexit negotiations, coupled with the anticipated negative effects of the
US China trade war and tightening global �inancial conditions, contributed to the slowdown in
growth.However, growth in theSub-SaharanAfrica (SSA)regionremainedunchanged in2018.

AdvancedEconomies

Economic growth in advanced economies declined to 2.3% in 2018 from 2.4% in 2017 mainly on
account ofweakening growth in the euro area and theUnitedKingdom(UK). Growth in the euroarea
was weighed down mainly by faster-than-expected slowdown in Germany, France and Italy. New
automobile emission standards4 and softer external demand weighed on industrial production and
private consumption in Germany, while street protests and industrial action by labour unions hurt
economic growth in France. In Italy, sovereign and �inancial concerns negatively affected domestic
consumption.

The slowdown of growth in the UK was largely due to the continued uncertainties surrounding
Brexit. However, the United States (US) registered higher growth in 2018, mainly supported by
expansionary �iscal policy, increased private investment and continued strong consumer and
businesscon�idence.

EmergingMarketsandDevelopingEconomies

Growth in Emerging Markets and Developing Economies (EMDEs) declined to 4.6% in 2018, from
4.7% in2017,mainly on account ofweakening growth inChina. Growth in Chinadeclined to6.6% in
2018, from6.9%in2017 largelydue toeffectsof theUS-China tradedisputesanddomesticmeasures
toaddressexcessivecorporatedebt implementedby theChineseauthorities.

4The new standards led to some car makers to either suspend or ultimately stop manufacturing some car models which were previously
considered tohave lowemissionsand fuelef�icient

World
AdvancedEconomies
United States

EuroArea

United Kingdom

EmergingMarketsandDevelopingCountries
China

Sub-SaharanAfrica (SSA)
SouthAfrica

Angola

Nigeria

Zambia

2016
3.2
1.7
1.5

1.8

2.4

4.4
6.7

1.4
0.3

-0.7

-1.6

3.8

RealGDP Inflation
Table1.1:WorldRealGDPand Inflation, 2016-2018 (Annual%changeunlessotherwise stated)

Source: Focus Economics,Trading Economics,World Bank, IMFWEOOctober 2018 and January 2019WEO update, Central StatisticalOffice (CSO)
* Preliminary

2017
3.8
2.4
2.2

2.4

1.8

4.7
6.9

2.9
1.3

-0.1

0.8

3.5

2018*
3.7
2.3
2.9

1.8

1.4

4.6
6.6

2.9
0.8

-2.9

1.9

3.7

2016
n/a
0.8
2.1

1.1

1.6

4.3
2.0

11.3
6.3

32.4

15.7

7.5

2017
n/a
1.7
2.1

1.4

3.0

4.3
1.6

11.0
5.3

31.7

16.5

6.1

2018*
n/a
2.0
2.4

1.8

2.1

4.9
1.9

8.6
4.5

20.3

12.1

7.9
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Sub-SaharanAfrica

Growth in the SSAregion remainedunchanged at 2.9% in2018as global growth, trade and industrial
activity lostmomentum. Further, the 2018outturnwas explainedby themixedperformance in some
of the region's largest economies, Nigeria, South Africa, and Angola. Growth in Nigeria picked up on
account of favourable performance in the non-oil and services sectors. In South Africa, growth is
estimated to have slowed down due to weak consumer and business con�idence as well as delays in
implementing themuch anticipated structural policy reforms,while Angola recorded a recession on
accountof loweroilprices.

MonetaryPolicyandInflation

Monetary policy continued to be broadly accommodative in major central banks and in�lation
dynamics were mixed across regions in 2018. In advanced economies, and emerging markets and
developing economies, in�lation continued to trend upwardsmainly due to stronger performance in
the labourmarkets that resulted in higherwages and increases in oil prices. The US Federal Reserve
raised the federal funds rate for the fourth time in2018by25basispoints to2.25-2.5%on thebackof
solid economic growth and strong labour market. In�lation in the US ended the year at 2.4% from
2.1% in 2017. In the Eurozone, the European Central Bank (ECB) maintained the main re�inancing
rateat0.00%,despite in�lationclosinghigher in2018at1.8%compared to1.4%in2017.

In the SSA, in�lation declined largely due to continued strengthening of domestic currencies and
continued recovery in some commodity prices. The South African Reserve Bank increased its
benchmark repo rate by 25 basis points to 6.75% in the last quarter of 2018, to counter in�lationary
pressuresandexpectations. In�lationended theyearat4.5%,downfrom5.3%in2017.

CommodityPrices

The average price of copper rose by 6.4% to US$6,565.3/metric tonne (mt) in 2018 from
US$6,170.0/mt recorded in 2017, mainly on account of improved global demand. Crude oil prices
also increased to US$68.8/barrel on average from US$53.1/barrel in 2017. This was mainly
attributed to sustained supply cuts by OPEC and non-OPECmembers, renewedUS sanctions against
Iran and continued positive global economic growth. Generally, agricultural commodity prices
increased in2018due todroughts inEuropeandCentralAsia, coupledwith an increase in fuel prices.
In particular, maize prices, at an average of US$164.4/mt in 2018, were higher than US$154.5/mt
recorded in 2017. Similarly, wheat prices, at an annual average of US$203.9/mtwere higher than US
$178.2/mtrecordedover thesameperiod.

ImplicationsofGlobalDevelopmentsontheZambianEconomy

The slowdown in growth in Zambia's major trading partners5 is likely to dampen demand for
Zambia's export commodities. In particular, lower growth in China is likely to depress copper prices
andmoderategrowthof exportearnings forZambia.

5Zambia' major trading partner countries with their respective trade weights are South Africa (0.426), Switzerland (0.319), EU (0.093), China
(0.077), andUK(0.069).
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2.0 DOMESTICMACROECONOMICDEVELOPMENTS
In 2018, Government's macroeconomic objectives as outlined in the National Budget were, among
others, to:

i. AchieverealGDPgrowthofat least5.0%;
ii. Maintainsingledigit in�lationwithin therangeof6.0%to8.0%;
iii. Maintain international reservesofat least3monthsof import cover;
iv. Limit the �iscalde�icit, onacashbasis, to6.1%ofGDPand
v. Limitdomestic �inancing tonomore than4.0%ofGDP.

Preliminary estimates indicate that the economy grew by 3.7% in 2018 compared to 3.5% in 2017,
butwas lower than the targetof 5.0%.Thegrowth in realGDPwasdrivenby favourable performance
in thewholesale and retail trade,manufacturing,mining aswell as information and communications
sectors. In�lation remained broadly within the target range, although it was on average higher in
2018 than in2017, due topass-througheffects of exchange ratedepreciation, coupledwith fuel price
increments. International reserves remainedbelow the target of 3-months' import covermainly due
to external debt service payments. With regard to the �iscal performance, preliminary estimates
indicate that the �iscal de�icitwas above target, largely re�lecting higher spending on capital projects
and interestpaymentsondomesticandexternaldebt.

2.1 MONETARYDEVELOPMENTSANDINFLATION

MonetaryPolicyStance

In 2018, monetary policy was aimed at maintaining in�lation within the target range of 6-8%. The
formulation of monetary policy continued to be guided by the medium term in�lation outlook and
in�lation outcomes as well as a broader set of macroeconomic indicators such as credit conditions,
economic growth, the stance of �iscal policy, �inancial sector stability and risks to in�lation. With
in�lation remaining broadly within the target range, monetary policy remained accommodative
during theyear.

After a period of successive easing of monetary policy that started in 2017, the Policy Rate was
lowered to 9.75% in February 2018 from 10.25%, and was maintained at 9.75% for the rest of the
year. With in�lation remaining within the 6 - 8% target range, the monetary policy stance remained
unchanged for the rest of the year to boost private sector credit, and support economic activity and
stability of the �inancial sector. Thiswas despite a build-up in in�lationary pressures emanating from
exchangeratedepreciation, fuelprice increasesandarelatively lowermaizeharvest.

The statutory reserve ratiowas also reduced from8.0% to5.0% andwasmaintained at that level for
the rest of the year. This was in an effort to strengthen the current monetary policy framework that
focuseson thePolicyRateas theanchor for signalling thepolicy stance.

Further, the Bank continued to conduct openmarket operations aimed atmaintaining the interbank
rate within +/-1 percentage point of the Policy Rate in order to align market interest rates to the
PolicyRate.

ChallengestoMonetaryPolicyImplementation

The effectiveness of monetary policy continued to be constrained by a number of factors. The
continued �iscal de�icits and consequent high Government borrowing from the domestic �inancial
market have had a crowding out effect on private sector credit. As a result, economic activity has
remained subdued as the productive sectors of the economy could not access affordable credit. In
addition, the continued high lending to Government kept yield rates on Government securities
elevated, resulting in lending interest ratesremaininghigh.



Vulnerabilities in the �inancial sector associated with high non-performing loans continued to
hamper theeffectivenessofmonetarypolicy. Further, thedecline in international reservesdue tohigh
external debt service payments remained a threat to the stability of the exchange rate, of the Kwacha
against theUSdollar withpotential adverseeffectson in�lation.

MoneyMarket LiquidityandInterbankRate

Interbank money market liquidity, as measured by the aggregate current account balance of
commercial banks slightly improved in 2018, closing the year at K1.42 billion from K1.37 billion the
previous year (Table 2.1). Market liquidity was mainly supported by net maturities of Government
securities, BoZ foreign exchange purchases6 for international reserves accumulation and net
Government spending. These in�luences were, however, countered by statutory reserves transfers
andOvernightLendingFacility (OLF) repayments.

Given the increase in market liquidity, the overnight interbank rate closed the year lower at 9.88%
compared to9.94%at end-December2017, andwas containedwithin thePolicyRate corridor (Chart
2.1).

The volume of funds traded in the interbank money market increased to K82.2 billion from K51.5
billion in2017, despite the increase inmarket liquidity (Chart 2.2). Amounts accessedby commercial
banks using the OLFwindow rose toK20.9 billion fromK16.6 billion in 2017. Thiswasmainly on the
back of sustained concentration of funds amongst a few banks with limited credit lines. However,
commercial banks' access of foreign exchange swap contracts marginally fell, with the outstanding
swapsclosingatK2.3billion fromK2.4billion in2017.

Openingbalance
NetGovt spending

BoZ FX Purchases/sales

CIC

SR deposits

OLF

NetGovt Sec Maturities/sales

Openmarket operations

Other*

Closingbalance

2016
2.45
6.01

7.65

-0.39

-4.31

-7.54

1.74

0.25

-4.72

1.14

Table2.1Liquidity Influences(K' Billion), 2016 - 2018

Source: Bank of Zambia
Note: FX=foreign exchange; CIC=currency in circulation, SR=statutory reserves, OLF=Overnight Lending Facility
*Other includes miscellaneous transactions and net inter-bank fund transfers

2017
1.14
4.10

3.44

0.10

-3.95

-0.34

-2.62

0.04

-0.54

1.37

2018
1.37
1.58

3.85

-0.70

-7.96

-4.10

5.66

0.54

1.18

1.42

CHART 2.1:
Market
Liquidity and
Interbank rate,
Dec 2015 –
Dec 2018

Source:
Bank of Zambia
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6TheBankof ZambiapurchasedUS$346million from themarket forpurposesof international reservesaccumulation andno salesweremade for
market support.
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BroadMoney

The annual growth in broad money (M3)7 slowed down to 16.5% in 2018 compared to 21.4% in
2017, mainly on account of slower growth in domestic credit following a slowdown in credit to
Governmentandpublicenterprises (Chart2.3andTable2.2).

DomesticCredit

Growth in domestic credit9 was lower at 15.0% in 2018 compared to 26.3% in 2017. The slowdown
incredit toGovernmentandpublic enterprisesaccounted for thisoutturn (Chart2.4).
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CHART 2.2:
Interbank
Money Market
Trading
Activity
(K’billion),
2013 - 2018

Source:
Bank of Zambia

CHART 2.3:
Annual Broad
Money
Growth
(Percent),
Dec 2015 -
Dec 2018

Source:
Bank of Zambia
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Description

BroadMoney (M3)

Of which
Net ForeignAssets

Net Domestic Assets

Gross Domestic Credit

Gross Claims onGov't

Public Enterprises

Private Enterprises

Households

NBFIs8

2016

-5.7

-24.3

23.5

2.8

22.6

-22.0

-7.7

-12.0

3.1

Table2.2:SourcesofGrowth inBroadMoney (Percent), 2016 –2018

Source: Bank of Zambia

2017

21.4

0.3

41.7

26.3

50.7

85.3

2.2

10.2

1.9

2018

16.5

13.0

18.9

15.0

12.9

18.4

14.9

19.4

89.8

Contribution to
change inM3(2018)

16.5

5.3

11.2

17.1

8.0

0.1

4.6

3.9

0.5

7Broad money includes foreign currency deposits
8Non-Bank Financial Institutions
9Total domestic credit includes lending by the Bank of Zambia, Commercial banks, and other Depository corporations in both Kwacha and
foreign currency.6



Credit to the non-government sector, particularly to private enterprises and households, picked up
due to increased demand following improved liquidity in the market, supported by the
accommodativemonetarypolicyby theBankofZambia.

Commercial banks' total loans and advances continued to register growth in 2018, drivenmainly by
an expansion in both Kwacha and foreign currency denominated loans. Kwacha denominated credit
expanded by 12.3% driven by increased lending to households, �inancial services, community and
social services, and wholesale and retail trade sectors. Foreign currency denominated credit
increased by 8.3% on the back of expansion in lending to manufacturing, mining, �inancial services,
andelectricitygas,waterandenergysectors(Charts2.5and2.6).

CHART 2.4:
Contribution
to Annual Gross
Credit Growth
(Percentage),
Dec 2015 –
Dec 2018

Source:
Bank of Zambia
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CHART 2.5:
Distribution of
Commercial
Bank Kwacha
Denominated
Loans
(K'million),
2017-2018

Source:
Bank of Zambia
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InterestRates

GovernmentSecuritiesYieldRates

Yield ratesonGovernment securities edgeduponaccount subdueddemandanda relatively high risk
premium inducedby the sovereign credit rating downgrade10. Theweighted average composite yield
rates for Treasury bills and Government bonds rose to 18.3% and 19.1% in 2018, from 16.6% and
18.8%, respectively, in2017(Chart2.7andChart2.8).

CommercialBanksInterest Rates

Commercial banks' nominal average lending rate (ALR) declined to 23.6% in December 2018 from
24.6% in December 2017, mainly due to the accommodative monetary policy which supported
market liquidity. The180-daydeposit rate for amounts exceedingK20,000 rose to9.1% inDecember
2018, from 8.6% recorded in December 2017. The average savings rate (ASR) for amounts above
K100closed theyearat3.0%from2.8%inDecember2017(Chart2.9).

CHART 2.7:
Treasury Bills
Weighted
Average Yield
Rates (Percent),
2015 – 2018

Source:
Bank of Zambia

CHART 2.8:
Government
Bond Yield
Rates (Percent),
2015-2018

Source:
Bank of Zambia
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The real ALR fell to 15.7% inDecember 2018 from18.5% inDecember 2017, following a reduction in
nominal interest rates (Chart 2.10). The real average 30-day deposit rate for amounts aboveK20,000
fell to 1.2% from 2.5% as in�lation rose, while the real ASR for amounts exceeding K100 further
reduced to -4.9%from-3.3%over thesameperiod.

Inflation

In 2018, annual overall in�lation was maintained broadly within the target range of 6-8%. Although
in�lation breached the upper bound of the target range in August and October, it reverted back to the
targetbandandclosed theyear at7.9%(Chart2.11).Onaverage, overall annual in�lation rose to7.5%
in2018 from6.6% in2017, on account of rising foodprices, particularly,maize grain, tomatoes, rape,
onions and dried Kapenta. In addition, the depreciation of the exchange rate and the rise in
transportation costs, resulting fromtheupwardadjustment in fuel prices, contributed to the increase
in in�lation.

CHART 2.9:
Nominal
Lending and
Savings
Rates (Percent),
Dec 2015 –
Dec 2018

Source:
Bank of Zambia
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CHART 2.10:
Real Lending
and Savings
Rates (Percent),
Dec 2015 –
Dec. 2018

Source:
Bank of Zambia
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Dec 2015 –
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Source:
Central Statistical
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2.2 FINANCIALMARKETS

GovernmentSecuritiesMarket

MarketBiddingBehaviour

In 2018, investments in Treasury bills and Government bonds were concentrated in longer dated
instruments.Most of the investorspreferred the364-dayTreasurybills and the15-yearGovernment
bondsonaccountof relativelyhigheryield rates (Table2.3).

StockofGovernmentSecurities

A total of K25.1 billionwas realised throughGovernment securities auctions against totalmaturities
of K23.0 billion, leading to a surplus of K2.1 billion. Consequently, the outstanding stock of
Government securities increased to K58.3 billion at end-December 2018, fromK48.3 billion as end-
December 2017, representing an annual growth of 20.5% (Chart 2.12). The rise in the outstanding
stock of Government securities was on the back of a 41.3% increase in Government bonds to K39.8
billion, mainly attributed to private placements of Government bonds to selected institutions.
However, the growth in the stock of Government securities was moderated by the fall in stock of
Treasurybillsby8.5%toK18.5billion.

In terms of holdings by category, commercial banks continued to hold the largest stock of Treasury
bills, accounting for 76.1%. Non-bank �inancial institutionswere second at 19.6%,while the Bank of
Zambiaaccounted for4.3%(Chart2.13).

91-day bills

182-day bills

273-day bills

364-day bills

TOTAL
2-year bond

3-year bond

5-year bond

7-year bond

10-year bond

15-year bond

TOTAL

Amount
Offered
(Kbn)

1.4

3.3

4.4

8.2

17.3
0.3

1.1

1.6

0.3

0.6

0.2

4.0

2016 2017
Table2.3. Government SecuritiesTransactions, 2016-2018

Bid
Amount
(K' bn)

1.1

2.6

3.6

8.3

15.6
0.3

1.1

3.8

1.5

1.6

0.9

9.1

Subscription
Rate

(Percent)
83.1

80.0

82.0

100.5

90.6
84.2

100.8

244.7

482.5

275.6

599.9

227.5

Amount
Offered
(Kbn)

1.8

3.9

5.9

11.7

23.3
0.4

1.2

1.9

0.6

1.1

0.7

5.9

Bid
Amount
(K' bn)

1.7

3.7

4.9

19.0

29.3
0.8

2.7

4.5

0.9

2.9

2.0

13.8

Subscription
Rate

(Percent)
94.4

94.9

83.1

162.4

108.5
200.0

225.0

236.8

150.0

263.6

285.7

210.3

2018
Amount
Offered
(Kbn
2.0

4.2

6.2

12.4

24.7
0.6

2.1

2.7

0.9

2.7

0.9

9.9

Bid
Amount
(K' bn)

1.2

1.3

1.9

13.9

18.3
0.4

0.7

1.6

0.8

2.3

2.5

8.3

Subscription
Rate

(Percent)
63.46

31.20

29.85

112.75

74.18
65.10

34.72

59.90

84.71

86.64

273.06

83.80

Source: Bank of Zambia

CHART 2.12:
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With regard to Government bonds holdings, non-bank �inancial institutions, particularly pension
funds, continued tohold the bulk ofGovernment bonds. Of the total outstanding stockof Government
bonds, non-bank �inancial institutions and commercial banks held 71.8% and 19.1%, respectively,
while theBankofZambiaheld9.2%of thebonds (Chart2.14).

Non-residentHoldingsofGovernmentSecurities

The holdings of Government securities by non-resident investors declined toK8.1 billion from K8.5
billion in 2017 (Chart 2.15). The decline was largely on account of negative market sentiments
emanating from Zambia's credit rating downgrades, the elevated �iscal de�icit and rising external
debt.

CHART 2.13:
Treasury
Bills
Holdings
(K'billion),
2014 - 2018

Source:
Bank of Zambia
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CHART 2.14:
Government
Bond Holdings
(K' billion),
2014 - 2018

Source:
Bank of Zambia
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ForeignExchangeMarket

NominalExchangeRate

In nominal terms, the Kwachaweakened against itsmajor trading partner currencies in 2018, on the
back of negative market sentiments emanating from the downgrade by rating agencies11 and the
strengtheningof theUSdollar.

The Kwacha depreciated by 9.8% against the US dollar, to an annual average of K10.4739/US$ in
2018 from K9.5349/US$ previously (Chart 2.16). Against the Pound Sterling and the euro, the local
unit depreciated by 13.6% and 14.6% to averages of K13.9510/£ and K12.3425/€, respectively.
Further, the Kwacha lost by 10.4% against the South African rand to an average of K0.7908/ZAR in
2018. The depreciation of the Kwacha was despite the net supply of foreign exchange amounting to
US$995.7 million. The major suppliers of foreign exchange continued to be the mining sector,
followedby theconstructionsector.

Real EffectiveExchangeRate

TheKwachadepreciatedby6.2%in real termsagainstabasketofmajor tradingpartner currencies in
2018. The real effective exchange rate (REER)12 index increased to an average of 113.0 in 2018 from
106.4 in 2017 (Chart 2.17). This depreciation was mainly attributed to an increase in the nominal
effective exchange rate (NEER) by 11.2%, of which the South African Rand and the Swiss franc
accounted for4.5and3.3percentagepoints, respectively.

CHART 2.16:
Exchange Rate
of Kwacha
against major
currencies,
2015 - 2018

Source:
Bank of Zambia
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CapitalMarkets

Trading activity at the Lusaka Securities Exchange (LuSE) slowed down in 2018, with the LuSE All-
Share index (LASI) declining by 1.5% to 5,248.4 (Chart 2.18). The fall in the index was largely
attributed to a reduction in the shareprices of selected companies in themanufacturing, banking and
services sectors mainly due to reduced earnings. Market capitalisation fell by 3.0% to K60,493.0
million. The securities exchange recorded a net out�low from equities amounting to US$5.4 million,
compared toUS$2.5million in2017.The increase in thenet out�lowswas largely attributed to foreign
portfolio investors that sold their shareson thebackof increasedriskaversion.

2.3 BALANCEOFPAYMENTS

In 2018, Zambia recorded an overall balance of payments (BoP) de�icit of US $387.8million13 against
a surplus of US $18.3 million in 2017 (Table 2.4). This outturn was mainly due to the unfavourable
performance of the �inancial account whichmore than outweighed the improvements in the current
andcapital accounts.

CurrentAccount

Thecurrent accountde�icit narrowedtoUS$341.4million in2018, representing1.3%ofGDP, fromUS
$435.0million in 2017 (1.7%of GDP),mainly due to an improvement in the primary income account.
The primary income account de�icit narrowed to US $407.0 million from US $1,144.7 million
followingareduction inout�lowsonaccountof lossesattributable to foreignownedenterprises.

However, the country's balance on goods narrowed on account of higher imports which more than
outweighed the improvement inexport earnings. Thebalanceongoods surplusdeclined toUS$513.9
million fromUS $960.2million in 2017. Merchandise imports grew by 17.4% to US $8,515.5million,
while merchandise export earnings increased at a lower rate of 9.9% to US $9,029.4 million. The
increase in imports was due to higher importation of chemicals, vehicles, mineral ores, industrial
boilersandequipment,petroleumproductsandelectricalmachineryandequipment.

CHART 2.18
Indicators of
LuSE Activity,
2015 - 2018

Source:
Lusaka Securities
Exchange
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BPM6Concept
A. Current Account, n.i.e.

Balance on goods

Goods: exports (f.o.b)

ofWhich Copper

Cobalt

NTEs

Gold

Goods: imports (f.o.b)

Balance on Services

Services: credit

ofWhichTransportation

Travel

Services: debit

ofWhichTransportation

Travel

Insurance & Pension Services

Balance on Primary Income

Primary income: credit

Primary income: debit

Balance on Secondary Income

Secondary income, n.i.e.: credit

Secondary income: debit

B. CapitalAccount, n.i.e.
Capital account, n.i.e.: credit

C. FinancialAccount, n.i.e.
Direct investment: assets

Direct investment: liabilities, n.i.e.

Portfolio investment: assets

Equity and investment fund shares

Debt securities

Portfolio investment: liabilities, n.i.e.

Equity and investment fund shares

Debt securities

Financial derivatives: net

Financial derivatives: assets

Financial derivatives: liabilities

Other investment: assets

Other debt instruments

Central bank

Deposit-taking corporations, except the central bank

Other sectors

Non-financial corporations, households, and NPISHs

Other investment: liabilities, n.i.e.

Other debt instruments

Deposit-taking corporations, except the central bank

General government

Other sectors

Non-financial corporations, households, and NPISHs

D. Net ErrorsandOmissions
E. Overall Balance
F. ReservesandRelated Items

Reserve assets

Credit and loans from the IMF

Exceptional financing

2016
-684.4

238.4

6,534.8

4,399.1

112.9

1,770.2

191.2

6,296.4

-487.5

885.2

38.3

682.6

1,372.8

750.0

247.4

111.4

-647.1

77.0

724.1

211.9

246.4

34.5

55.0
55.0

-347.8
176.7

662.9

-27.0

-27.0

0.0

389.7

3.0

386.7

-15.3

-8.8

6.5

1,294.3

1,294.3

-284.9

235.8

1,343.4

1,343.4

723.9

723.9

171.5

161.1

391.2

391.2

24.7
256.8
-256.8
-325.6

-68.8

0.0

Table2.4:Balanceof Payments, [US$'million], 2016-2018
2017r
-435.0

960.2

8,215.5

6,118.6

124.8

1,752.8

156.1

7,255.4

-609.3

864.9

48.8

652.6

1,474.3

841.3

223.3

121.5

-1,144.7

73.1

1,217.9

358.8

448.5

89.7

58.4
58.4

-364.2
-72.0

1,107.5

43.9

0.0

43.9

278.6

-2.5

281.2

-68.2

79.1

147.3

1,763.7

1,763.7

-235.0

150.0

1,848.7

1,848.7

645.3

645.3

-3.7

745.7

-96.7

-96.7

30.7
-18.3
18.3
-55.3

-73.6

0.0

2018* *
-341.4

513.9

9,029.4

6,658.4

116.7

2,036.1

148.0

8,515.5

-724.3

953.3

53.8

742.2

1,677.5

957.4

279.3

117.4

-407.0

28.4

435.4

275.9

373.96

98.0

66.18
66.2

99.9
45.3

408.4

5.4

0.0

5.4

-232.7

-5.4

-227.4

-32.0

-1.5

30.5

1,591.4

1,591.4

-56.5

236.3

1,411.6

1,411.6

1,334.5

1,334.5

105.9

1,526.2

-297.5

-297.5

-12.6
387.8
-387.8
-449.2

-61.4

0.0



The growth in export earnings was driven by higher copper and Non-Traditional Export (NTE)
earnings (Chart 2.19). Copperexport earnings roseby8.8%toUS$6,658.4million, due toan increase
in both export volumes and realised prices. Copper export volumes grew by 2.6% to 1,050,336.0mt
from 1,023,859.1 mt in 2017 and the average realized price for copper, at US $6,339.3 per mt, was
6.1%higher thanUS$5,976.1permt in2017.

Cobalt earnings, at US $116.7million in 2018were, however, lower than US $124.8million recorded
in 2017 on account of a reduction in export volumes to 1,663.3 mt from 2,676.4 mt. Nevertheless,
average realised prices increased to US $70,162.2 per mt from US $46,616.3 per mt, thereby
moderating the fall in cobalt export earnings. Gold earnings fell by 5.2% to US $148.0 million, on
account of a reduction in export volumesdespite the average realizedprices increasingby3.5%toUS
$1,173.9permt.

Non-traditional export earnings, at US $2,036.1million in 2018,were16.2%higher thanUS$1,752.8
million recorded in 2017. The rise in NTEs was mainly on account of an increase in earnings from
selected products such as sulphuric acid, cane sugar, industrial boilers and equipment, cement and
lime, andburley tobacco(Table2.5). 15
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CHART 2.19
Export
Earnings
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Capital andFinancialAccounts

Thecapital account surplus increased toUS$66.2million fromUS$58.4million in2017due tohigher
project in�lows. The �inancial account, however, registered a de�icit of US $99.9 million against a
surplus of US $364.2 million in 2017. The unfavourable Performance in the �inancial account was
mainly explained by a marked reduction in direct investment in�lows and net portfolio investment
out�lows. The current and �inancial account de�icits were mainly �inanced by a drawdown of gross
international reserves.

GrossInternationalReserves

At end-December 2018, gross international reserves (GIR) declined to US$1.6 billion, representing
1.8months of import cover, fromUS $2.1 billion in 2017 (Chart 2.20). The reduction in reserveswas
largely attributed to higher external debt service payments. However, the decline in reserves was
moderated by net foreign exchange purchases by the Bank of Zambia from the market and mineral
royalty receiptsamounting toUS$346.0millionandUS$134.9million, respectively.

Commodity/ Product
Gemstones

Sulphuric Acid

Industrial Boilers and Equipment

Cane Sugar

Gasoil/PetroleumOils

Cement & Lime

Electricity

Raw hides, Skins & Leather

Sulphur

BurleyTobacco

Copper Wire

Scrap of precious metals

Maize &Maize Seed

Electrical Cables

Cotton Lint

Soap

Fresh Fruits &Vegetables

ManganeseOres/Concentrates

Wheat &Meslin

Fresh Flowers

2016
21.8

42.2

117.2

119.7

9.4

70.9

18.7

11.4

2.7

89.3

68.8

0.2

189.6

15.8

57.2

44.8

14.3

8.0

6.3

10.2

*Table2.5:MajorNon-Traditional Exports(c.i.f ) (US$million), 2016-2018

Source: Bank of Zambia
(*) c.i.f = cost, insurance and freight

2017
6.6

72.6

79.9

137.0

7.9

74.5

69.4

9.1

0.0

88.5

85.3

0.4

97.7

20.0

38.4

45.9

14.7

31.3

0.4

10.9

2018
10.7

171.3

126.6

124.8

9.6

113.6

83.1

5.4

0.1

104.6

78.9

1.5

44.4

21.2

49.2

53.1

13.0

27.0

0.0

10.1

%Change
62.8

135.8

58.4

-8.9

20.6

52.6

19.7

-40.5

3,182.0

18.3

-7.5

284.3

-54.5

5.8

28.2

15.6

-11.2

-13.7

-97.6

-7.1

CHART 2.20
Gross
International
Reserves,
2015 -2018

Source:
Bank of Zambia
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Directionof International Trade

Major ExportMarketsbyRegion

TheNon-EuropeanUnionOrganisation for Economic Cooperation andDevelopment (Non-EUOECD)
region continued to be the largest export market for Zambia, accounting for 42.5% of total exports
(Chart 2.21). The major export destination in the region was Switzerland14, with copper being the
majorexportproduct.

Asia ranked second, accounting for 28.7%of total exports,with China being themajor exportmarket,
particularly for copper. This was followed by dual members of the Southern African Development
Community (SADC) and Common Market for Eastern and Southern Africa (COMESA), representing
12.0% of total exports. The Democratic Republic of Congo was the major market, with inorganic
chemicals, sulphur, and sugar being the major export products. SADC exclusively was fourth, and
accounted for 6.6% of total exports, with South Africa being the major export destination in the
region.Majorexportproducts to this region includedcopperwireandelectric cables.

Major Sourcesof ImportsbyRegion

Themajor source of Zambia's imports continued to be SADC exclusively, accounting for 33.4% of the
country's total imports (Chart 2.22). Imports from the regionmainly comprisedmotor vehicles, iron
and steel, and industrial boilers and equipment mainly from South Africa. Asia was second,
accounting for 33.0% of Zambia's imports. Major imports from this region included motor vehicles,
iron and steel, electrical machinery and equipment, and industrial boilers and equipment and
pharmaceuticalproducts.

The SADCandCOMESAdual membersranked third, collectively accounting for 17.9%of Zambia's total
imports. Imports fromthisregioncomprisedmainlycopperoresandconcentrates fromtheDRC.

CHART 2.21
Direction of
Exports by
Region
(US$ millions),
2016-2018

Source:
Bank of Zambia
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CHART 2.22
Direction of
Imports by
Region
(US$ millions),
2016-2018

Source:
Bank of Zambia
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2.4 EXTERNALDEBT

GovernmentDebtStock

Preliminary data indicate that the external debt stock of Government increased by 12.7% to US
$10,047.8million in 2018 (Table 2.6). The rise in debtwas on account of newdisbursements,mainly
from commercial and export creditors. Public external debt as a ratio of GDPwas recorded at 40.0%
compared to34.7% in2017.Of the totalGovernmentexternaldebt stock in2018, 78.1%wasowed to
commercial, export and supplier creditors; 18.6% to multilateral creditors; and 3.3% to bilateral
creditors (Table2.6).

GovernmentExternalDebtService

Government external debt service increased by 47.5% to US $983.2 million in 2018 from US $666.7
million in 2017. Debt service constituted principal maturities during the year amounting to US
$413.5millionand interestandother chargesequivalent toUS$569.7million (Table2.7).

PrivateandParastatalNon-GuaranteedExternalDebt Stock

The total external debt owed by the private sector and the non-guaranteed parastatal sector
increasedwith preliminary data showing a 10.7%rise toUS $9,144.6million at end-December 2018
(Table2.8).The increasewasmainlyattributedtonewdisbursements,mostly tominingcompanies.

Creditor
Bilateral
Paris Club

Non Paris Club

Multilateral
IMF

World BankGroup

African Development BankGroup

Others

Suppliers/ Export/Banks
TotalGovt. Debt

US$'million
459.3
219.9

239.3

1,464.60
182.09

695.7

376.5

210.3

4,927.1
6,685.9

Table2.6:Government External Debt StockbyCreditor, 2016 –2018

Source: BoZ/Ministry of Finance
* Preliminary

%share
6.7
3.2

3.5

21.4
2.7

10.2

5.5

3.1

71.9
100

US$'million
373.80
127.60

246.21

1,740.13
125.3

892.4

433.2

289.2

6,801.61
8,915.54

%share
4.19
1.43

2.76

19.52
1.41

10.01

4.86

3.24

76.29
100

US$'million
332.63
101.28

231.35

1,870.96
62.32

1,011.69

498.97

-

7,844.17
10,047.8

%share
3.3
1.0

2.3

18.6
0.6

10.1

5.0

-

78.1
100

2016 2017 2018*

Creditor
Bilateral
Paris Club

Others

Multilateral
World BankGroup

IMF

ECU/EIB

Others

Suppliers/Bank(commercial)/Export
Total

2016
39.7
1.0

38.7

102.9

7.6
69.1

0.4

25.8

442.4
585.0

Table2.7:Zambia'sOfficial External Debt ServicebyCreditor 2016 –2018(US$'million),

Source: BoZ/Ministry of Finance
* Preliminary

2017
65.1
6.5

58.6

100.1

14.0
69.2

1.5

15.4

501.5
666.7

2018
60.4
6.5

58.6

108.2

17.4
69.2

1.9

19.7

814.6
983.2

18



2.5 FISCALSECTORDEVELOPMENTS

Preliminary data indicate that the �iscal de�icit for 2018, at 7.6% of GDP or K21.1 billion (on a cash
basis), was above the target of 6.1%. This largely re�lected higher spending on capital projects and
interestpayments. Excludinggrants, the �iscalde�icitwas recordedat7.9%ofGDP(Chart2.23).

RevenueandGrants

Total revenueandgrants in2018, atK53.4billion (18.6%ofGDP),were3.7%higher than the targetof
K51.5 billion. This outturn was largely attributed to higher collections on some revenue categories
and non-tax revenue (Table 2.9). Domestic revenue accounted for 98.8% of the total revenue while
grantsaccounted foronly1.2%.

TaxRevenue

Total tax revenues, atK44.2billion (16.0%ofGDP)were8.2%above the targetofK40.9billion (14.8%
of GDP). This outturnwasmainly due to improved compliance on VAT, and higher than programmed
collectionsonPayAsYouEarn(PAYE)and fuel levy.

Non-TaxRevenue

Non-tax revenue, at K8.6 billion, was 4.3% above the target of K8.2 billion largely due to higher than
programmed collections from road tolls on account of the increased number of tolling gates. In
addition, higher thanprogrammedmineral royalty supportedby relatively higher commodity prices
on the internationalmarket, contributedto therise innon-taxrevenue.

Creditor
Private
Multilateral

Financial Institutions

Parent and Related Company

Other

Parastatal
Total Private and
Non-GuaranteedParastatal Debt

US$'million
8,548.0

0.0

1,297.8

6,871.4

378.8

660.8

9,208.8

Table2.8: Private andNon-GuaranteedParastatal External Debt Stock, 2016 - 2018

Source: Bank of Zambia
* Preliminary data as at end-September 2018

%Share
92.8

0.0

15.2

80.4

4.4

7.2

100.0

US$'million
7,619.0

0.0

1,077.4

6,106.8

434.8

642.1

8,261.1

%Share
92.2

0.0

14.1

80.2

5.7

7.8

100.0

US$'million
8,525.0

0.0

762.3

6,901.5

861.2

619.6

9,144.6

%Share
93.2

0.0

8.9

81.0

10.1

6.8

100.0

2016 2017 2018
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CHART 2.23
Government
Budget De�icit
(% of GDP),
2013 – 2018

Source:
Bank of Zambia
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Grants

Total foreign grants, at K635.4 million were 73.9% lower than the target of K2,438.3 million due to
slowin�lows fromcooperatingpartners.

Total Expenditure

Total expenditure including amortisation stood at K79.2 billion (26.6% of GDP), in 2018 against a
target of K71.6 billion. This was largely on account of higher than programmed expenditures on
capital projects. Excluding amortisation, total expenditure, at K73.7 billion, was above the
programmed levelofK68.4billion (Chart2.24).

RevenueandGrants
DomesticRevenue
TaxRevenue
IncomeTax

Of Which Pay AsYou EarnTax
CompanyTax
Other IncomeTax

ValueAddedTax(VAT)
DomesticVAT
Import VAT

InsurancePremiumLevy
CustomsandExciseDuties

Of WhichCustomsDuties
ExciseTaxes

Export Duties
Non-taxRevenue

Of Which FeesandCharges
Dividendsand Interest
Mineral Royalty

Grants
Programme
Projects

K'bn
39.4
38.9
28.0
14.9
8.2

4.0

2.7

8.0
0.1

7.9

0.1
5.1
1.9

3.1

0.0
10.9
2.3

4.1

3.1

0.5
0

0.5

Table 2.9:CentralGovernment RevenueandGrants, 2016 –2018

Source: Ministry of Finance

%ofGDP
18.5
18.2
13.2
7.0
3.8

1.9

1.3

3.7
0

3.7

0
2.4
0.9

1.5

0
5.1
1.1

1.9

1.4

0.2
0

0.2

K'bn
43.0
42.6
36.5
16.4
8.7

4.5

3.3

13.9
5.6

8.3

0.1
6.1
2.9

3.2

0.0
6.1
3.4

1.8

2.4

0.5
0

0.5

%ofGDP
17.6
17.4
14.9
6.7
3.5

1.8

1.3

5.7
2.3

3.4

0
2.5
1.2

1.3

0
2.5
1.4

0.7

1.0

0.2
0

0.2

K'bn
51.5
49.1
40.9
20.3
10.2

6.1

4.1

12.4
4.1

8.3

0.1
8.0
3.3

4.7

0.1
8.2
4.2

0.1

3.5

2.4
0

2.4

%ofGDP
18.6
17.7
14.8
7.3
3.7

2.2

1.5

4.5
1.5

3.0

0
2.9
1.2

1.7

0
3

1.5

0

1.4

0.9
0

0.9

2016 2017

K'bn
53.4
52.8
44.2
20.2
10.4

6.0

3.8

17.4
6.5

10.9

0.1
6.6
3.1

3.4

0
8.6
3.9

0.1

3.9

0.6
0

0.6

%ofGDP
19.3
19.1
16
7.3
3.8

2.2

1.4

6.3
2.3

3.9

0
2.4
1.1

1.2

0
3.1
1.4

0

1.4

0.2
0

0.2

2018
Target Prel (Releases)

CHART 2.24

Percent of GDP)

Total
Expenditure
(
2014 - 2018

Source:
Ministry of Finance
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Current Expenditure

In 2018, total current expenditure, at K50.1 billion, was 4.5%below the target of K52.4 billion due to
constrained �inancing (Table 2.10). The major categories of expenditure that were lower than
programmed includeduseofgoodsandservices,personal emolumentsandsocial bene�its.

Assets

Total expenditureonassets in2018, atK23.1billion,was57.8%above the targetofK14.7billion. The
elevated expenditure on assets was attributed to higher than programmed disbursements on roads
and foreign �inancedcapitalprojects.

Deficit Financing

Total net budget �inancing of K21.1 billion in 2018was 24.7%above the target of K16.9 billion (Table
2.11).Thede�icitwasmainly �inanced throughexternalborrowing.

Total Expenditure (excl. amortisation)
Current Expenditure

Wages and Salaries

Use of Goods and Services

Interest on Public Debt

Domestic Debt

Foreign Debt

Grants &Other Payments

Social Benefits

Other Expenses

Liabilities

Assets

Non-Financial Assets

Financial Assets

K'bn
58.5
43.4

18.8

4.8

7.4

4.0

3.4

10.9

0.5

0.9

0.1

8.4

8.1

0.2

Table2.10:CentralGovernment Expenditures, 2016 –2018

Source: Ministry of Finance

%ofGDP
27.4
20.3

8.8

2.2

3.5

1.9

1.6

5.1

0.2

0.4

0.1

3.9

3.8

0.1

K'bn
59.5
47.0

20.0

4.8

9.8

5.0

4.8

9.2

1.9

1.1

2.0

8.6

8.3

0.3

%ofGDP
24.3
19.2

8.2

2.0

4.0

2.1

2.0

3.7

0.8

0.4

0.8

3.5

3.4

0.1

K'bn
68.4
52.4

23.1

7.4

10.9

6.8

4.2

8.0

1.8

1.2

1.3

14.7

14.2

0.4

%ofGDP
24.7
18.9

8.3

2.7

3.9

2.4

1.5

2.9

0.6

0.4

0.5

5.3

5.1

0.2

2016 2017

K'bn
73.7
50.1

21.9

5.7

13.6

7.4

6.2

7.4

1.0

0.6

0.4

23.1

23.1

0.0

%ofGDP
26.6
18.1

7.9

2.1

4.9

2.7

2.2

2.7

0.3

0.2

0.2

8.4

8.3

0.0

2018
Target Prel (Releases)

21

Dual carriage way -Great North Road



2.6 REALSECTORDEVELOPMENTS

NationalOutput

Preliminarynational accountsdata shows that theeconomygrewby3.7%in2018compared to3.5%
in 2017 (Table 2.12), driven by a strong rebound in information and communications activities,
which contributed 1.1 percentage points to overall annual economic growth. The wholesale and
retail trade,miningandmanufacturingsectorsalsocontributedsigni�icantly togrowth in2018.

Agriculture,ForestryandFisheries

Theagriculture, forestryand �ishing sector recordeda13.8%decline inoutput in2018,mainlydue to
inadequate rainfall and challenges in the distribution of inputs in the agriculture sub-sector.
Agriculture production formostmajor crops declined during the 2017/2018 farming season due to
prolonged dry weather conditions across the southern half of the country. In particular, maize
production suffered from additional challenges linked to sporadic outbreak of the fall army worms
and the bottlenecks in the rollout of the e-voucher system under the farmer input support

Total Financing
Domestic
Bridge loan

Com. Banks

Carry-over funds

Amortisation

External
Programme Loans

Project Loans

Amortisation

K'bn
12.5
6.6
5.8

0.4

0.0

-4.7

4.2
0.0

4.8

-2.0

Table2.11:Budget Deficit Financing, 2016 –2018

Source: Ministry of Finance
Dash (-) means not available

%ofGDP
5.9
3.1
2.7

0.2

0.0

-2.2

2.0
0.0

2.2

-0.9

K'bn
15.0
11.9
0.0

0.2

0.0

-0.5

3.1
1.3

3.6

-1.8

%ofGDP
6.1
4.9
0.0

0.1

0.0

-0.2

1.3
0.5

1.5

-0.7

K'bn
16.9
10.9
0.0

0.0

0.0

0.2

6.0
1.4

7.6

-3.0

%ofGDP
6.1
4.0
0.0

0.0

0.0

-0.1

2.2
0.5

2.7

-1.1

2016 2017

K'bn
21.1
7.1
0.0

0.0

0.0

2.1

14.0
0.0

17.4

-3.4

%ofGDP
7.6
2.6
0.0

0.0

0.0

-0.8

5.1
0.0

6.3

-1.2

2018
Proj. Preliminary

Kindof EconomicActivity
Agriculture, Forestry and Fishing

Mining andQuarrying

Manufacturing

Electricity, Gas, steam and air

Water supply, sewerage, waste management

Construction

Wholesale and Retail Trade

Transportation and Storage

Accommodation and food services

Information and communications

Financial Institutions & Insurance

Real Estate & Business Services

Public admin. and defence; social security

Education

Human health and social work activities

Arts, entertainment and recreation

Other service activities

Growth inRealGDP(%)

2016
3.7

7.3

1.9

-13.6

-4.1

10.2

-0.1

1.2

-2.2

17.4

-2.4

3.2

9.7

4.7

1.6

0.5

3.2

3.8

Table2.12: RealGDPGrowth (%), 2016 –2018

Source:Central Statistical Office/ Ministry of Finance
*Preliminary estimates

2017
9.8

3.0

4.4

23.6

-3.1

6.4

0.7

7.8

6.1

-13.2

-5.8

2.9

2.8

6.7

17.4

-4.0

2.8

3.5

2018*
-13.8

5.9

5.3

12.0

4.3

5.0

3.5

4.5

1.8

27.8

3.9

2.5

-0.6

3.6

16.0

12.2

2.5

3.7

22



programme (FISP). Consequently, maize output dropped by 33.6% to 2.4 million mt, the lowest
expectedyield since the2014/15cropseason(Table2.13).

MiningandQuarrying

The mining and quarrying sector registered positive growth in 2018, growing at 5.9% compared to
3.0% in 2017 (Table 2.12). This was driven by an increase in copper production by 6.8% to 851,087
mt in 2018 from 797,266mt in 2017. Stable electricity supply, favourable international prices and a
ramp-up in production by some mines supported the increase in copper production. However, coal
productiondeclinedby27.9%to60,000mt.

Manufacturing

Economic activity in themanufacturing sector increased in 2018, growing at 5.3%compared to4.4%
in 2017 (Table 2.12). Stable power supply, coupled with stable consumer demand, helped to boost
growth in thesector.

Crop
Maize

Wheat

Seed cotton

Sorghum

Rice

Millet

Groundnuts

Soya beans

Mixed Beans

Sweet Potatoes

VirginiaTobacco (kg)

BurleyTobacco (kg)

2016/17
3,606,549

193,713

89,293

17,337

38,423

32,566

168,699

351,416

45,938

206,676

12,079

8,416

Table2.13:ComparativeNationalCropProductionEstimates(metrictonnes) 2015–2018

Source: Ministry ofAgriculture and Livestock/ Central Statistical Office

2017/18
2,394,907

114,463

88,219

13,130

43,063

32,278

181,772

302,720

52,351

183,280

13,382

11,512

Growth (Percent)
-33.6

-40.91

-1.2

-24.3

12.1

0.9

7.8

13.9

14.0

-11.3

10.8

36.8

2015/16
2,873,052

156,555

111,902

14,107

26,675

29,973

131,562

267,490

45,351

231,882

12,540

6,476
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AccommodationandFoodServices

Growth in the accommodation and food services sector slowed down to 1.8% in 2018 from 6.1% in
2017 (Table 2.12). This was despite a 7.8% increase in the number of international passengers
arriving at the four international airports to 777,030. The number of tourist visits at the �ive major
national parks rose by 6.7% to 100, 498 (Table 2.14). However, the visits by domestic tourists
declinedby34.2%to34,402 in2018.

Construction

Growth in the construction sector slowed down to 5.0% from 6.4% in 2017 (Table 2.13) due to a
decline inconstructionactivities.

InformationandCommunications

The information and communications sector grew by 27.8% against a contraction of 13.2% in 2017
(Table 2.12). The pick up in2018was due to theproliferation of time-bounddomestic data and voice
packages (Table 2.15). In addition the erection and operation of 193 communication towers
contributedtothegrowth in thesector.

TransportationandStorage

Transport and storage activities also recorded positive growth of 4.5% which was lower than the
7.8% recorded in 2017 (Table 2.12). The reduction in demand for transport and storage services is
partlyattributedto loweroutput in theagriculturesectorduring the2017/2018 farmingseason.

Mobile Subscription

Fixed Internet Subscription

Mobile Internet Usage

DomesticOutgoingTraffic (Minutes)

Domestic IncomingTraffic (Minutes)

International IncomingTraffic (Minutes)

InternationalOutgoingTraffic (Minutes)

SMS/MMSTraffic

2017
13,438,539

32,842

7,723,855

9,967,432,124

1,614,112,062

61,088,178

43,146,291

7,228,443,842

Table2.15Usageof selected Informationandcommunicationservices

Source: ZICTA

2018
15,470,270

44,711

9,825,716

13,975,890,482

2,031,404,096

37,414,374

39,891,483

10,060,039,566

Percent change
15.1%

36.1%

27.2%

40.2%

25.9%

-38.8%

-7.5%

39.2%

2016
12,017,034

35,919

5,156,365

1,500,328,930

1,089,330,526

72,816,296

86,757,866

7,070,191,769

24

National Park
Kafue

Lower Zambezi

Mosi-o-Tunya

South Luangwa

Lusaka National Park

Total

2017
9,733

9,368

21,945

38,331

14,850

94,227

Table 2.14:Tourist Arrivalsat MajorNational Parks, 2016-2018

Source: ZambiaWildlife Authority

2018
13,721

11,161

20,378

43,469

11,769

100,498

Percent Change
41.0%

19.1%

-7.1%

13.4%

-20.7%

6.7%

2016
11,347

12,143

20,303

46,510

17,161

107,464
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Electricity,Gas,SteamandAir

The electricity, gas, steam and air sector recorded a growth of 12.0% in 2018 compared to 23.6% in
2017(Table2.12).Thegrowth in thesectorwasdrivenby theelectricity sub-sector.Annual electricity
generation in 2018 increased by 9.8% to 13,427 GWh supported by adequate water levels in the
reservoirs. However,maintenanceworks on two turbines at Kafue George resulted in the disruption
ofpowergenerationparticularly in the fourthquarterof2018.

Financial InstitutionsandInsuranceActivities

In 2018, the �inancial and insurance sector recorded positive growth of 3.9% against a contraction of
5.8%in2017(Table2.12). The relatively accommodativemonetarypolicy stanceduring2018helped
to cushion �inancing constraints and supported �inancial and insurance institutions ability to stem
non-performing loans, therebyboostingeconomicactivity in thesector.

NewKennethKaunda InternationalAirport under construction
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3.0 FINANCIALSYSTEM REGULATION& SUPERVISION
3.1 BANKINGSECTOR

Structureof theBankingSector

The number of licensed commercial banks operating as at end-December 2018 increased to 18 from
17 as at end-December 2017. Of these, eightwere subsidiaries of foreign banks15, sevenwere locally
ownedprivatebanks16 andthreewerepartiallyownedbyGovernment.

PerformanceandConditionof theBankingSector

The overall �inancial performance and condition of the banking sector at end-December 2018 was
rated satisfactory. This ratingwasonaccount of satisfactory capital adequacy, earningsperformance
and liquidityposition.Thesector'sassetqualitywas, however, adversely rateddue to thehigh levelof
non-performing loans (NPLs), as re�lected in the ratio of NPLs to gross loans and advances, which
persistedabove the10.0%prudential threshold (Table3.1).

Despite the overall performance and condition of the sector being satisfactory, the performance of
some banks remained a source of concern owing to their high NPLswhich adversely impacted their
earnings performance (Tables 3.2 and 3.3). The Bank of Zambia (BoZ) continued to monitor these
bankscloselyandrecommendedcorrectivemeasures toprevent furtherdeterioration.

Primary capital adequacy ratio

Total regulatory capital adequacy ratio

Net non-performing loans to regulatory capital

Gross non-performing loans to total loans

Net non-performing loans to total loans

Net non-performing loans to net loans

Provisions to non-performing loans

Earning assets to total assets

Net operating income to total assets

Non-interest expense to total assets

Provision for loan losses to total assets

Net interest income to total assets

Return on assets

Return on equity

Efficiency ratio

Liquid assets to total assets

Liquid assets to deposits and short-term liabilities

2016
23.4

26.2

7.6

9.7

2.8

3.0

69.6

69.2

10.8

7.7

0.7

6.1

2.5

12.3

81.5

39.1

49.0

Table3.1: Financial Performance Indicators(Percent), 2016 - 2018

Source: Bank of Zambia

2017
24.5

26.5

10.8

12.0

4.0

4.4

66.5

79.5

11.0

7.3

0.8

6.4

3.1

15.4

65.1

45.9

56.5

2018
20.1

22.1

4.3

11.0

1.5

1.6

83.8

86.4

12.6

8.5

1.0

7.7

2.8

15.4

73.7

45.9

57.0

Performance
Rating
Satisfactory

Fair

Marginal

Unsatisfactory

Total

2016
10

6

1

1

18

Table3.2:CompositeRatingsof BankingSectorFinancial PerformanceandCondition, 2016 - 2018

Source: Bank of Zambia

2017
9

3

3

2

17

2018
10

3

3

1

1717

2016
86.1

11.6

0.3

2.0

100.0

2017
82.3

3.9

8.8

5.0

100.0

2018
82.2%

6.8%

9.8%

1.2%

100.0

2016
88.4

8.6

1.0

2.0

100.0

2017
83.7

3.6

7.8

4.9

100.0

2018
84.5%

5.7%

8.5%

1.3%

100.0

Numberof Banks Percent ofTotalAssets Percent ofTotal Deposits

15Theseare locally incorporatedsubsidiariesof foreignbanks.
16Banks incorporated locally which are neither subsidiaries of foreign banks nor partly owned by Government. A locally owned bank is a bank
where at least 51% of its equity is owned by Zambian Citizens and/or entities incorporated in Zambia that have at least 51% equity owned by
Zambiancitizens.

17Total number of banks is 18. However analysis excludes Zambia Industrial Commercial Bank (ZICB) which only commenced submission of
returns in January2019.
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BALANCESHEET

AssetStructure

The asset structure of the banking sector remained largely unchanged as net loans and advances
continued to account for the largest component of total assets at 32.0%, followed by investments in
Government securities and balances with �inancial institutions abroad at 24.9% and 23.8%,
respectively (Table3.4a)

The total assets of the banking sector grew by 14.5% to K82, 098.8 million at end-December 2018
fromK71, 710.4million at end-December 2017 (Chart 3.1). The growthwasmainly in balances with
�inancial institutions abroad, and net loans and advances, which went up by 39.8% and 17.5%,
respectively.Thegrowth innet loansandadvanceswaspartlyattributedto theavailabilityof loanable
funds following the BoZ's monetary policy decision to lower the statutory reserve ratio to 5% from
8%inFebruary2018.

LiabilitiesStructure

Deposits continued to account for the largest proportion of the liabilities of the banking sector at
74.6% (Table 3.4b). Total deposits comprised of core deposits (demand and savings) which
accounted for 71.7% of total deposits, while the remaining 28.3% were non-core deposits (time
deposits).

Performance
Rating
Satisfactory

Fair

Marginal

Unsatisfactory

Total

2016
11

3

1

3

18

Table3.3:Component Ratingsof theBankingSector Financial PerformanceandCondition, 2016 - 2018

Source: Bank of Zambia

2017
13

0

0

4

17

2018
10

1

0

4

17

2016
8

4

5

1

18

2017
8

5

2

2

17

2018
9

4

3

1

17

2016
7

6

3

2

18

2017
7

4

2

4

17

2018
10

3

0

3

17

CapitalAdequacy Asset Quality Earnings
2016
14

2

1

1

18

2017
9

6

1

1

17

2018
11

5

0

1

17

Liquidity

Net Loans and advances

Balances with Foreign Financial Institutions

Balances with Bank of Zambia

Investments inGovernment Securities

Other

Total

2016
33.6

19.2

18.1

15.5

13.6

100.0

Table 3.4a:Asset Structure (Percent), 2016 - 2018

Source: Bank of Zambia

2017
31.1

19.5

9.0

26.7

13.6

100.0

2018
32.0

23.8

6.2

24.9

13.1

100

Deposits

Other Liabilities

Balances Due to Financial InstitutionsAbroad

Other Borrowed Funds

Balances Due to Financial Institutions in Zambia

Others

Total

2016
83.2

6.8

5.9

2.9

1.1

0.2

100.0

Table3.4b: LiabilityStructure (Percent), 2016 - 2018

Source: Bank of Zambia

2017
85.8

5.8

4.1

2.4

1.2

0.5

100.0

2018
74.6

5.4

5.8

2.0

0.6

11.6

100.0
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PERFORMANCEINDICATORS

CapitalAdequacy

The regulatory capital of the banking sector was rated satisfactory. The sector's primary and total
regulatory capital increased by 9.6% and 11.6% to K9, 160.8 million and K10, 079.7 million at end-
December 2018, respectively. This outturn was largely attributed to fresh capital injections in some
banks.

Risk weighted assets (RWA) grew proportionally higher than the growth in capital, resulting in the
primary and total regulatory capital adequacy ratios declining to 20.1% and 22.1% from 24.5% and
26.5% at end-December 2017, respectively. The capital adequacy ratios, however, remained well
above theminimumregulatoryrequirementsof5.0%and10.0%, respectively (Chart3.2).

The ratio of net NPLs to regulatory capital declined to 4.3% from 10.8% at end-December 2017,
implying that the amount of capital at risk fromNPLs had decreased due to increased provisions for
potential loan losses.

AssetQuality

The banking sector's asset quality was rated fair18 on account of high NPLs. The NPL ratio, however,
declined to 11.0% from 12.0% at end-December 2017, on account of gross loans and advances
increasing by a highermargin relative to the rise inNPLs. GrossNPLs increased by9.2% toK3, 174.8
million, while gross loans and advances increased by 19.5% to K28, 990.2 million (Table 3.5).
AlthoughtheNPLratiodeclined in2018, it remainedabove theprudential thresholdof10.0%.

CHART 3.1:
Total Assets
and Deposit
Liabilities,
(K' billion)
2014 – 2018

Source:
Bank of Zambia

-

10.0

20.0

30.0

40.0

50.0

60.0

70.0

80.0

90.0

Dec-14 Dec-15 Dec-16 Dec-17 Dec-18

K
'b
ill
io
n

Total assets Total Deposit liabilities

CHART 3.2:
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2014 – 2018

Source:
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18Fair rating means asset quality or credit administration practices are less than satisfactory.
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On a sectoral basis, the agriculture, forestry, �ishing and hunting sector accounted for the largest
proportionof grossNPLsat32.4%(Table3.6).With regard to intra-sector19 NPLs the restaurants and
hotels, and construction sectors continued tobe theworst performing as evidencedby thehigh intra-
sectorNPLratioof79.4%and37.9%, respectively (Table3.7).

Risk-AbsorbingCapacity

The banking sector's coverage ratio20 rose to 86.4% from 66.5% at end-December 2017, due to a
41.8% increase in allowances for loan losses (ALLs) toK2,742.3million. The increase in the coverage
ratio implied that thesector's capacity toabsorbpotential loan losseshad increased(Chart3.3).

Gross loans (K' billion)

NPLs (K 'billion)

Substandard (K' billion)

Doubtful (K' billion)

Loss (K' billion)

NPL ratio (Percent)

Substandard

Doubtful

Loss

2016
23.3

2.3

0.2

0.2

1.8

9.7

1.0

0.9

7.8

Table 3.5:GrossLoansandNon-PerformingLoans, 2016 - 2018

Source: Bank of Zambia

2017
24.3

2.9

0.2

0.3

2.4

12.0

0.9

1.1

10.0

2018
29.0

3.2

0.3

0.2

2.6

11.0

1.0

0.7

9.0

Sector
Agriculture, forestry, fishing and hunting

Mining and quarrying

Manufacturing

Electricity, gas, water and energy

Construction

Wholesale and retail trade

Restaurants and hotels

Transport, storage and communication

Financial services

Personal loans

Other sectors

Total

2016
26.7

1.9

6.6

0.5

7.1

11.7

10.6

5.4

2.9

12.3

14.4

100.0

Table3.6:Sectoral Distributionof NPLs(Percent), 2016 –2018

Source: Bank of Zambia

2017
32.7

3.0

5.1

0.6

9.3

11.8

9.0

5.1

1.6

9.4

12.3

100.0

2018
32.4

3.0

5.1

0.6

9.4

11.7

8.9

5.1

1.6

10.3

12.1

100.0

Sector
Agriculture, forestry, fishing and hunting

Mining and quarrying

Manufacturing

Electricity, gas, water and energy

Construction

Wholesale and retail trade

Restaurants and hotels

Transport, storage and communication

Financial services

Personal loans

2016
15.2

2.9

5.0

2.3

17.7

11.1

74.1

11.4

15.5

4.4

Table3.7: Intra-SectorNPLRatios(Percent), 2016 –2018

Source: Bank of Zambia

2017
26.7

5.7

10.3

3.5

29.9

15.7

86.3

13.9

18.6

17.7

2018
28.3

4.8

20.2

2.3

37.9

15.0

79.4

13.1

16.2

11.2

19Intra-sector NPLs refer to the loans within the sector that are not performing.
20NPL Coverage ratio is the proportion of the gross NPLs covered by the provisions for loan losses (PLL) [i.e., PLL/NPLs].



EarningsPerformanceandProfitability

The banking sector's earnings performance was satisfactory. The sector's pro�it before tax (PBT)
increased by 8.0% to K2, 228.3 million. The increase in pro�it was mainly on account of higher net
interest income driven by earnings from Government securities and balances with �inancial
institutions abroad. This was despite loan loss provisions increasing by 28.9% to K719.6 million
following the implementationof the InternationalFinancialReportingStandard,9 (IFRS921 .

The banking sector's return on assets and the return on equity ratios decreased to 3.0% and 14.8%,
from 3.1% and 15.4% at end-December 2017, respectively. This was on account of proportionately
higher increases in the sector's total assets and equity compared to the increase in net pro�it (Table
3.8).

Non-interest expenses increased by 16.3% to K6,089.1 million, resulting in the decline in the
ef�iciencyratio22 deteriorating to73.7%in2018 from65.1%in2017(Chart3.4).
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CHART 3.3:
Non-Performing
Loans,
Provisions and
NPL Coverage
Ratio (Percent),
2014-2018

Source:
Bank of Zambia
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Particulars
Interest Income

Interest Expenses

Net Interest Income

Non-Interest Income

NetOperating Income

Non-Interest Expenses

Pre-ProvisionOperating Profit (PPP)

Loan Loss Provisions

Profit BeforeTaxation

Taxation

Net Profit

2016
6.6

2.6

3.9

3.0

7.0

5.0

2.0

0.4

1.6

0.6

1.0

Table3.8:Summarised IncomeStatement (K’billion), 2016 - 2018

Source: Bank of Zambia

2017
7.2

2.6

4.6

3.2

7.9

5.2

2.6

0.6

2.1

0.7

1.3

2018
7.5

2.0

5.5

3.6

9.0

6.1

2.9

0.7

2.2

0.9

1.4

21Implementationof IFRS9changed themodel forcomputing loan lossprovisions from incurred loss toexpected loss.
22This is a ratio of non-interest expenses to net operating income. An increase in the ratio means that a bank is losing a larger proportion of its
incometooverheadcosts.
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In 2018, the principal sources of income for the banking sector continued to be interest income from
loans and advances accounting for 35.5% of total income, and interest income from securities
accounting for27.8%(Chart3.5).

LiquidityandFundsManagement

The sector's liquidity positionwas satisfactory23. The ratio of liquid assets to total deposits and short
term liabilities (liquidity ratio) remainedbroadlyunchangedat 57.0%,while the ratio of liquid assets
to totalassets rose to47.0%from45.9%(Chart3.6).

CHART 3.4:
Net Operating
Income,
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Expenses and
Ef�iciency Ratio,
2014 – 2018

Source:
Bank of Zambia
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23Satisfactory liquidity means the institution has access to suf�icient liquid assets and sources of funds on acceptable terms to meet present
and anticipated liquidity needs.
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Overall, customer deposits continued to constitute the largest source of funding for the sector,
accounting for74.6%(Table3.9andChart3.7).

MarketShare

Subsidiaries of foreignbanks continued todominate the banking sector in termsof total assets, loans
and deposits, followed by banks partly owned by the Government. With regard to pro�itability, the
pattern remained largely the same, with the subsidiaries of foreign banks accounting for the largest
proportionof thepro�itbefore tax (Table3.10).

BankBranches

Bank branches continued to be concentrated in Lusaka and the Copperbelt Provinces, which
collectively accounted for 64.1%, followed by Southern Provincewhich accounted for 12.5%of total
branches. Luapula Province had the lowest branch coveragewith only 1.9%of total branches (Table
3.11). Following themerger of African Banking Corporation (Z) Limited (trading as Atlas Mara) and
Finance Bank Zambia Plc, the Bank of Zambia granted approval for African Banking Corporation (Z)
Limitedtoclose13branches in locationswherebothbankshadbranches.

Customer deposits

Borrowings

Shareholders' funds

All other liabilities

Total funding

2016
72.1

9.0

13.0

5.9

100.0

Table3.9: BankingSector FundingSources(Percent), 2016 –2018

Source: Bank of Zambia

2017
74.9

7.3

12.7

5.1

100

2018
74.6

8.7

11.3

5.4

100

CHART 3.7:
Loans, Deposits,
and Loan-to-
Deposit Ratio,
2014 – 2018

Source:
Bank of Zambia
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Loans Deposits Loan-to-deposit ratio

Subsidiariesof
foreignbanks
Banks with

Government stake

Local private banks

Total

Asset
70.8

16.6

12.6

100

Table3.10:Distributionof theAssets, LoansandDepositsbyOwnershipType (Percent), 2016 - 2018

Source: Bank of Zambia

Loans
68.1

19.6

12.3

100

Deposits
70.4

17.7

11.9

100

PBT
97.2

8.9

-6.1

100

Assets
73.4

18.1

8.5

100

Loans
69.2

20.1

10.7

100

Deposits
73.6

18.5

7.9

100

PBT
82.3

3.3

14.4

100

Assets
73.0

18.2

8.7

100

2016 2017
Loans
67.9

21.8

10.2

100

Deposits
72.2

19.7

8.1

100

PBT
68.3

28.1

3.6

100

2018
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3.2 NON-BANKFINANCIALINSTITUTIONSSECTOR

Structureof theNBFIsSector

As at end-December 2018, the number of NBFIs was 129, comprising leasing �inance institutions,
building societies, micro�inance institutions (consumer and enterprise lending), bureaux de change,
a savingsandcreditbank, adevelopmentbankandacredit referencebureau(Table3.12).

PerformanceandConditionof theNBFIsSector

The overall �inancial performance and condition of the NBFIs sector, based on the 10225 rated NBFIs,
was fair. Of the rated NBFIs, 32 were satisfactory, 38 were fair, 23 were marginal, while 9 were
unsatisfactory(Table3.13).

Bank

AB Bank Zambia

Access BankZambia

BancABCZambia

Bank of China Zambia

Barclays Bank Zambia

Cavmont Bank

Citibank

Ecobank Zambia

First Alliance Bank

First Capital Bank

First National Bank

Indo Zambia Bank

Investrust Bank

Stanbic Bank Zambia

Standard Chartered Bank

United Bank for Africa

ZICB

ZNCB

Total

2016
7

6

20

2

56

18

2

10

5

5

24

32

25

28

21

5

0

68

408

Table 3.11:BankBranches, 2016 –2018

Source: Bank of Zambia

2017
7

7

76

2

45

20

2

7

5

6

4324

31

30

33

23

5

0

68

410

2018
7

8

63

2

44

19

2

6

6

7

23

30

27

33

17

5

2

71

372

No. of Branches

Typeof Institution

Leasing Finance Institutions

Building Societies

Bureaux deChange

Savings andCredit Institutions

Microfinance Institutions

Development Finance Institutions

Credit Reference Bureaux

Total

2016
8

4

73

1

34

1

1

122

Table 3.12:Structureof NBFIs, 2016 –2018

Source: Bank of Zambia

2017
8

3

80

1

34

1

1

128

2018
8

3

80

1

35

1

1

129

Numberof Institutions

24The number of bank branches was 25 as at end 2017. However, the bank included bank agents to arrive at 43.
25The total number of licensedNBFIswas 129. Out of the 129, eleven bureau de change, one leasing company and threeMFIs had not submitted
returns at the time of reporting, while one MFI had its license suspended for a period of six months and another submitted a wrong return.
Seven bureaux de change were not operational. The other institution is a credit reference bureau that is not required to submit prudential
returns.
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The sector's regulatory capital and sensitivity to market risk were rated satisfactory, while the
earnings performance and liquidity management were rated fair. However, asset quality was rated
unsatisfactorydue to thehighnon-performing loans (NPL) ratiowhichat17.6%, remainedabove the
maximumprudential limitof10.0%.

PerformanceandConditionof theSub-Sectors

Apart fromthe consumer-lendingMFIs sub-sectorwhoseoverall ratingwas satisfactory, all theother
subsectorshad less thansatisfactoryoverall ratings.

LeasingFinanceInstitutions

Theoverall �inancial condition andperformanceof the leasing and �inancial businesses sub-sector in
2018 was rated fair. The sub-sector's regulatory capital, earnings performance and liquidity
managementweresatisfactory,whileassetqualitywasratedunsatisfactory(Table3.14).

BalanceSheet

Assets

The sub-sector's total assets declined by 4.2% to K488.1 million at end-December 2018, mainly
driven by a decrease of 28.9% and 28.6% in the balances held with domestic institutions and other
assets respectively. The asset structure of the sub-sector as at end-December 2018 is shown in Table
3.15.

Performance
Rating
Strong

Satisfactory

Fair

Marginal

Unsatisfactory

Total

2016
2

6

6

28

2

34

1

23

3

2

106

Table3.13:PerformanceRatingsandFinancialCondition, 2016 –2018

Source: Bank of Zambia

2017
0

0

5

29

5

30

0

17

3

4

93

2018
0

0

3

29

6

32

2

21

3

6

102

Numberof InstitutionsLicenceType

Deposit-taking

Non-Deposit-taking

Deposit-taking

Non-Deposit-taking

Deposit-taking

Non-Deposit-taking

Deposit-taking

Non-Deposit-taking

Deposit-taking

Non-Deposit-taking

Percent ofTotal
Assetsfor 2018

0.0

0.0

45.0

14.2

8.7

3.4

4.5

16.3

5.9

2.1

100

PerformanceCategory

Strong

Satisfactory

Fair

Marginal

Unsatisfactory

Total

2016
0

2

0

3

1

6

Table3.14:CompositeRating for theLeasingFinanceSub-Sector, 2016 –2018

Source: Bank of Zambia

2017
0

1

3

1

1

6

2018
0

1

2

3

0

6

Numberof LeasingCompanies
2016

0

45

0

12

43

100

2017
0

31

31

21

17

100

2018
0

16

49

35

0

100

Proportionof IndustryAssets(Percent)
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Liabilities

Total liabilities dropped by 47.5% to K348.2 million at end-December 2018 largely driven by
decreases in balances due to domestic institutions, foreign institutions and other borrowed funds
following the cancellation of the licence of one of the leasing institutions, which constituted 52.2%of
total sub-sector liabilities.

CapitalAdequacy

The regulatory capital of the leasing sub-sector was satisfactory as at end-December 2018. The sub-
sector's capital adequacy ratio was 45.3%, up from negative 24.4% as at end-December 2017. The
improvement in the capital adequacy ratio was due to an increase in regulatory capital to K176.5
million fromnegative K143.6million at end-December 2017 following the cancellation of the licence
ofan insolvent leasing institution(Chart3.8).

AssetQuality

The asset quality of the leasing sub-sector remained unsatisfactory as at end-December 2018.
DespiteNPL ratio declining to 23.7%at end-December 2018 from67.2%at end-December 2017, the
ratio still remainedabove themaximumprudential limit of10.0%.Thedecline in theNPLratiowasas
a result of the cancellation of the licence of one of the leasing institutions,which accounted for 68.8%
of the sub-sector's NPLs. Consequently, the NPL coverage ratio improved to 126.9% from 91.3% at
end-December2017(Chart3.9)

Asset Class
Loans and advances

Investments inGovernment Securities

Balances with Domestic Institutions

Other

Total

2018
58.4

2.0

7.6

32.0

100.0

Table 3.15:Asset Structure (Percent), 2017- 2018

Source: Bank of Zambia

2017
51.2

0.0

8.2

40.6

100.0

CHART 3.8:
Leasing
Finance
Regulatory
Capital
(K'millions),
2014 – 2018

Source:
Bank of Zambia
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EarningsPerformance

The earnings performance of the sub-sector was unsatisfactory in 2018. The sub-sector recorded a
loss before tax of K49.9 million compared to a loss before tax of K276.6 million reported in 2017
(Chart 3.10). The decrease in the loss was largely due to an increase in interest and non-interest
income.

Liquidity

The liquidity position of the leasing sub-sector was satisfactory. The ratio of liquid assets to total
deposits and short-term liabilities was 40.3% at end-December 2018, andwas above the prudential
minimumrequirementof15.0%(Chart3.11).

CHART 3.9:
Leasing Finance
Total Loans,
Gross
Non-Performing
Loans and
Provision for
Non-Performing
Loans,
2014 – 2018

Source:
Bank of Zambia
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ForeignExchangeExposure

The foreign exchange exposure of the leasing �inance sub-sector was unsatisfactory. The ratio of
overall foreign exchange exposure to regulatory capital at end-December 2018 was 40.2%, and was
above the maximum prudential limit of 25.0%. The unsatisfactory foreign exchange exposure was
largely explained by two institutions in the sub-sector, accounting for 32.0% of the sub-sector total
assets, thatobtained �inancing fromabroad.

BuildingSocieties

The overall �inancial performance and condition of the building societies sub-sector was rated fair.
This was on account of satisfactory regulatory capital. However, earnings performance, asset quality
and liquidity, were rated unsatisfactory. The largest of the three building societies, accounting for
79%of thesub-sector totalassets, hadasatisfactoryrating (Table3.16).

BalanceSheet

Assets

Total assets of the building societies sub-sector increased by 13.4% to K1,230.2 million at end-
December 2018, mainly due to an increase in net loans and advances and other assets. Loans and
advancescontinued toaccount for the largestproportionof thesub-sector's totalassets (Table3.17).

Liabilities

Total liabilities grew by 11.6% to K860.9 million at end-December on account of an increase in
balancesdue todomestic and foreign institutions.

CapitalAdequacy

The regulatory capital position of the building societies sub-sector was rated satisfactory at end-
December 2018. Despite the capital adequacy ratio declining to 15.1% at end-December 2018 from
17.2%, it remained above theminimumregulatory limit of 10.0%. The decline in the ratio arose from
a lossafter taxofK34.9million (Chart3.12).

PerformanceCategory

Strong

Satisfactory

Fair

Marginal

Unsatisfactory

Total

2016
0

2

0

0

1

3

Table3.16:CompositeRating for theBuildingSocieties, 2016 –2018

Source: Bank of Zambia

2017
0

2

0

0

1

3

2018
0

1

1

0

1

3

Numberof BuildingSocieties
2016

0

75

0

0

25

100

2017
0

89

0

0

11

100

2018
0

79

10

0

11

100

Proportionof IndustryAssets(Percent)

Asset Class
Loans and advances

Balances with Domestic Institutions

Others

Total

2016
54.2

12.1

33.7

100.0

Table 3.17:Asset Structure (Percent), 2016 - 2018

Source: Bank of Zambia

2017
58.8

13.6

27.6

100.0

2018
57.7

10.3

32.0

100.0
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AssetQuality

As at end-December 2018, the asset quality of the building societies sub-sector was unsatisfactory.
The ratio of gross NPLs to total loans at 21.3% was above the prudential maximum limit of 10.0%.
The NPL coverage ratio, at 84.6%, was adequate and showed an improvement from 76.0% at end-
December2017(Chart3.13).

EarningsPerformance

The earnings performance of the building societies sub-sector was unsatisfactory. The sub-sector
recorded a loss before tax of K32.1million compared to a pro�it before tax of K0.1million reported in
2017. The loss was mainly due to a 20.9% decrease in non-interest income, coupled with a 61.2%
increase in theprovision for loan losses (Chart3.14).

CHART 3.12:
Building
Societies
Regulatory
Capital
(K’million),
2014 – 2018

Source:
Bank of Zambia
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Liquidity

The liquidity position of the building societies sub-sector was rated unsatisfactory. This was on
account of a decline in the ratio of liquid assets to total deposits and short-term liabilities to 14.8%at
end-December 2018 from 19.2%, which was below the prudential minimum ratio of 25.0% (Chart
3.15). The reduction in the ratiowas on account of a 13.9%decrease in liquid assets, coupledwith an
11.6%increase inshort-termliabilities.

MicrofinanceInstitutions

Enterprise-LendingMicrofinanceInstitutions

The overall �inancial condition and performance of the enterprise-lending Micro�inance Institutions
(MFIs)26 sub-sector in2018wasmarginal. The sub-sector's liquidity positionwas satisfactory, capital
adequacywas fair,whileassetqualityandearningsperformancewereunsatisfactory.

BalanceSheet

Assets

Total assets of the enterprise lending MFIs rose by 33.2% to K565.6 million at end-December 2018.
The growth in assets was due to increases of 55.1% and 24.4% in balances held with domestic
institutions, andnet loansandadvances, respectively. Loansandadvancescontinued toconstitute the
largestproportionof totalassets (Table3.18).

Total liabilities of enterprise lending MFIs increased by 41.6% to K555.5 million at end-December
2018,onaccountof increases inbalancesdue to foreign institutionsand totaldeposits.

CapitalAdequacy

The regulatory capital position of the enterprise lending MFIs sub-sector was rated fair at end-
December 2018. The capital adequacy ratio decreased to 16.6% from 22.1%, mainly on account of a

CHART 3.15:
Building
Societies
Liquidity Ratio
(Percent),
2014 – 2018

Source:
Bank of Zambia
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Asset Class
Loans and advances

Investments inGovernment Securities

Balances with Domestic Institutions

Other

Total

2017
74.1

1.2

8.9

15.8

100.0

Table 3.18:Asset Structure (Percent), 2017 - 2018

Source: Bank of Zambia

2018
69.2

0.2

10.2

20.4

100.0

26These are MFIs whose percentage of loans to micro and small scale enterprises constitutes not less than 80% of the total loan portfolio.
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24.4% increase in the sub-sector net loans and advances. Despite the drop in the subsector capital
ratio, itwasstill above theminimumregulatory limitof15.0%(Chart3.16).

AssetQuality

The asset quality of the enterprise lending MFIs sub-sector was rated unsatisfactory at end-
December 2018. The ratio of NPLs to gross loans at 11.8%was above themaximumprudential limit
of 10.0%. The NPL coverage ratio at 80.3%, up from 73.9% at end-December 2017, was adequate
(Chart3.17).

EarningsPerformance

Earningsperformanceof the enterprise lendingMFIswas ratedunsatisfactory. The sector recordeda
lossbefore taxofK13.0millioncompared toa lossbefore taxofK13.6million reported in2017(Chart
3.18). The marginal decrease in the loss before tax was largely attributed to an increase in interest
andnon-interest income.

CHART 3.16:
Regulatory
Capital of the
Enterprise-
Lending MFI
Sub-Sector
(Percent),
2014 – 2018

Source:
Bank of Zambia
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Consumer-LendingMicrofinanceInstitutions

The overall �inancial performance and condition of the consumer lendingMFIs sub-sector was rated
satisfactory. The sub-sector was adequately capitalised, earnings performance and liquidity
managementwereratedsatisfactorywhileassetqualitywasratedmarginal.

BalanceSheet

Assets

Total assets of the consumer lendingMFIs grewby33.3% toK5,187.2million at end-December2018.
The growth in total assets was driven by increases in net loans and advances and balances held with
domestic �inancial institutions. Loans and advances continued to constitute the largest proportion of
totalassets (Table3.19).

Liabilities

Total liabilities of the consumer lending MFIs grew by 34.0% to K3,717.5 million at end-December
2018,mainly on account of increases in deposits, balances due to domestic institutions and balances
due to foreign institutions27.

CapitalAdequacy

The regulatory capital of the consumer lending MFIs subsector was rated satisfactory. The capital
adequacyratioat41.3%,wasabove theminimumregulatory limitof15.0%(Chart3.19).

AssetQuality

Theassetqualityof the consumer lendingMFIs sub-sectorwas ratedmarginal.NPLs, at 10.2%of total
loans, accounted for themarginal rating (Chart3.20).

Asset Class
Loans and advances

Balances with Domestic Institutions

Other

Total

2016
85.7

6.8

7.5

100.0

Table 3.19:Asset Structure (Percent), 2016 - 2018

Source: Bank of Zambia

2017
86.9

5.8

7.3

100.0

2018
88.3

5.0

6.7

100.0

CHART 3.19:
Regulatory
Capital
(K’million),
2014-2018

Source:
Bank of Zambia
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27The deposits, balances due to domestic institutions and balances due to foreign institutions increased to K763.0 million, K735.8 million and
K351.3million, respectively fromK547.3million,K264.5millionandK230.0million, respectively.
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EarningsPerformance

The earningsperformanceof the consumer lendingMFIs sub-sectorwas rated satisfactory. The sub-
sector'spro�it before tax increasedby31.2%toK780.7million,mainlyonaccount of a rise in interest
incomearising fromthegrowth in the loanportfolio (Chart3.21).

BureauxdeChange

Thebureaude change sub-sectorwas adequately capitalised at end-December2018. All the bureaux
dechange, except for three (3),met therequiredminimumprimarycapital ofK250,000.

The sub-sector's aggregate capital and reserves increased by 10.7% to K69.2 million, on account of
newcapital injectionsandretainedearnings.

The volume of foreign currency purchases decreased by 19.1% to US$531.2 million, largely due to a
19.6% decrease in foreign exchange purchases from commercial banks. Consequently, foreign
currency sales decreased by 18.5% toUS$535.0million (Chart 3.22). The average bureau de change
buying and selling rateswereK10.4024/US$andK10.5693/US$ in 2018, compared toK9.7750/US$
andK9.9374/US$ in2017, respectively.

CHART 3.20
Total Loans,
Gross
Non-Performing
Loans and
Provision for
Non-Performing
Loans
(K’million),
2014 - 2018
Source:
Bank of Zambia
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CHART 3.21:
Pro�it before
Tax of the
Consumer-
Lending
Micro�inance
(K’million),
2014 - 2018

Source:
Bank of Zambia
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1.

2.

3.

1.

1.

InstitutionLicensed
BureauxdeChange
Big Deal Bureau deChange Limited

MKB Bureau deChange Limited

Perfect Link Bureau deChange Limited

Microfinance Institutions
Goodfellow Finance Limited

LeasingCompanies
Agricultural Leasing Company

Table3.20: LicencesIssued in2018

Source: Bank of Zambia

DateLicensed

9 February 2018

24April 2018

24April 2018

10 January 2018

25 September 2018

Licensing

In 2018, the Bank of Zambia issued �ive NBFIs licences and revoked another �ive (Tables 3.20 and
3.21).

Operationsof theCreditReferenceBureau

In 2018, the number of credit �iles that credit providers submitted to the credit reference bureau
declined by 36.9% to 3,510,275, while the number of credit reports searched declined by 48.4% to
308,727 (Chart3.23). The reduction inbothnumberof credit �iles submittedaswell as thenumber in
the credit report searches pointed to non-compliance by credit providers with the requirement to
submit credit information to thecredit referencebureauand tosearch its credit informationdatabase
aspartof thecreditunderwritingprocess.

CHART 3.22:
Bureau de
Change
Volumes of
Transactions
(US$ millions),
2014 – 2018

Source:
Bank of Zambia
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1.

2.

3.

1.

1.

BureauxdeChange
Dips Bureau deChange Limited

Vedette Bureau deChange Limited

A & I Bureau deChange Limited

Microfinance Institutions
Blue Financial Services Zambia Limited

Financial Businesses
Focus Financial Services Limited

Table3.21: LicencesRevoked in2018

Source: Bank of Zambia

Date revoked

19April 2018

21 May 2018

13 June 2018

19 September 2018

19 September 2018

45



Total credit account records on the database of Credit Reference Bureau Africa Limited (CRBAL)
increasedby18.3% to3,294,099, indicating a positiveprogression towards reaching criticalmass in
credit information. Individuals (natural persons) comprised the largest portion of customers on the
CRBAL database at 73.7%. The total number of persons (both natural and corporates) on the CRBAL
database increasedby4.1%to1,566,287.

CHART 3.23:
Trend of use of
Credit
Reference
System by
Financial
Service
Providers

Source:
Credit Reference
Bureau
Africa/TransUnion
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4.0 BANKING,CURRENCYANDPAYMENTSYSTEMS
The Bank of Zambia continued to provide banking services to the Government and oversight to the
nationalpayment system. Inaddition, theBankcontinued to implement theCleanNotePolicy.

4.1 BANKING

BankingServicestoCommercialBanks

The Bank continued to closely monitor commercial banks' current accounts to ensure that all
processed transactions settled on time. A total of 14 commercial banks accessed Intraday Loan
facility (ILF) compared to10 in2017,while 11 commercial banksutilised theOvernight LoanFacility
(OLF)compared to14 in2017.

BankingServicestotheGovernment

TheBank, as thebanker toGovernment, continued to facilitate receiptof revenueand transmissionof
payments to Government suppliers of goods and services as well as funding of line Ministries,
Provinces and Spending Agencies (MPSAs). The Bank continued to support the Ministry of Finance
in migrating MPSAs onto the Treasury Single Account (TSA) and migrated 14 MPSAs, bringing the
totalnumberofmigratedMPSAsto58.

4.2 CURRENCYMANAGEMENT

CurrencyinCirculation

Currency in circulation increasedby12.0%toK8.2billion in 2018 compared to13.4% in2017 (Chart
4.1 and Table 4.1). The bulk of this currency was banknotes, which accounted for 97.5% (K8.0
billion),whilecoinsconstituted2.5%(K0.2billion).

CHART 4.1:
Currency in
Circulation
(K 'billion),
Dec 2015 –
Dec 2018

Source:
Bank of Zambia

3.0

4.0

5.0

6.0

7.0

8.0

9.0

D
ec
-1
5

M
ar
-1
6

Ju
n-
16

Se
p-
16

D
ec
-1
6

M
ar
-1
7

Ju
n-
17

Se
p-
17

D
ec
-1
7

M
ar
-1
8

Ju
n-
18

Se
p-
18

D
ec
-1
8

K
'b
ill
io
n

48



LaunchofNewBanknotes

The Bank of Zambia launched new banknotes in 2018with enhanced security features to strengthen
their security and ease veri�ication by the general public. TheBank conducted countrywide currency
sensitization campaigns to educate the public on the new security features, proper storage and
handlingofbanknotesand theneed toreturnallun�it28 currency throughthebankingsystem.

NewCurrencyIssuedintoCirculation

The Bank issued 130.9 million pieces of mint banknotes and coins valued at K3.3 billion into
circulation in 2018, compared to 137.9 million pieces valued at K4.5 billion in 2017. The highest
proportion of currency issued was in high value banknotes of K100 (39.1%) and K50 (45.3%). The
middle value (K10 and K20) and low value (K2 and K5) banknotes both accounted for 15.0%, while
coinsaccounted for0.6%(Chart4.2andTable4.2).

K100

K50

K20

K10

K5

K2

K1

50N

10N

5N

Total

2016
4,631,055,100

1,165,800,850

278,325,730

126,280,450

77,851,669

38,666,312

73,951,556

48,358,940

7,609,240

3,618,425

6,451,518,271

Table4.1:Currency inCirculation, 2016 –2018

Source: Bank of Zambia

2017
5,067,826,250

1,542,082,350

292,698,310

114,708,430

89,100,491

28,171,396

103,121,024

63,570,027

10,261,272

3,800,360

7,315,339,909

2018
5,266,779,300

2,159,563,300

281,913,660

108,725,660

120,835,505

49,173,344

132,235,024

63,123,927

8,452,672

3,722,859

8,194,525,251

Values(ZMW)
2016

46,310,551

23,316,017

13,916,287

12,628,045

15,570,334

19,333,156

73,951,556

96,717,879

76,092,405

72,368,502

450,204,730

2017
50,678,263

30,841,647

14,634,916

11,470,843

17,820,098

14,085,698

103,121,024

127,140,054

102,612,720

76,007,203

548,412,464

2018
52,667,793

43,191,266

14,095,683

10,872,566

24,167,101

24,586,672

132,235,024

126,247,854

84,526,724

74,457,189

587,047,871

Pieces

CHART 4.2:
New Currency
issued into
Circulation,
2017 – 2018

Source:
Bank of Zambia
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Withdrawal ofUnfit Banknotes

The Bank withdrew a total of 82.3 million pieces of un�it banknotes valued at K3.1 billion from
circulation in 2018, compared to 103.9 million pieces valued at K3.6 billion in 2017. The bulk of the
currencywithdrawnwas inhighvaluebanknotes (K100andK50),whichaccounted for85.1%(Chart
4.3andTable4.3).

Counterfeit notes

A total of 33,485 pieces of counterfeit noteswere detected by the Bank, commercial banks and other
Government security agencies in2018compared to8,845pieces in2017. The increase in counterfeit
notes detected in 2018 was accounted for by the large single interception by the Drug Enforcement

K100

K50

K20

K10

K5

K2

K1

50N

10N

5N

Total

2016
2,505,800,000

1,010,500,000

354,590,000

140,300,000

64,825,000

37,154,000

16,982,000

10,415,500

905,800

384,250

4,141,856,550

Table4.2: NewCurrency Issued2016 - 2018

Source: Bank of Zambia

2017
2,335,400,000

1,503,500,000

418,330,000

115,100,000

71,400,000

15,222,000

14,223,000

3,404,000

631,700

140,050

4,477,350,750

2018
1,296,800,000

1,500,750,000

277,140,000

85,490,000

96,745,000

37,804,000

15,071,000

5,359,000

110,900

7,600

3,315,287,500

Values(ZMW)
2016

25,058,000

20,210,000

17,729,500

14,030,000

12,965,000

18,577,000

16,982,000

20,831,000

9,058,000

7,685,000

163,125,500

2017
23,354,000

30,070,000

20,916,500

11,510,000

14,280,000

7,611,000

14,223,000

6,808,000

6,317,000

2,801,000

137,890,500

2018
12,968,000

30,015,000

13,857,000

8,549,000

19,349,000

18,902,000

15,071,000

10,718,000

1,109,000

352,000

130,890,000

Pieces

CHART 4.3:
Currency
Withdrawn
from
Circulation,
2017 – 2018

Source:
Bank of Zambia
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K100

K50

K20

K10

K5

K2

Total

2016
959,764,700

826,106,525

300,557,370

148,583,665

85,118,758

60,012,838

2,380,143,856

Table4.3:CurrencyWithdrawn fromCirculation, 2016 –2018

Source: Bank of Zambia

2017
2,061,198,400

962,254,300

325,185,800

140,024,050

73,303,155

38,212,164

3,600,177,869

2018
1,615,045,300

985,543,200

277,468,600

94,645,000

63,968,500

20,551,000

3,057,221,600

Values(ZMW)
2016

9,597,647

16,522,131

15,027,869

14,858,367

17,023,752

30,006,419

103,036,183

2017
20,611,984

19,245,086

16,259,290

14,002,405

14,660,631

19,106,082

103,885,478

2018
16,150,453

19,710,864

13,873,430

9,464,500

12,793,700

10,275,500

82,268,447

Pieces
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Commission at one of the borders in January2018 and the enhanced collaborationbetween theBank
and the security agencies. TheBankand security agencies continued to sensitise thepublic onhowto
identifygenuinebanknotesand issuedpress releases toalert thepublic (Table4.4andTable4.5).

4.3 PAYMENTSYSTEMS

The performance of the national payment systemswas generally satisfactory, as re�lected in the high
systemsavailability levels and improvements invaluesandvolumesof transactionsprocessed.

ZambiaInterbankPayment andSettlement System

The Zambia Interbank Payment and Settlement System (ZIPSS) continued to operate satisfactorily.
The system's availability remained high at 99.1% compared to 98.3% reported in 2017. The
downtime recordedwasmainly due to network connectivity and application challenges, whichwere
resolvedwithinacceptable timeframes.

The volume of transactions processed on ZIPSS increased by 16.0% to 573,071 in 2018, while the
value of transactions rose by 21.1% to K968.3 billion (Chart 4.4). The surge in both volumes and
values of processed transactions was mainly due to increased interbank payments among the
participatingcommercial banks.

Denomination
K100

K50

K20

K10

K5

K2

Total

2016
1,064

357

119

6

11

2

1,559

Table4.4:Counterfeit NotesDetected, 2016 - 2018

Source: Bank of Zambia

2017
8,535

218

73

8

11

0

8,845

2018
32,778

227

461

10

9

0

33,485

Denomination

K100

K50

K20

K10

K5

K2

Total

Bankof
Zambia

89

44

91

1

1

0

226

Table4.5: Counterfeit NotesinterceptionbyOrganisation, 2018

Source: Bank of Zambia

Commercial
Banks
928

171

165

2

2

0

1,268

DrugEnforcement
Commission

28,633

1

0

0

0

0

28,634

Zambia
Police
3,073

5

204

7

6

0

3,295

Others
55

6

1

0

0

0

62

Total
32,778

227

461

10

9

0

33,485
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ChequeImageClearingSystem(CIC)

The volume and value of cheques cleared through the Cheque Image Clearing system in 2018
declined by 13.0% and 41.0% to 2,040,530 and K12.4 billion, respectively (Chart 4.5). The decline
wasexplainedbythereduction in the itemvalue limitoncheques introduced in2017.

ChequesReturnedUnpaidonAccount of Insufficient Funds

The volume and value of cheques returned unpaid due to insuf�icient funds in 2018 decreased by
13.0% and 26.0% to 14,285 and K0.13 billion, respectively (Chart 4.6). This was on account of the
reduction in the item value limits for cheques that minimised the use of cheques as a mode of
paymentand increasedadoptionofelectronicpaymentmethods.

CHART 4.4:
ZIPSS Volumes
and Values,
2014 - 2018

Source:
Bank of Zambia
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CHART 4.5:
Cheque
Images
Cleared
2014 – 2018

Source:
Bank of Zambia
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CHART 4.6:
Unpaid
Cheques
2014 – 2018

Source:
Bank of Zambia
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ElectronicFundsTransfer (EFT) ClearingSystem

The volume and value of Electronic Funds Transfer (EFT) transactions processed on the payment
streams in 2018 increased by 18.0% and 54.0% to 6,952,305 and K59.7 billion, respectively (Chart
4.7). The effects of the revision of the item value limits revision signi�icantly contributed to the
increase inboth thevolumeandvalueofEFTtransactions.

TransactionsProcessedthroughtheAutomatedTeller Machines

Thevolumeof transactionsprocessedon theAutomatedTellerMachines (ATMs)decreasedby10.0%
to 44,726,867 in 2018 against an increase of 5.6% in 2017. In terms of value, ATMs processed
transactions increased by 8.0% to K45.6 billion in 2018, compared to a rise of 10.6% in 2017 (Chart
4.8). The increase in the value of transactions was partly due to the increase in the number of cards
issued to customersby8.0%to3,492,750 in2018. ThenumberofATMsalso rose to1,104 from1,066
in2017.

TransactionsProcessedthroughPoint ofSaleTerminals

The volume of transactions processed on Point of Sale (PoS) terminals increased by 51.0% to
18,409,724 in 2018, while the value of transactions increased by 68.0% to K13.5 billion (Chart 4.9).
This was due to increased deployment of PoS terminals and promotion of the usage of electronic
paymentmethods. The number of PoS terminals increased to 13,090 in 2018 from12,522 in 2017. In
termsof payments processedby card type, debit cards recorded thehighest increase in both volumes
andvalueof transactionsprocessedat54.0%and76.0%, respectively.

CHART 4.7:
Electronic
Funds Transfers
Processed
2014 – 2018

Source:
Bank of Zambia
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CHART 4.8:
Automated
Teller Machine
Transactions,
2014 – 2018

Source:
Bank of Zambia
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InternationalRemittances

International in-bound remittances increased by 16.0% in 2018 to 502,368 in volume terms and by
25.0% to K1,144.5 million in value terms (Chart 4.10). This was largely on account of increased
remittances by Zambians living abroad. The United States of America, the United Kingdom and
Canadadominatedthesourcecountries.

Out-bound international remittances increased in2018 in volume termsby14.0%to341,474andby
16.0% toK1.0 billion in value terms (Chart 4.11). This wasmainly on account of an increase in trade
remittances toChina,TanzaniaandSouthAfrica.

CHART 4.9:
Transactions
on POS
Terminals
2014 – 2018

Source:
Bank of Zambia

-

2,000,000

4,000,000

6,000,000

8,000,000

10,000,000

12,000,000

14,000,000

16,000,000

18,000,000

20,000,000

-

2.00

4.00

6.00

8.00

10.00

12.00

14.00

16.00

2014 2015 2016 2017 2018

Vo
lu
m
es

V
al
ue
s
K
'b
ill
io
n

Values Volumes

CHART 4.10:
Inbound
Remittances
2014 – 2018

Source:
Bank of Zambia
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CHART 4.11:
Outbound
Remittances
2014 – 2018

Source:
Bank of Zambia
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MobileMoneyTransactions

The volume and value of transactions processed on mobile money platforms in 2018 rose by 76.0%
and187.0%to305,208,616andK22.5billion, respectively (Chart4.12).

The increase in both volume and value was partly driven by an increase in the issuance of second-
generation products, such as micro loans, supported by collaborations between mobile money
operators and both Micro Finance Institutions and banks. The collaborations with banks allowed
mobile money customers the ability to make transfers between mobile money wallets and bank
accounts, thus making mobile wallets more appealing to commercial bank customers. The
emergence of Fintech companies with solutions tailored to customer needs in both rural and urban
areasalso supportedthisgrowth.

RegionalCrossBorder PaymentSystems

In 2018, the volume of payments processed on the SADC Integrated Regional Electronic Settlement
System (SIRESS) by Zambian commercial banks contracted by 7.9% to 20,008, while the value
marginally increased by 0.6% to ZAR5.7 billion. The volume of receiptsmarginally declined by 0.1%
to6,942 transactions in2018,while thevalue increasedby5.2%toK5.7billion.Onanetbasis, Zambia
paid out ZAR7.9million in 2018 compared to net payment of ZAR256.3 billion in 2017. For the SADC
region, a total of ZAR1,272.4 billion was processed on the SIRESS in 2018, representing a 2.6%
increase fromZAR1,240.1billion recorded in2017.

Under the COMESA Regional Electronic Payments and Settlement System (REPSS), there was an
increase in the volume and value of receipts in 2018 to 110 transactions and US$11.1 million,
respectively, compared to a single transaction valued at US$245,035.00 in 2017. There were no
paymentsmade fromZambiaon theplatform.

National Financial Switch

The Bank of Zambia in conjunction with the Zambia Electronic Clearing House Limited (ZECHL), the
Bankers Association of Zambia (BAZ) and other stakeholders continued with efforts to implement
the National Financial Switch (NFS). A total of 13 out of the 14 commercial banks offering ATM and
card services,went live on theNFS in 2018.However, progresson thePoint of Sale (PoS) functionality
wasslowwithvery fewbankscarryingoutend-to-endtesting.

The second phase of the NFS project continued to make progress in 2018. The NFS project team in
collaboration with the Bank of Zambia and other stakeholders commenced the development of
participationrules for interoperabilityofmobilemoney.

CHART 4.12:
Mobile Money
Transactions
2014 – 2018

Source:
Bank of Zambia
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5.0 REGULATORYANDOTHERFINANCIALSECTOR
DEVELOPMENTS
The BoZ continued to review laws, regulations and policies, as well as implement new measures to
strengthen its oversight role over institutions under its supervisory ambit. In 2018, developments
that tookplace in the �inancial sector in this regardareoutlinedbelow:

Legal andRegulatoryReforms

The Banking and Financial Services Act (BFSA)No. 7 of 2017 became effective in 2018. The revisions
to the BFSA include enhanced consumer protection and corporate governance provisions.
Consequently, the Bank of Zambia has been empowered to adequately enforce consumer protection
measures inorder topromotethecon�idenceand trustof consumers in the �inancial system.

RegulationofBankChargesandFees

Following a review of commercial banks charges and fees, the Bank of Zambia issued a Directive on
the Prohibition of Unwarranted Charges and Fees in August 2018 in order to protect consumers of
�inancial servicesandproducts fromunjusti�iedchargesand fees.

PaymentSystemsRegulations

The Bank of Zambia revised the National Payment SystemsDirectives on ElectronicMoney Issuance.
Thekeychanges tothedirectives include the following:

a) Permitting customers to hold multiple wallets. However, prescribed transaction limits for the
aggregatee-valueremainunchanged;

b) Permitting both commercial banks and approved non-bank �inancial institutions to host Holding
Accounts;

c) Inclusionof speci�icguidanceon theuseof interest earnedontheHoldingAccounts;
d) Provisions for consumer protection and the need for e-money institutions to have procedures for

dealingwithcustomercomplaints;
e) Requirement for an e-money institution to hold customer funds at various commercial banks or

non-bank �inancial institutions.

Lender ofLastResort PolicyFramework

The revised Bank of Zambia Lender of Last Resort Framework was approved by the Bank of Zambia
Board of Directors inDecember 2018. The thrust of the revisionwas to strengthen the framework to
allow the Bank to effectively exercise its function as lender of last resort by meeting liquidity
requirements of banksanddeposit taking �inancial institutions eligible toaccess emergency liquidity
assistance fromtheBank.

CollateralRegistry

The Bank of Zambia, in partnershipwith the Patents and Companies Registration Agency, conducted
sensitisationworkshops in24 rural districts across the country inorder toaccelerate theusageof the
Movable PropertyRegistry System. The objective of theworkshopswas to realise the full potential of
the movable property registry system. The workshops were funded by the Rural Finance Expansion
Programme.

Restructuringof IntermarketBankingCorporation

The Bank of Zambia concluded the restructuring of Intermarket Banking Corporation Limited
resulting in the formation of the Zambia Industrial Commercial Bank Limited (ZICB) which 57



commenced operations on 1August 2018. All depositorswere paid except for a few large depositors
whoconvertedtheirdeposit liabilities intoequityof theZICB.

NationalPaymentSystemsVisionandStrategy2022

The Bank of Zambia issued the new National Payment System Vision and Strategy document,
covering the period 2018 to 2022. The strategy is intended to build on the progressmade under the
National Payment System Vision 2017. A number of key issues were included in the vision and
strategydocument.Thenewinclusions included the following:

a) Amendmentof theNationalPaymentSystemsAct toensureharmonisationwithother lawsand to
take account of new developments in payment systems and ensure alignment with the SADC
ModelLaw;

b) Enhancementof consumerprotectiontosafeguardandprotectconsumers;
c) Enhancement of cyber security in the �inancial sector in order to maintain the integrity of

paymentsystems;
d) PromotionofDigitalFinancial Services; and
e) EnhancementofRemittanceServicesmarket toencourageuptakeof formal remittancechannels.

Financial Inclusion

In2018, theBoZcontinued toundertakevarious initiativesaimedatexpandingaccess toandusageof
formal �inancial services. Some of the activities implemented included the annual Financial Literacy
WeekandtheWorldSavingsDay.

Financial LiteracyWeek

The 2018 Financial Literacy Week, under the theme: 'Save, Invest, Insure- To Livea Better Life', was
commemoratedduring theweek18–24March2018.The themeemphasizedonempoweringpeople
to understand the available �inancial products and services for the various key life events as well as
create momentum on both the supply and demand side for the development of consumer centric
�inancialproductsandservices.

WorldSavingsDay

The2018World SavingsDaywas commemoratedon31October2018, under the theme 'Save,Invest,
Insure: What Do You Wish For?' This event emphasised the importance of saving for national
economiesand individuals.
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6.0 STRATEGYANDRISKMANAGEMENT
Performanceof theStrategicPlan

The Bank continued to implement the 2016-2019 Strategic Plan under the theme “Excellence in
Execution”. A mid-term review of the Plan was conducted without signi�icant changes. The Bank
achieved an overall effective execution rate of 82.0% as at the end of 2018, compared to 62.9% in
2017.Signi�icantprogresswasattained in the followingareas:

! Enhancement of alternative instruments for implementing monetary policy in response to the
everchangingeconomicenvironment,

! EstablishmentofElectronicBureaudeChangeMonitoring,
! Deepening of the domestic capital, money and foreign exchangemarkets in order to enhance the

transmissionofmonetarypolicy, and
! Implementationof theNationalFinancial Switch.

ProjectManagement

EnterpriseRiskManagement

The Bank, in collaboration with other stakeholders, conducted business continuity management
(BCM)market-wide simulation tests with a view to establishing the Bank's level of preparedness in
the event of a disruptive incident. The tests were successful and infrastructure was resumedwithin
therecovery timeobjective.

Gender Mainstreaming

In 2018, theBank approved theGenderPolicy and Strategy,whichacts as a catalyst in in�luencing the
�inancial sector to be more gender responsive. This policy is meant to mitigate the numerous
challenges towomen's �inancial inclusion.

Further, the Bank continued to roll out the Female and Male Operated Small Enterprises (FAMOS)
tool in the �inancial sector and collect sex-disaggregated data in order to encourage the widespread
productionanduseof supply anddemand-side sex-disaggregateddataonwomen's access toanduse
of �inancial services.
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7.0 HUMANRESOURCEMANAGEMENT
StructureandStaffing

The total number of staff in employment as at end December 2018 stood at 533, of which 327 were
male and 206 were female, against an establishment of 679. This staff complement comprised 322
(60%) on Fixed-Term Employment Contracts and 211 (40%) employees on Permanent and
PensionableService (Tables7.1and7.2).

StaffMovements

In 2018, the Bank recruited a total of 29 employees across various departments (Table 7.3), while 31
separated from the Bank (Table 7.4). The separations were due to expiry of contracts, medical
discharge, resignations, statutoryearly retirementsandvoluntary separations.

Functions

Executive

Subtotal
CoreDepartments
Bank Supervision

Banking, Currency & Payment Systems

Economics

Financial Markets

Non-Banks Financial Institutions Supervision

Strategy & Risk Management

Subtotal
Support Services
Board Services

Finance

Human Resources

Information &CommunicationsTechnology

Legal Services

Internal Audit

Procurement &Maintenance Services

Security

Subtotal
RegionalOffice

Subtotal
TOTAL

Estab.
15

15

46

84

45

36

38

13

279

19

36

22

35

8

17

92

91

320
62

62
676

Actual
11

11

30

63

42

32

24

10

212

11

22

19

31

8

15

70

63

239
62

62
524

Diff
-4

-4

-16

-21

-3

-4

-14

-3

-67

-8

-14

-3

-4

0

-2

-22

-28

-81
0

0
-152

Estab.
15

15

54

85

56

36

43

13

287

21

37

26

35

9

17

85

85

315
62

62
679

Actual
10

10

42

68

43

31

38

9

231

12

33

21

31

7

13

76

45

238
56

56
535

Diff
-5

-5

-12

-17

-13

-5

-5

-4

-56

-9

-4

-5

-4

-2

-4

-9

-40

-77
-6

-6
-144

Estab.
15

15

54

85

56

36

43

13

287

21

37

26

35

9

17

85

85

315
62

62
679

Actual
12

12

44

72

41

32

36

10

235

15

34

19

30

7

16

71

40

232
54

54
533

Diff
-3

-3

-10

-13

-15

-4

-7

-3

-52

-6

-3

-7

-5

-2

-1

-14

-45

-83
-8

-8
-146

2016 2017 2018

Table 7.1:StaffingLevels, 2016 - 2018

Source: Bank of Zambia

Location
Lusaka

Ndola

Overall

M
125

13

138

Table7.2: Distributionof Staff byLocation, Gender andEmployment Type in2018

Source: Bank of Zambia

F
62

11

73

SubTotal
187

24

211

Permanent &Pensionable
M
175

14

189

F
119

14

133

FixedTermContract
SubTotal

294

28

322

GrandTotal
481

52

533
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StaffWelfare

The industrial relations climate remained cordial in 2018 despite the non-conclusion of the
negotiations for the2018-2020CollectiveAgreement.

Further, the Bank continued to offermedical services to its employees and their immediate families.
As part of the employee welfare programme, the Bank also organised a number of health awareness
programmesduring theyear.

CapacityBuildingProgrammes

The Bank continued to provide capacity building programmes through relevant workshops and
seminars both locally and abroad. In addition, somemembers of staff are currently pursuing various
programmes toupgrade theirquali�ications (Table7.5).

Department
Bank Supervision

Banking, Currency & Payment Systems

Board Services

Financial Markets

Human Resources

Information &CommunicationsTechnology

Internal Audit

Procurement &Maintenance Services

RegionalOffice

Total

Table7.3:StaffRecruitmentsin2018

Source: Bank of Zambia

Number
2

6

3

4

4

2

3

2

3

29

Modeof Separation
Expiry of Contracts

Medical Discharge

Resignations

Statutory Early Retirements

Voluntary Separations

Total

Table7.4:StaffSeparationsin2018

Source: Bank of Zambia

Number
2

2

5

7

15

31

Programme

PhD/DBA

Masters Degrees

Bachelor's Degrees

ProfessionalQualifications

TOTAL

2016
5

3

0

3

11

Table 7.5: Numberof StudentsPursuingStudyProgrammes, 2016 –2018

2017
5

3

0

3

11

2018
5

0

0

2

7

Year

Source: Bank of Zambia
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BANK OF ZAMBIA

STATEMENTOFDIRECTORS'RESPONSIBILITIES

The Bank of Zambia Act, No. 43 of 1996 requires the Directors to keep proper books of accounts and other records relating to its
accounts and to prepare financial statements for each financial year which present fairly the state of affairs of the Bank of Zambia and
of its profit or loss for theperiod.

The Directors accept responsibility for the annual financial statements, which have been prepared using appropriate accounting
policies supported by reasonable estimates, in conformity with International Financial Reporting Standards and the requirements of
the Bank of Zambia Act, No. 43 of 1996. The Directors are of the opinion that the financial statements give a true and fair view of the
state of the financial affairs of the Bank and of its financial performance in accordance with International Financial Reporting
Standards. The Directors further accept responsibility for the maintenance of accounting records that may be relied upon in the
preparation of financial statements, and for such internal controls as the Directors determine necessary to enable the preparation of
financial statements that are free frommaterialmisstatement, whether due to fraudor error.

Nothing has come to the attention of the Directors to indicate that the Bank will not remain a going concern for at least twelvemonths
from thedate of this statement.

Approval of the financial statements

The financial statements of the Bank set out on pages 69 to 116 were approved by the Board of Directors on 18 March, 2019 and
signedon their behalf by:

Governor Director
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REPORTOFTHE INDEPENDENTAUDITOR
TOTHEMEMBERSOFBANKOFZAMBIA

Reporton the Audit of the Financial Statements

Opinion
We have audited the financial statements of Bank of Zambia, which comprise the statement of financial position as at 31 December
2018, and the statement of comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended, andnotes to the financial statements, including a summary of significant accountingpolicies.

In our opinion, the financial statements give a true and fair view of the financial position of Bank of Zambia as of 31 December 2018,
and of its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting
Standards.

Basis forOpinion
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards
are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Bank in accordance with the International Ethics Standards Board for Accountant's Code of Ethics for
Professional Accountants (IESBACode togetherwith the ethical requirements that are relevant to our audit of the financial statements
in Zambia, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidencewehaveobtained is sufficient andappropriate to provide abasis for our opinion.

KeyAuditMatters
Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial
statements of the current period. Thesematters were addressed in the context of our audit of the financial statements as awhole, and
in formingour opinion thereon, andwedonot provide a separate opinionon thesematters.

Grant Thorton
5th Floor Mukuba
Pension House
Dedan Kimathi Road
P. O. Box 30885
Lusaka, Zambia

T + 260 (211) 227722-8
F + 260 (211) 223774
Egtlusaka.mailbox@zm.gt.com

2.

Partners

Edgar Hamuwele [Managing]
Christopher Mulenga
Wesley Beene
Rodia Musonda
Chilala Banda

Chartered Accountants
Zambia Member of Grant Thorton International
VAT reg 1001696100. Registered in Lusaka. Company number 8116
Grant Thornton Zambia and other member firms are not a worldwide partnership. GTI and each member firm is separate legal entity.
Services are delivered independently by the member firms. GTI and its member firms are not agents, and do not obligate, one another
and are not liable for one another’s acts or omissions.

Audit Tax Advisory

www.gt.com.zm 67

Descriptionofmatter

Classification, measurement and impairment of
financial assets

The Bank applied IFRS 9 “financial instruments” for the
first time in the financial period under review.

The directors are required to review the classifications
of assets and align the classifications to the
requirements of the reporting standards. The directors
also reviewed the fair valuations and impairment
models.

Due to the complex and subjective judgements
required in estimating the timing and valuation of
impairment and in estimating the fair value of assets,
thiswas considereda key auditmatter.

Howmatterwasaddressed

We reviewed the classification of the financial assets to ensure
compliancewith the reporting standards.

We reviewed the valuation and verified the calculation of the fair values.
Wealso verified the inputs used in the valuations.

In considering the reasonableness of the impairment provision, we
reviewed the assumptions used in impairment calculations.

We further assessed their recoverability through testing of current year
and subsequent receipts.

Based on the procedures performed, we are satisfied that the impairment
provision is reasonable and the financial assets were properly classified
and valued.



REPORTOFTHE INDEPENDENTAUDITOR
TOTHEMEMBERSOFBANKOFZAMBIA

ResponsibilitiesofManagement andThoseChargedwithGovernance for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with International
Financial Reporting Standards and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free frommaterialmisstatement, whether due to fraudor error.

In preparing the financial statements, management is responsible for assessing the Bank's ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless management
either intends to liquidate theBankor to ceaseoperations, or has no realistic alternative but to do so.

Those chargedwith governance are responsible for overseeing theBank's financial reporting process.

Auditor'sResponsibilities for theAudit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatements, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a
high-level assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

As part of an audit in accordancewith ISAs, we exercise professional judgement andmaintain professional skepticism throughout the
audit. Wealso:

! Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

! Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for thepurpose of expressing anopinion on the effectivenessof theBank's internal control.

! Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosuresmadebymanagement.

! Conclude on appropriateness of management's use of the going concern basis of accounting and, based on the audit
evidence obtained, whether amaterial uncertainty exists related to events or conditions thatmay cast significant doubt on the
Bank's ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor's report to the related disclosures in the financial statements, or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report.
However, future events or conditionsmaycause theBank to cease to continue as agoing concern.

! Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether
the financial statements represent the underlying transactions and events in amanner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including significant deficiencies in internal control thatwe identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and othermatters thatmay reasonably be thought to bear
on our independence, andwhere applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of most significance in
the audit of the financial statements of the current period and are therefore the key audit matters. We describe these matters in our
auditor's report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that amatter should not be communicated in our report because the adverse consequences of doing sowould reasonably
beexpected to outweigh thepublic interest benefits of such communication.

ReportonOther Legal andRegulatoryRequirements
In our opinion, the financial statements of Bank of Zambia as of 31 December 2018 have been properly prepared in accordance with
the Bank of Zambia Act No 43 of 1996, and the accounting and other records and registers have been properly kept in accordance
with theAct.

CharteredAccountants

ChristopherMulenga (AUD/F000178)
Name ofPartner signingonbehalf of the Firm

Lusaka

Date: 18March201968



BANKOFZAMBIA

STATEMENTOFCOMPREHENSIVE INCOME
FORTHEYEARENDED31DECEMBER2018

Note

5
5

6
6

7

8
9

23, 24
10

20

20
23

Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net income from foreign exchange transactions
Other gains

Net income from foreign exchange transactions and other gains

Net income

Net impairment credit on financial assets
Employee benefits
Depreciation and amortisation
Operating expenses

Net expense

Profit for the year

Other comprehensive income

Items that will not be reclassified to profit or loss
Dividend converted to shares in Afreximbank
Fair value and exchange rate adjustment on equity investment in

Afreximbank
Revaluation surplus

Total other comprehensive income

Total comprehensive income for the year

The notes on pages 73 to 116 are an integral part of these financial statements.

2018
K000

1,067,041
(34,345)

1,032,696

203,595
(5,089)

198,506

91,714
2,723,879

2,815,593

4,046,795

6,262
(456,730)
(30,800)
(241,073)

(722,341)

3,324,454

3,156

26,626
129,849

159,631

3,484,085

2017
K'000

1,753,163
(116,599)

1,636,564

203,228
(3,828)

199,400

32,185
193,762

225,947

2,061,911

41,966
(408,707)
(34,642)
(355,811)

(757,194)

1,304,717

-

-
-

-

1,304,717
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2017
K'000

2,942
20,776,662

397
89,543

7,903,221
2,047,827
17,883
29,950

3,367,166
12,533,602
451,234
1,697

47,222,124

3,070,560
6,582,976
184,423
167,902
7,417,862
291,457
836,333

12,533,602
1,365,718
6,655,654
39,106,487

500,020
1,798,905
230,570
5,586,142

8,115,637

47,222,124

BANKOFZAMBIA

STATEMENTOFFINANCIALPOSITION - 31DECEMBER2018

Note

12
13
14
15
16
18
20
21
22,33
23
24

26
27
28
29
30
31
32
22,33
34
36

37
38
38
38

Assets
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets at FVOCI
Loans and advances
Domestic financial assets at amortised cost
Other assets
Equity investments at FVOCI
IMF funds recoverable from Government of the Republic of Zambia
IMF subscriptions
Property, plant and equipment
Intangible assets
Total assets

Liabilities
Deposits from the Government of the Republic of Zambia
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Notes and coins in circulation
Other liabilities
Provisions
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation
Total liabilities

Equity
Capital
General reserve fund
Property revaluation reserve
Retained earnings

Total equity

Total liabilities and equity

The financial statements on pages 69 to 116 were approved for issue by the Board of Directors on 18 March, 2019 and signed on its
behalf by:

Governor Director

2018
K'000

4,700
18,756,737

237
89,543

7,038,575
3,994,085
62,904
138,032
4,042,313
13,748,378
610,199
2,166

48,487,869

1,840,715
5,222,163
26,689
76,041

8,297,047
179,839
46,159

13,748,378
729,444
7,779,942
37,946,417

500,020
1,929,377
354,584
7,757,471

10,541,452

48,487,869
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Balance at 1 January 2017

Profit for the year
Amortisation of revaluation surplus relating to

properties
Total comprehensive income

Transactions with owners:
Amortised cost adjustment on the capitalization

bond
Total transactions with owners
Balance at 31 December 2017
Changes on initial application of IFRS 9

Impairment on other assets
Fair value adjustment on equity
investment in Afreximbank

Profit for the year
Transfer to general reserve fund
Other comprehensive income:
Amortisation of revaluation surplus relating to

properties
Total comprehensive income

Transactions with owners:
Dividend paid to shareholders
'Unwinding of fair value adjustment on repayment

of capitalization bond
Total transactions with owners
Balance at 31 December 2018

Note

Share
capital
K'000

500,020

-

-
-

-
-

500,020

-

-
-
-
-

-
-

-

-
-

500,020

General
reserve

fund
K'000

1,798,905

-

-
-

-
-

1,798,905

-

-
-

130,472
-

-
130,472

-

-
-

1,929,377

Property
revaluation

reserve
K'000

235,507

-

(4,937)
(4,937)

-
-

230,570

-

-
-
-

129,849

(5,835)
124,014

-

-
-

354,584

Retained
earnings

K'000

4,262,292

1,304,717

4,937
1,309,654

14,196
14,196

5,586,142

(1,028)

78,300
3,324,454
(130,472)
29,782

5,835
3,306,871

(1,174,298)

38,756
(1,135,542)
7,757,471

The notes on page 73 to 116 are an integral part of these financial statements.

BANKOFZAMBIA

STATEMENT OF CHANGES IN EQUITY
FORTHEYEARENDED31DECEMBER2018

Total
Equity
K'000

6,796,724

1,304,717

-
1,304,717

14,196
14,196

8,115,637

(1,028)

78,300
3,324,454

-
159,631

-
3,561,357

(1,174,298)

38,756
(1,135,542)
10,541,452
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2017
K'000

1,304,717

34,642
(2,563)
(732)

-
(18,441)
(23,525)
326,820
177,063

1,797,981

1,058
(557)

(1,110,025)
(22,718)
(1,236)
18,441

(365,291)
778,790
1,454,157
(5,161,601)
144,562
116,045
112,162
(778,790)
(428,232)
863,722
422,036

(2,159,496)
(7,155)
2,563

(14,147)
-

-
-

(2,178,235)

(38,364)
1,728

(36,636)

(2,186,528)
23,292,952
(326,820)

20,779,604

2,942
20,776,662

20,779,604

2018
K'000

3,324,454

30,800
(1)

(115)
(214)
(6,048)

-
(1,298,749)

1,006

2,051,133

160
-

864,646
(1,946,258)
(44,807)
6,048

(675,147)
(1,214,776)
(1,229,845)
(1,360,813)
(157,734)
(91,861)
(111,618)
1,214,776
(636,274)
879,185
1,124,288
(1,328,897)
(791,180)

1
-

38,756

(1,028)
(1,174,298)
(3,256,646)

(60,393)
123

(60,270)

(3,316,916)
20,779,604
1,298,749

18,761,437

4,700
18,756,737

18,761,437

BANKOFZAMBIA

STATEMENTOFCASHFLOWS
FORTHEYEARENDED31DECEMBER2018

Note

23, 24

8
8
8

32

32

23, 24

Cash flows from operating activities
Profit for the year
Adjustment for:
- Depreciation/amortisation
- Dividend income
- (Profit) on disposal of property, plant and equipment
- Impairment effect on other assets
- Impairment effect on amounts due from closed banks
- Impairment effect on loans and advances
- Effects of exchange-rate changes on cash and cash equivalents
- Provisions made during the year

Changes in operating assets and liabilities
Change in items in course of settlement
Change in domestic financial assets held at FVOCI
Change in loans and advances
Change in domestic financial assets held at amortised cost
Change in other assets
Change in amounts due from closed banks
Change in IMF funds receivable from Government of the Republic of Zambia
Change in IMF subscription
Change in deposits from the Government of the Republic of Zambia
Change in deposits from financial institutions
Change in foreign currency liabilities to other institutions
Change in other deposits
Change in other liabilities
Change in domestic currency liabilities to IMF
Change in foreign currency liabilities to IMF
Change in notes and coins in circulation
Change in SDR allocation

Provisions paid
Dividends received
Readjusted fair value on capitalization bond
Unwinding of fair value adjustment on repayment of capitalisation bond
Fair value adjustment on equity investment in Afreximbank on initial application

of IFRS9
Dividends paid to shareholders
Net cash outflow from operating activities

Cash flows from investing activities
Purchase of property, plant and equipment and intangible assets
Proceeds from sale of property, plant and equipment
Net cash used in investing activities

Net change in cash and cash equivalents
Cash and cash equivalents at the beginning of the year
Effects of exchange-rate changes on cash and cash equivalents

Cash and cash equivalents at the end of the year

Cash and cash equivalents at the end of the year comprises:
Domestic cash in hand
Foreign currency cash and bank accounts

Cash and cash equivalents excluding effects of exchange rate changes
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1 Principal activity

TheBank of Zambia is the central bank of Zambia, which is governed by the provisions of theBank of Zambia Act No. 43 of
1996. TheBank's principal placeof business is at BankSquare,CairoRoad, Lusaka.

In these financial statements, theBankof Zambia is also referred to as the “Bank” or “BoZ”.
TheBank is 100per cent ownedby theGovernment of theRepublic of Zambia.

TheBoard ofDirectors approved these financial statements for issue on18March, 2019.

2 Principal accountingpolicies

Theprincipal accounting policies applied in the preparation of these financial statements are set out below. Thesepolicies have
beenconsistently applied to all the years presented, unless otherwise stated:

2.1 Basisof preparation

The Bank's financial statements have been prepared in accordance with the International Financial Reporting
Standards (IFRS) issued by the International Accounting Standards Board (IASB). The financial statements have been
prepared on the historical cost basis except for the revaluation of certain non-current assets and financial instruments
that aremeasured at fair values, as explained in the accounting policies below. Historical cost is generally based on the
fair value of the considerationgiven in exchange for assets.

The preparation of financial statements in conformitywith IFRS requires the use of certain critical accounting estimates.
It also requires the directors to exercise judgement in the process of applying the Bank's accounting policies. Changes
in assumptions may have a significant impact on the financial statements in the period the assumptions changed. The
areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant
to the financial statements aredisclosed inNote 3.

(a) NewStandardseffective 1 January2018

(i) IFRS 15 'Revenue fromContractswithCustomers'
IFRS 15 'Revenue from Contracts with Customers' and the related 'Clarifications to IFRS 15 Revenue
fromContracts with Customers' (hereinafter referred to as 'IFRS 15') replace IAS 18 'Revenue', IAS 11
'ConstructionContracts', and several revenue-related Interpretations.

In accordance with the transition guidance, IFRS 15 can only been applied to contracts that are
incomplete as at 1 January 2018. The newStandard has not been applied retrospectively as theBank
did not have any revenue from contracts with customers, as at 1 January 2018, that required a
change in either the valuationor timingof income.

Losscontracts
IFRS 15 does not include any guidance on how to account for loss contracts. Accordingly, such
contracts are accounted for using the guidance in IAS 37 'Provisions, Contingent Liabilities and
Contingent Assets'.

The Bank also notes that the amount of loss accrued in respect of a loss contract under IAS 11 takes
into account an appropriate allocation of construction overheads. This contrasts with IAS 37 where
loss accrualsmaybe lower as they are basedon the identification of 'unavoidable costs'.

As at 1 January 2018, theBankhas not identified any loss provisions relating to contracts.

Contractswithmultiple performance obligations
Under IFRS 15, the Bank must evaluate the separability of the promised goods or services based on
whether they are 'distinct'. A promisedgoodor service is 'distinct' if both:

! The customer benefits from the item either on its own or together with other readily available
resources, and

! It is 'separately identifiable' (i.e. the Bank does not provide a significant service integrating,
modifyingor customising it).

While this represents significant new guidance, the implementation of this new guidance did not
have a significant impact on the timing or amount of revenue recognised by the Bank in any year. In
assessing the impact of IFRS 15, the Bank undertook an exercise to determine revenue streams
falling within its scope and those that are governed by different standards. The conclusion of the
exercise was that IFRS 15 accounts for an insignificant portion of the Bank's income of around 4 per
cent of total revenue with the reminder arising mainly from the operation of financial instruments
which are accounted for independently under other standards.

BANKOFZAMBIA
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2. Principal accountingpolicies (Continued)

(a) NewStandardseffective 1 January2018 (Continued)

(i) IFRS 15 'Revenue fromContractswithCustomers'(Continued)

(ii) IFRS9 'Financial Instruments’

IFRS 9 replaces IAS 39 'Financial Instruments: Recognition and Measurement'. It makes major
changes to the previous guidance on the classification and measurement of financial assets and
introduces an 'expected credit loss'model for the impairment of financial assets.

When adopting IFRS 9, the Bank applied transitional relief and opted not to restate prior periods.
Differences arising from the adoption of IFRS 9 in relation to classification, measurement, and
impairment are recognised in retainedearnings.

IFRS 9 also contains new requirements on the application of hedge accounting. The new
requirements look to align hedge accounting more closely with entities' risk management activities
by increasing the eligibility of both hedged items and hedging instruments and introducing a more
principles-based approach to assessing hedge effectiveness. The Bank does not currently apply
hedge accounting requirements which are necessary when financial instruments are used as a tool
to manage exposures arising from particular risks that could affect profit or loss (P&L) or other
comprehensive income (OCI). The adoptionof IFRS9 impacted the followingareas:

! Theclassification andmeasurement of theBank's financial assets as follows:

Loans and advances toGovernment, commercial banks and staff that are classified as loans and
receivables and measured at amortized cost under IAS 39 will continue to be measured at
amortized cost under IFRS9;

Held-to-maturity financial assetsmeasured at amortized cost under IAS 39 will still bemeasured
at amortized cost under IFRS9;

Held-for-trading financial assets which were measured at FVTPL under IAS 39, will now instead
bemeasured at FVOCI under IFRS9;

The Bank's foreign reserve assets, which comprise assets under stewardship of fund managers
for the improvement of returns and other balances heldmainly for transaction andprecautionary
purposes are currently measured at FVTPL under IAS 39. However, under IFRS 9 they will be
measuredunder FVOCI.

The Bank's equity investments in Afreximbank and Electronic Clearing House were classified as
available-for-sale andmeasured at cost, as permitted under IAS 39, due to their non-marketable
nature. Under IFRS 9, they are required to bemeasured at FVTPL. However, due to the long term
and strategic nature of the investments, the Bank designated the two investments to be
measuredat FVOCI as permittedunder IFRS9.

! The impairment of financial assets applying the expected credit lossmodel.

In accordance with IFRS 9, impairment applies on loans, debt securities and other financial
instruments classified as financial assets at amortized cost and financial assets at fair value
through comprehensive income. Therefore, the Bank's financial assets, within the scope for
impairment are loans and advances, the Bank's holdings of securities and foreign currency
deposits and investments.
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2. Principal accountingpolicies (Continued)

(a) NewStandardseffective 1 January2018 (Continued)

(i) IFRS 15 'Revenue fromContractswithCustomers'(Continued)

(ii) IFRS9 'Financial Instruments’(Continued)

On the date of initial application, 1 January 2018, the financial instruments of the Bank were
reclassifiedas follows:

As illustrated above, the effect of adopting IFRS 9 on the carrying amounts of financial assets at 1
January 2018 relates solely to fair value adjustments on the equity investment inAfreximbank.

Further, a loss of K1.028million was recorded on application of IFRS 9 on the outstanding balance of
former staff debtors contained inOther Assets balance – see note 8.

There have been no changes to the classification or measurement of financial liabilities as a result of
the application of IFRS9.

Reconciliationof statement of financial position balances from IAS39 to IFRS9at 1 January 2018
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Domestic financial assets at FVOCI
Equity investments at FVOCI

Financial assets at amortised cost

Loans and advances

Foreign currency cash and bank
accounts
Total financial asset balances

Original IAS
39 category

Held-for-trading
Available-for-
sale
Held-to-
maturity
Loans and
receivables
FVTPL

New IFRS 9
category

FVOCI
Equity
investments at FVOCI
Amortised cost

Amortised cost

FVOCI

Closing
balance 31
December

2017 (IAS 39)
K'000

89,543

29,950
2,047,827

7,903,221

20,776,662

30,847,203

Adoption
of IFRS 9

K'000

-

78,300
-

-

-

78,300

Opening
balance 1

January 2018
(IFRS 9)

K'000

89,543

108,250
2,047,827

7,903,221

20,776,662

30,925,503

Measurement category Carrying amount

Financial assets

Fair value through profit and loss
Available for sale financial assets
Held-for-trading
Foreign currency cash and bank accounts
Total financial assets measured at FVTPL
Amortised cost
Held-to-maturity
Loans and advances
Total financial assets measured at

amortised cost
Fair value through other comprehensive

income
Available for sale financial assets
Held-for-trading
Foreign currency cash and bank accounts
Total financial assets measured at FVOCI
Total financial asset balances,
reclassification and remeasurement at 1
January 2018

IAS 39 carrying
amount 31
December

2017

29,950
89,543

20,776,662
20,896,155

2,047,827
7,903,221

9,951,048

-
-
-
-

30,847,203

Reclassification

(29,950)
(89,543)

(20,776,662)
(20,896,155)

-
-

-

29,950
89,543

20,776,662
20,896,155

-

Remeasurement

-
-
-
-

-
-

-

78,300
-
-

78,300

78,300

IFRS 9
carrying
amount 1

January 2018

-
-
-
-

2,047,827
7,903,221

9,951,048

108,250
89,543

20,776,662
20,974,455

30,925,503

Retained
earnings

effect

-
-
-
-

-
-

-

78,300
-
-

78,300

78,300



2. Principal accountingpolicies (Continued)

(b) Other Standards and amendments that are effective for the first time in2018 and couldbe applicable to
theBank are:

! Annual Improvements to IFRS2014-2016Cycle (Amendments to IFRS1and IAS 28);
! Applying IFRS9 'Financial Instruments' with IFRS4 'InsuranceContracts' (Amendments to IFRS4);
! Classification andMeasurement of Share-basedPayment Transactions (Amendments to IFRS2); and
! IFRIC22 'ForeignCurrencyTransactions andAdvanceConsideration.’

These amendments do not have a significant impact on these financial statements and therefore disclosures
havenot beenmade.

(c) Standards, amendments and Interpretations to existing Standards that are not yet effective and have
notbeenadopted earlyby the Bank

At the date of authorisation of these financial statements, new, but not yet effective, Standards, amendments
to existing Standards, and Interpretations have been published by the IASB. None of these Standards,
amendments or Interpretations havebeenadopted early by theBank.

Management anticipates that all relevant pronouncementswill be adopted for the first period beginning on or
after the effective date of the pronouncement. New Standards, amendments and Interpretations neither
adopted nor listed below have not been disclosed, as they are not expected to have amaterial impact on the
Bank's financial statements.

IFRS16 'Leases’

IFRS 16 will replace IAS 17 'Leases' and three related Interpretations. It completes the IASB's long running
project to overhaul lease accounting. Leaseswill be recorded in the statement of financial position in the form
of a right-of-use asset and a lease liability. There are two important reliefs provided by IFRS 16 for assets of
low value and short-term leasesof less than 12months.

IFRS 16 is effective from periods beginning on or after 1 January 2019. Early adoption is permitted; however,
theBankdecidednot to early adopt.

Management is in the processof assessing the full impact of theStandard. So far, it hasbeen assessed that:

! The Bank is a lessor in most of its leasing arrangements mainly involving the leasing of property. Lessor
accounting remains largely unchanged from IAS 17 and accounting for rentals will continue as currently
done;

! The assets for which the Bank is a leasee and which IFRS 16 requires to be recognised on the statement
of financial position are immaterial. These involve renting of limited space within established business
operations to carry out specified Bank business. As at 31 December 2018 the average annual lease
payments on a leaseby lease basiswasK46,560 including fees formanagement of the facilities

! After applying the practical expedient option which permits an explicit recognition and measurement
exemption for leases of small value or those for which the term endswithin 12months or fewer of the date
of initial application and account for those leases as short-term leases the Bank has assessed that there
are currently no leases for which a right-of-use asset would be required to be recognised on the
statement of financial position.

This will mean that the nature of the expense of the above cost will remain as an operating lease expense
and not charged to depreciation and interest expense as required by IFRS 16 when accounting for
leasee's transactions.

The Bank is planning to adopt IFRS 16 on 1 January 2019 using the Standard modified retrospective
approach. Under this approach, the cumulative effect of initially applying IFRS 16 is recognised as an
adjustment to equity at thedate of initial application.Comparative information is not restated.

Choosing this transition approach results in further policy decisions the Bank needs to make, as there are
several other transitional reliefs that can be applied. These relate to those leases previously held as operating
leases and can be applied on a lease-by-lease basis. The Bank is currently assessing the impact of applying
theseother transitional reliefs.

IFRS 16 has notmade any significant changes to the accounting for lessors, and therefore the Bank does not
expect any changes for leaseswhere they are acting as a lessor.
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2. Principal accountingpolicies (Continued)

(c) Standards, amendments and Interpretations to existing Standards that are not yet effective and have
notbeenadopted earlyby the Bank (Continued)

IFRS16 'Leases' (Continued)

(d) Functional and presentationcurrency

These financial statements are presented in Zambian Kwacha, the currency of the primary economic
environment in which the Bank operates. Zambian Kwacha is both the Bank's functional and presentation
currency. Except where indicated financial information presented in Kwacha has been rounded to the
nearest thousand.

(e) Interest income and expense

Interest income and expense for all interest-bearing financial instruments are recognised in the profit or loss
within 'interest income' and 'interest expense' using the effective interest method. The effective interest
method is amethod of calculating the amortised cost of a financial asset or financial liability and of allocating
the interest incomeor interest expenseover the relevant period.

The effective interest rate is the rate that exactly discounts the estimated future cash payments and receipts
through the expected life of the financial asset or liability (or, where appropriate, a shorter period) to the
carrying amount of the financial asset or liability. When calculating the effective interest rate, the Bank
estimates future cash flows considering all contractual terms of the financial instrument but does not
consider future credit losses.

The calculation of the effective interest rate includes all fees paid or received, transaction costs, and
discounts or premiums that are an integral part of the effective interest rate. Transaction costs are
incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or
liability

Interest incomeandexpensepresented in the statement of comprehensive income include:

! Interest on financial assets and liabilities at amortised cost calculated onan effective interest basis; and

! Interest on financial assets at FVOCI calculatedon aneffective interest basis.

Once a financial asset or a group of similar financial assets has been written down as a result of an
impairment loss, interest income is recognised using the rate of interest used to discount the future cash
flows for thepurpose ofmeasuring the impairment loss.

(f) Fees and commission income

Fees and commissions, including account servicing fees, supervision fees, licensing and registration fees,
are generally recognisedon anaccrual basiswhen the related service has beenperformed.

(g) Dividend income

Dividend income from investments is recognised when the shareholder's right to receive payment has been
established (provided that it is probable that the economic benefits will flow to the Bank and the amount of
revenue canbemeasured reliably).

(h) Rental income

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

(i) Foreigncurrency transactionsandbalances

In preparing the financial statements of the Bank, transactions in foreign currencies are recognised at the
rates of exchange prevailing at the dates of the transactions. At the end of each reporting period, monetary
itemsdenominated in foreign currencies are retranslated at the rates prevailing at that date.
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2) Principal accountingpolicies (Continued)

Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated at the
rates prevailing at the date when the fair value was determined. Non-monetary items that are measured in
termsof historical cost in a foreign currency are not retranslated.

Exchangedifferences are recognised in profit or loss in the period inwhich they arise.

Foreign exchange differences arising on translation are recognised in the profit or loss, except for
differences arising on the translation of equity instruments at FVOCI that are recognised directly in other
comprehensive income.

(j) Financial instruments

Financial assets and financial liabilities are recognised when the Bank becomes a party to the contractual
provisionsof the instrument.

Financial assets

All financial assets are recognised on the trade datewhere the purchase or sale of a financial asset is under a
contract whose terms require delivery of the financial asset within the timeframe established by the market
concerned, and are initiallymeasuredat fair value, plus transaction costs.

(i) Classification
IFRS 9 contains new classification and measurement conditions for financial assets, based on the
business model for managing such assets as well as their cash flow characteristics. It introduces
three principal classification categories for financial assets: measured at amortised cost, fair value
through other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). IFRS 9
eliminates the existing IAS39 categories of held-to-maturity, loans and receivables and available-for-
sale.

On initial recognition, a financial asset is classified as measured at: amortised cost; FVOCI – debt
investment; FVOCI – equity investment; or FVTPL.

Financial assets are not reclassified subsequent to their initial recognition unless the Bank changes
its business model for managing financial assets, in which case all affected financial assets are
reclassifiedon the first dayof the first reportingperiod following the change in thebusinessmodel.

A financial asset is measured at amortised cost if it meets both of the following conditions and is not
designatedas at FVTPL:

! It is held within a business model whose objective is to hold assets to collect contractual cash
flows: and

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

A financial asset is measured at FVOCI only if it meets both of the following conditions and is not
designatedas at FVTPL:

! It is held within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets: and

! Its contractual terms give rise on specified dates to cash flows that are SPPI on the principal
amount outstanding.

On initial recognition of an equity investment that is not held for sale, the Bankmay irrevocably elect
to present subsequent changes in fair value in OCI. This election is made on an investment-by-
investment basis.

All other financial assets not classified at amortised cost or FVOCI as described above aremeasured
at FVTPL. The Bank may if desired irrevocably designate a financial asset that otherwise meets
requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or
significantly reduces the accountingmismatch thatwould otherwise arise.
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2) Principal accountingpolicies (Continued)

(j) Financial instruments (Continued)

Financial assets (Continued)

(i) Classification

Assessmentof applicable businessmodel
The Bank assesses the business model for newly originated or newly purchased financial assets at
portfolio level because this best reflects the way the financial instruments are managed and how
information is provided tomanagement.

The features assessedmay include:
! In case of variable interest instruments, determination of the significance of impact of a rate reset

on cash flows;
! Extent to which contractual terms, such as prepayment callable or extension, could change the

timingor amount of cash flows;
! For asset backed securities to assess underlying assets to determine if they are classified as

SPPI.

(ii) Subsequentmeasurement

Subsequent measurement, gains, and losses applicable from 1 January 2018 in respect of financial
assets are as follows:

Financial assets at FVTPL

These assets are subsequently measured at fair value. Net gains and losses, including any interest
or dividend income, are recognised in profit or loss.

No financial assets were designated at FVTPL during the period. This was due to the fact that no
financial assetswere found to havebeenmanagedwith performance evaluated solely on the basis of
fair value changes, in accordance with the Bank's documented risk management or investment
strategy.

Financial assets at amortised cost

These assets are subsequently measured at amortised cost using the effective interest method. The
amortised cost is reduced by impairment losses. Interest income, foreign exchange gains and
losses and impairment are recognised in profit or loss. Any gain or loss on derecognition is
recognised in profit or loss.

TheBank has classified the following financial assets as financial assets at amortised cost:
! GRZconsolidatedbond;
! OtherGRZ securities;
! Staff savings securities; and
! Loans and receivables, which include budgetary advances to Government, credit to banks and

staff loans.

Debt investmentsat FVOCI

These assets are subsequently measured at fair value. Interest income calculated using the effective
interest method, foreign exchange gains and losses and impairment are recognised in profit or loss.
Other net gains and losses are recognised in OCI. On derecognition, gains and losses accumulated
inOCI are reclassified toprofit or loss.

The Bank has designated its foreign reserves portfolio and domestic securities used in monetary
policy operation at FVOCI.

TheBank has classified its foreign reserves portfolio at FVOCI becausemost investments are held for
their contractual cash flows, however, whenever necessary the Bank could potentially sell its
holdings for re-balancing or liquidity needs. Therefore, the Bank considers that FVOCI gives the
most appropriate reflection of the business model for managing the Bank's foreign reserves
portfolio.
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2) Principal accountingpolicies (Continued)

(j) Financial instruments (Continued)

(ii) Subsequentmeasurement (Continued)

Equity investmentsat FVOCI

These assets are subsequently measured at fair value. Dividends are recognised as income in profit
or loss unless the dividend clearly represents a recovery of part of the cost of the investment. Other
net gains and losses are recognised inOCI andare never reclassified toprofit or loss.

The Bank has irrevocably designated at FVOCI, equity investments in Afrexinbank and Zambia
Electronic Clearing House Limited (ZECHL). The Bank chose this classification alternative because
both investments were made for strategic purposes rather than with a view to profit on subsequent
sale. There are noplans to disposeoff these investments in the short ormedium term.

The fair value of these investments was K138.032 million as at 31 December 2018. No dividend was
recorded during the period in respect of ZECHL. However, K3.156 million was recognised as a
dividend thatwas converted into additional shares in Afreximbank.

(i) Derecognition

The Bank de-recognises financial assets or a portion thereof 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 asset in a transaction in which substantially all the risks and rewards of ownership of the
financial asset are transferred. If the Bank neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred asset, the Bank recognises its
retained interest in the asset and an associated liability for amounts it may have to pay. If the Bank
retains substantially all the risks and rewards of ownership of a transferred financial asset, the Bank
continues to recognise the financial asset and also recognises a collateralised borrowing for the
proceeds received.

The Bank also derecognises a financial liability when its terms aremodified and the cash flows of the
modified liability are substantially different, in which case a new financial liability based on the
modified terms is recognised at fair value.

(ii) Impairment

IFRS 9's impairment requirements use more forward-looking information to recognise expected
credit losses – the 'expected credit loss (ECL)model'. This replaces IAS39's 'incurred lossmodel'.

Instruments within the scope of the new requirements included loans and other debt-type financial
assets measured at amortised cost and FVOCI, trade receivables, contract assets recognised and
measured under IFRS 15 and loan commitments and some financial guarantee contracts (for the
issuer) that are notmeasuredat fair value throughprofit or loss.

Recognition of credit losses is no longer dependent on the Bank first identifying a credit loss event.
Instead the Bank considers a broader range of information when assessing credit risk and
measuring expected credit losses, including past events, current conditions, reasonable and
supportable forecasts that affect the expected collectability of the future cash flows of the
instrument.

In applying this forward-looking approach, a distinction ismadebetween:

! Financial instruments that have not deteriorated significantly in credit quality since initial
recognitionor that have lowcredit risk ('Stage 1'); and

! Financial instruments that have deteriorated significantly in credit quality since initial recognition
andwhose credit risk is not low ('Stage 2').

! Stage 3' would cover financial assets that have objective evidence of impairment at the reporting
date. '12-month expected credit losses' are recognised for the first category while 'lifetime
expected credit losses' are recognised for the second category.
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2) Principal accountingpolicies (Continued)

(j) Financial instruments (Continued)

Financial assets (Continued)

(ii) Impairment (Continued)

Determiningwhether there issignificant increase incredit risk

When determining whether the credit risk of a financial asset has increased significantly since initial
recognition andwhenestimatingECLs, theBank considers reasonable and supportable information
that is relevant and available without undue cost or effort. This includes both quantitative and
qualitative information and analysis, based on the Bank's historical experience and informed credit
assessment and including forward-looking information.

The Bank assumes that the credit risk on a financial asset has increased significantly if it is more than
30days past due.

Definitionofdefault

TheBank considers a financial asset to be in default when:

! The borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by the
Bank to actions such as realising security (if any is held); or

! The financial asset ismore than 90days past due.

The Bank considers a debt security to have low credit risk when its credit risk rating is equivalent to
the globally understood definition of 'investment grade'. The Bank considers this to be Baa3 or
higher per [RatingAgencyX] or BBB-or higher per [RatingAgencyY].

Lifetime ECLs are the ECLs that result from all possible default events over the expected life of a
financial instrument.

12-month ECLs are the portion of ECLs that result from default events that are possible within the 12
months after the reporting date (or a shorter period if the expected life of the instrument is less than
12months).

MeasurementofECL

ECLs are a probability-weighted estimate of credit losses. Credit losses aremeasured as the present
value of all cash shortfalls (i.e. the difference between the cash flows due to the Bank in accordance
with the contract and the cash flows that the Bank expects to receive). ECLs are discounted at the
effective interest rate of the financial asset.

Financial liabilities

(i) Classification

Financial liabilities are classified as either financial liabilities 'at FVTPL' or 'other financial liabilities'.

Financial liabilities at FVTPL

Financial liabilities are classified as at FVTPLwhen the financial liability is either held for trading or it is
designatedas at FVTPL at initial recognition.

A financial liability is classifiedas held for trading if:

! It has beenacquired principally for thepurpose of repurchasing it in the near term; or
! On initial recognition it is part of a portfolio of identified financial instruments that the Bank

manages together andhas a recent actual pattern of short-termprofit-taking; or
! It is a derivative that is not designated andeffective as a hedging instrument.

A financial liability other than a financial liability held for tradingmay be designated as at FVTPL upon
initial recognition if:

! Such designation eliminates or significantly reduces a measurement or recognition
inconsistency thatwouldotherwise arise; or 81
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2) Principal accountingpolicies (Continued)

(j) Financial instruments (Continued)

Financial liabilities (Continued)

(i) Classification (Continued)

! The financial liability formspart of a groupof financial assets or financial liabilities or both, which
ismanaged and its performance is evaluated on a fair value basis, in accordancewith the Bank's
documented risk management or investment strategy, and information about the grouping is
provided internally on that basis; or

! It forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial
Instruments: Recognition and Measurement permits the entire combined contract (asset or
liability) to bedesignated as at FVTPL.

TheBanks hasnot classifiedany financial liabilities asFVTPL.

(ii) Derecognitionof financial liabilities

A financial liability is de-recognised when the Bank's contractual obligations have been discharged,
cancelledor expired.

(k) Other financial liabilities

Other financial liabilities, includingborrowings, are initiallymeasured at fair value, net of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective interest method,
with interest expense recognisedonan effective yield basis.

(l) Determinationof fair value

'Fair value' is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction betweenmarket participants at themeasurement date.

When a quoted price is available, the Bankmeasures the fair value of an instrument using the quoted price in
anactivemarket for that instrument.

If a market for a financial instrument is not active, the Bank establishes fair value using appropriate valuation
techniques. Valuation techniques include using recent arm's length transactions between knowledgeable,
willing parties (if available), reference to the current fair value of other instruments that are substantially the
same, discounted cash flow analyses and option pricing models. The chosen valuation technique makes
maximum use of market inputs, relies as little as possible on estimates specific to the Bank, incorporates all
factors that market participants would consider in setting a price, and is consistent with accepted economic
methodologies for pricing financial instruments. Inputs to valuation techniques reasonably representmarket
expectations andmeasures of the risk-return factors inherent in the financial instrument. The Bank calibrates
valuation techniques and tests them for validity using prices from observable current market transactions in
the same instrument or basedonother available observablemarket data.

(m) Offsetting

The Bank offsets financial assets and liabilities and presents the net amount in the statement of financial
position when and only when, there is a legally enforceable right to offset the recognised amounts and there
is an intention either to settle on a net basis or to realise the asset and settle the liability simultaneously.
Income and expenses are presented on a net basis only when permitted by the accounting standards or for
gains and losses, arising fromagroupof similar transactions suchas theBank's trading activity.

(n) Property, plant and equipment

i) Property

Properties held for use in the production or supply of goods or services, or for administrative purposes,
are stated in the statement of financial position at their revalued amounts, being the fair value at the date
of revaluation, less any subsequent accumulated depreciation and subsequent accumulated
impairment losses. TheBankobtains an independent valuation of properties every five years.82
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2) Principal accountingpolicies (Continued)

(n) Property, plant and equipment (Continued)

i) Property (Continued)

Any revaluation increase arising on the revaluation of such property is recognised in other
comprehensive income, except to the extent that it reverses a revaluation decrease for the same asset
previously recognised in profit or loss, in which case the increase is credited to profit or loss to the extent
of the decrease previously expensed. A decrease in the carrying amount arising on the revaluation of
such buildings is recognised in profit or loss to the extent that it exceeds the balance, if any, held in the
properties revaluation reserve relating to a previous revaluation of that asset.

(ii) Plant and equipment

Items of plant and equipment are stated in the statement of financial position at cost less accumulated
depreciation and accumulated impairment losses.

(iii) Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the item's carrying
amount only when it is probable that future economic benefits associated with the item will flow to the
Bank and the cost of the item can be measured reliably. The costs of day-to-day servicing of property,
plant and equipment are charged to the profit or loss during the financial period in which they are
incurred.

When parts of an item of property or equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant andequipment.

iv) Depreciation

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each
part of an item of property, plant and equipment to write off the depreciable amount of the various assets
over the periodof their expected useful lives.

Depreciation on revalued buildings is recognised in profit or loss. On the subsequent sale or retirement of
a revalued property, the attributable revaluation surplus remaining in the properties revaluation reserve is
transferred directly to retained earnings. A portion of the surplus equal to the difference between
depreciation based on the revalued carrying amount of the asset and depreciation based on the asset's
original cost is transferred as the asset is used by the Bank. The transfers from revaluation surplus to
retainedearnings are notmade throughprofit or loss.

Other assets are stated at cost less accumulateddepreciation and accumulated impairment losses.

Thedepreciation rates for the current andcomparative period are as follows:

The assets' residual values, depreciation methods and useful lives are reviewed, and adjusted if
appropriate, at each reporting date.

83

Buildings
Fixtures and fittings
Plant and machinery
Furniture
Security systems and other equipment
Motor vehicles
Armoured Bullion Vehicles
Armoured Escort Vehicles
Computer equipment - hardware
Office equipment

2018
2%
4%
5%
10%

10-20%
25%
10%
16.7%
25%
33.3%

2017
2%
4%
5%
10%

10-20%
25%
10%
16.7%
25%
33.3%
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2 Principal accountingpolicies (Continued)

(n) Property, plant and equipment (Continued)

(i) De- recognition

An item of property, plant and equipment is derecognised upon disposal or when no future economic
benefits are expected to arise from the continued use of the asset. Any gain or loss arising on the
disposal or retirement of an item of property, plant and equipment is determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognised in profit or loss.

(ii) Capitalwork-in-progress

Capital work-in-progress represents assets in the course of development, which at the reporting date
havenot beenbrought into use.Nodepreciation is chargedoncapital work-in-progress.

(o) Intangible assets - computer software

(i) Intangible assets acquiredseparately

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated
amortisation and accumulated impairment losses. Amortisation is recognised on a straight-line basis
over their estimated useful lives. The estimated useful life and amortisation method are reviewed at the
end of each reporting period, with the effect of any changes in estimate being accounted for on a
prospective basis. Intangible assets with indefinite useful lives that are acquired separately are carried at
cost less accumulated impairment losses.

(ii) Internally-generated intangible assets

An internally generated intangible asset arising fromdevelopment (or from the development phase of an
internal project) is recognised if, andonly if, all of the followinghavebeendemonstrated:

! The technical feasibility of completing the intangible asset so that it will be available for use or sale;
! The intention to complete the intangible asset anduseor sell it;
! Theability to use or sell the intangible asset;
! How the intangible assetwill generate probable future economicbenefits;
! The availability of adequate technical, financial and other resources to complete the development

and to useor sell the intangible asset; and
! The ability to measure reliably the expenditure attributable to the intangible asset during its

development.

The amount initially recognised for internally generated intangible assets is the sum of the expenditure
incurred from the date when the intangible asset first meets the recognition criteria listed above. Where
no internally generated intangible asset can be recognised, development expenditure is recognised in
profit or loss in theperiod inwhich it is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less
accumulated amortisation and accumulated impairment losses, on the same basis as intangible assets
that are acquired separately.

(p) Impairment of non-financial assets

The carrying amounts of theBank's non-financial assets that are subject to depreciation and amortisation are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such
indication exists, then the asset's recoverable amount is estimated. An asset's carrying amount is written
down immediately to its recoverable amount if the asset's carrying amount is greater than its estimated
recoverable amount. The recoverable amount is the higher of the asset's fair value less costs to sell and value
in use. In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

Impairment losses are recognised in profit or loss otherwise in equity if the revalued properties are impaired
to the extent that an equity reserve is available.

Impairment losses recognised in prior periods are assessed at each reporting date for any indications that
the loss has decreased or no longer exists. An impairment loss is reversed if there has been a change in the
estimates used to determine the recoverable amount. An impairment loss is reversed only to the extent that
the asset's carrying amount does not exceed the carrying amount that would have been determined, net of
depreciationor amortisation if no impairment loss hadbeen recognised.
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2 Principal accountingpolicies (Continued)

(q) Employee benefits

(i) Defined contributionplan

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed
contributions into a separate entity and will have no legal or constructive obligation to pay further
amounts. Obligations for contributions to defined contribution pension plans are recognised as an
employee benefit expense in the profit or loss when they are due. Prepaid contributions are recognised
as an asset to the extent that a cash refundor a reduction in future payments is available.

The Bank contributes to the Statutory Pension Scheme in Zambia, namely National Pension Scheme
Authority (NAPSA) where the Bank pays an amount equal to the employees' contributions. Membership,
with the exceptionof expatriate employees is compulsory.

(ii) Defined benefit plan

The Bank provides for retirement benefits (i.e. a defined benefit plan) for all permanent employees in
accordance with established pension scheme rules as well as the provisions of Statutory Instrument No.
119 of the Laws of Zambia. A defined benefit plan is a post-employment benefit plan other than a defined
contributionplan.

The cost of providing the defined benefit plan is determined annually using the Projected Unit Credit
Method, with actuarial valuations being carried out at the end of each reporting period. The discount rate
is required to be determined with reference to the corporate bond yield, however, due to the non-
availability of an active developed market for corporate bonds the discount rate applicable is the yield at
the reporting date on the GRZ bonds that have maturity dates approximating the terms of the Bank's
obligations and that are denominated in the samecurrency inwhich the benefits are expected tobepaid.

The defined benefit obligation recognised by the Bank, in respect of its defined benefit pension plan, is
calculated by estimating the amount of future benefit that employees have earned in return for their
service in the current and prior periods and discounting that benefit to determine its present value, then
deducting the fair value of any plan assets.

When the calculations above result in a benefit to the Bank, the recognised asset is limited to the lower of
any surplus in the fund and the 'asset ceiling' (i.e. the present value of any economic benefits available in
the formof refunds from theplanor reductions in future contributions to the plan).

Actuarial gains and losses arising fromchanges in actuarial assumptions are chargedor credited to other
comprehensive income when they arise. These gains or losses are recognised in full in the year they
occur. Past-service costs are recognised immediately in the profit or loss, unless the changes to the
pension plan are conditional on the employees remaining in service for a specified period (the vesting
period). In this case, thepast-service costs are amortisedon a straight-linebasis over the vestingperiod.

(iii) Terminationbenefits

Termination benefits are recognised as an expense when the Bank is demonstrably committed, without
realistic possibility of withdrawal, to a formal detailed plan to either terminate employment before the
normal retirement date, or to provide termination benefits as a result of an offer made to encourage
voluntary redundancy. Termination benefits for voluntary redundancies are recognised as an expense if
the Bank hasmade an offer of voluntary redundancy, it is probable that the offer will be accepted, and the
number of acceptances canbeestimated reliably.

The Bank has a device referred to as Voluntary Early Separation Scheme (VESS) designed to exit
permanent and pensionable staff who volunteer under the rules and conditions as defined and approved
by the Board of Directors. VESS costs are recognised as an expense in full when the Bank approves a
separation request of amember of staff whomeets eligibility conditions stipulated under theVESS rules.

(iv) Short-termbenefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as
the related service is provided.

A liability is recognised for the amount expected to be paid under short-termcash bonus, gratuity or leave
days if the Bank has a present legal or constructive obligation to pay this amount as a result of past
serviceprovidedby the employeeand theobligation canbe estimated reliably.
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2 Principal accountingpolicies (Continued)

(q) Employee benefits (Continued)

(v) Other staffbenefits

The Bank also operates a staff loans scheme for its employees for the provision of facilities such as
house, car and other personal loans. From time to time, the Bank determines the terms and conditions
for granting of the above loans with reference to the prevailing market interest rates and may determine
different rates for different classesof transactions andmaturities.

In cases where the interest rates on staff loans are below market rates, a fair value calculation is
performed using appropriate market rates. The Bank recognises, a deferred benefit to reflect the staff
loan benefit arising as a result of this mark to market adjustment. This benefit is subsequently amortised
to the profit or loss on a straight-line basis over the remainingperiod tomaturity (seeNote 15).

(r) Cash and cashequivalents

For the purposes of the statement of cash flows, cash and cash equivalents include notes and coins on hand,
unrestricted balances held with other central banks and highly liquid financial assets with original maturities
of less than threemonths, which are subject to insignificant risk of changes in their fair value, and are used by
thebank in themanagement of its short-termcommitments.

Cashand cashequivalents are carried at fair value in the statement of financial position.

(s) Transactionswith the InternationalMonetaryFund ("IMF")

The Bank is the GRZ's authorized agent for all transactions with the IMF and is required to record all
transactions between the IMF and the GRZ in its books as per guidelines from the IMF. The Bank therefore
maintains different accounts of the IMF: the IMF subscriptions, securities account, and IMF No. 1 and No. 2
accounts.

The Bank revalues IMF accounts in its statement of financial position in accordance with the practices of the
IMF's Treasury Department. In general, the revaluation is effected annually. Any increase in value is paid by
the issue of securities as stated abovewhile any decrease in value is affected by the cancellation of securities
already in issue. These securities are lodged with the Bank acting as custodian and are kept in physical form
as certificates at theBankand they formpart of the records of theGRZ.

The IMF Subscriptions account represents the GRZ's subscription to the IMF Quota and is reported as an
asset under the heading IMF Subscription. This Quota is represented by the IMF Securities, IMF No.1 and
No. 2 accounts which appear in the books of the Bank under the heading “Domestic currency liabilities to
IMF”.

The Quota is fixed in Special Drawing Rights and may be increased by the IMF. Any increase in the quota is
subscribed in local currency by way of non-negotiable, non-interest bearing securities issued by GRZ in
favour of the IMF, which are repayable on demand. There is also a possibility that the increase in the quota
may be subscribed in any freely convertible currency, of which the value of the portion payable would be
debited to the account ofGRZmaintainedwith theBank.

(u) Provisions

Provisions are recognised when the Bank has a present legal or constructive obligation as a result of past
events for which it is probable that an out-flow of resources embodying economic benefits will be required to
settle the obligation, and a reliable estimate of the amount of the obligation can be made. The amount
recognised as a provision is the best estimate of the consideration required to settle the present obligation at
the end of the reporting period, taking into account the risks and uncertainties surrounding the obligation.
Where a provision is measured using the cash flows estimated to settle the present obligation, its carrying
amount is thepresent valueof those cash flows.

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

(v) Currency incirculation

Currency issued by the Bank represents a claim on the Bank in favour of the holder. The liability for currency
in circulation is recorded at face value in the financial statements. Currency in circulation represents the face
value of notes and coins issued to commercial banks and Bank of Zambia cashiers. Unissued notes and
coins held by theBank in the vaults donot represent currency in circulation.
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2 Principal accountingpolicies (Continued)

(w) Currencyprintingandmintingexpenses

Notes printing and coins minting expenses which include ordering, printing, minting, freight, insurance and
handling costs are expensed in the period the cost is incurred.

(x) Sale and repurchase agreements

Securities sold subject to repurchase agreements ('repos') are classified in the financial statements as
pledged assets with the counterparty liability included in Term deposits from financial institutions. Securities
purchased under agreements to resell ('reverse repos') are recorded as loans and advances to commercial
banks.

The Bank from time to time withdraws money from the market ('repos') or injects money into the economy
('reverse repos'), through transactions with commercial banks, to serve its monetary objectives or deal with
temporary liquidity shortages in the market. In the event of the Bank providing overnight loans ('reverse
repos') to commercial banks, the banks pledge eligible securities in the form of treasury bills andGRZ bonds
as collateral for this facility.

A 'repo' is an arrangement involving the sale for cash, of securities at a specified price with a commitment to
repurchase the sameor similar securities at a fixedprice either at a specific future date or atmaturity.

3 Critical accounting judgements and key sources of estimation uncertainty

In the application of the Bank's accounting policies, which are described in note 2 -'significant accounting policies', the
Directors are required to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and associated assumptions are based on historical
experience and other factors that are considered relevant and reasonable under the circumstances. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period or in the period of the revision
and future periods if the revision affects both current and future periods.

Summarised below are areas where the directors applied critical accounting judgements and estimates that may have the
most significant effect on the amounts recognised in the financial statements.

3.1 Realised foreignexchange revaluationgains

In establishing, the amounts recognised as realised foreign exchange gains or losses in the profit or loss, the Bank
applies first in first out (FIFO) basis for valuation of foreign exchange stock sold. Management appraises the
appropriateness of valuation techniques used and ensures consistency in such methods from period to period and
across currencies and assets sold. Further information regarding the impact of realised foreign exchange revaluation
gains on theBank's performance is contained in note 7.

3.2 Defined benefitsobligations

Whereas the directors relied on a qualified Actuary to determine the present value of the retirement benefit
obligations the assumptions and judgements used by the Actuary were considered by the directors and deemed
reasonable in the light of the prevailing and anticipated future economic conditions. Seealso note 35.

3.3 Measurementof the expected credit lossallowance

Themeasurement of the expected credit loss allowance for financial assetsmeasured at amortised cost andFVOCI is
an area that requires the use of complex models and significant assumptions about future economic conditions and
credit behavior (e.g. The likelihoodof default and the resulting losses).

A number of significant judgements are also required in applying the accounting requirements for measuring ECL,
suchas:
! Determining criteria for significant increases in credit risk;
! Choosingappropriatemodels and assumptions formeasuringof ECL;
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3 Critical accounting judgementsand keysourcesof estimationuncertainty (Continued)

3.4 Fair Valuemeasurement

Management uses valuation techniques to determine the fair value of financial instruments (where active market
quotes are not available) and non-financial assets. This involves developing estimates and assumptions consistent
with howmarket participants would price the instrument. Management bases its assumptions on observable data as
far as possible but this is not always available. In that case, management uses the best information available.
Estimated fair values may vary from the actual prices that would be achieved in an arm's length transaction at the
reportingdate

3.5 Useful livesofdepreciatable assets

Management reviews its estimate of the useful lives of depreciable assets at each reporting date, based on the
expected utility of the assets. Uncertainties in these estimates relate to technological obsolescence that may change
theutility of certain software and IT equipment.

4 Riskmanagement policies

(a) Overviewand riskmanagement framework

TheBank has exposure to the following risks fromfinancial instruments:

! Credit risk;
! Liquidity risk; and
! Market riskwhich include interest rate risk, currency risk andother price risk.

This note presents information about the Bank's exposure to each of the above risks, the Bank's objectives,
policies and processes for measuring and managing risk, and the Bank's management of capital.

In its ordinary operations, the Bank is exposed to various financial risks, which if not managed may have adverse
effects on the attainment of the Bank's strategic objectives. The identified risks are monitored and managed
according to an existing and elaborate internal control framework. To underscore the importance of risk
management in the Bank, the Board has established a Risk Management Department, whose role is to co-
ordinate the Bank-wide framework for risk management and establish risk standards and strategies for the
management and mitigation of risks.

The Audit Committee and the Risk Management Committee oversees how Directors monitor compliance with the
Bank's risk management policies and procedures and reviews the adequacy of the risk management framework
in relation to the risks faced by the Bank. The Audit Committee is assisted in its oversight role by Internal Audit.
Internal Audit undertakes both regular and ad hoc reviews of risk management controls and procedures, the
results of which are reported to the Audit Committee.

The Board of Directors has ultimate responsibility for ensuring that sound risk management practices are in place
that enable the Bank to efficiently and effectively meet its objectives. The approach of the Board is to ensure the
following conditions are enhanced:

i) Active Board and senior management oversight. Management maintains an interest in the operations and
ensures appropriate intervention is available for identified risks.

ii) Implementation of adequate policies, guidelines and procedures. The existing policies, procedures and
guidelines are reviewedand communicated to relevant users tomaintain their relevance.

iii) Maintain risk identification, measurement, treatment and monitoring as well as control systems. Management
reviews riskmanagement strategies andensures that they remain relevant.

iv) Adequate internal controls. Improved internal control structures and culture emphasizing the highest level of
ethical conduct havebeen implemented to ensure safe and soundpractices.
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4 Riskmanagement policies (Continued)

(a) Overviewand riskmanagement framework (Continued)

v) Correction of deficiencies. TheBank has implemented a transparent systemof reporting controlweaknesses and
followinguponcorrectivemeasures.

Followingbelow is thedescription anddetails of exposure to the risks identified:

Financial instrumentsbycategory
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Financial assets

At 31 December 2018
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets held at FVOCI
Loans and advances
Domestic assets at amortised cost
Equity investments at FVOCI
IMF funds recoverable from the Government of
the Republic of Zambia
IMF Subscriptions

At 31 December 2017
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets held at FVOCI
Loans and advances
Domestic financial assets at amortised cost
Equity investments at FVOCI
IMF funds recoverable from the Government of
the Republic of Zambia
IMF Subscriptions

FVOCI
K'000

4,700
18,756,737

-
89,543

-
-
-

-
-

18,850,980

2,942
20,776,662

-
89,543

-
-
-

-
-

20,869,147

Amorised
cost
K'000

-
-
-
-
-

3,994,086
-

-
-

3,994,086

-
-
-
-
-

2,047,827
-

-
-

2,047,827

Loans and
receivables

K'000

-
-

237
-

7,038,575

-

4,042,313
13,748,378
24,829,503

-
-

397
-

7,903,221

-

3,367,166
12,533,602
23,804,386

Equity
FVOCI
K'000

-
-
-
-
-

138,032

-
-

138,032

-
-
-
-
-

29,950

-
-

29,950

Total

K'000

4,700
18,756,737

237
89,543

7,038,575
3,994,086
138,032

4,042,313
13,748,378
47,812,600

2,942
20,776,662

397
89,543

7,903,221
2,047,827
29,950

3,367,166
12,533,602
46,751,310

Financial liabilities at amortised cost

At 31 December 2018

Deposits from the Government of the Republic of Zambia
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Other liabilities
Domestic currency liabilities to the IMF
Foreign currency liabilities to the IMF
Notes and coins in circulation
SDR allocation

2018
K'000

1,840,715
5,222,163
26,689
76,041

8,297,047
179,839

13,748,378
729,444
7,779,942
37,900,258
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4 Riskmanagement policies (Continued)

(a) Credit risk

Credit risk is the risk of financial loss to the Bank if a counterparty to a financial instrument fails to meet its obligations
and arises principally from theBank's receivables fromstaff, GRZ, commercial banks, foreign exchangedeposits and
investment securities.

The Bank has twomajor committees that deal with credit risk. The Investment Committee deals with risk arising from
foreign currency denominated deposits while the Budget and FinanceCommittee handles risks arising from all other
assets. Thedetails of policy andguidelines arepassedon to relevant heads of departments to implement on aday-to-
daybasis.

The major issues covered in the credit risk assessment include establishing criteria to determine choice of counter
parties to deal with, limiting exposure to a single counter party, reviewing collectability of receivables anddetermining
appropriate credit policies.

The key principle the Bank enforces in the management of credit risk is the minimizing of default probabilities of the
counterparties and the financial loss in case of default. As such, theBank carefully considers the credit and sovereign
risk profiles in its choice of depository banks for deposit placements. Currently, the Bank's choice of depository
banks is restricted to international banks thatmeet the set eligibility criteria of financial soundness on long-term credit
rating, short-term credit rating, composite rating and capital adequacy. The current approved depository banks
holding the Bank's deposits have their performance reviewed periodically, based on performance ratings provided
by international rating agencies. The Bank's counterparties which, comprises mostly central banks continued to
meet theBank'sminimumaccepted credit rating criteria of A- except for theSouth AfricanReserveBank and theBank
ofMauritius (see table below),whichmaintainminimumbalances tomeet operational and strategic objectives.

Counterparty ratings
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Financial liabilities

At 31 December 2017

Deposits from the Government of the Republic of Zambia
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Other liabilities
Domestic currency liabilities to the IMF
Foreign currency liabilities to the IMF
Notes and coins in circulation
SDR allocation

2017
K'000

3,070,560
6,582,976
184,423
167,902
7,417,862
291,457

12,533,602
1,365,718
6,655,654
38,270,154

Counterparty

Federal Reserve Bank
Citi Bank New York
Bank of New York Mellon (BNY)
Deutsche Bundesbank
Bank of England (BOE)
South African Reserve Bank
Bank of Mauritius
World Bank
Bank for International Settlement

Moody's
Aaa
A1
Aa2
Aaa
Aa2
Baa3
Baa1
Aaa
Aaa

S&P
AA+
A+
AA-
AAA
AA
BB
N/A
AAA
AAA

Fitch
AAA
A+
AA
AAA
AA

BB+
N/A
N/A
AAA

BoZ Minimum
Acceptable Rating

A-
A-
A-
A-
A-
A-
A-
A-
A-

Rating agency
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4 Riskmanagement policies (Continued)

(a) Credit risk

Exposure to credit risk

The Bank is exposed to credit risk on all its balances with foreign banks, investments and its loans and advances
portfolios. The credit risk on balances with foreign banks and investments arise from direct exposure on account of
deposit placements, direct issuer exposure with respect to investments including sovereigns, counterparty exposure
arising from repurchase transactions, and settlement exposure on foreign exchange or securities counterparties
because of timezonedifferencesor because securities transactionsare not settledonadelivery versuspayment basis.

The Bank invests its reserves in assets that are deemed to have low credit risk such as balances at other central
banks, or balances at highly rated supranational such as the Bank for International Settlement (BIS) and other
counterpartiesmeeting theminimumaccepted ratings criteria.

Themaximum exposure to credit risk for financial assets is similar to the carrying amounts shown on the statement of
financial position.

(i) GRZbondsand TreasuryBills

Having full visibility of the Government's debt obligations and its assets the Directors are satisfied with
Government's ability to settle outstanding obligations. Therefore, the credit risk of such instruments is
classifiedas low.

(ii) Fixed termdeposits

The directors believe that the credit risk of such instruments is also low as the policy is to rigorously review
counterparties and accept only those thatmeetminimumset benchmarks.BANKOFZAMBIA

Neither past due nor impaired - Institutional credit risk exposure analysis

The table below shows the credit ratings of foreign currency cash and bank accounts. The ratings were obtained
fromMoody's.

(iii) Staff loansand advances

The credit risk on staff housing loans is mitigated by security over property and mortgage protection
insurance. The risk onother staff loans ismitigatedby security in the formof terminal benefits payments.

The Bank holds collateral against certain staff loans and advances to former and serving staff in form of
mortgage interest over property and endorsement of the Bank's interest in motor vehicle documents of title.
Estimates of the fair values of the securities are based on the value of collateral assessed at the time of
borrowing, andgenerally are not updated exceptwhen a loan is individually assessedas impaired.

No formal credit ratings are available for staff loans. All loans to staff are performing loans.
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Financial Asset

Cash balances
Deposits
Securities
Special drawing rights

Total

Aa1
K'000
37,017

-
-
-

37,017

A1
K'000
33,645

-
-
-

33,645

Baa1
K'000
3,643

-
-
-

3,643

Baa2
K'000
718
-
-
-

718

Ratings - 2018
Aaa

K'000
1,278,150
10,221,295
4,324,948
2,857,321

18,761,714

Total
K'000

1,353,172
10,221,295
4,324,948
2,857,321

18,756,737

Financial Asset

Cash balances
Deposits
Securities
Special drawing rights
Total

Aa1
K'000
12,962

-
-
-

12,962

A1
K'000

141,556
-
-
-

141,556

Baa1
K'000
2,985

-
-
-

2,985

Baa2
K'000
249
-
-
-

249

Ratings - 2017
Aaa

K'000
3,258,456
10,665,867
3,601,009
3,093,578
20,618,910

Total
K'000

3,416,208
10,665,867
3,601,009
3,093,578
20,776,662
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4 Riskmanagement policies (Continued)

(a) Credit risk (Continued)

Exposure to credit risk (Continued)

(iii) Staff loansand advances(Continued)

Anestimate of the fair valueof collateral held against financial assets is shown below:

Thepolicy for disposingof theproperties andother assets held as collateral p r o v i d e s f o r s a l e a t
competitivemarket prices to ensure theBank suffers noor minimal loss.

All staff loans are neither past duenor impaired.

The Bank monitors concentration of credit risk by the nature of the financial assets. An analysis of the
concentrationof credit risk at the reportingdate is shownbelow:

(iv) Advances toGovernment, commercial banksandother international institutions

Government has a rating of B stable from S & P and advances to them are considered low risk. Advances
extended to commercial banks were fullycollaterised. As at 31December 2018, all amountswere neither past
duenor impaired.

The Bank's FVOCI investment in treasury bills, held at amortised cost instruments, IMF subscriptions and
other assetswheregovernment is the counterparty are all neither past due nor impaired.

(v) Collateral andother credit enhancements

TheBank employees a range of policies tomitigate credit risk. Themost commonof these are insurance and
accepting collateral for funds advanced.

Lending to commercial banks is secured over some loans extended to staff are secured against residential
property and motor vehicles. Amounts due from government through debt securities or bridging loans are
unsecured.

The Bank's policies regarding collateral have not significantly changed during the period, neither has there
been significant change in theoverall quality of collateral by theBank since the prior period.
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2017
K'000

89,608
1,545
91,153

11,502
50,703
19,896
1,545
5,084
2,423
91,153

Loans and advances (Note 15)

Carrying amount
- Staff loans
- Staff advances

Concentration by nature
- House loans
- Multi-purpose loans
- Motor vehicle loans
- Other advances
- Personal loans
- Other

2018
K'000

96,887
1,350
98,237

12,248
55,699
20,932
1,350
5,167
2,841
98,237

2017
K'000

11,502
46,795
19,896
78,193

Loans and advances (Note 15)

Against neither past due nor impaired
- Property
- Gratuity and leave days
- Motor vehicles

2018
K'000

10,636
30,944
14,253
55,833
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4 Riskmanagement policies (Continued)

(b) Credit risk (Continued)

Exposure to credit risk (Continued)

(vi) Impaired loansand investmentdebt securities

Impaired loans and securities are loans and advances and investment securities (other than those carried at
fair value through profit or loss) for which the Bank determines that it is probable that it will be unable to collect
all or part of principal and interest due according to the contractual terms of the loan / investment security
agreement(s).

As shown in Note 19 amounts due from closed banks of K99.7 million (2017: K105.7 million) were also fully
provided for. No collateral was held against these assets.

(vii) Allowances for impairment

The Bank establishes a specific allowance for impairment losses on assets carried at amortised cost or
classified as FVOCI that represents its estimate of incurred losses in its loan and investment security portfolio.
The only component of this allowance is a specific loss component that relates to individually significant
exposures.

Concentrationof risksof financial assetswithcredit risk exposure

Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets at FVOCI
Loans and advances
Domestic financial assets at amortised cost
Equity investments at FVOCI
IMF funds recoverable from Government of the

Republic of Zambia
IMF subscriptions

Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets at FVOCI
Loans and advances
Domestic financial assets at amortised cost
Equity investments at FVOCI
IMF funds recoverable from Government of the

Republic of Zambia
IMF subscriptions

Financial
Institutions

K'000

18,756,737
237

89,543
28,104

-
138,032

-
13,748,378
32,761,031

Financial
Institutions

K'000
20,776,662

397
89,543
115,830

-
27,950

-
12,533,602

33,543,984

Individuals
K'000

98,238

-
98,238

Individuals
K'000

-
-
-

91,153
-
-

-
-

91,153

Government
K'000

6,912,233
3,994,085

4,042,313
-

14,948,631

Government
K'000

-
-
-

7,696,238
2,047,827

-

3,367,166
-

13,111,231

Others
K'000

-
-

Others
K'000

-
-
-
-
-
-

-
-

-

Total
K'000

18,756,737
237

89,543
7,038,575
3,994,085
138,032

4,042,313
13,748,378
47,812,600

Total
K'000

20,776,662
397

89,543
7,903,221
2,047,827
27,950

3,367,166
12,533,602

46,746,368
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31 December 2018

31 December 2017
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4 Riskmanagement policies (Continued)

(b) Liquidity risk

This is the risk of being unable to meet financial commitments or payments at the correct time, place and in the
required currency. TheBankas a central bankdoes not face ZambianKwacha liquidity risks.

In the context of foreign reserves management, the Bank's investment strategy ensures the portfolio of foreign
reserves is sufficiently liquid to meet external debt financing, GRZ imports and interventions in the foreign exchange
market when need arises. TheBankmaintains a portfolio of highlymarketable foreign currency assets that can easily
be liquidated in the event of unforeseen interruption or unusual demand for cash flows.

The following table provides an analysis of the financial assets held for managing liquidity risk and liabilities of the
Bank into relevantmaturity groupsbasedon the remainingperiod to repayment from31December 2018.

Financial assets and liabilitiesheld formanaging liquidity risk
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31 December 2018

Non-derivative liabilities
Deposits from the GRZ
Deposits from financial institutions
Foreign currency liabilities to other

institutions
Other deposits
Notes and coins in circulation
Other liabilities
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation

Total non-derivative liabilities

Assets held for managing liquidity risk
Domestic cash in hand
Foreign currency cash and bank accounts
Financial assets held at FVOCI
Financial assets held at amortised cost
Loans and advances
IMF funds recoverable from the
Government of the Republic of Zambia
IMF Subscription

Total assets held for managing liquidity risk

Net exposure

On
demand

K'000

1,840,715
5,222,163

26,689
76,041

8,297,047

13,748,377
729,444

-

29,940,476

4,700
16,667,617

-
-

126,342

4,042,313
13,748,378

34,589,350

(4,648,874)

Due
between

3 - 12
months
K'000

-
-

-
-
-

179,839
-
-
-

179,839

-
2,084,490

-
-
-

-
-

2,084,490

(1,929,571)

Due within
3 months

K'000

-
-

-
-
-
-
-
-
-

-

-
4,631
89,543

-
6,912,233

-
-

7,006,407

(7,006,407)

Due
between

1 – 5 years
K'000

-
-

-
-
-
-
-
-
-

-

-
-
-

3,994,085
-

-
-

3,994,085

(3,994,085)

Due
after 5
years
K'000

-
-

-
-
-
-
-
-
-

-

-
-
-
-
-

-
-

-

-

Total
K'000

1,840,715
5,222,163

26,689
76,041

8,297,047
179,839

13,748,377
729,444

-

30,120,315

4,700
18,756,737

89,543
3,994,085
7,038,575

4,042,313
13,748,378

47,674,331

(17,554,016)
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4 Riskmanagement policies (Continued)

(b) Liquidity risk

Assets held formanaging liquidity risk

The Bank holds a diversified portfolio of cash and high-quality highly-liquid balances to support payment obligations
and contingent funding in a stressed market environment. The Bank's assets held for managing liquidity risk
comprise:

! GRZ bonds and other securities that are readily acceptable in repurchase agreements with commercial banks;
and

! Cashand foreign currency balanceswith central banks andother foreign counterparties;

Sources of liquidity are regularly reviewed by the Investment Committee to maintain a wide diversification by
currency, geography, provider, product and term.

(c) Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices and foreign exchange rates
andcredit spreadswill affect theBank's incomeor the valueof its holding of financial instruments.

The Bank sets its strategy and tactics on the level of market risk that is acceptable and how it would be managed
through the Investment Committee. The major thrust of the strategy has been to achieve a sufficiently diversified
portfolio of foreign currency investments to reduce currency risk and induceadequate returns.
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31 December 2017

Non-derivative liabilities
Deposits from the GRZ
Deposits from financial institutions
Foreign currency liabilities to other

institutions
Other deposits
Notes and coins in circulation
Other liabilities
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation

Total non-derivative liabilities

Assets held for managing liquidity risk
Domestic cash in hand
Foreign currency cash and bank accounts
Financial assets at FVOCI
Financial assets at amortised cost
Loans and advances
IMF funds recoverable from the

Government of the Republic of Zambia
IMF Subscription

Total assets held for managing liquidity risk

Net exposure

On
demand

K'000

3,070,560
6,582,976

184,423
167,902
7,417,862

12,533,602
1,365,718

-

31,323,043

2,942
16,897,626

-
-

251,018

3,367,166
12,533,602

33,052,355

(1,729,312)

Due
between

3 - 12
months
K'000

-
-

-
-
-

291,457
-
-
-

291,457

-
874,133

-
-
-

-
-

3,874,133

(3,582,676)

Due
within

3 months
K'000

-
-

-
-
-
-
-
-
-

-

-
4,902
89,543

-
7,652,203

-
-

7,746,648

7,746,648

Due
between

1 – 5 years
K'000

-
-

-
-
-
-
-
-
-

-

-
-
-

2,047,827
-

-
-

2,047,827

2,047,827)

Due
after 5
years
K'000

-
-

-
-
-
-
-
-
-

-

-
-
-
-
-

-
-

-

-

Total
K'000

3,070,560
6,582,976

184,423
167,902
7,417,862
291,457

12,533,602
1,365,718

-

31,614,500

2,942
20,776,662

89,543
2,047,827
7,903,221

3,367,166
12,533,602

46,720,964

(15,106,464)
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4 Riskmanagement policies (Continued)

(d) Exposure to currency risk

Currency risk is the risk of adverse movements in exchange rates that will result in a decrease in the value of foreign
exchangeassets or an increase in the value of foreign currency liabilities.

The Bank's liabilities are predominately held in Kwacha, while the foreign currency assets have been increasing,
resulting in large exposure to foreign exchange risk. This position coupled with substantial exchange rate
fluctuations is primarily responsible for the Bank recording large realised and unrealised exchange gains/ (losses)
over the years. The Bank is exposed to foreign exchange risk arising from various currency exposures primarily with
respect to the US Dollar, British Pound and Euro. The Investment Committee is responsible for making investment
decisions that ensuremaximumutilisationof foreign reserves atminimal risk.

The Bank as a central bank by nature holds a net asset position in its foreign currency balances. The Directors have
mandated the Investment Committee to employ appropriate strategies and methods to minimise the eminent
currency risk. Notable among useful tools used by the Investment Committee is the currencymix benchmark, which
ensures that the foreign currency assets that are held correspond to currencies that are frequently used for
settlement of GRZ and other foreign denominated obligations. All benchmarks set by the Committee are reviewed
regularly to ensure that they remain relevant.

TheBank takes on exposure to effects of fluctuations in the prevailing foreign currency exchange rates on its financial
position and cash flows and the net exposure expressed in Kwacha as at 31 December 2018 was as shown in the
table below:
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At 31 December 2018
Foreign currency assets
Foreign currency cash and bank accounts
IMF Subscriptions

Total foreign currency assets

Foreign currency liabilities

Foreign currency liabilities to other
institutions

Foreign currency liabilities to IMF
SDR allocation

Total foreign currency liabilities

Net exposure

At 31 December 2017

Foreign currency assets
Foreign currency cash and bank accounts
IMF Subscriptions

Total foreign currency assets

Foreign currency liabilities

Foreign currency liabilities to other
institutions

Foreign currency liabilities to IMF
SDR allocation

Total foreign currency liabilities

Net exposure

USD
K'000

13,207,652
-

13,207,652

23,272
-
-

23,272

13,184,380

USD
K'000

15,256,136
-

15,256,136

145,526
-
-

145,526

15,110,610

EUR
K'000
313
-

313

1,390
-
-

1,390

(1,077)

EUR
K'000

1,586
-

1,586

-
-
-

-

1,586

GBP
K'000

877,400
-

877,400

2,026
-
-

2,026

875,374

GBP
K'000

792,293
-

792,293

38,897
-
-

38,897

753,396

SDR
K'000

2,857,322
13,748,378

16,605,700

-
729,444
7,779,942

8,509,386

8,096,314

SDR
K'000

3,093,578
12,533,602

15,627,180

-
1,365,718
6,655,654

8,021,372

7,605,808

Other
K'000

1,814,049
-

1,814,049

-
-
-

-

1,814,049

Other
K'000

1,633,069
-

1,633,069

-
-
-

-

1,633,069

Total
Kwacha

18,756,736
13,748,378

32,505,114

26,689
729,444
7,779,942

8,536,075

23,969,039

Total
Kwacha

20,776,662
12,533,602

33,310,264

184,423
1,365,718
6,655,654

8,205,795

25,104,469
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4 Riskmanagement policies (Continued)

(d) Exposure to currency risk (Continued)

The following are exchange rates for the significant currencies applied as at the endof the reporting period:

Foreigncurrencysensitivity

The following table illustrates the impact of a 12% (2017: 12%) strengthening of the Kwacha against the relevant
foreign currencies. 12% is based on long-term observable trends, presented to key management personnel, in the
value of Kwacha to major foreign currencies. The sensitivity analysis includes only foreign currency denominated
monetary items outstanding at reporting date and adjusts their translation for a 12%change in foreign currency rates.
This analysis assumesall other variables; in particular interest rates remain constant.

Effect in thousands of Kwacha

A 12 % weakening of the Kwacha against the above currencies at 31 December would have had an equal but
opposite effect to the amounts shown above.

(e) Exposure to interest rate risk

Interest rate risk is the risk that the fair value of a financial instrument or the future cash flows will fluctuate due to
changes inmarket interest rates.

TheBank takes on exposure to the effects of fluctuations in the prevailing levels ofmarket interest rates on its financial
position and cash flows. Interest marginsmay increase as a result of such changes but may reduce or create losses
in the event that unexpectedmovements arise. The Board of Directors approves levels of borrowing and lending that
are appropriate for theBank tomeet its objective ofmaintainingprice stability at reasonable cost.

Foreign currency balances are subject to floating interest rates. Interest rate changes threaten levels of income and
expected cash flows. The Bank holds a net asset position of foreign exchange reserves and interest income far
outweighs interest chargesondomestic borrowing and staff savings.

Substantial liabilities including currency in circulation and balances for commercial banks andGRZministries attract
no interest.
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2017
K'000

14.19
13.42
11.92
9.99

SDR 1
GBP 1
EUR 1
USD 1

2018
K'000

16.58
15.14
13.66
11.92

Spot rate

Profit or (loss)
K'000

(971,558)
(1,581,655)

(129)
(105,045)

(912,697)
(1,813,273)

(190)
(90,408)

31 December 2018

SDR
USD
EUR
GBP

31 December 2017

SDR
USD
EUR
GBP

Equity
K'000

(971,558)
(1,582,126)

(129)
(105,045)

(912,697)
(1,813,273)

(190)
(90,408)
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4 Riskmanagement policies (Continued)

(e) Exposure to interest rate risk (Continued)

Foreign currency deposits are the major source of interest rate risk for the Bank. The Directors have established
information systems that assist in monitoring changes in the interest variables and other related information to
ensure the Bank is in a better position to respond or take proactive action tomeet challenges or opportunities as they
arise. The Directors have also set performance benchmarks for income arising from balances with foreign banks,
that are evaluated monthly through the Budget and Finance Committee, Investment Committee and the Executive
Committee. TheBoard reviews theperformance against budget onaquarterly basis.

Whilst adhering to the key objectives of capital preservation and liquidity, theBank continued to posture itself towards
implementing return enhancing strategies which has seen a careful management of the distribution of reserves in
terms of liquidity, invested and working capital tranches to obtain optimum balance that enhances returns while
assuring security.

The table below shows the extent to which the Bank's interest rate exposures on assets and liabilities are matched.
Items are allocated to time bands by reference to the earlier of the next contractual interest rate repricing date or
maturity date. This effectively showswhen the interest rate earnedor chargedon assets and liabilities are expected to
change. The table can therefore be used as the basis for an assessment of the sensitivity of the Bank's net income to
interest rate movements. Due to the short-term nature of most of the financial assets the Bank retains flexibility in
shifting investment horizons resulting in reduced impact on interest rate changeson theBank financial performance.
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At 31 December 2018

Assets
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Loans and advances
Domestic financial assets at FVOCI
Domestic financial assets at amortised cost
Equity investments at FVOCI
Other assets
IMF funds receivable from Government
IMF Subscriptions

Total financial assets

Liabilities
Deposits from the GRZ
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Notes and coins in circulation
Other liabilities
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation

Total financial liabilities

Net exposure at 31 December 2018

Less than 3
months
K'000

-
18,752,107

-
-
-
-
-

-
-

18,752,107

-
-
-

76,041
-
-
-
-
-

76,041

18,828,148

Over
1 year
K'000

-
-
-

6,940,337
89,543

3,994,085
134,482

-
-

11,158,447

-
-
-
-
-
-
-
-
-

-

11,065,904

Between 3
months and

one year
K'000

-
-
-

96,887
-
-
-
-
-

96,887

-
-
-
-
-
-
-
-
-

-

96,887

Non-interest
bearing
K'000

4,700
4,631
237
1,350

-
-

3,550
62,903

4,042,313
13,748,377

17,868,061

1,840,715
5,222,163
26,689

-
8,297,047
179,839

13,748,378
729,444

-

30,044,275

(12,176,214)

Total
K'000

4,700
18,756,737

237
7,038,575
89,543

3,994,085
138,032
62,903

4,042,313
13,748,377

47,875,502

1,840,715
5,222,163
26,689
76,041

8,297,047
179,839

13,742,378
729,444

-

30,120,316

17,753,186
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4 Riskmanagement policies (Continued)

(e) Exposure to interest rate risk (Continued)

(f) Fair values

The table below sets out fair values of financial assets and liabilities, together with their carrying amounts as shown in
the statement of financial position. The Directors believe that the carrying amounts of the Bank's financial assets and
liabilities provide a reasonable estimate of fair value due to their nature. The financial assets are subject to regular
valuationswhile the liabilities are short term in nature, often repayable ondemand.
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At 31 December 2017

Assets
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Loans and advances
Domestic financial assets at FVOCI
Domestic financial assets at amortised cost
Equity investments at FVOCI
IMF funds receivable from Government
IMF Subscriptions

Total financial assets

Liabilities
Deposits from the GRZ
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Notes and coins in circulation
Other liabilities
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation

Total financial liabilities

Net exposure at 31 December 2017

Less than 3
months
K'000

-
20,771,760

-
-
-
-
-
-
-

20,771,760

-
-
-

167,902
-
-
-
-
-

167,902

20,603,858

Over 1 year
K'000

-
-
-

7,812,068
89,543

2,047,827
26,400

-
-

9,975,838

-
-
-
-
-
-
-
-
-

-

9,975,838

Between 3
months and

one year
K'000

-
-
-

89,608
-
-
-
-
-

89,608

-
-
-
-
-
-
-
-
-

-

89,608

Non-interest
bearing
K'000

2,942
4,902
397
1,545

-
-

3,550
3,367,166
12,533,602

15,914,104

3,070,560
6,582,976
184,423

-
7,417,862
291,457

12,533,602
1,365,718

-

31,446,598

(15,532,494)

Total
K'000

2,942
20,776,662

397
7,903,221
89,543

2,047,827
29,950

3,367,166
12,533,602

46,751,310

3,070,560
6,582,976
184,423
167,902
7,417,862
291,457

12,533,602
1,365,718

-

31,614,500

15,136,810
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4 Riskmanagement policies (Continued)

(f) Fair values (Continued)

Fair value hierarchy

IFRS13 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are
observable or unobservable. Observable inputs reflect market data obtained from independent sources;
unobservable inputs reflect the bank market assumptions. These two types of inputs have created the following fair
value hierarchy:

Level 1 –Quotedprices (unadjusted) in activemarkets for identical assets or liabilities. This level includes listed equity
securities and debt instruments on exchanges (for example, Lusaka Stock Exchange) and exchanges traded
derivatives like futures (for example,NASDAQ,S&P500).

Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived from prices). This level includes the swaps and forwards. The
sourcesof input parameters like LIBORyield curve or counterparty credit risk areBloomberg andReuters.

Level 3 – inputs for the asset or liability that are not based onobservablemarket data (unobservable inputs). This level
includes equity investments anddebt instrumentswith significant unobservable components.

This hierarchy requires the use of observable market data when available. The Bank considers relevant and
observablemarket prices in its valuationswherepossible.
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Assets
Domestic cash in hand
Foreign currency cash and bank accounts
Items in course of settlement
Domestic financial assets at FVOCI
Loans and advances
Domestic financial assets at amortised cost
Equity investments at FVOCI
IMF funds receivable from GRZ
IMF Subscriptions

Total financial assets

Liabilities
Deposits from the GRZ
Deposits from financial institutions
Foreign currency liabilities to other institutions
Other deposits
Notes and coins in circulation
Other liabilities
Domestic currency liabilities to IMF
Foreign currency liabilities to IMF
SDR allocation

Total financial liabilities

Carrying
amount

2018
K'000

4,700
18,756,737

237
89,543

7,038,575
3,994,085
138,032
4,042,313
13,748,378

47,812,600

1,840,715
5,222,163
26,689
76,041

8,297,047
179,839

13,748,378
729,444
7,779,942

37,900,258

Carrying
Amount

2017
K'000

2,942
20,776,662

397
89,543

7,903,221
2,047,827
29,950

3,367,166
12,533,602

46,751,310

3,070,560
6,582,976
184,423
167,902
7,417,862
291,457

12,533,602
1,365,718
6,655,654

38,270,154

Fair
value
2018
K'000

4,700
18,756,737

237
89,543

7,038,575
3,994,085
138,032
4,042,313
13,748,378

47,812,600

1,840,715
5,222,163
26,689
76,041

8,297,047
179,839

13,748,378
729,444
7,779,942

37,900,258

Fair
value
2017
K'000

2942
20,776,662

397
89,543

7,903,221
2,047,827
29,950

3,367,166
12,533,602

46,751,310

3,070,560
6,582,976
184,423
167,902
7,417,862
291,457

12,533,602
1,365,718
6,655,654

38,270,154
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4 Riskmanagement policies (Continued)

(f) Fair values (Continued)

At 31December 2018, theBankdid not have financial liabilitiesmeasured at fair value (2017: nil).

(g) Managementof capital

The Bank's authorised capital is set and maintained in accordance with the provisions of the Bank of Zambia Act 43,
1996. The Act provides a framework, which enables sufficient safeguards to preserve the capital of the Bank from
impairment (Sections 6, 7 and 8 of the Bank of Zambia Act 43, 1996). The Government of the Republic of Zambia is
the sole subscriber to the paid up capital of the Bank and its holding is not transferable in whole or in part nor is it
subject to any encumbrance.

The scope of the Bank's capital management framework covers the Bank's total equity reported in its financial
statements. The major drivers of the total equity are the reported financial results and profit distribution policies
describedbelow.

The Bank's primary capital management objective is to have sufficient capital to carry out its statutory responsibilities
effectively. Therefore, inmanaging the Bank's capital the Board's policy is to implement a sound financial strategy that
ensures financial independence and maintains adequate capital to sustain the long-term objectives of the Bank and
tomeet its operational andcapital budgetwithout recourse to external funding.

Distributable profits as described in the provisions of Sections 7 and 8 of theBank of ZambiaAct 43, 1996 are inclusive
of unrealised gains. The Board is of the opinion that the distribution of unrealised gains would compromise the Bank's
capital adequacy especially that such gains are not backed by cash but aremerely book gains thatmay reversewithin
no time. The Bank has made proposals under the proposed amendments to the Bank of Zambia Act to restrict
distributable profits to those that are realised.

Therewere nochanges recorded in theBank's strategy for capitalmanagement during the year.

TheBank's capital position as at 31Decemberwas as follows:

The capital structure of the Bank does not include debt. As detailed above the Bank's equity comprises issued capital,
general reserves, property revaluation reserve and the retained earnings. The Bank's management committee
periodically reviews the capital structure of theBank to ensure theBankmaintains its ability tomeet its objectives.
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31 December 2018

Financial assets at FVOCI
Equity investment at FVOCI

31 December 2017

Financial assets at FVOCI
Equity investment at FVOCI

Level 1

-
-
-

Level 1

-
-
-

Level 3

-
-
-

Level 3

-
29,950
29,950

Level 2

89,543
138,032
227,575

Level 2

89,543
-

89,543

Total

89,543
138,032
227,575

Total

89,543
29,950
119,493

2017
K'000

500,020
5,586,142
1,798,905
230,507
8,115,574

Notes

37
38
38
38

Capital
Retained earnings
General reserve fund
Property revaluation reserve
Total

2018
K'000

500,020
7,887,320
1,929,377
354,584

10,541,452
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5 Interest income

There was a decline in the interest on loans and receivables due to the change in interest application on the Kwacha Bridge
Loan to the Government from an average rate of 24.9 % at the time when the advance was obtained to a floating rate of
previousmonth's inflationplus 2%.

The reduction in the interest arising on open market operations was on account of lower open market operations activity
during the period.

No interest is paid ondeposits fromfinancial institutions, theGRZand foreign currency liabilities to other institutions.

6 Fee and commission income

7. Other gainsand losses

The rise in net unrealised gains/(losses) recorded during 2018, was account of the depreciation of the Kwacha against major
foreign currencies during the year. The Kwacha depreciated by about 20% from K9.91 per US dollars as at 31st December
2017 to close at K11.92 on 31st December 2018. The increase in other income is because of reversal of provisions against
legal cases followingdisposal of court proceedings.
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2017
K'000

1,283,752
267,695
201,716

1,753,163

2017
K000

112,572
4,027

116,599

2017
K000
96,694
93,192
9,505
2,665
1,172

203,228

3,828

2017
K'000

494,970
20,291
2,563
1,707
1,051

(326,820)

193,762

Interest on loans and receivables
Interest Government securities
Interest on foreign currency investments and deposits

Total interest income

Interest expense

Interest arising on open market operations
Interest arising on staff savings

Total interest expense

Fees and commission income on transactions with the GRZ
Supervision fees
Licences and registration fees
Penalties
Other

Fees and commission income

Fee and commission expense

Arising on foreign exchange transactions

Net realised foreign exchange gains
Other income
Dividend on equity investments at FVOCI
Rental income
Gain on disposal of property, plant and equipment
Net unrealised foreign exchange gains/(losses)

2018
K'000

443,620
337,952
285,469

1,067,041

2018
K'000
29,503
4,842

34,345

2018
K'000
84,323
102,414
1,140
4,250
11,468

203,595

5,089

2018
K'000

626,088
796,566

1
2,360
115

1,298,749

2,723,879
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8. Impairment of financial assets

9 Employee benefits

10 Operatingexpenses

11 Income tax

TheBank is exempt from income tax under section 56of theBankof ZambiaAct, No. 43of 1996.

12 Foreigncurrencycashandbank accounts

103

At 1 January 2017
Impairment loss for the year
- Reversal during the year

Balance at 31 December 2017

At 1 January 2018
Changes on initial application of IFRS 9
Restated balance at 1 January 2018
Impairment loss for the year
- Reversal during the year

Balance at 31 December 2018

Amounts due
from closed

banks
(Note 19)

K'000
124,158

(18,441)

105,717

105,717
-

105,717

(6,048)

99,669

Loans and
advances
(Note 15)

K'000
23,525

(23,525)

-

-
-
-

-

-

Other assets
(Note 18)

K'000
910

-

910

910
1,028
1,938

(214)

1,724

Total
K'000

148,593

(41,966)

106,627

106,627
1,028

107,655

(6,262)

101,393

2017
K'000

205,818
183,077
16,782
5,589
(2,559)

408,707

Wages and salaries
Other employee costs
Employer's pension contributions
Employer's NAPSA contributions
Staff loan benefit (Note 15)

2018
K'000

224,121
213,206
6,942
15,627
(3,166)

456,730

2017
K'000

10,664,778
3,871,147
3,142,257
3,093,578

4,902

20,776,662

Deposits with non-resident banks
Current account balances with non-resident banks
Clearing correspondent accounts with other central banks
Special Drawing Rights (“SDRs”)
Foreign currency cash with banking office

2018
K'000

10,031,557
2,080,846
3,782,382
2,857,321

4,631

18,756,737

312,512
21,927
21,370

2

355,811

Administrative expenses
Expenses for bank note production
Repairs and maintenance
Sundry banking office expenses

130,558
90,840
19,658

17

241,073
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13 Items incourse of settlement

Items in the course of settlement represent claims on credit institutions in respect of cheques lodged with the Bank by its
customers on the last business day of the year and presented to the Bank on or after the first business day following the
financial year-end.

14. Domestic financial assets at Fair Value throughotherComprehensive Income (FVOCI)

Balances represent actual holdings of TreasuryBills acquiredby theBank through rediscounts by commercial banks.

15 Loansand advances

Loans and advances to staff were made at concessionary rates. Credit quality is enhanced by insurance and collateral
demanded.Collateral will generally be in the formof property or retirement benefits.

Where staff loans are issued to members of staff at concessionary rates, fair value is calculated based on market rates. This
will result in the long-termstaff loansbenefit as shownabove.

Themaximumprevailing interest rates on staff loanswere as follows

a) Recapitalisationbond
The capitalisation bond of K221.2 million at 31st December 2017 represented a series of equity bonds authorised by the
GRZ for thepurpose of financing theoutstanding calledup capital of theBank. Details are as illustratedbelow:
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2017
K'000
79,434
10,174

89,608
7,474,994
221,244
115,830
1,545

7,903,221

Staff loans
Staff loans benefit at market value

Total staff loans
Budgetary advances to the Government
Capitalisation bond
Credit to banks
Staff advances

Total loans and advances

2018
K'000
87,844
9,044

96,888
6,912,233

-
28,104
1,350

7,038,575

2017
K'000
12,733
(5,118)
7,615
2,559
10,174

a) Staff loans
Movement in staff loans benefit

Balance at 1 January
Current year fair value adjustment of new loans

Amortised to statement of comprehensive income (Note 9)
Balance at 31 December

2018
K'000
10,174
(4,296)
5,878
3,166
9,044

2017
K'000

10%
10%
12.5%

House loans
Personal loans
Multi-purpose loans

2018
K'000

10%
10%
12.5%

BANKOFZAMBIA

NOTESTOTHEFINANCIALSTATEMENTS
FORTHEYEARENDED31DECEMBER2018



15 Loansand advances (Continued)

b) Recapitalisationbond (Continued)

As a way of financing the outstanding called up capital of K490.0 million in Bank of Zambia, GRZ agreed to issue a
series of bonds in accordancewith termsand conditions as statedbelow:

The series of bonds were designated as “GRZ Equity injection bonds, Series 2013A”, and were authorised by the
Public Finance Act in the aggregate sum of K490.0 million for the purpose of financing the outstanding called up
authorised capital of theBankand for paying costs related to the issuanceof theSeries 2013Abonds.

In January 2015, the 2013A bonds dates of delivery were revised by the issuer as per table below with a resulting
impact of a fair value adjustment of K50.9million.

The first instalment was paid on 16 January 2015 while the second was settled on 31 January 2017. The remaining two were
settledduring the year bywayof application of part of the dividendpaid togovernment.

The termsof the bondswere:

(a) The2013Abonds shall not bear any interest.

(b) The2013Abonds shall be non-transferable

(c) The2013Abonds shall be issuable in suchdenominations as theBankdeems appropriate.

(d) The principal amount on the 2013A bonds shall be payable through the accounts established at the Bank for the
purposesof thebond indenture.

16 Domestic financial assets at amortisedcost

17 TheGRZconsolidated securities
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2017
K'000

260,000
(52,953)
207,047
14,197
221,244

Total Capitalisation bond
Amortised cost adjustment

Unwinding of fair value adjustment
Capitalisation bond after adjustments

2018
K'000

-
-
-
-
-

Order 2013A serial bonds
2015
2016
2017
2018

Principal amount due
100,000
130,000
130,000
130,000

Old maturity date
30 June 2014
30 June 2015
30 June 2016
30 June 2017

New maturity date
16 January 2015
31 January 2017
30 June 2018
30 June 2019

2017
K'000

1,791,618
215,527
40,682

2,047,827

GRZ consolidated securities (Note 17)
Other GRZ securities
Staff savings treasury bills

2018
K'000

1,762,954
2,194,392
36,739

3,994,085

2017
K'000

1,154,597
637,021

1,791,618

6% GRZ consolidated bond
364 days Treasury Bills

2018
K'000

1,120,968
641,987

1,762,955
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17 TheGRZconsolidated securities (Continued)

Effective 1 December 2007 a portion of the consolidated bond was converted to Treasury Bills, thereby creating a portfolio of
marketable securities, for the purpose of enhancing the range of instruments available for implementingmonetary policy and
to support theBank's strategic objective ofmaintaining price stability.

The consolidated bondwas issued on 27 February 2003 following an agreement signedwith GRZ to consolidate all the debts
owed by GRZ to the Bank. In consideration of such consolidation of debt, GRZ undertook and agreed to issue, effective 1
January 2003, in favour of the Bank a 10-year long-term bond with a face value of K1,646.74million and a coupon rate of 6%.
This reduced toK1,120.97million after the 2007 conversion.

Both themarketable securities and the reduced portion of the 10 year consolidated bond were rolled over on 2 January 2013
for an additional period of 10 years. In accordancewith the conversion agreement between theGRZ andBank of Zambia, the
marketable securities were to be rolled over uponmaturity at yield rates prevailing in themarket on the dates of rollover, while
theK1,120.97millionwould be rolled over for another 10 years at a coupon rate of 6%.

The bond is carried at amortised cost at an original effective interest rate of 6.04%. The bond is reviewed on an annual basis
for any impairment.

The Treasury Bills are measured at amortised cost at an effective interest rate of 12.58%. The Treasury Bills are renewable in
the short term and the rolled over values will reflect fair values. However, where objective evidence of impairment exists, a
measurement of the impairment losswill bedetermined and recorded in profit or loss.

18. Other assets

Office stationery and other consumables represent bulk purchases and are held for consumption over more than one
financial year.

20 Equity investmentsat FVOCI

The Bank designates equity investments at FVOCI when those investments are held for purposes other than to generate
investment returns. When this election is used, fair value gains and losses are recognised in OCI and are not subsequently
reclassified to profit or loss, including on disposal. Impairment losses (and reversal of impairment losses) are not reported
separately from other changes in fair value. Dividends, when representing a return on such investments, continue to be
recognised in profit or loss as other income when the Bank's right to receive payment is established. Dividends that are
converted to shares are recorded inOCI.
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2017
K'000
10,269
6,034
2,490
18,793
(910)
17,883

Prepayments
Sundry receivables
Stationery and office consumables

Specific allowances for impairment (Note 8)

2018
K'000
55,062
5,902
3,664
64,628
(1,724)
62,904

2017
K'000

105,717
(105,717)

-

Advances
Specific allowances for impairment (Note 8)

2018
K'000
99,669
(99,669)

-

3,550
26,400

29,950

Zambia Electronic Clearing House Limited
African Export Import Bank

3,550
134,482

138,032
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20 Equity investmentsat FVOCI (Continued)

Zambia ElectronicClearingHouse Limited

The investment in Zambia Electronic Clearing House Limited (“ZECHL”) represents the Bank's contribution of K3.550 million,
for the establishment of the National Switch to enhance ZECHL functionality, more specifically to support electronic point of
sale transactions to help minimise cash based transactions and their attendant costs and risks. The principal activity of
ZECHL is the electronic clearing of cheques and direct debits and credits in Zambia for its member banks, including the Bank
of Zambia. The ZECHL is fundedby contributions frommember banks. ZECHL is considered an equity investment at FVOCI.
As there is no reliablemeasure of the fair value of this investment, it is carried at cost, and regularly reviewed for impairment at
each reporting date. ZECHL has a unique feature of being set up as a non-profit making concern whosemembers contribute
monthly to its operating expenses andother additional requirements. Other contributionsmadeby theBankduring the year of
K0.111million (2017: K0.032million) are included in administrative expenses.

AfricaExport ImportBank

The Bank of Zambia holds an investment in the equity of Africa Export Import Bank. (“AEIB”). AEIB is a grouping of regional
central banks and financial institutions designed to facilitate intra and extra African trade. AEIB is a financial instrument
classifiedas anequity investment at FVOCI.

The investment in AEIB includes dividend equivalent to K3.156million received in 2018, which was converted into equity. This
was in linewith AEIB's call for equity increase to strengthen its capital and enable improvedpursuanceof itsmandate.

21 IMF funds recoverable fromtheGovernmentof theRepublic of Zambia

This represents fundsdrawnby theGovernment of theRepublic of Zambia against the IMFPRGF facility (Note 34).

Loans under the PRGF carry an interest rate of 0.5 percent, with repayments semi-annually, beginning five-and-a-half years
anda finalmaturity of 10 years after disbursement.

The Extended Credit Facility (ECF) succeeded the PRGF effective 7th January 2010 as the Fund's main tool for providing
support to Low Income Countries (LICs). Financing under the ECF carries a zero interest rate through 2013, with a grace
periodof 5½years, anda finalmaturity of 10 years.

22 IMFsubscriptions

The IMF subscription represents membership quota amounting to SDR 489,100,000 (2017: SDR 489,100,000) assigned to
the GRZ by the IMF and forms the basis for the GRZ's financial and organisational relationship with the IMF. The financial
liability relating to the IMF subscription is reflected under Note 34. The realisation of the asset will result in simultaneous
settlement of the liability. The IMFQuota subscription and the related liability have the samevalue.

Themovement on IMF subscription is on account of currency valuation adjustments between 2018 and2017. The valuation is
conductedonce every 30April of the year by the IMFandadvised tomember countries to effect the necessary adjustments.
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2017
K'000

3,346,413
20,753

3,367,166

Poverty Reduction and Growth Facility (PRGF)*
Accrued charges - SDR Allocation

2018
K'000

3,952,950
89,363

4,042,313
* Formerly Enhanced Structural Adjustment Facility (ESAF) obligation.
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23. Property, plant and equipment

(a) The fair value measurement of the leasehold buildings as at 31 December 2018 were performed by Messrs R.M.
Fumbeshi & Co Limited, independent valuers. Messrs R.M. Fumbeshi & Co Limited are members of the Royal
Institute of Chartered Surveyors, and they have appropriate qualifications and recent experience in the fair value
measurement of properties in the relevant locations.

The fair value of business buildings was determined using the depreciated replacement cost approach that reflects
the cost to a market participant to construct assets of comparable utility and age, adjusted for obsolescence. Other
buildings' fair values were based on the market comparable approach that reflects recent transaction prices for
similar properties. The valuation techniques are consistent with those applied in the past. The carrying amount of the
revaluedproperties if carried under costmodelwould beZMW17.1million (2017: ZMW14.7million)

(b) Capital work-in-progress represents the expenditure to date onoffice refurbishment and software upgradeprojects.
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Cost or valuation

At 1 January 2017
Additions
Transfers
Disposals
31 December 2017
Additions
Transfers
Revaluation
Disposals
31 December 2018

Accumulated depreciation
At 1 January 2017
Charge for the year
Disposals
At 31 December 2017
Charge for the year
Transfer to Reserves
Disposals
At 31 December 2018

Carrying amounts

At 31 December 2018

At 31 December 2017

Leasehold
buildings

K'000

272,058
-

11,567
(319)

283,306
-

2,842
102,148

-
388,294

16,603
5,519

-
22,122
5,668

(27,701)
-
90

388,205

261,184

Motor
vehicles,
bullion
truck

and escort
vehicles

K'000

42,187
6,534
2,370
(3,336)
47,755

-
-
-

(97)
47,658

27,629
4,787
(2,825)
29,591
5,582

-
(97)

35,179

12,479

18,164

Furniture,
Fittings,

computers,
plant,

machinery
and

equipment
K'000

215,537
11,518
5,049
(4,922)
227,182
7,592
7,578

-
(3,952)
238,398

99,305
19,810
(4,756)
114,359
19,345

-
(3,944)
129,654

108,744

112,823

Capital
work-in

progress
K'000

58,630
20,312
(19,879)

-
59,063
52,801
(11,094)

-
-

99,961

-

-
-
-
-
-
-

99,961

59,063

Total
K'000

588,412
38,364
(893)
(8,577)
617,306
60,393
(674)

102,148
(4,049)
775,123

143,537
30,116
(7,581)
166,073
30,595
(27,701)
(4,041)
164,922

610,199

451,234
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24 Intangible assets

25 Capital expenditure commitments

The funds tomeet the capital expenditure commitmentswill be sourced from internally generated funds.

26 Deposits fromtheGovernmentof theRepublic of Zambia

Thedeposits are non-interest bearing, are payable ondemandandaredue to theMinistry of Finance andNational Planning.

27. Deposits fromfinancial institutions

The deposits except for term deposits are non-interest bearing and are payable on demand. Term deposits from financial
institutions arise from open market operations (OMO). These are short-term instruments with maximum maturity of up to 90
days and are used as ameans of implementingmonetary policy. The instruments bear interest at rates fixed in advance for
periodsup tomaturity. No collateral was providedagainst anydeposits at 31December 2018.

28 Foreigncurrency liabilities toother institutions

These are deposits by foreign governments and institutions, are non-interest bearing and are repayable on demand.
Balances at endof year relatemainly to fundsprovidedby foreign institutions in respect of project support. 109

Cost
At 1 January 2017
Disposals
Additions
At 1 January 2018
Additions
Transfer from work-in-progress (Note 23)

At 31 December 2018

Amortisation and impairment
At 1 January 2017
Amortisation charge for the year
At 1 January 2018
Amortisation charge for the year
At 31 December 2018
Carrying amounts

At 31 December 2018

At 31 December 2017

Purchased Software
K'000

52,741
-

893
53,634

-
674

54,308

47,411
4,526
51,937
205

52,142

2,166

1,697

2017
K'000

118,111Authorised by the directors and contracted for

2018
K'000

69,483

2017
K'000

4,809,583
1,372,020
400,978

361
34

6,582,976

Statutory minimum reserve requirements
Commercial bank current accounts
Term deposits from financial institutions
Deposits from other international financial institutions
Deposits from other central banks

2018
K'000

3,774,128
1,433,410

1,142
13,449

34

5,222,163

BANKOFZAMBIA

STATEMENT OF CHANGES IN EQUITY
FORTHEYEARENDED31DECEMBER2018



28 Foreigncurrency liabilities toother institutions (Continued)

29 Other deposits

Staff savings bear floating-interest rates compounded on a daily basis and paid at the end of the month. They are repayable
ondemand.

30 Notes and coins incirculation

31 Other liabilities

Other liabilities are expected tobe settled nomore than 12months after the endof the reportingperiod.

32 Provisions

The provisions are in respect of various claims brought against the Bank in the courts of law on which it is probable that a
financial outflowwill be required to settle the claims.
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2017
K'000

167,902Staff savings, deposits and clearing accounts

2018
K'000

76,041

2017
K'000

184,423Donor funds

2018
K'000

26,689

2017
K'000

5,067,826
1,542,082
292,698
114,709
89,100
28,172
102,297
7,236,884
180,978
7,417,862

Bank notes issued by denomination
K100
K50
K20
10
K5
K2
Unrebased notes
Bank notes issued
Coins issued

2018
K'000

5,266,779
2,159,563
281,914
108,726
120,836
49,172
102,297
8,089,287
207,760
8,297,047

151,942
139,515

291,457

Accounts payable
Accrued expenses payable

64,020
115,819

179,839

2017
K'000

666,425
177,063
(7,155)

836,333

Balance at 1 January
Provisions made during the year
Payments and reversals made during the year

Balance at 31 December

2018
K'000

836,333
1,006

(791,180)

46,159
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33 Domestic currency liabilities to IMF

The above liability arises from IMF Quota subscriptions (Note 22) and has no repayment terms and bears no interest. The
increase in value is onaccount of currency valuation adjustments between2018 and2017, as advisedby the IMF.

34. Foreigncurrency liabilities to IMF

a) The facility (formerly the Enhanced Structural Adjustment Facility (ESAF)) loan was obtained in 2002 and is repayable
semi-annually with the last payment due in 2021. The loan bears interest at one-half per cent per annum. The balance has
reducedon account of repayments and exchange ratemovements during the year.

b) The charges on theSDRallocation are levied by the IMF and repaid quarterly with full recovery from theGovernment of the
Republic of Zambia.

35 Employee benefits

A reconciliation of the net definedbenefit obligation is as shownbelow:

The Bank provides a pension scheme for all non-contract employees administered by a Board of Trustees who retain
responsibility for the governance of the plan including investment decisions and setting contribution levels. The assets of this
scheme are held in administered trust funds separate from the Bank's assets and are governed by the Pension Scheme
RegulationAct, No. 26 of 1996.

The plan is a final salary pension plan, which provides benefits to members in the form of a guaranteed level of pension
payable for life. The level of benefits provided depends onmembers' length of service and their salary in the final years leading
up to retirement. Pensions in payment are increasedat thediscretion of the Trusteesof theplan.

Contributions to the defined benefit fund are charged against income based upon actuarial advice. The employer is currently
contributing at a rate of 15% of members' total basic salaries. Any deficits are funded to ensure the on-going financial
soundnessof the fund. 111

2017
K'000

12,500,069
33,281
252

12,533,602

International Monetary Fund:
Securities account
No. 1 account
No. 2 account

2018
K'000

13,711,596
36,506
276

13,748,378

2017
K'000

1,344,965
20,753

1,365,718

Due to the International Monetary Fund:
- Poverty Reduction and Growth Facility (PRGF) (a)
- Charges on SDR allocation (b)

2018
K'000

743,136
(13,692)

729,444

2017
K'000

-
-

-

Net asset at 1 January
Remeasurements recognised in other comprehensive income

Net asset at 31 December

2018
K'000

-

-

2017
K'000

477,700
(440,520)
(37,180)

-

Fair value of plan assets
Present value of defined benefit obligations
Impact of asset ceiling
Recognised asset for defined benefit obligations

2018
K'000

438,549
(427,497)
(11,052)

-

BANKOFZAMBIA
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35 Employee benefits (Continued)

The plan's investment strategy is a Liability Driven Balanced portfolio designed tomeet the plans objectives to be able to pay
out benefits accruing under the plan. The strategy recognises that diversification is desirable tomanage and spread risk and
endeavours to invest within the prescribed asset thresholds. Over 40% of the investment portfolio is invested in government
bonds.

Theplan is exposed to a number of risks; themain ones being

(a) Asset volatility

The plan liabilities are calculated using a discount rate set with reference to Zambian government bond yields; if plan
assets underperform this yield, thiswill create a deficit.

(b) Changes in bondyields

A decrease in government bond yields will increase plan liabilities, although this will be partially offset by an increase in
the value of the plans' bondholdings.

(c) Life expectancy

The plan provides benefits for the life of the member, so increases in life expectancy will result in an increase in the plans'
liabilities.

The defined benefit obligation is calculated by independent actuaries using the projected unit credit method after every
three years. However, the directors retain discretion to alter the timing of reviews to enable provision of reasonable
estimates and more relevant information that achieves the fairest presentation. The latest actuarial review and valuation
was carried out byQuantumConsultants andActuaries on4March2019 in respect of results as at 31December 2018.

Remeasurements to be recognised in other comprehensive income:

The charge due to impact of asset ceiling arises due to the fact that even though the fund recorded an actuarial surplus, the
Bank as sponsor will not enjoy any break in contributions and should, therefore, not recognise an actuarial asset in its books.
The asset stays in the fund to improve members' benefits. The most significant changes resulting in the gains highlighted
above are change in retirement age from55 years to 60 years for normal retirement and change in discount rate from18.5% in
2017 to 17.0% in 2018.

112

2017
K'000
37,180
63,704
2,733

135,527
(239,144)

-

Charge due to impact of asset ceiling
Return on plan assets (excluding amounts in net interest)
Experience (gains)/losses
Gain from change in financial assumptions
Gain from change in demographic assumptions

Remeasurements

2018
K'000
11,052
79,942
(16,731)
(30,865)
(43,398)

-

BANKOFZAMBIA
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35 Employee benefits (Continued)

Planassets comprise:

Actuarial assumptions

Principle actuarial assumptionsat the reportingdatewere:

Average life expectancy at normal retirement age60

Sensitivity of thedefinedbenefit obligation to actuarial assumptions

113

2017
K'000

267,542
26,233
18,757
52,972
112, 197

477,700

276,648
64,874
9,102
2,733

(53,364)
135,527
440,520

470,881
114,046
5,309
16,925
(12,392)
(53,364)
(63,704)
477,700

Investment properties and equity
Treasury bills
Fixed assets and corporate bonds
Other assets
GRZ bonds

Total plan assets

Movement in the present value of the defined benefit obligations
over the period

Defined benefit obligations at 1 January
Interest cost
Current service cost
Experience (gains)/losses
Benefits paid by the plan
Gains from change in financial assumptions
Defined benefit obligations at 31 December

Movement in the present value of plan assets
Fair value of plan assets at 1 January
Interest income on plan assets
Employee contributions
Employer contributions
Administration expenses
Benefits paid by the plan
Return on plan assets, excluding interest
Fair value of plan assets at 31 December

2018
K'000

237,448
33,746
25,767
31,045
110,543

438,549

440,520
82,975
8,506

(16,731)
(56,908)
(30,865)
427,497

477,700
85,282
5,296
16,693
(9,573)
(56,908)
(79,941)
438,549

2016
K'000
8.0%
10.0%
18.5%
18.5%
8.0%

Future pension increase
Salary increase (p.a)
Discount rate (p.a)
Expected return on plan assets
Inflation rate

2018
K'000
8.0%
8.0%
17.0%
17.0%
8.0%

2017
K'000
18.3
20.5

Male
Female

2018
K'000
18.3
20.5

BANKOFZAMBIA

STATEMENT OF CHANGES IN EQUITY
FORTHEYEARENDED31DECEMBER2018



35 Employee benefits (Continued)

The sensitivity of the defined benefit obligation to significant actuarial assumptions has been calculated based on same
method (present value of the defined benefit obligation calculated with the projected unit credit method at the end of the
reportingperiod) usedwhen calculating the pension liability recognisedwithin the statement of financial position.

The sensitivity analyses are based on a change in an assumption while holding all other assumptions constant. In practice,
this is unlikely to occur, and changes in someof the assumptionsmaybe correlated

36 SDRallocation

This represents Special Drawing Rights allocated by the IMF amounting to SDR 469,137,515, 2017: SDR 469,137,515. The
purpose of the allocations is to improve an IMF member country's foreign exchange reserves assets. The amount is not
repayable to IMF except in the event that (a) the allocation is withdrawn or cancelled; (b) themember country leaves the IMF;
or (c) the SDR department of the IMF is liquidated. The translation rate for end of year was ZMW16.5835 per SDR (2017:
ZMW14.187)

37 Capital

The GRZ is the sole subscriber to the paid up capital of the Bank and its holding is not transferable in whole or in part nor is it
subject to any encumbrance.

38. Reserves

General reserve fund

The General Reserve Fund represents appropriations of profit in terms of Section 8 of the Bank of Zambia Act No. 43 of
1996.

Under Section 8 of theBankof ZambiaAct, No 43of 1996, if theBankof ZambiaBoard ofDirectors certifies that the assets of
the Bank are not, or after such transfer, will not be less than the sum of its capital and other liabilities, then the following
appropriation is required to bemade to the general reserve fund:

(a) 25% of the net profits for the year, when the balance in the general reserve fund is less than three times the Bank's
authorised capital; or

(b) 10% of the net profits for the year, when the balance in the general reserve fund is equal to or greater than three times the
Bank's authorised capital.

114

2017
K'000

-36,647
+42,291

+16,441
-15,222

+27,718
-24,582

-5,286
+4,625

Discount rate
- increase by 1%
- decrease by 1%

Salary
- increase by 1%
- decrease by 1%

Future pension
- increase by 1%
- decrease by 1%

Life expectancy
- increase by 1%
- decrease by 1%

2018
K'000

-34,045
+39,069

+14,761
-13,745

+26,190
-23,293

-5,214
+4,652

2017
K'000

500,020

500,020

Authorised capital

Issued and fully paid up capital

2018
K'000

500,020

500,020

BANKOFZAMBIA
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38. Reserves (Continued)

The balance of the net profits after the above transfers should be applied to the redemption of any outstandingGRZ securities
issuedagainst losses incurredby theBank.

Section 7 of the Bank of Zambia Act, provides that the remainder of the profits after the above transfers should be paid to the
GRZwithin sixty days following the auditor's certification of theBank's financial statements.

Property revaluation reserve
This represents effects from the periodic fair value measurement of the Bank's properties. Any gains or losses are not
recognised in the profit or loss until the property has been sold or impaired. On derecognition of an item of property, the
revaluation surplus included in equity is transferred directly to retained earnings. A portion of the revaluation surplus
representing the difference between depreciation based on the revalued carrying amount of the property and depreciation
basedon the asset's original cost as the property is usedby theBank is transferred to retained earnings.

Retained earnings
Retained earnings or losses are the carried forward income net of expenses of the Bank plus current year profit or loss
attributable to equity holders. This is a holding account before the residual income is remitted to GRZ in accordance with the
provisionsof Section 7 of theBankof ZambiaAct, No43of 1996.

Appropriationofprofits
In accordance with Sections 7 and 8 of the Bank of Zambia Act 43, 1996 Management has proposed appropriation of profits
resulting in a transfer of K332.4 million to the general reserve fund and declaration of a dividend K1,693.3 million to
Government in respect of theperformance recorded in theBankof Zambia Financial Statements for the 2018 financial year.

39 Related party transactions

TheBank is ownedandcontrolled by theGovernment of theRepublic of Zambia.

In the context of theBank, relatedparty transactions include any transactions entered intowith any of the following:

! TheGovernment of theRepublic of Zambia;
! Government bodies;
! KwachaPensionTrust Fund;
! ZambiaElectronicClearingHouse;
! Members of theBoard ofDirectors including theGovernor;
! Keymanagement personnel;
! Close familymembers of keymanagement personnel including themembers of theBoard ofDirectors.

Themain servicesduring the year to 31December 2018were:
! Provisionof banking services includingholding theprincipal accounts ofGRZ;
! Provision and issueof notes and coins;
! Holding andmaintaining the register ofGovernment securities;
! Implementationofmonetary policy; and
! Supervisionof financial institutions.

Commitments on behalf of the GRZ arising from the issue of Treasury Bills and bonds are not included in these financial
statements as theBank is involved in such transactionsonly as an agent.

During the year, the nature of dealings with GRZ included: banking services, sale of foreign currency and agency services for
the issuanceof securities culminating in the incomeandbalances stated in (a) and (b) below:

a) Listed below was income earned in respect of interest, charges or fees on the transactions with GRZ for the year up to 31
December:

All transactionswith related partiesweremadeon anarm's lengthbasis.

2017
K'000

267,695
1,259,950
96,694
26,629

1,650,968

Interest on GRZ securities at FVOCI
Interest on advances to GRZ
Fees and commission income on transactions with GRZ
Profit on foreign exchange transactions with GRZ

Total

2018
K'000

337,952
411,466
84,323
82,247

915,988

BANKOFZAMBIA
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39 Related party transactions (Continued)

b) Listedbelowwereoutstandingbalances at closeof businesson 31December:

The GRZ securities holdings comprise of various balances outstanding from GRZ (see note 16) secured by predetermined
payments basedon securities issuedby theGovernment of theRepublic of Zambia. The remuneration ismarket based.

Deposits fromGRZ Institutions are unremunerated andattract no interest expense.

No provisionswere recognised in respect of balances due fromGRZ and neither was any expense recorded in respect of bad
debts.

Transactionsandbalanceswithdirectorsand keymanagement personnel

Remunerationpaid toDirectors' and keymanagement personnel during the yearwas as follows:

a) Short-term benefits

The terms and conditions on the loans and advances to key management personnel are determined by the directors, from
time to time,with reference to theprevailingmarket interest rates andmay vary for different classesof loans andmaturities.

No impairment hasbeen recognised in respect of balancesdue fromdirectors andkeymanagement personnel.

40 Contingent liabilities

The Bank is party to various litigation cases, whose ultimate resolution, in the opinion of the Directors, is not expected to
materially impact the financial statements.

41 Eventsafter the reportingdate

There havebeenno significant events subsequent to 31December 2018 to bedisclosed.

2017
K'000

(3,070,560)
2,047,828
7,474,994

2017
K'000
830

31,404
1,734

33,968

5,659

GRZ - year end balances
Deposits from GRZ Institutions
Holdings of GRZ securities
Budgetary advances to the Government

Directors' fees
Remuneration for key management personnel
- Salaries and allowances
- Pension contributions

Loans and advances to key management personnel
Balance at 31 December

2018
K'000

(1,840,715)
3,994,085
6,912,233

2018
K'000
1,230

39,959
1,794

41,753

3,924

2017
K'000

12,632b) Post-employmentpension benefits

2018
K'000

6,659
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