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Bank of Zantbia Act
{Act No. 43 of 1996)

Bank of Zambia Corporate Governance Divectives
.0 Preanmir

Corporate governance is the process and structure used to direct and manage the business and atfairs of an institution with the objective
of ensuring its safety and soundness and cnhancing sharcholder value, For banks and financial institutions the process and structure define
the division of power and cstablish mechanisms for achieving accountability between the board ol divectors, scnior management and
sharcholders, while protecting the interests of depositors and other stakeholders.

Banks and financial institutions occupy a special position of trust in the national cconomy and their governance is, therefore, a matter
of puramount importance. These institutions are highly leveraged, with most of their funds coming front depositors and creditors, They
provide basic financial scrvices to the public, credit to commercial enterprises and access to the payment system. The safety and
soundness of these institutions is kcy to financial stability and the manner in which they conduct their business, therefore, is central to
ceconomic health. Governanee weaknesses at these institutions can result in the transmission of problems tn the financial sector and
ceonomy as & whiole. For these reasons the quality of corporate governance expected of these institutions is high.

Additionally, the institlutions operate within an ever-changing framework of laws and are subject to the direct controf of the board of
directors. The board must ensure that the law is adhered Lo while simullancously ensuring that strategics [or fong-term success are sef and
implemented, [is, therefore, necessary 1o achieve a balance and aligninent among cxternal and infernal controls, risk management and
cempelitive behaviour and at the same time operate within the principles of good corporaie governance outtined in the Directives,

These Directives st {orth a broad framework of fundamental corporate governance principles that must be complicd with by the
direclors and managers of institutions operating in Zambia.

2.0 Purrose or CorvoraTE GOVERNANCE IN THE SUPERVISORY PROCESS

The boards of directors and senior management of Lhe institutions play key control functions in the Bank of Zambia’s supervisory
frameworle Effcetive oversight by directors and senior management is an essential element in the safe and sound [unstioning of the
institutions and maintenance of an cfficient and cost-effective supervisory system. [L alse helps protect depositors and allows the Bank
of Zambia to rcly on the institations' internal processes, thereby reducing the amount of resources needed {or the Bank of Zambiz to

discharge its supervisory mandatc.
In addition, in situalions where an institution is expericneing problems or where significant corrective action is necessary, the important
rolc of the board is heightened and the Bank of Zambia requires significant board involvement in sceking solutions and in oversecing the

implementation of corrective actions.

3.0 Durnarions
In these Direclives. unless the context otherwise requires—

‘bank’ shall have the same meaning as contained in the Banking and Financial Services Act;

‘board’ means a board of directors of a bank or financial institution as provided in the Banking and Financial Services Act;

‘chiclexeculive officér” means a person responsible, under the immediate authority ol the beard of directors, for the conduct ol the
business of a bank or {inancial institution;

‘¢hief {inancial officer' mcans a person respoasible for maintaining the accounts and refated records of a bank or financial
institution;

*chief risk officer’ means an independemt senior executive with distinct responsibility for a bank or financial institution’s risk
management function and it's enlerprise-wide risk management framework;

‘compliance officer” means a scnior staff member with overal! responsibility {or coordinating the identification and management of
the baok or financial institution’s compliance risk and for supcrvising the activitics of staff discharging the compliance function;

‘duty of carc’ means the duty of board members to decide and act on an informed and prudent basis with respect to the bank or
financial institution. This imposes a duty on board members to approach the affairs of the company the same way that a
“prudent person™ would approach his or her own affairs. A ‘prudent person’ is onre who acts with care and forcsight;

*duty of loyalty’ means the duty of board members to act in good faith fn the interest of the bank or financial institution. This duty
preveats individual board members from acting in their own interest or the interest of another individual or group, at the expense
of the bank or [inancial institution and shareholders:;

‘exccutive director’ means a member of the beard who is involved in the day-to-day management of a bank or financial institution
and/or is in full time salaricd cmployment of that institution or any of its subsidiarics or affiliates;

‘independent non-cxcowtive direclor” means a member of the board whe does nol have any management responsibilities with the
bank or financial institution and is ot subject to any undue influence, internal or external, that may impede his or her exercise
of objective judgement;
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Such a person should be one that:

(i) is not nominated or otherwise affiliated to a sharcholder that has the abilily to control or influence management;

(ii} has not been employed by the bank or financial institution or the group of which it currently forms a part ofl in arvy
executive capacity for the preceding three financial years:

(iii) is not a member of the immediate family of an individual who is or has been in any of the past three financial years,
employed by the bank or financial institution or the group in an executive capacity;

(iv) is not a professional advisor to the bank or financial institution or the group other than in a direclor capacity;

(v) whose independence, in the opinion of the Bank of Zambia. is not impaired by reason of being a customer or supplier
of the bank or financial institution;

(vi) whose independence, in the opinion of the Bank of Zambia, is not impaired by reason of being in a contractual
relationship with the bank or financial institution or group; or

(vii) is free from any business or other relationship which could be scen Lo materially interfere with the individual’s capacity
to act in an independent manner.

‘insider® shall have the same meaning as contained in the Banking and Financial Services (Insider Lending) Regulations:

*financial institution’ shall have the same meaning as contained in the Banking and Financial Scrvices Act;

*internal conlrol” shall mean a process effectcd by the institution’s board of dircctors, management and other personnel
designated (o provide reasonable assurance regarding the achievement of the bank or financial institution’s abjectives
such as effectiveness of the risk management process, reliability of financial reporting and compliance with appticable
laws and regulations;

‘internal audit’ means an independent, objective assurance and consuiting activity designed Lo add value and improve an
organization’s operations and which helps an organization accomplish its strategic objectives by bringing a systematic,
disciplined approach to cvaluate ahd improve the effectiveness of risk management, control and governance procssscs;

‘non-execulive director’ means a member of the board who is not invalved in the day-to-day management of the bank or
financial institution and is not a full time salaried employee of the institution;

‘politician’ mcans an individual who is active in politics if s/lic is 2 member of parliament, councillor or member of the
executive committee of the party ora member of any organ of a political party orany person whe is publicly involved
party politics:

‘risk appetite’ means (he aggregate level and types of risk a bank or financial institulion is willing to assume, decided in
advance and within its risk capacity, (o achicve its strategic objectives and busincss plan;

‘risk profile’ means a point in time assessmont of the bank or financial institution’s risk exposures based on current or
forward-looking assumptions;

‘scnior managernent” means the executive commilles. or management team comprising a core group of individuals whoare
responsiblc and accountable to the board for effectively overseeing the day-to-day management of the bank or
financial mstitution.”

*slgnificant sharcholding’ means any dlrect or Indlrect shareholding or beneficial interest in excess of five pur cent of Use
share capital of a bank or financial institution;

*stakeholder’ means an individual or group, in addition to shareholders, who have an intercst in, and/or influence over, the
institution's operations and the achicvement of the institution’s goals, such as ereditors, employees, suppliers,

customers and the community,

4.0 ArpLICATION OF THESE DIRECTIVES
‘These Directives shail apply to banks and financial institations operating in Zambia and regulaied by the Bank of Zambia,

3.0 SHAREHOLPER RIGHTS AND RESPONSIBILITIES
Principle

Sharcholders of the institulions shall protect, preserve and sctively exercise their supreme authority over the institution in general
meetings. The board shalt foster constructive relationships with sharcholders. Additionally, institutions shall treatall sharcholders fairiy
and equitably.

Pirectives

3.1 Shareholders shall ensure that the board is held accountable and responsible for the efficicnt and effective governance of the
bank or financial institution.

5.2 Sharcholders shall have a duty to change the composilion of the board if it docs not perform according Lo expectations or in

accordance with the mandate of the bank or financial institution,
6.0  ApPOINTMENT OF BOARD OF DIRECTORS

Principle I
Directors should be appointed through a formal. rigorous and transparent process.
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Sharcholders shall be responsible for all appointments to the board and shall ensurc that the board is properly constituted. A
person appoinled 1o serve as a dircetor shall not excreise his or her duties uniess the Bank of Zambia has issued prior approval

of the appointment.

A bank or financial Institution shall have a written policy and proccdures for the appointment of directors to the board. The
policy shall include a process for conducting due diligenee in rclation to sourcing appropriately skilled and expericnced

dircclors.
A non~cxeculive dircctor of a bank or financial institution shall not scrve on the board of 2 bank or financial institution for a
cumulative period exceeding six years.

A dircctor shall have the power to appoint an alterbate director 1o represent im at board micetings. However, only one such
alternate dircctor may be appointed subject to prior writlen approval of Bank of Zambiu provided that the alternate director
shall not attend the wiajority of board mectings in any calendar year.

A person who has held a senior management pasition i a bank or financial institution shall only be cligible for appointment as
chairperson of the board or board committee of that bank or financial institution after a cooling-ofT period of aticast two years.
A person wha has served on the board of a bank or financial institution shall only be cligible for appaintment us dircctor on the
board of another hank or financial institution after a cooling-off period of at least two years.

A person with a significant sharcholding in a bank or [inancial institulion shall not at the same time serve on the board olanother
bank or financial institution.

A person who is a significant sharchotder in a bank or financial institution shall not at the same time hold a scoior managoment
position in that bank or financial institution.

A person who has previously served as Board mamber, Governor, Deputy Governor, Senior Director, Registrar or Deputy
Regisirar ol Banks, Fiuancial institutions and Financial Businesses, Director responsible for the supervision of (inancial service
providers at the Bank of Zanbia or any other position 4 may be determined by the Bank of Zambia shal} only be cligible for
appointment as-director on the board of a baunk or financial institution afier a cooling-off period of at least twa ycars.

An engagement partner of an audit or legal firm which has previousky provided audit or logal services 1o a bank or financia
institution shall only be cligible for appointment as dircctor on the beard of another bank or financial instilution afler 2 cooling-
off period of at least two years.

A politician shall not be cligible for appointment as a director of 2 bank o financial institution.

A person eligible for appointment as director to the board of'a bank or fipancial institution shall exhibit leadership, enterprise,
imegrity and judgement.

A director on the board of a bank or financial institution shall not be 2 member on more than six (6) boards ol other companics.

However, this shall not apply (o0 2 person who sits on the board of directors of a bank or financial institution on behalf of o
lender or tinvesior for the pmpose of safegnarding a fransitory inferest such as ohservanee of Inan ar invesiment eavenant or as

atransaction advisor, '
Any person appointed as a director an a board of a bank or finzncial institution shatl primarily have a duty of care and loyalty
to the bank or financial institution.

In cases where board members are sclected by a controlling sharchelder, the board shall set out specific procedures or conduct
periodic reviews to ensure the appropriate discharge of responsibility by all such boeard members.

7.0 Boarp ResponsBiLimies ann Duties

Principle It/
The board shall have overall respowsibility for the bank or financial institution, including approving and overseeing the implementation
of its strategic objectives, risk stratcgy, governance framework and corporate values and culture. The board shatl also be responsible for

providing oversight io senior management.

Directives

7.1

7.2

The board shall approve the overail business sirategy of the bank or financial institulion, taking into account the bank or
financial institution’s long lerm financial interests and its ability to manage risk effectively.

The board shall establish and oversee the implementation and embediment of the bank or financial institution’s:
7.2.1 Overall business objcctives and strategy:
722 Corporatc culturc and values;
7.2.3  Riskculre
7.24 Risk management [unction and an appropriate risk governance [ramework. The board shall develop, along with

scnior mantagement and the Chief Risk Officer, the bank s risk appetite, taking into consideration the competitive
and regulatory landscape, long-term interests, exposure Lo risk and the ability to manage risk cffectively; and
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7.2.5 Corporate governance framework. principles and corparate values, including a code of conduct or comparable
document and compensation system.

The board shall approve and oversee the implementation of the bank or financial inslitution’s capital adequacy assessment
process, capital and Hquidiiy plans, compliance policics and abligations and the internal control sysiem.
The board shall be responsible for managing its relationships with management of the bank or fiianciz! ustilulion and other
relevant stakeholders.
‘The board shall cnsure that sharcholders have the opportunity to participate effectively and vole at general meatings of
sharcholders. Additionally, the board shall ensure that sharcholders arc informed of the rules, including voting procedures that
govern general meetings of shareholders.
The board shall have clear policics for sharcholder retations and, at least annually, revicw practices aimed at clearly communicating
the objectives, strategies and achievements of the bank or financial institution.
The boerd shall be accountabie to shareholders and be responsible Tor the efficient and effective governance of the institution.
The board shall facilitate questioning of external auditors on their opinion at annual general meetings or extraordinary meetings
when deemed necessaty by the sharcholders.
The board shall ensurc that a director who is found to have delinquent credit facilities vacates his or her position. In this regard,
the board shall put in place appropriate mechanisms for identifying dircctors with delinquent credit facilitics.
The board shall have a formal charter which sets out the roles, functions, respousibilities and powers of the board, sharcholders,
individual directors and senior management. The charter shall also set out the powers delegated to various board committees.
The board shall have a programme to replace directors in an orderly manncr subject to performance and cligibility for re-
appointment 1o ensure board continuity.
The board shall ensure that the annual report contains a statement on the responsibilitics of the board.
The board shall have rigorous formal processes for evalualing its performance together with that of the board committees and
individual directors.
The board shall establish an effective process for the selection and appointment of key scnior management officers that are
qualified, professional and competent Lo administer the 2ffairs of the hank or financial mstitution. '!ppmvc the succession
planning policy and monitor senior management performance on an on-going basis.
The board shall ensure that the bank or financial institution operates prudently and complics with relevant laws, supervisory
directives, codes of business practice and its own policics and dircctives.
The board shall ensure thal management establishes an effective compliance function that monitors adherence to laws, regulations
and policies to which the institution is subject and ensures that any deviations are reported and corrected.
The board shall ensure that senior management implements policies to idemtify, prevent or manage and disclose, as appropriate,
any conflicts of inlerest that may arisc.
The board shall establish a disclosure policy that enhances transparency.
The bozrd shall establish speciatized board commitless o oversee eritical and/or major functional arcas of the bank or financial
institution whicl require delailed review or in-depth consideration.
‘The board shall oversee the design and operation of the bank’s compensation system, and monitor and revicw the sysicm Lo
cnsure that it is aligned with the bank or financial institution's desired risk appetite and risk culture.
The board shal! ensurc that transactions with related pasties (including internal group transactions) are reviewed to assess risk
and are subject Lo appropriale restrictions (e.g. by requiring that such transactions are conducied at arm’s length terms).
In discharging thése respansibilities, the board shall take into account the fegitimate interests of depositors, shareholders and
other relevant slakeholders.
The board shall ensure that the bank or financial instilntion maintains an cfective relationship with supervisors.

The board shall have the ultimate responsibility for ensuring that scnior management
establishes and maintains an adequalc, ¢lfective and efficient internal control system.

8.0 ConrosiTioN oF THE BoARD

Principle {17
There shall be a balance of skilis, knowledge and relevant experience among directors in order to enhance the board’s ¢cifectiveness.

Directives

8.1

8.4

The sharcholders shall ensure that the majority of board members are non-executive directors, of which independent directors
shall be in the majority.

When constituiing the board, the sharcholders shall enswre that the directors serving on the board have an appropriate mix of
knowledge, skill and experience.

A batance should be soiight between continuity in board membership, subject to performance and eligibility for re-clection, as
well 2s considerations of independence and the sourcing of new ideas through the introduction of new board members,

The chief executive officer shall be 2 non-voling member of the board,
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8.3 ‘The board shall be of sufficient sizc such that the requirements of the business can be met and shall not be so targe as (o be
uawicldy.
8.6 A majority of the directors selected and appointed to the board shall be resident in Zambia.

9.0 Boarn COMMINTEES
Principle 1

The Board shall usc committees where this would enhance its effectiveness in key areas while retaining its overail responsibility. Board
committees are an aid to assist the board of directors in discharging its duties and responsibilities more cffectively and cfficiently.
Commiiices should be made up of non-cxceutive directors. Managemeont shall not be included on these committees but may be invited to
provide inpul on any matter that is of interest Lo the board.

Threciives
9.1 The Board shall, at a minimum. establish the following committecs:
(iY  Audit Committee:
(ii} Risk Managcment Commiitee;
{itt) Loans Commitice; and
(iv) Nominations and Remunerations Comumittee.
9.2 Each bourd committce shall have a written charter that sets out its role, schedule of meetings and delegated responsibilitics,
whilst safeguarding the eltimate decision making authority of the board as a whale.
9.3 LZach conumittec shall mainiain appropriate records (minutcs of the mectings and/or summary of malters reviewed and decisions

taken) of their detiberations and decisions. Such records shall document the committees” fulfilment of their responsibilities and
help in the asscssinent, by those responsible for the eontrol functions or the supervisor, of the cffcetiveness of these commitiecs.

9.4 The procecdings of all commitice mectings shall be reported back to the board to allow the other directors Lo be informed and
to scek clarifications on matters deliberated on by the commitiee.

9.5 All board commiltees shall be chaired by an independent nor-executive director.

9.6 Al board commilices shall be frec to take independent, external professionad advice, as and when they deom it pecessary, at the

bank or financial insgitution’s cost.

7 All board committees shall be subjected to regular evaluation by the board to ascertain their performance and effectiveness.
9.8 All board committecs shall have relevant experience and shall possess # collective balance of technical skills and expert
knowledge commensurate with the complexity of the institution and the duties to be performed.
9.9 The Nominations and Remuneration Committec shall only conslitute of non-executive directors, of whom the majority shall be
jodependent, and shalf be chaired by the beard chairperson.
9.10 The Neminalions and Remuncration Committee shall ascertain whether potential new dircctors are suitable for the position and

meet the requirements for appointment under the Banking and Finaneial Scrvices Act.

g.11 The board shall censider occasional rolation of members and the chalrperson of all board commiltees taking into account the
technical skills, knowledge and experience required to sit on a particular commiltee.

9.12 The board chairperson shall not chair any of the board sub-commitices except the Nominations and Remuneration Committee.

10,0 Conruict or INTEREST
Principle ¥T
The Board of directors shall put in place policies and processes to manage conflicls of interesis.

Directives
10.1 The board shall cstablish a formal policy to identify potential conflicts of interests and processes to menage them, The palicy
shall also include processes to ensure compliance with the policy. The policy shall include:
10.1.1 A member’s duly to avoid, to the extent possibie. activitics that could create conflicts of intcrest or the
appearance of conflicts of interest;

10.1.2 Examples of where conflicts can arise when serving as a board member:
1013 A review or approval process for board members to follow before they engage in activities that have the

potential to Jead 1o a conflict of inlerest (such as serving on ‘another board} in order to cnsure that such
activitics.will not Icad to a conflict of interest;
10.1.4 A member’s duly to disclosc any matter that may result, or has already resulied, in a conflict of interest:

10.1.5 A member’s responsibility to abstain from voting on any matter where the member may have 2 conllict of
interest, a potential confiict of intcrest or where the member’s objectivity or ability to properly fulfil duties to

the bank or financial institution may be otherwise comprotised;
[0.1.6 Procedures for transactions with related partics to be made on an arms-length basis; and
10.1.7 The manner in which the board will deal with non-compliance with the policy.
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10.2

i0.3

104

105

The board shail ensure that appropriate public disclosurcs are made, and that information is provided 1¢ the Bank of Zambia,
relating to the bank or financial institution’s policies on conflicls of interest.

Directors shall ensure that their personal interests, or the intercests of persous closely associated with them, shall nol take
precedence over the interest of the bank or {financial institution.

Directors and officcrs who have an interest in & transaction to which the bank or linancial institution is an actutal or potential
party shall disclose their interest to the board.

Adirector shall, at Lhe beginning of each financial year, submit a “disclosure statement” setting forth all business relationships,
as of the date of the statement, and a summary of transactions during Lhe preceding linancial year, which might be considered
lo present issucs of conflict of interest.

11.0  Evacustton oF Boarpd PERFORMANCE

Principle VII

Self-evaluation is.a proaclive measure and best praclice by boards that intend to excel to higher levels of performance. The review seeks
lo identity specific arcas in need of improvement or strengthening and the results of the evaluation and any actions 1o be taken shall be
discussed by the [ull board.

Directivey s

1.1

11.3
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The board shall, through the Nominations and Remuncration Committez, review the mix of technical skills, expert knowledge
and expericuce and their diversily in order to assess its cifectiveness. Such a review shall be by means of a peer review and/or
a scif- evaluation of the board, its committees and each divector including the chairperson.

The evaluation shall be conducted annually, and every bank oc financial institution shall be required to disclose, in the annual
report, that this has been done. The evaluation report on the board and directors’ effectiveness shall be submitted Lo the Bank

of Zambia on request.
The review and evatuation shall include, among other things, an assessment of the board’s:

i1.3.1 Composition and independence;

11.3.2 Performance againsl its abjectives;

11.3.3 Performance against the board charter;

11.5.4 Effectivencss in achieving the bank or financial institution’s strategic objectives and direction;

1135 Effectiveness in managing and providing oversight over all the risks that the bank or {inancial institution is
exposed to: ’

11.3.6 Effectiveness in ensuring that the bank or financial institution complies with all the laws, regulations.
supervisory dircetives, the cade of banking practice and it own internal policics;

11.3.7 Effcctiveness in responding to financial distress and crises;

11.3.8 Responsiveness to shareholders’ and stakeholders’ concerns;

[13.9 Maintenance and implementation of the board’s gavernance prineiples; and

11.3.10  Access o and review of informalion from management and the quality of such information.
The board shall establish & formal procedure for regular assessment of the performance of the board, board commitees and
individual dircclors based on objective performance criteria, in fine with key performance indicators.
The board shall formulate key performance indicators derived from the strategic plans, risk appetite and tolerance stalement
and its objeclives and usc them to measure its performance.
The cffectiveness of the board shall be cvaluated against its functions, key roles. and performance and altendance standards for
dircctors, the board and board committees.
The Nominations and Remuneration Committee shall revicw the results of the board evaluation.
The board shall state in the annual report that the appraisals of the board and its commitices have been conducted,
Where a deficiency is identified in a director’s performance, a plan shatl be doveloped and implemented for the director to
acquire the necessary skilis or develop appropriate behavioural patterns.
The action plan arising out of the evaluation shall be reported and discussed by the board and a consolidated summary of the
wholc process shall be reported to the full board.
The board shall appoint an independent non-exceutive dircctor from within its ranks to lead the process of evaluating the
chairperson’s performance.
On a periodic basis, the Bank of Zambia may require submission of assessments of the board’s performance or individuat
director’s report or meet tie board or individual direclors, from time to time, to provide avenucs for the board or dircctors to
give feedback and vicws to the Bank. Where the asscssment indicates that the director’s performance is persistenily belowthe
expected performance standard, even afler a training intervention, the Bank shall deem such a director as ot being fit and proper
to continue serving on the board of the bank or financial institution.
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12.0  Tramng anp DieveLopMeNT oF DIRECTORS

Principle Vili

In orderte help board members acquire, maintain and deepen their knowledge aud enhance their skills and to fufil their responsibilifies,
the board shall ensure that board members have access 1o programmes of ailored injtial (c.g. induetion) and on-going iraining on relevant
issucs. The board shall dedicate sufficient time, financial and olher resources to achicve this purpose.

Directives

2.1 The board shall establish a formal orientation programune to faiiliarise incoming directors with the bank or financial institution’s
operations and its business environment, and to introducc them to their Niduciary dutics, responsibilitics, powers and potential
[iabilitics.

12.2 The board shall estabtish poticics and programmes for on-going director development to enhance governance practices within
the board and in the best interests of the bank or financial institation and of other stakeholders.

12.3 The chairperson of the board shalt regutarly review and may agree with cach director his or her training and development needs.

12.4 Directors shall reeeive regular bricfings on matters relevant to the business of the bank or finmncial institution such as its risk

management processes and exposuares, changes in laws and regulations, accounting standards and policics, and broader financial
sector developments that have an impact on the bank’s operations.

13.0  Roups or SENOrR MANAGEMENT

Principle LX

It is the responsibility of senior management to conduct the institution's business and affairs in an clicetive, responsibic and cthical
manner. consistent with the principles and direction established by the board through the strategie pla.

Birectives

Senior Munagenent

13.1 Senjor management shall have the necessary skifls (o manage the business and provide appropriate oversight and control over
the key lunctional arcas.

13.2 Scnior management shall knplement poticics and sirategics approved by te board and communicate then to afl relevant stafl!

13.3 Senior management shall establish adequate intemnal controls which are supported by an cffective internal control function.

134 Senior management shall estabiish an effective enterprise-wide risk management framework that identifics, measures, monitors
and controls the mgjor risks that the bauk or financial institution is exposed (0. Additionally. management shall establish an
cffective compliance function that will ensure that the bank or financial institution complics with all laws and regulations,
supcrvisory directives, industry codes of conduct and internal policies and regulations.

3.5 Senior management shall provide the board with timely and relevant reparts on, among other things. the financial performance
and condition of the institution, risk management strategies, exposures and practices and extent of compliance (o laws and
regufations, supervisory dircctives, industry codes of conduct and iniernal policies,

Chief Executive Officer

13.6 The chiel executive ofticer shall be a suitably qualificd person with appropriate and relevant experience and shall possess a
proven track record wt senfor management level.

13.7 The chief exeeutive officer shall not discharge his duties as chief exceutive officer and no public anneuncements on the
appointment shall be made without prior written approval by the Bank of Zambia.

13.8 The chicl executive officer shall be direatly responsible [or the day-lo-day eperations of the institution. The chicf éxecutive
officer shall be conversant with the operations of the institution, risks that the bank or financial institttion is expesced ta, the
state ol internel controls. legal, regulatory and industry practice requircments that the bank or financial instilution is supposed
o comply with, as well as current issues and policies affeeting the financial sector.

3.9 Wherc the chief executive officer is absent for a period of at least three months, the board shall nominale a person toact in that
role and shall scek the prior written approval of the Bank of Zambia.

Chief Risk Officer
13.10  Theboard shall designate a scnior officer as Chief Risk Officer (CRO)or  equivalenl with overall responsibility for the bank's
risk management function. The officer appointed as CRO shall not assumne hisfher responsibilities without the prior written

approval of the Bank of Zambia.
13.11  The CRQO shall, among others, be responsible for:

13.11.1 Qversecing the development and impiementation of the bank or financial institution’s risk management function.

13.11.2 Supporting the board in its developrient of the bank or financial institution’s risk appetitc and risk appetite
stalement and for translating the risk appetile into a risk limits structure.

13.11.3 Managing and participating in key decision-making processes (e.g. strategic planning, capital and liquidity
pianuing, new products and scrvices, compensation design and operation).

13.11.4 Together with management, setting risk measures and limits for the various business lines and menitoring their
performance relative Lo risk-taking and limit adherence.
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13,12 The hoard shall ensurc that the CRO has appropriate organizational stature, authority
and the necessary skills and expericnes to oversee the bank or financial institution’s risk management activities.

13.13  The board shall ensure that the CRO is independent and has dutics which are distinct from other executive functions. This
requires the CRO to have aceess (o any information necessary 10 perform his or her duties.

13.14 The CRO shall not have management or financial responsibility related to any operational busincss lincs or revenue-generating
functions, In this regard, the CRO shall alsa not serve as the chief operating officer, chief financial officer, chief internal auditor
or in other senior management function oatside the second line of defense.

13.15  The CRO shall report and have direct access to the board or its risk committee without impediment. The CRO shal{ have the
ability to engage with the board and with senior management on key risk issues. Interaction bebween the CRO and the board and/
or the board risk committee skould ocour regularty, and the CRO shall have the ability to meet with the board or the board risk
commiltec without exccutive directors being present.

[3.16  The appoiniment, dismissal and other changes to the CRO position shall be approved by the board, The bank or financial
institution shall also disclose the reasons for such removal to the Bank of Zambia.

Chief Financial Officer

13.17  The chief (inancial officer, in addition to the requisite academic and professional qualification, shall be a member, in good
standing, of a recoghised national professional association of accountants,

13.18  The chief financial officer shall not discharge his duties as chief financial officer without the prior writlen approval of the Bank
of Zambia.

Head of Compliance

13.19  Every bank or financial institution shall appoint a suitably qualificd officer as head of the compliance function who shall be
responsible for co-erdinating the identification and management of compliance risk.

1320 Inorder to ensure security of lenure, the head of compliance may be removed or transferred only with the approval of the Board
or through an internal administrative procedure in which it has been established that there was negligence in discharging the
compliance function or other serious acts of omission and commissions in other financial or administrative matters.

Company Secretary

13.21 The company secrelery of a bank or financial institution shalt be a lawyer, or chariered accountant or chartered sccrelary or
any person of similar capabilities that the Bank of Zambia may deem fit. The company secretary shall be an executive officer
of the institution,

13.22  The company secrelary shalf provide the board as a whole and directors individually with detailed guidance on how they shall
discharge their responsibilities.

13.23  The company secretary shatl be responsible for facilitaling the induction and continuing training of directors, and for assisting
the chairperson of the board and the chiefexecutive officer in developing the annual board plan and the administration of ather
Strategic issues.

1324 The corhipuny scerclary slall be o central source of guidance snd advice Lo (e Load, wid to the bank or financial institution in
general on malters of ethics rnd good corporate governance.

14,0 RisK MANAGEMENT
Principle X:

A bank or financial institution shall have an effective and independent risk management function, which shall have suificient stature,
independence. resourees and access Lo the board of dircetors or the risk commitiee of the board.

Directives
i4.1 The board shall establish an independent risk management function, which shall be a key component of the bank’s risk
management architecture and shall be primarily responsible for overseeing visk-taking activitics across the eaterprise.
14.2 The enterprise-wide risk managemént function shall have authority within the organization to oversee the bank or financial
institulion’s risk management activities, Key amongst the activities includes:
14.2.1 idenlifying material individual, aggregale and emerging risks;
14.2.2 asscssing these risks and measuring the bank or financial institutions’s exposurc to them;
1423 supporting the Loard in implementing, reviewing and approving the enterprise-wide risk governanee;
14.2.4 cstablishing a framework which includes the bank or financial institution’s risk culture, risk appetite, risk
appetite statement and risk limits;
14.2.3 ongoing monitoring of the risk-taking activities and risk exposures to ensure that they arc in Hine with the board-
approved risk appelite, risk limits and corresponding capital or liquidity needs (i.e. capital planning);
1426 establishing an early warning or trigger system for breaches of the bank’s risk appetite or limits;
14.2.7 influencing and, when necessary, challenging malerial risk decisions; and
14.2.8 reporting to senjor management and the board or board risk commitice, as appropriate. on all these items,
including but not limited to proposing appropriate risk-mitigating actions.



440

Zambia Gazettc 29th April, 2016

14.3

14.4

The board shait ensure that althongh risk managers may work closely with individual business unils, the risk nmanagement
function shall remain sufficicntly indcpendent of the business units and that it {s not involved i revenue generalion activitics.
‘The board shall ensure that the bank or financial institution’s risk management function shall have sufficient numbers of
personnel who possess the requisite experience and qualifications, including market and product knowledge as well as comumand
of risk disciplines. The swlf should have the ability and willingness to cffeclively challenge business lines regarding all aspects
of risk arising from the bank or financial instiwtion’s setivities.

15.0 Ruk [opNtrcarion, MoNITORING AND CONTROLLING

Principle XT

Risks should be identified, monitored and controlled on an on-going basis institution-wide. The sophistication of a bank or financial
institution’s risk mapagement and internal control infrastructure shat keep pace with changes to the bank or financial tnstitution’s risk
profile, to the external environment and to changes in industry practice.
Directives

151

15.4

—
:.lu
(=N

15.6

15.7

15.8

5.9

15,51

15.12

The board shall ensure that the bank or financial institution's risk governance framework includes policics, supported by
appropriate control pracedures and processes, designed to ensurce that ils risk identification, aggregation, mitigation and
monitoring capabilitics are commensurate with its size, complexity and risk proafile.

The board shall ensure that risk identification processes cncompass alt material risks that the bank or financial institution is
exposcd to, both an-und ofl-balance sheet, and if the bank or finuncial institution belongs to a financial group, on a group-wide,
portlolio-wise and business-line level, In order to perform effective risk assessments, the board and senior management,
including the CRO, should. regularly and on an ad hoc basis. cvaluate the risks faced by the bank or financial institution and its
overall risk profile.

The risk assessment proeess shatl inelude ongoing anatysis of existing risks as well as the identification of new or emerging risks.
Risks should be capturcd from all organisational units that oripinate risk. Concentrations associated with material risks should,
likcwisc, be factored into the risk asscssment.

The board shalt ensure that risk identification and measurement should include both quantitative and qualitative clements
including bank-wide views of risk refative o the bank or financial institution’s external operating environment. The bank or
financial institution should also have a method 1o identify and measure hard-to-quantify risks, such as reputation risk.

The board shall ensure that the bank or financial instilution’s internal controls are designed to assurc that cach key risk hasa
policy, process or other measurc and that these are being applicd and working as intended.

The board shall ensure that internal controls place reasonable checks on managerial and employee discretion in order 1o avoid
actions beyond the authority of the individual,

The board shall ensurc that the sophistication of the bank or financial institution’s risk management infrastructure including, in
particular, a sufficicntly robust deta, data architecture and information technology infrastructure ~ keep pace with developments
such as balance sheel and revenue growth; increasing complexity of the business, risk configuration or operating structure.
The board shall ensure that the bank aor financial institution has accurate internal and cxternal data to identify and assess risk,
make strategic business decisions and determine capital and tiquidity adequacy.

The board and senior management shall give special attention to the quality, compleicness and accuracy of the data used Lo make
risk decisions. While tools such as external credit ratings or externally purchased risk models and data can be useful as inputs
inta a morc comprelicnsive assessment, banks and [inancial institutions shalt ultimately be responsible for the assessment of
their risks.

Although banks or financial institutions may use risk measurcment and modeling techniques in managing risk, these shall be
used in addition to. but not as a replacement for qualitative risk analysis and monitoring. The risk management function shall
keep the board and senior management appraised of the assumptions used in and potential shortcomings of the bank’s or
financial institution’s risk models and analyses.

As part of its quantitalive and qualitative analysis, the bank or financial institution shall utilize stress tests and scenario
analyses {o beiter understand polential risk exposures under a varicty of adverse circumstances.

15.11.1 Iniernal stress tests shafl cover a range of scenarios based on'reasonable assumptions regarding dependencies
and correfations. Sentor management and, as applicable, the board shall review and approve the scenanos that
are uscd in the bank’s risk analyses.

[5.18.2 Stress test programme resutts shall be periodically reviewed by the board or the board risk conunittec. Test
results shat} be incorporated into the reviews of the risk appelite, the capital adequacy assessment process,
the capital and liquidity planning processes, and budgets. The risk management function shall suggest if and
what action is required based on results.

15.11.3 The results of stress (ests and scenario analyses shall also be commumicated to, and given appropriate
consideration by relevant business lines and individuals withia the bank or financial institation.

Ranks or financial inslitutions shall regularly compare actual performance against risk estimates (i.c. back testing) to assist in
judging the accuracy and effectiveness of (he risk management process and making occessary adjustments.
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1513 The board shall ensure that in addition to identifying and measuring risk exposures, the risk management function cvaluates
possible ways o mitigate against these exposures. In sotne cases, the risk imanagement function may divect that risk be reduced
or hedged to limit exposure. In olher cases, such as when there i¢ a decision to accept or take risk that is beyond risk limits (1. ¢,
on 2 lemporary basis) or take risk that cunnot be hedged or mitipated, the risk management function shall report and monitor the
positions 1o ensure that they remain within the bank or financial institation’s framework of limits and controls or within
exceptional approval.

15.14  The board shall cnsure that the bank or financial institution has risk management and approval processes for new or expanded
praducts or services, lines of business and markets, as well as for large and complex transactions that require significant use of
resaurces or have hard-to-quantify risks. Banks or financial institutions shall also have review and approval processes for
cutsourcing bank or financial institution funclions to third parties.

15.15  Wherc a bank or financial institution has subsidiaries or affiliates, the board shall putin place cffective risk identification and
mcasurement approaches in (he subsidiaries and affiliates. Material risk-bearing afTiliates and subsidiaries shall be captured by
the institution-wide risk management sysiem and should be a part of the overall risk governance framework.

1516  Where 2 bank or financial institution is a subsidiary of a foreign bank or financial institution, the subsidiary boards and senior
manugement shall remain responsible for developing elfective risk management processes for their entitics.

15.17. While parent banks or financial institutions are expected to conduet strategic, group-wide risk management and prescribe carporate
risk policics, the boards of subsidiarics and their management shall have appropriale input to their local applications andin the
assessment of local risks. Parent companics shall ensurc thal adequate tools and authoritics are avatlable to the subsidiary and
that the subsidiary understands what reporting obligations it has 1o the parent.

16.0  Risk COMMUNICATION

Principle X11

An effective risk governance framework requires robust communication within the bank or financial inslitution about risk, both across
the organization and through reporting to the board and senior management.

Directives

16,1 The board shall cnsure that there is ongoing communication about risk issues, including the bank or financial institation’s risk
strategy, throughout the bank or financial institution as this is a key tenet of a strong risk culture.

162 The board shall ensurc that information within the bank or financial institution is communicated in a timely, accurate, concise
and understandable manner to enable the board and senior management take informed decisions.

16.3 The board shall cnsure that material risk-related ad hoc informaiion that requires immediate decisions or reactions shall be

promplly presented to senior management and the board, the responsible officers and, where applicable, the heads of control
functions, so that suitable measures and activitics can be initiated at an carty stage. In this regard, the board shall ensurc that
suilable policies and procedures arc established for this purpose.

16.4 The board shall cnsure that reporting of risk is in & concise and meaningful manner. Additionally, it shall accurately communicate
risk exposures and results of stress tests or scenario analyses and shall provoke a robust discussion of, for example, the
institution’s current and prospective exposures (particularly under stressed scenarios), risk/return relationships and risk
appelite and limits. Reparting shall also include information about the external environment to identify market conditions and
trends that may have an impact on the bank or financial institution’s current or future risk profile.

16.5 The board shall ensure that risk reporting systems are dynamic, comprehensive and accurate, and hat this shall not anly oceur
at the disaggregated level {including risk residing in subsidiaries that couid be considered significant), but shall also be aggregated
to allow for an institution-wide or integraled perspective of risk exposures.

16.6 The board shall ensure that risk reporting systems are clear about any deficiencies or limitations in risk estimates, as weltasany
significant cimbedded assumptions (e.g. regarding risk dependencics or correlations).

17.0  CoMpLIANCE WITH LAwS AND RRGULATIONS

Principle X1T]

‘The board of directors, collectively and individually, should be aware ol the laws, regulations and industry standards under which the
bank or financial institution operates. The board should approve a complianee policy which should include a formal document establishing
a permanent and effective compliance function. To provide cffective oversight, the board is primuarily responsiblc for overseeing the
management of compliance risk.

Directives
L7.1 The board shall, as part of the bank or financial institution's contro! functions, have a written compliance policy to manage its
cxposure Lo compliance risk.
17.2 The board shall cnsure that the compliance policy, at a minimum, includes the following:
17.2.1 The role and responsibilitics of the compliance tunction;
17.2.2 Measutes to ensure the independence of the compliance function;

1723 The relationship with other conirol functions, i.c. risk management and intermal audit;

i1.2.4 The right of the compliance function (o have access 1o information necessary for the function Lo carry out ils
responsibilitics and the correspending duty of bank or fimancial institution stafT to co-operate in supplying this

information;
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17.6

17.7

[78

17.9

1714

17.25 The right of the compliance function to conduct investigations of possible breachcs of the compliance policy and
to appoint outside experts to perform this task if apprepriate;
17.2.6 The right of the compliance function Lo be able to frecly express and disclose ils findings to senior management,
and if necessary to the board of dircctors: and
17.2.7 The right of the compliance function Lo have direct aceess to the board of directors or a comumitice of the board.
The board shall cstablish # formal, permanent and effective compliance function, and this shall be provided for in the bank or
financial institution’s compliance policy.
The board shail appoint a compliance officer, who shail be a member of senior management and shall have overall responsibitity
for co-ordinating the identification and management of complianee risk.
The board shall implement processes thal will ensurc that il is informed. in a timely manner, of the banking laws and regulations,
supervisory direclives, code ol banking practice, including changes thereto, as part of their induction, risk managernent processes

and continuing educatian.
The board shall Bcilitate the development of 2 compliance culture within the bank or financial institution using relevant tooly

and techniques, such as key performance indicators that arc relevant (o comphance.

Scnior management shall report lo the board on the management of compliance risk, in order ta assist the board members to
muke informed judgments on whether the bank or financial institution s managing its compliance risk effectively.

A bank or [inancial institution shall inform the Bank of Zambia when the head of compliance leaves his/ her position or is
transferred and, i the head of compliance is leaving the position, the reasons for his or ker departure,

The boeard or a committee of the board shall mect with the head of compliance, at least annually, to help the board to assess the
extent to which the bank or finaacial institution is managing its compliance risk.

The chairperson of the board shall submit to the Bank of Zambia for each {inancial reporting period a compliance statement
{Appendix []} certifying that the bank or financial institution has complicd with the provisions of the law, regulations, directives
and guidelines issued by the Bank of Zambia.

18.0  REMUNERATION
Principle XV

The bank or financial institution’s compensation of dircclors, executives and staff should be transparent, [air and yeasonable and should
uot encourage risky behaviour.

Pirectives

18,1

18.3

154

8.5

18.6

18.8

Bvery bank and financial institution shall have a clear policy on compensation which seeks Lo ensure the effective governance
of the bank or financial institution’s remuneration system and align it with prudent risk taking. The cempensation policy should
be disclosed in the annual report.

Every bank or financial institution shail appoint a Nominations and Remunerations Committee, consisting of non-cxeeutive and
independent non-exceutive dircclors. The Commitiee shall be chaired by the chairperson of the boatd, and the chief executive
officer may, at the invitation of the Committee, attend commitiee meetings to provide input when requested but shall not
actively participate in the decision making process of the Committee.

‘e board of directors shall exercise good stewardship of the bank or finanicial institution’s compensation practices and ensurc
that the design of the bank or finaneial institution’s compensation system works in harmony with its risk management practices
in order (o curtzil risky bchaviour by staff.

The compensation system shall not be primarily controlled by the chief executive officer and management shall demonstrate
independence when dealing with compensation of staff. The board shall ensure that the bank or {inancial institution has a formal
framework for compensaling staff.

To preserve the integrity of risk management, staf{ engaged in financial and risk control shall be independent, have appropriate
authority and be compensated in a manner that {s independent of the risk areas they. oversee,

The bank or financial institution shall ensure that compensation must be adjusted for all the risks that employces take on its
behall. This shall take into consideration both prospective risks and realised risk outcomes, Both quantitative measures and
humaw judgment shall be applied when determining risk adjustment.

The board shall consider that, as profits and losses of diflerent activities arc realized over different periods of time, compensation
payments shall not be finalized aver short periods of time when the risks arc reatized over longer periods. Management shall
question pay-owts (or income that cannat be realized or whaose likelihood of realization remains uncertain at the time of pay-out.
A bank or financial iustitutions shail disclose in the annual report clear, and comprehensive information about their compensation
practices to facilitate constructive engagement by ali stakeholders. This shall include disclosure o the name, composition and
mandate of the board coimnitiee that is responsible for remuncration.

19.0  INTERNAL AUDIT

Principle XV

An clfective internal andit function provides independent assurance to the board of directors and scnior management on the quality and
cfectiveness of'a bank or financial institution’s internal control, risk management and governance systems and processes. thereby helping
the board and senior management protect their organisation and itsreputation.
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Directives

19.1

193

19.4

19.5

19.6

19.7

199

19.9

19.10
19.11

9.12
19.13

Every bank or financial institution shal] have a permancent and independent internal audit function which shail have sufficicent
standing and authority within the bank or financial institution, thereby enabling internal auditars to carry oul their assignoenis
with objectivity,
Internal auditors shatl act with integrity, in lne with the international standards for the professional practice of intemal audit
as issucd by a recognised standards setting body (or internal auditors.
Each bank or financial institution shall have an intemal audit charter that articulates the purpose, standing and authority of the
internal audit function within the bank or financial institution in a manner that promotes an effective internal audit function.
Ataminimum the internal audit charter shall include the following:
19.4.1 Internal audit’s role and its respensibilitics for corporaic governance, risk management, compliance and all
clements of the internal control framework;
19.4.2 That the chief internal auditor shall operate independently of senior management and have unrestricted access
to the audit committee, employees, facilities and records of the bank or financial institution;
19.4.3 The chicf internal auditor shall report functionally to the audit commitiee ol the board and administratively 1o
the chief executive officer of the bank or financial institution.
19.4.4 That the chicl intcrnat auditor can request to mect the audit commitice without senior management bcing
present.
19.4.5 That the chicf internal auditor shall mect with the audit committee at Ieast once a year.,
The internal audit function shal} independently assess the effectiveness and efficiency of the internal control, risk management
and governance systems and processés created by the business units and support functions and provide asswrance on these
systems artd processes.
The scope of the internal audit function shall extend to every catity and activity of the bank or financial institution, including
outsourced activitics.
The board of'a bank or [inancial institution shal) ensure that the internal audit adopts a risk-based approach in the develapirent
of its audit programumes and the annual work plan.
The board audit commilice shall approve the internat audit annual work plan which shall include for each assignment, the scope,
objectives, timing and resources needed to carry out the assignment.
The chicfinternal auditor shatl ensure that the results of internataudit assignments arc communicated accurately and timely and
that they are followed up with the management of the audited unit to check on the timely implementation of corrective actions.
Internal auditors shall not assume any operational responsibilitics.
The board of directors shall remain ultimately responsible for the intemal audit function regardicss of whether internal audit
activities are outsourced.
A bank or financial institution shall not putseurce internal audit activities to its own extemal audit firm.
The internal audit function shall be subjected to a quality assurance review both internal and external, to ensure the funclion
remains effective. The internal quality assurance review shall be conducted annually while the independent external quality
assurance review shall be undertaken at least once every three years. The results of the quality assurance work shall be
presented to the audil committce.

200 EXTERNAL AUDITORS
Principle XV¢

The board shall easure the quality and independence of Lhe external audit process.

Directives

20.1

20.2

The audit committee shall acquaintitsclf fully with the responsibilities of external auditors and be rigorous in its sclecliono
auditors on professional merit. Any auditor so appointed shalt be licensed by a rccognised national body of accountants,
The board shall satisfy itself that there is no relztionship between the auditor and the bank or financial institution or any relaed
person that could compromise the independence of Lthe auditor, and shall require confirmation of this {rom the auditor.
The board shall include in the annual report the amount of fees paid to the auditors by the institution and its affiliates and clearly
distinguish audit and non-andit fees.
Where an external audilor performs audit and non-audit worl, the board shall explain, in the annual report, the nature of the non-
audit work undertaken by the auditor, and why such work did not compromise the auditor’s independence.
An external auditor shall assess and make a comment on the following:
20.5.1 Assessment of the adequacy of risk management, including the internal coutrol system and the imernal audit
and compliance functions;
20.5.2 Anglysis of the bank’s expasure to credit risk/counterparty risk, market risk, intcrest rate risk, settlemént risk,
foreign exchange risk, liquidity risk, profitability risk and opcrational risk;
20.5.3 Analysis of the amount and composition of the bank’s own funds that have 1o be reported to the supervisor;
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20.5.4 Assessment of the appropriatencss of procedures for the preparation of prudential retums:
20.5.5 Asscssment of the appropriatencss of measures taken by the bank or financial Institution to determine the
level of own funds, its liqaidity ratio and its solvency ratio;
20.5.6 Assessment of the Jiquidity position and the liquidity management system of the bank;
20.5.7 Deseription and assessment of Lhe provisions for preventing moncy laundcring and terrorist {inancing; und
20.5.8 Description and assessment of the provisions on conduct of business rulcs.
20.6 The audit committce shall cnsure that it obtains a management letter from an external auditor. the conends of which shall be
reviewed, acted upon.and incorporated into the chicl internal auditor’s annual work plan.
20.7 The independent non-exceutive board members shall mect in the absence of management at least annually with the external
avditor and the heads of the imernal audit, compliance, risk and legal functions.
208 The exicrnal audit ofa bank or financial institution shall ot be performed by the same audit enpagerent partier for more than

three consecutive years. The individual may not scrve as engagement partaer again until a period of at least two years has
clapsed.

210 RePORTING AND DISCLOSURE
Principle X¥iT
The beard shall demand integrity both in financial reporting and in timeliness of disclosures on the bank or financial imstitution’s afTairs.

Directives

211

212

213

214

2Ls

216

The board shalf ensure that the finaneial stalements of a bank or financial institution present a true and fair statement of its
affairs as at the end of the financial reporting period, the profit or loss and cash flows for the reponing period.

The board shall atlest in 2 statement to the Bank of Zambia on the adequacy of accounting records and effectivencss of die
system of governance and risk mansgement (As per appendix 111}, and this statement shail also be included in the annual report.
The annual report shall include 2 statement confirming that appropriate accounting policics supporled by reasonable and
prudent judgments and estimates have been used consistenily. ’

The annual report shall state whether the International Financial Reporting Standards have been adhered to or if there has been
any departwre in the intercst of fair presentation, this shall not only be disclosed and explained but quantificd.

The board of dircctors shall state in the annual report whether the bank or financial institution has complied with the Bank of
Zambia's Corporate Governance Dircetives.

The board of directors shall ensure that the external audit firm shall not be engaged for a period exceeding often { 10) years but
may be eligible for re-cngagement afier a-cooling off period of at least two (2) years,

220 TranspaRENCY
Principle XVII{

Transparency is essential for sound and effective corporate governance. Transparency will ensurce that shareholders, other stakeholders
and market participants cltechively monitor and property hold the board of directors and senior management accountable.

Directives

221

222

223

Abank or financial institution shall have a disclosure policy which shall outline the substance, {requency and modc of the bank™s
disclosures to the public.

The bank or financiat institution shall ensure that the disclosures include both qualitalive and quantitative information on a bank
or financial justitution’s financial performance, fimancial position, risk management strategics and practices, risk cxposures.
aggregate exposures to related partics. transactions willi related partics, accounting policies, and basic information on its
business objectives, management, governance arrangements and compensation. The scope and content of the information
provided and level of disaggregation shall be commensurate with the size and risk profile of the bank or financial institution.

The bank or financiaf institution shall disclose relevant and useful information proportionate to the size, complexity, structure,
economic significance and risk profile of the bank or financial institution that supports the key areas of corporate governance
and at & minimum such information shall include:

223.1 the bank or financial institution’s objectives;

2232 organizational and governance structures (board and senior mansgement structures with their qualifications and

cxpericnce) and policics;

2233 major share ownership and voting tights; and

2234 its incentive and compensation policy.
A bank or financizal institution that is involved in complex and non-transparent structures, such as special purpose vehicles,
shall disclose adequate information regarding the purposc, strategies, structures, risks and controls around such structures.
A bank or financial institution that has a complex sharchelding structure shall disclose the purpose of such structures and
information on the beneficial owners of the shares in the bank or financial inslitution.
A bankor financial institution shall ensure that alf disclosures arc clear, accurate and presented in amanner that is understandable
{0 supervisors, sharcholders, depositors, other relevant stakeholders and market participants.
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23.0

Eruicat STANDARDS anp Coreorars: VaLues

Principte XIX

The board shall actively cuitivale a cultere in which ethical conductis pramoted and cmbraced, and which reinforee appropriate norms
for responsible and cthical behaviour. These norms arc especially critical in terms of a bank or financial institution's sisk awareness, risk-
taking and risk management.

Directives

23.1

232

23.6

23,7

238

tn order to promote a sound corporate culture, the board shali take the lead in establishing ‘tho tone at the tep” by:

2301 sctting and adhering 1o corporate values for itsel, serior management and other employces that create expectations
that all business should be conducted in a legal and ethical manner;

23.1.2  promoting risk awareness within a strong risk culture, conveying the board’s expeclation that it does not
support excessive risk-taking and that al} employees are responsible for helping ensure that the bank or
fimancial institution operates within the agreed risk appetite and risk limits;

23.1.3 ensuring that sppropriate sieps are taken o communicate throughout the bank or financial institution the
corporate valucs, professional standards or codes of conduct it sets, together with supporting policies; and

23.1.4 cnsuring that employees, including senior management, arc awarc that appropriatc disciplinary actions or other

actions will follow unacceptable behaviors and transgressions.
The board shall cnsure that senior management implements policies that prohibit or limit activities and relationships that
diminish the quality of corporate governance, such as:

2321 lending to directors, employees or officers from affiliated entities conlraty to the insider Jending limits stipulated
in the Banking and Financial Services (Insider Lending) Regulations;

23.2.2 providing preferential treatment to insiders, for example, lending contrary to market terms;

23.2.3 improper usc of a bank or financial institution’s property and/or information;

23.2.4 unfair dealing with customers/clicnls, employecs, suppliers, competitors and other stakeholders; or

2325 allowing the delinquency of foans cxtended to board members.

The board shoutd develop policies that cncourage employees o freely conumunicate concerns about jllegal, unethical or
questionable practices to the board or an independent committee thereof] as well as to senior management, withoul fear of
reprisal. This process shall inchude an option for employees to make their concerns known anonymously.

The board shall ensare that a code of ethics is devetoped, stipulating specific gnidelines, ethical values or standards guiding the
bank or financial institution in its interaction with ils internal and cxternal stakcholders.

The code oF ethics shall set out explicil expectations for ethical decision making and personal behaviour by all board members
and cmployces with respect to conflicts of interest, which include circumstances such 2s a director participating in board
discussion and voling on roatiers in which the director has a personal interest.

The board shall ensure that:

23.4.1 The code explicitly disallows behaviour that is improper, oc iliegal such as financial misreparting. money
faundering, fraud, anti-competitive practices, bribery and corruption or the violation of consumer rights orany

behaviour that could expase the bank or financial institution Lo reputation risk;
23.6.2 the code of ethics includes measures for dealing with breaches of the code;
23.6.3 it reviews the code at Ieast annually;

23.6.4  management has in place a system to implement the code of ethics and report ko the board on the record of
compliance at least annually; and

23.6.5 management publishes and communicates the code of ethics Lo all employecs.

The board shall ensure that the anoual report includes information about compliance by the bank or financial institution tethe
cade of ethics, inctuding any action taken to address scrious instances of unethical behaviour.

Every bank or financial institution shall avail a copy ol its code of cthics to the Bank of Zambia on request.

24,0 Sraxgdorper [NTERESTS
Principle XX

The board shali ensure that stakcholders are cngaged in such a manner as to increase and maintain trusi and confidence in the bank or
{inancial institution,

Directives

24.3

The board shall identify all its stakcholders and ensure that il takes into account all their legitimate expectations in its decision
making processes and that it engages them in 2 maaner that creates and maintains trust and confidence in the bank or financizt

institution.

The board shall have clear writlen policies 1o guide the bank or financial institution in its relationships with stakcholders,
The board shall regularly assess compliance witl these policies to cnsure that the conduct towards stakehelders complies with
the law and the bank or financial institution’s code of cthics and that it is within broadly accepted social, environmental, and
cthical norms.
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24.4 A bank or financial instilution shall include in its annual report information of hos they have served the intercsts of their
stakcholders.

25.0  Boagp Revationsiie with SUPERVISORS
Prisciple XXT
The Board shall maitain an open and transparent relationship with the Bank of Zambia which promotes mutual trust and confidence.

Directives
25.1 The board shall:
25.1.1 understand the regulatory environment within which il operates;

25.1.2 require appropriate follow-up on supervisory directives and recommendations arising from any deficiencics
identified by the Bank of Zambia in the course of their work, including following up with senior management to
determine if weaknesses identified are indicutors that similar problems may exist elsewhere in the bank or

financia institution;

2513 consider regulatory findings and how management addresses them in its on-going evaluation of senior management,
recognising that the primary responsibility for identifying weaknesses rests with the board and senior
management; and

25.14 be open to sharing with supervisors, information pertaining to the Bank of Zambia's oversight of the institution.

The board and each dircetor individually shall immedialely report in writing Lo the Bank of Zambia il they have reason o believe
that:

25.2.1 the bank or financial institution may not be able to conducl its business as a going coneern;

2522 the bank or financial institution appears to be or is likely in the near future Lo be unabdle to meet all or any ofits
obligations as they fall due; and

25.2.3 the bank or financial institution does not or may not be able (o mect its capital requircements as prescribed in the
Banking and Financial Services Act.

253 The board shall nolify the Bank of Zambia a3 soon as il becomes aware of any material and boua fide information that may
negatively affect the {itness and propriety of a direcior or member of senior management.

~
4
N

260 SancTions
A person who contravencs the provisions of these Directives will be considered by the Bank of Zambia as commilting or pursuing an

act or course of conduct that constitutes an unsafe or unsound practicc under section 77 of the Banking and Financial Scrvices Act.
27.0 PBreecrive Dare ok Direcrives

T'hese Directives shall come into force upon publication in the Government Gazette and banks und financial institutions shall ensure
full compliance with the provisions herein within six (6} months from the date of promulgation.

APPENDIX 1
ResroNsisLITiES oF COMMITTERS

Ata minimum, responsibilitics of the various committces shall include the following;

Boord Audit Commitfee
—Pravide aversight over the bank’s financial reparting process:
—Pravide oversight of the institutions internal and external auditors, approving their appointment, compensation and dismissal;

—Review and approve audit scope and frequency;

—Receive audit reports and ensuring that senior management is taking appropriate corrcctive actions in & timely manner to address
control weaknesses, non-compliance with laws and regulations and other problems identified auditors.

—Satisfy itsel{ that accounting principles, policies and practices are adequate to cnsure resources are safeguard; laws are {ollowed:
reliable data is disclosed; and internal controf systems arc adequate.

—The appeintment or dismissal of external auditors should only be made by a decision of the independent, non-exceutive audit
comniitiee members.

Board Risk Management Commitiee

—Provide oversight on senior management in the management of credit risk, market risk, liquidity risk. operational risk, legal risk.
compliance risk reputational risk, strategic risk and ather risk that the institution is exposed fo.

—Advising board on the institutions overall current and future risk tolcrance/appetite and strategy and for overseeing senior
management’s implcmentation of that strategy. This should include strategies Tor capital and liquidity managcment as well as
credit, market, operational, compliance, reputalional and other risks of the bank.

—In order 10 enhance cifectiveness of the commitiee, it should reccive formal and informal communication from the risk management
function and the Chicf Risk Officer and should, shere appropriate receive external expert advice, particularly in relation to
proposed stratcgic transactions such as mergers and acquisitions.
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Foans Review Comniittee
—Review and approve lending strategies and policies including appropriate loan limits;
—Approve asset quality standards with respect to all lending areas and monitor concentration of credit by product, industry and
geographic arcas;
~—Approve appropriate gencral underwriting guidelines with respect to all lending arcas and ensure institutional adherence to such
guidclines;
—Review institution’s lending activities and ensure compliance with approved internal policics and all applicable laws;

—Review and if appropriate, approve all loans recommended by the management credit committee and where appropriate approve
exceplions to defined policies;

—Review compliance cxceplions mattérs arising from supervisory, internal andit and cxternal audit findings that pertain to the banks
credit portfolic and monitors how they are being addressed; '

—Review the bank’s credit quality including but not limited to trends in loan quality, classification of loans, charge-offs and
delinguencics.

Nominations and Remuneration Committee

—Iidentify and assist with the recruitment of competent and gqualified candidates for board membership, chairpersons of the board,
and of the boards commitlecs and of committee members and members of senior manggement,

—Establish a formal sclection criterfa for prospective directors and participate in the evaluation of board and senior management
effectivencss;

—Asscess the effectiveness of the board and direct the process of renewing and replacing board members;

—Recommend to the board to aceept or decline any tendered resignation of a director;

—Lnsure a review at least annually of incumbent directoss” performance and attendance at board and commitiee meetings:
—Ensure that the board members receive thorough orientation on board governance and key strategic issues facing the institution;

—Review and reassess the adcquacy of the institution’s corporate governance principles and practices for the board of direclors at
least annually and recorminend proposed changes 1o the board;

—Provide aversighl of remuncration and compensation of directors, senior management and other key personnel;

—Providc oversight of the remuneration system's design and operation and ensure that it is consistent with the institution’s culre,
long-term objectives, business and risk strategy, performance and controf environment; and

—Make recommendations to the board regarding the use of incentive compensation plans and equity beses remuneration plans.
APPENDIX II

Aunnual Compliance Statement in Accordance with the Paragraph 17.10 of the Corporate Gavernance Directives
Statement of Compliance

INAMC O INSIIBIIOM ettt ees it cs e e s e ee b sresb e st eers e et s emennssnmsn s s eansansein
REPOTUNE PO ottt er et v eneet et seaeec e euceae s bk e seeas et ab s s esn b ¥R 68 435445452 A1 eSS s S h e e a3 hans L s EeE S 1o em L i o
| RSOSSN [N&MC].....oiersrerererceseseenn, the Chairperson of the Board of Dircetors of ....cooooceuvew. [nEINE of institution]

conflirm that to the best of my knowledge. that:

() FNE oo v, [name of institution] has materially conmplicd with the provision of the aw, regulations, guidclincs
issued by the Bank of Zambia, supervisery directives as contained in Bank of Zambia inspection findings, and codes of
industry practice as contained in the Code of banking practice.

(i) ¥the ..oooveeeee [name of institution] has failed to materially comply with the provisions of the law, regulatioris, guidelines
issued by the Bank of Zambia, supervisary directives as contained in Bank of Zambia inspection findings, and codes of
industry practice as contained in the Code of banking practice and for the reasons identified in the Report of material noni-
compliance annexed to this statement.

[*Defete as appropriate]
Chairperson of the Beard

Dr B. Na’anpu,
Deputy Governor—Operatiors









