BANK OF ZAMBIA

P.0O. Rox 30080 Lusaka
Tel: 228896/228912

10 April 1996
C B Circular No.7/96

To E All Non-Bank Financial Institutions

Dear Sirs
MINIMUM CAPITAL REQUIREMENT

Following several queries made “egarding the nature of capital
qualifying for purposes of complying with the capital adequacy
requirements, and the method of calculating this capital, I wish
to make the following clarificatione and comments,

For new financial institutions commenc ing operations, an
unimpaired minimum primary (tier 1) paid-up capital applicable
to that type of institution as specified in the capital adequacy
regulations of 1995 is required before a licence can be issued
by Bank of Zambia.

For existing financial institutions, the applicable minimum
capital reguirement specified in the Regulations is calculated
using the enclosed revised schedule of the Capital Adequacy
Regulations (item (o) of the tier 1 calculation). Please nota
that the Regqulations provide thac these minimums are subject to
periodic revision and may be increased by the Bank of Zambia as
need arise.

Essentially, the adjustments we have made to the Schedule are to
provide, in the Erimary (Tier 1) calculation, for deductions from
gross capital, of



Provisians an loans and advances and [/ op investments
Such as shares which the inﬂtitution has not booked
and whiich Bank or Zambia believes NeCossary to reflect
these asgats at a realistic ang Fealizable Value. pe
the SUpervisory authority, the Bank wig) in Yt
evaluation or any calculation of tier 1 capital adjust
existing Provisions tg 4 level which it considers
Sufficient and reasonar'le under CUurrent cirﬂumstances;

; 455ets ar litrle g 70 realizable value, such as
Brepaids of 413 L¥pes ang inventories of materials
which would nermally he consumed withip Lhe year;

. uutstandinq arnc Unreconciled or uncleared SUSpensze anpd
inter~branch dCcounts, including all unreconcilegq
Amounts and balances of two months or more, uUnrealized
gains includeg 1n profits, and any other amount for
which full er Partial receipt op colloctihility is in
doubt; ang anY assets chrried at values [or which g

bank cannot reasonably juariry;

We have alseg used the OPPOrtunity owf this revised farm vg effeat

mMIAGY changes in the schedule, including typing crrors which have

unfurtunatuly Slipped, ip Concerning references tqo Requlation
nunmbers in the Tier 32 section,

Financial institutions are also advised that they are regquired
Lo maintain thie minimum leve] of Capitalization at all time
shoula not, under any circumstancea, fall below that lave).

In casesg wheore 5 financia] institutinn fails to et gpF maintainp

the minimum capital Tequirement, jncludinq the' minimum 10t aof

total caplital and s3 Core ftiey 1) capital ratios, it wWill he

reqguired tg immediately inject additional capital to maks good
on the deficiency.

Financigl institutions a4re further reminded that section 3(2) of

the Banking ang Financial ServicES'[Capital Adequacy Regulatimns,
1995) eguires that -

e A finanecial institution wiilch is Operational at
the coming inte force or these Fegulatigne which
does not meet the applicable minimum Capital
Feguirement st the coming inte force of thesa
Regulations shall enter into Negotiations witp
the Bank or Zambia tg bBrogressively bujig up its
Primary capitaj to at least the level Prescribed
by the Bank of Zambia by not later than 12 months

after the coeming into force af these
Reqgulations, v



All operating Ffinancial institutions whose minimum capital does
not meet the reguirements of the Capital Adequacy Begulations but
have not yet commenced negotiations with the Bank of Zambia on
how they intend to Progressively build ap their Primary capital
to the lewvel pPrescribed are reminded to do so by 30 April 1994,

Yours faithfully

-~ S5 MUSOKOTWANE {DR) T
- ACTING DEPUTY GOVERNOR



COMPUTATION OF CAPITAL POSITION

BE B e e e S e A S

Bank/Financial Institution: ) J

I

PRIMARY (TIEE 1) CAPITAL

(a)
(b)
()
(d)
{e)
(f)
(gl

(1)

(i)

£3)

(k)

(1)

(n)

(o)

Paid-up common shares
Eligible preferred shares
Contributed surplus
Retained earnings (note 1)
General reserves
statutery reserves

Minority interests (common
sharehalders’ equity)

Sub-taotal

LESS:

Goodwill and other intangible
das5sels

Investments in unconselidated
subsidiaries and associates
Lending of a capital nature to
subsidiaries and associaces

Holding of other banks’ or financial
institutions’ capital instruments

Assels pledged to secure liabilities
Sub-total (A) (items i ta m)

CTHER ADJUSTMENTS :
Provisions (note 2)

Assets of little or no realizable
value (note 3) - specify details
Or use seperate list if necessary

Other adjustments (specify)

Sub-total [B) ;
(Sub-total A above + Other adjustments)

Total primary capital (a - n)
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(1}

(2)

{4)
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SECONDARY (TIER 2) CAPITAL

(a) Eligible preferred shares
(regulations 13 and 17)

(b) Eligible subordinated teym debt
(regulation 17(h)) -
{c) Eligible loan stock/capital
{regulation 17 (b)) -
{d) Revaluation rcserves
(regulation 17(a)) (Max. is 40% of rr) S
le) Other (requlation {174{c)) . o
Specify e

(£} Total secondary capital

ELIGIBLE SECONDARY CAPITAL

(the maximum amount of cecondary

capital is limited to 100% of

primary capital) o
ELIGIBLE TOTAL CAPITAL (I(oc) + ITT)

(Regulatory capital)

MINIMUM TOTAL CAPRITAL REQUIREMENT :
(10% of total on and off balance
sheet risk-weighted assets an
established in the First schedule
{note 4)

EXCESS {DEFICIENCY]
(IV minus V)

including less as at date of reporting, or profits net of a reasonable
Ltax provision if accounts are not adjusted or closed.

these-are for unbooked provisions whicl are deemed necessary to refleck

loans and advances and/or other investuents such as shares at realistic
and realizable values.

these include Pbrepaids of all types, including inventories of materials
which would normally be consumed within the yaar, cutstanding and
unreconciled or uncleared suspense and inkter-branch Accounts, including
all unreconciled amounts and balances of two months or more, unrealized
gains ingcluded in profits, and any other amount for which full or
partial receipt or collectibility is in doubt.

minimum Primary (Tier 1) capital (item I(c) on previous page) for all

banks shall be K1.250 billion by 39 June 1996 and K2.0 billien by 31
Degember 159s.

Revised March 1996



