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Against great odds the Zambian economy posted a preliminary real growth of 6.3% in 2009 compared with 5.7% in 2008. The
positive growth was underpinned by a strong fiscal and monetary policy response to the global financial crisis and past efforts
made to reform the Zambian economy by strengthening both the private and the public sectors
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1.0 GOVERNOR’S OVERVIEW

The adverse effects of the global financial crisis persisted in
2009 with output in the world economy contracting by 0.8%
compared with the 3.0% growth in 2008. The decline in the
world economy was partly moderated by the faster recovery
in the emerging Asian economies where credit contraction
was less severe, largely due to improved policy frameworks
and fiscal and monetary stimulus packages. In particular, the
policy response in China, India and Indonesia helped to
cushion the effects of the global financial crisis, fostering a
rebound in industrial production, world trade, and other
activities. Similarly, advanced economies implemented
significant fiscal and monetary stimulus packages to address
the adverse effects of the global financial and economic crisis.
In addition, the International Monetary Fund (IMF) through
its enhanced lending capacity helped emerging and
developing economies cope with risks of the global financial
crisis. These measures assisted in reducing uncertainties and
increasing confidence in the global economy. As a result, the
global economy began to show signs of recovery.

In Africa, growth in real output slowed to 1.9% in 2009 from
5.2% in the preceding year. This outturn was favourable in
light of severe external shocks arising from the global
financial crisis. Many governments in the region expanded
fiscal deficits in an effort to support domestic demand and
contain employment losses. In Sub-Saharan Africa (SSA),

Dr. Caleb M. Fundanga

Governor and Chairman of the Board of Directors growth dropped to 1.6% in 2009 from 5.6% in 2008. The crisis
on SSA was manifested in subdued global demand coupled
with reduced prices for the region's key commodity exports, particularly in the first half of the year.

Global inflation declined sharply as a result of contracting global demand for goods and services. The decline in
inflation was notable in both developed and developing economies. Inflation in advanced economies was
recorded at 0.1% in 2009 against 3.4% in 2008, while in developing countries it was 5.5% compared with 9.3%
in 2008. In the SSA, inflation fell marginally to 10.6% in 2009 from 11.7% in 2008. 1

World commodity prices began to recover in March 2009, with copper prices increasing to US $7,356.0 per
metric ton (mt) in December 2009 from US $2,902 per mt in December 2008. The increase in copper prices was
largely attributed to improved economic prospects in China and India. Similarly, international oil prices rose to
US $78.2 per barrel in December 2009 from US $48 per barrel in December 2008, mainly due to reduced
production by Organisation of Petroleum Exporting Countries (OPEC) and a pick-up in demand.

Despite the adverse effects of the global financial crisis, Zambia recorded growth in real gross domestic
product (GDP) of 6.3%, up from 5.7% in 2008. This was the seventh consecutive year that Zambia recorded
growth in domestic output exceeding 5.0%. The growth in 2009 was mainly driven by the agriculture, mining
and construction sectors.

Annual inflation fell to 9.9% in December 2009 from 16.6% in December 2008. The maize bumper harvest,
coupled with the slowdown in international food prices and Government's maize price stabilisation
programme in the first quarter of the year, dampened food inflationary pressures. Further, non-food
inflationary pressures were moderated by stable domestic energy prices and the appreciation of the Kwacha
against major currencies, which was mainly driven by recovering copper prices.

The performance of the external sector was favourable as reflected by the improvement in overall balance of
payments (BoP) position. The overall BoP surplus rose to US $427.4 million in 2009 from the US $12.7 million
recorded in 2008. This was also reflected in Zambia's gross international reserves that increased to 5.1 months
of import cover from 2.1 months in 2008.

During 2009, Government budget performance was weak, mainly on account of lower than projected revenues
and delayed disbursement of programmed Poverty Reduction Budget Support (PRBS) from cooperating
partners. Nevertheless, the central Government budget deficit at 2.6% of GDP was broadly in line with the
programmed 2.5%, largely through the compression of expenditure on some capital projects.

The overall financial condition of the banking sector was satisfactory in 2009. On aggregate, the banking
sector was adequately capitalised and the liquidity position remained satisfactory. However, the asset quality
of the sector deteriorated as the level of gross non-performing loans rose sharply to 12.6% in 2009 from 7.2%
in 2008. Most banks therefore, raised provisions to cover potential loan losses. Despite the challenging
external economic environment, the banking sector in Zambia continued to attract foreign direct investment
with three banks being granted licences during the year. These included Ecobank Zambia Limited, United
Bank for Africa Zambia Limited and International Commercial Bank Zambia Limited. Ecobank and First
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National Bank Zambia Limited whose banking licence was granted in 2008 commenced operations during the
review period. The granting of new licences in 2008 and 2009 was a significant development and a show of
renewed confidence in Zambia's financial sector following the numerous bank closures that were experienced
between 1995 and 2000. With regard to the non-bank financial institutions, the overall financial performance
and condition of the sector was fair. The number of institutions supervised by the Bank of Zambia increased to
87 1in 2009 from 76 the previous year.

Government efforts to develop the financial sector continued in 2009. In this regard, the Bank of Zambia
introduced an overnight lending facility (OLF), effective December 1, 2009, aimed at helping banks improve
management of short-term liquidity. Further, the Credit Reference Bureau (CRB) recorded increased activity as
reflected in the number of credit reports provided and obtained by financial service providers. The increased
flow of information on the credit worthiness of borrowers is expected to help reduce default risks and improve
efficiency of the Zambian financial sector. Administrative authority to extend the Financial Sector
Development Programme (FSDP) to December 2012 was also granted during the year under review. This
followed the lapse of the initial five year period in June 2009.

The key challenges for the Bank in 2010 will be to minimise the effects of inflationary pressures, and continue
to maintain financial system stability. To this end, achieving low inflation, a stable exchange rate and a healthy
financial system will continue to be the policy focus of the Bank.
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Governor and Chairman of the Board of Directors
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DEVELOPMENTS IN THE GLOBAL ECONOMY

Overview

The global economy showed signs of recovery from the financial crisis it suffered in 2007/8 as financial
conditions improved in the first half of 2009. The economy took a while to recover as financial systems
remained weak on account of inadequate liquidity that limited bank credit supply for the remainder of 2009,
notably in the United States of America (USA) and Europe. Sub-Saharan Africa also experienced credit
contraction, although the major impact of the crisis was manifested in subdued global demand coupled with
reduced prices for the continent's key commodity exports, particularly in the first half of the year. Although
commodity prices recovered in the second half of 2009, global trade volumes declined.

In emerging Asian economies, credit contraction was not severe. Accordingly, economic recovery was faster,
supported by improved policy frameworks. In particular, the policy response in China, India and Indonesia
helped to cushion the effects of the global financial crisis.

Global inflationary pressures in 2009 were contained towards the end of the year as a result of contracting
global demand for goods and services. The decline in inflation was notable in both developed and developing
economies. However, in Africa, the fall in inflation was modest.

Global Economic Performance

The global economic output contracted by 0.8% in 2009 from a 3.0% growth in 2008 (see Table 1). However,
the contraction in the world economy was mitigated by coordinated policy responses to the crisis. For instance,
strong public policies in the emerging economies, particularly in Asia, fostered a rebound in industrial
production, world trade, and other activities. Further, Government fiscal stimulus programs and capital
injections contributed to the rebound. The IMF also helped emerging and developing economies cope with
risks of the financial crisis by using its enhanced lending capacity. These measures assisted in reducing
uncertainties and increased confidence in most of the global economies.

Global inflation in 2009 declined sharply as a result of contracting global demand for goods and services.
Inflation in advanced countries was recorded at 0.1% against 3.4% in 2008 while in developing countries it was
5.5% in the year compared with 9.3% in 2008. Inflation in SSA declined to 10.6% from 11.7% over the same
period.

Commodity prices remained low at the beginning of 2009 but rebounded later in the year. Notably, copper
prices started recovering towards the end of the first quarter of 2009, increasing to US $7,356.0 per mt at end-
December 2009 from US $2,902 per mt in December 2008. The increase in copper prices was largely
attributed to improved economic prospects in China and India. Similarly, the international oil prices increased
to US $78.2 per barrel at end-December 2009 from US $48 per barrel at end-December 2008, mainly due to
reduced production by OPEC and the increase in demand.

Table 1: World Real GDP, Inflation and Current Account Positions, 2007 - 2009 (Annual % change, unless otherwise stated)

Current Account
Real GDP Inflation Positions (% of GDP)

2007 2008 | 2009* 2007 2008 2009 2007 2008 2009
World 5.2 3.0 -0.8 n/a n/a n/a n/a n/a n/a
Advanced Economies 2.7 0.5 -3.2 2.2 34 0.1 -0.9 -1.3 -0.7
United States 2.1 0.4 -2.9 2.9 3.8 -0.4 -5.2 -4.9 -2.6
Euro area 2.7 0.6 -3.9 2.1 33 0.3 0.3 -0.7 -0.7
Japan 2.3 -1.2 -5.3 0.0 1.4 -1.1 4.8 3.2 1.9
Commonwealth of Independent States 8.6 5.5 -7.5 9.7 15.6 11.8 4.2 49 2.9
Russia 8.1 5.6 -9.0 9.0 14.1 12.3 5.9 6.1 3.6
Excluding Russia 9.9 53 -3.9 11.5 19.6 10.6 -1.3 1.1 0.6
Middle East 6.2 5.3 2.2 11.2 15.0 8.3 18.1 18.3 29
Emerging and Developing Countries 8.3 6.1 2.1 6.4 9.2 5.2 7.0 5.9 5.0
Africa 6.3 5.2 1.9 6.0 10.3 9.0 2.9 2.5 -3.1
Sub-Saharan Africa 7.0 5.6 1.6 7.1 11.7 10.6 0.2 0.2 -3.7

Source: IMF: World Economic Outlook Update, January 2010
n/a = not applicable,
Note: 2009 * Projections Only

Advanced Economies

Real GDP growth in advanced economies slowed down to negative 3.2% in 2009 as they continued to face the
impact of the economic crisis. The USA and Japan recorded negative growth rates of 2.9% and 5.3%,
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respectively. In the Euro area, growth contracted by 3.9% in 2009 compared with an increase of 0.6% in 2008.
The decline was mostly explained by a sharp fall in capital flows, domestic demand and trade.

Financial market conditions in these economies improved in 2009, although progress in the largely bank-based
financial system economies was slow. Iceland was hard hit and received IMF support following the collapse of
its financial sector.

Inflation in advanced economies declined to 0.1% in 2009 from 3.4% in 2008, mainly due to the fall in
consumer prices in the Euro area to 0.3% from 3.3%. Further, inflation in USA and Japan fell to negative 0.4%
and negative 1.1% from 3.8% and 1.4%, respectively.

The current account balance narrowed to negative 0.7% in 2009 from negative 1.3% of GDP the previous year
due to the contraction in import demand in the global economy. Economies with moderate current account
deficits or surpluses generally experienced less severe downturns. Germany was severely affected by the fall
in external demand. However, Germany benefited more than elsewhere in the Euro zone from the recovery in
global trade in the latter part of the year. In contrast, the downturn in France was less pronounced in part
because of lower trade openness and a larger public sector.

Emerging and Developing Countries

The emerging markets recorded areal GDP growth of 2.1% in 2009 compared with 6.1% the previous year. The
rebound in the emerging economies was led by Asia, in particular China and India, which benefited from policy
measures to stimulate economic activity.

Inflation in the emerging and developing economies slowed down to 5.2% in 2009 from 9.2% in 2008, with a
number of countries recording single digit inflation. The decline in inflation partly reflected a slowdown in
economic activity.

In general, emerging economies withstood the financial crisis much better than expected, reflecting improved
policy frameworks.

Asian Economies

At the beginning of the crisis, Asian countries, especially the export-oriented economies, were adversely
affected by the collapse of domestic and external demand. Domestic demand, particularly of durable goods,
collapsed largely due to falling confidence, rising uncertainty, weakening labour markets and tightening
financial conditions. In addition, a decline in investment activity negatively affected exports of manufactured
goods especially in Korea, Singapore, and the Taiwan Province of China. Conversely, China, Indonesia and India
escaped a severe recession as a result of large policy stimuli. In the case of India, the limited dependence on

exports helped to lessen the severity of the recession.

The stimulus packages eased financing constraints for smaller export enterprises and improved consumer and
business confidence. Most central banks in the region provided liquidity and lowered policy rates. Some
emerging economies benefitted from commodity price increases and improved policy frameworks which
helped to lift industrial production as domestic demand and exports strengthened.

Commonwealth of Independent States

The recovery in the Commonwealth of Independent States (CIS) turned out to be difficult, especially for
economies mostly affected by falling capital flows and disturbances in the domestic sectors. As a result, real
GDP growth contracted by 7.5% in 2009 from 5.5% growth in 2008.

A sharp contraction in the CIS economies, particularly in Russia, adversely affected lower-income net energy
importers by reducing domestic demand given their dependence on Russia for export earnings. This resulted
in a fall in economic activity accompanied by currency devaluation in countries such as Armenia. Energy
exporters in the CIS, however, showed some signs of recovery with the rebound of energy prices. The current
account surplus narrowed to 2.9% in 2009 from 4.9% in 2008.

The inflation rate in the region declined to 11.8% in 2009 from 15.6% in 2008, with sharp declines recorded in
Ukraine, Kazakhstan, Turkmenistan and other low income CIS countries.

Latin America

Real GDP growth in Latin America was recorded at negative 2.5% in 2009 compared to 4.2% in 2008. This was
attributed to continued weakness in economic activity, particularly in the first half of 2009. In the latter part of
the year, the region showed signs of recovery, assisted by improving conditions in global financial and
commodity markets. Further, stronger policy frameworks supported timely policy responses to leverage
economic activity. Brazil led the recovery in the region mainly on account of a large domestic market and
diversified export base. Mexico, the hardest hit economy showed slow recovery because of a sharp drop in
trade flows as a result of its reliance on manufacturing exports and dependence on the US economy. Net
commodity exporters, including the region's largest economies such as Argentina, Brazil, Chile, Colombia,
Mexico, Peru and Venezuela suffered terms of trade losses. Many of these economies managed to mitigate the
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shocks by enhanced implementation of monetary and fiscal policies, more resilient financial sectors, and the
willingness to let exchange rate adjustments absorb the macroeconomic shocks.

Inflation in the region declined to 6.1% in 2009 from 7.9% in 2008. The decline was largely driven by inflation-
targeting economies of Brazil, Colombia, Chile, Mexico, Peru, and Uruguay which had strong policy
frameworks and macroeconomic fundamentals. This enabled them to cut their policy rates at the onset of the
global recession.

The current account deficit as a percent of GDP for the region widened to 0.8% in 2009 from 0.7% in 2008. This
was attributed to the collapse of the current account surpluses in Venezuela and other energy exporters. On the
other hand, the current account deficits of several economies of the region narrowed in 2009 as large import
contraction outweighed the decline in exports.

Middle East

The Middle East economies were adversely affected by the recession largely due to the collapse in oil prices.
Economic growth for the region slowed down to 2.0% in 2009 from 5.4% in 2008. Real GDP growth for oil
exporters was recorded at 1.3% in 2009 compared with 4.9% recorded in 2008. The sharp slowdown in activity
of oil exporters reflected a decline in oil production by OPEC. Despite this, most oil exporters increased public
spending to help their non-oil sectors.

Inflation in the Middle East declined to 8.3% in 2009 from 15.0% in 2008. Jordan and Lebanon had the largest
drop in inflation as a result of the decline in imported food and fuel prices. However, Iran recorded double digit
inflation rates.

The current account surplus of the region narrowed to 2.6% of GDP in 2009 from 18.3% in 2008 due to a sharp
reduction in oil export earnings.

African Economies

Economic growth in Africa declined to 1.7% in 2009 from 5.2% in the preceding period. This outturn was
favourable in light of severe external shocks arising from the global financial crisis. An important factor behind
this outturn was that many governments in the region used fiscal policies to sustain domestic demand and
reduce employment losses. In Sub-Saharan Africa, the global economic crisis affected the region adversely
with growth dropping to 1.6% in 2009 from 5.6% in 2008 (see Table 2).

The effects of the global financial crisis were most felt by economies such as South Africa which are highly
integrated into the international financial markets and those affected by the collapse in global trade,
particularly commodity and manufacturing exporters. Countries dependent on tourism also suffered a

reduction in earnings due to the fall in international tourist arrivals. The improvement in the financial
conditions and commodity prices in the latter part of 2009, however, reversed the trend for most economies in
Africa.

Inflation in the African region fell to 9.0% in 2009 from 10.3% in 2008 mainly on account of the stability of local
currencies in the second half of the year and a reduction in food prices.

Preliminary data estimate the current account deficit at 3.1% of GDP in 2009 compared to a surplus of 2.5% in
2008 on account of reduced exports resulting from weak global demand.

Table 2: Selected African Countries GDP and Inflation, 2007 - 2009 (Annual % change)

Real GDP Inflation

2007 2008 2009* 2007 2008 2009
Africa 6.3 5.2 1.7 6.0 10.3 9.0
Angola 20.3 13.2 0.2 12.2 12.5 14.0
Ghana 5.7 7.3 4.5 10.7 16.5 18.5
Kenya 7.1 1.7 2.5 9.8 13.1 12.0
Nigeria 7.0 6.0 29 5.4 11.6 12.0
South Africa 5.1 3.1 -2.2 7.1 11.5 7.2
Tanzania 7.1 7.4 5.0 7.0 10.3 10.6
Uganda 8.4 9.0 7.0 6.8 7.3 14.2
Zambia 6.2 5.8 6.3 8.9 16.6 9.9
Sub-Saharan Africa 6.9 5.6 1.6 7.1 11.7 10.6

Source: IMF: World Economic Outlook, October 2009, Zambia Budget Speech 2010
* Projections or preliminary
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DEVELOPMENTS IN THE ZAMBIAN ECONOMY

Overview

The macroeconomic objectives of the Government in 2009 were to sustain growth and contain inflation in the
wake of the global financial and economic crises. In this regard, the major macroeconomic objectives during
the year were to:

(i) achievereal GDP growth of atleast 5.0%;

(ii) lower inflation to 10.0%;

(iii) limit domestic deficit to 2.5% of GDP;

(iv) maintain the coverage of gross international reserves at no less than 4.5 months of import cover; and

(v) limit growth in both reserve and broad money to 19.0%.

As it turned out, the annual inflation rate slowed down to 9.9% at end 2009 from the 16.6% recorded in
December 2008 due to the decline in both annual food and non-food inflation. However, fiscal performance
was weak as reflected in the budget deficit, as a proportion of GDP, of 2.6% compared with the programmed
deficit of 2.5%. This outturn was largely attributed to the lower than programmed tax revenues and grants.
Preliminary data indicate that the economy posted a real growth of 6.3% in 2009 compared with 5.7% in 2008.
The main drivers being the growth in the mining, construction and agricultural sectors. External sector
performance improved in 2009 due to a rebound in the copper prices, resulting in the narrowing of the current
account deficit and an increase in gross international reserves. The current account deficit narrowed to US
$456.6 million from US $1,036.1 million in December 2008 while international reserves rose to 5.1 months of
import cover from 2.1 months in the previous year. Meanwhile, the overall performance of the financial sector
remained satisfactory as reflected in adequate capitalisation and favourable liquidity positions.

Initial statistics indicate that
the Zambian economy
posted a real growth of
6.3% in 2009 compared
with 5.7% in 2008. This
was mainly attributed to
growth in the mining,
construction and
agriculture sectors
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MONETARY DEVELOPMENTS AND INFLATION
Monetary Policy Objectives

The main focus of monetary policy in 2009 was to achieve an end-year inflation target of 10.0%. Consistent
with this objective, reserve and broad money growth rates were to be limited to 19.0%. This was to be
complemented by prudent fiscal management.

Challenges to Monetary Policy

During 2009, challenges to monetary policy implementation included the continued adverse effects of the
global recession on Government revenues, foreign exchange earnings, exchange rate and inflation
expectations. Other challenges were expected to emanate from high production costs due to higher costs of
energy and water services.
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Monetary Policy Outcomes

Developments in the monetary sector indicated that monetary policy outcomes in 2009 were favourable, with
a slow-down in both inflation and money supply growth. Annual overall inflation, which was at 16.6% in
December 2008 slowed down to 9.9% in December 2009. This outturn was 0.1 percentage points below the
end-year inflation target of 10.0% (see Table 3). The fall in inflation was on account of declines in both food and
non-food inflation.

Table 3: Actual Performance against Projections, 2007 - 2009 (%)

End-December 2007 End-December 2008 End-December 2009

Description Projection Actual Projection Actual Projection Actual
Overall Inflation 9.0 8.9 7.0 16.6 10.0 9.9
Non-food Inflation 10.7 11.9 8.3 12.9 9.0 11.8
Food Inflation 7.3 5.9 6.0 20.5 11.0 8.2
Reserve Money 6.0 9.2 11.5 25.4 19.0 4.9
Broad Money* 6.0 26.3 11.6 21.9 19.0 8.0
Domestic Credit* - 20.3 5.8 37.8 - 0.7
Government - -20.2 34.0 221 - 7.6
Public Enterprises - 68.7 - -61.0 - 147.7
Private Sector Credit - 415 - 50.2 - -1.2
Domestic Financing (% of GDP) 1.2 1.0 1.2 1.5 2.2 2.5

Source: Central Statistical Office and Bank of Zambia
- Indicates no target under the economic programme
* Preliminary estimates for December 2009

Monetary Developments

Reserve Money

Reserve money growth in 2009 slowed down to 4.9% from the 25.4% in 2008. This was largely due to a decline
in the Bank of the Zambia's Net Foreign Assets (NFA) as its Net Domestic Assets (NDA) increased. In absolute

terms, the stock of reserve money was K4,633.7 billion at end-December 2009 compared with the K4, 418.6
billion recorded at end-December 2008 (see Tables 4).

The NFA declined by 11.9% compared to a growth of 26.4% in 2008, contributing negative 11.9 percentage
points to reserve money growth while NDA contributed 16.8 percentage points to the growth in reserve
money.

Table 4: Reserve Money, 2007 - 2009 (K' billions unless otherwise stated)

Description 2007 2008 2009
Net Foreign Assets 3,490.3 4,411.3 3,886.3
Net Domestic Assets -284.0 7.3 747.4
Net claims on government -12.6 655.7 1,104.8
Claims on non-government 234.7 187.4 184.7
Other items, net -506.1 -835.8 -542.1
Reserve Money 3,523.7 4,418.6 4,633.7
Growth in Reserve Money (%) 9.2 25.4 4.9
Contributions to Growth in Reserve
Money (percentage points)
Net Foreign Assets 31.0 26.1 -11.9
Net Domestic Assets -21.8 -0.7 16.8
Domestic Credit -28.9 12.2 10.1
Government -26.6 13.2 10.2
Public Enterprises 0.0 -5.2 0.0
Private Enterprises 0.4 25.9 0.0
Households -0.1 35.1 0.1
Banks -2.6 0.1 -0.1
Other Items Net 7.1 -12.7 6.6

Source: Bank of Zambia
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Domestic Credit

During 2009, the rate of growth of domestic credit declined to 14.1% from 37.8% recorded in 2008 largely due
to the fall in private sector credit. In absolute terms, domestic credit was recorded at K12,137.6 billion in 2009
from K10,633.5 billion in 2008, largely reflecting credit expansion to Government (see Table 6). Excluding
foreign currency denominated credit, which decreased by 10.8%, annual domestic credit growth was 15.9%,
down from 37.4% registered in 2008.

Credit to Government increased by 66.6%, thereby contributing 10.8 percentage points to annual credit
growth. Similarly, credit to public enterprises and households increased by 147.7% and 1.9% and accounted
for 2.0 and 0.5 percentage points to domestic credit expansion, respectively. However, lending to the private
sector declined by 10.8%, contributing negative 5.5 percentage points to annual credit outturn.

Table 5: Developments in Domestic Credit, 2007 - 2009

2007 2008 2009
Description K' bn % K' bn % K' bn %
a b c a b c a b c
Domestic Credit 7,715.0| 21.3| 21.3 10010,633.5| 37.8| 37.8 100 (12,137.6 14.1 14.1 100
Government 1,959.8| -17.4| -6.5| 25.4|2,408.9| 22.9 5.8 22.7| 4,013.4 66.6 15.1 33.1
Public Enterprises 378.5| 68.7 2.4 49| 147.5| -61.0| -3.0 1.4 365.5| 147.7 2.0 3.0
Private Enterprises 4,309.1| 41.5| 19.9| 55.9|5,455.2| 26.6| 149| 51.3| 4,867.8| -10.8 -5.5 40.1
Households 942.6| 50.8 5.0| 12.2]2,4925| 164.4| 20.1| 23.4| 2,540.7 1.9 0.5| 209
Non-Bank Fin. Inst. 1249| 38.9 0.5 16| 129.2 35 0.1 1.2 350.2| 171.0 2.1 29

Source: Bank of Zambia
Notes: a: Change, b: Contribution to credit growth, c: Share
K’bn: Kwacha billion

Commercial banks'loans and advances declined by 0.5% in 2009 compared with an increase of 41.4% in 2008.
The largest percentage decrease to a single sector was restaurants and hotels by 52.1%, followed by financial
services (34.0%), electricity, gas, water and energy (28.9%), and construction (20.1%). However, some sectors
recorded an expansion in credit with the largest increase being in real estate (68.7%), followed by agriculture,
forestry, fishing and hunting (18.4%) and manufacturing (13.2%). Table 6, Charts 1 and 2 show the sector
distribution of loans and advances.
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Table 6: Sectoral Shares in Total Loans and Advances, Dec 2007 - Dec 2009
Sectors 2007 2008 2009

K'bn %Share K'bn %Share K'bn %Share
Agriculture 1,210.3 21.0 1,321.4 16.2 1,565.1 19.3
Mining and Quarrying 231.2 4.0 382.1 4.7 338.2 4.2
Manufacturing 615.2 10.7 878.5 10.8 994.2 12.3
Electricity, Gas, Water and Energy 280 4.9 193.7 2.4 137.8 1.7
Construction 203 3.5 324.2 4 259.1 3.2
Wholesale and Retail Trade 622.2 10.8 789.9 9.7 829.9 10.2
Restaurants and Hotels 67.3 1.2 256.3 31 122.7 1.5
Transport, Storage and Communications 414.3 7.2 568.2 7.0 508.7 6.3
Financial Services 243 4.2 639.8 7.9 422.0 5.2
Community, Social and Personal Services 94.8 1.6 107.8 1.3 280.5 3.5
Real Estate 125.3 2.2 402.4 4.9 678.7 8.4
Personal Loans 1,495.3 26.0 2,070.7 25.4 1,789.7 22.1
Others 154.3 2.7 207.7 2.6 171.7 2.1
Total 5,756.2 100 8,133.7 100 8,094.3 100

Source: Bank of Zambia
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Broad Money

Broad money (M3)* growth in 2009 slowed down to 8.2% from 21.9% recorded in 2008 and was 10.8
percentage points below the end-year projection of 19.0%. The contraction in broad money growth was largely
due to the slowdown in the growth in NDA as NFA growth increased. NFA declined by 4.5% from the 11.4%
growth recorded in 2008, contributing negative 1.8 percentage points to M3 growth. However, NDA grew by
16.8% from 30.3% in 2008 and contributed 10.0 percentage points to M3 expansion (see Table 8 and Chart 3).
Excluding foreign currency deposits whose annual growth rose to 16.6% (11.9% in 2008), money supply
growth fell to 4.0% from the 27.7% in 2008.

Table 7: Sources of Growth in Broad Money, 2007 - 2009 (%)

Description 2007 2008 2009 Contributions to

change in M3 (2009)

Broad Money (M3) 26.3 21.9 8.2 8.2
of which:

Net Foreign Assets 20.1 11.4 -4.5 -1.8

Net Domestic Assets 31.8 30.3 16.8 10.0

Domestic Credit 21.3 37.8 14.1 11.5

Net Claims on Govt. -17.4 22.9 66.6 12.3

Public Enterprises 68.7 -61.0 147.7 1.7

Private Enterprises 41.5 26.6 -10.8 -4.5

Households 50.8 164.4 1.9 0.4

NBFls 38.9 35 171.0 1.7

Other Items Net -4.4 63.3 7.0 -1.5

Source: Bank of Zambia
"Includes mortgages.
“Includes foreign currency deposits
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Interest Rates Developments
Yield Rates on Government Securities

Yield rates on Government securities generally trended downwards, especially towards the end of the year.
This was on account of heightened demand for Government securities and easing inflationary pressures in
2009. The weighted average vield rate for Treasury bills was 9.5%, down from 14.0% in December 2008. For
Government bonds, the composite average yield rate declined by 1.7 percentage points to an average of 15.9%
at the end of 2009.

With regard to Treasury bill yield rates, these fell sharply, particularly in the last two months of the year. The
yield rates on the 91 and 182-day securities declined to averages of 6.3% and 8.5% in December 2009 from
13.9% and 15.8% in December 2008, respectively. The yield rates for the 273 and 364-day papers fellto 11.0%
and 11.7% in December 2009 from 16.1% and 18.4%, respectively (see Chart 4).
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Developments in yield rates on Government bonds were mixed. The yield rate on the 2-year bond declined to
15.5% in December 2009 from the end-2008 yield rate of 16.6% while the yield rate on the 5-year paper fell by
0.7 percentage points to 17.5% in December 2009. Further, the yield rate on the 15-year bond declined to an
average of 18.9% at the close of the year under review from 19.3% at the end of the preceding year. However,
yield rate on the 3, 7 and 10-year bonds rose to averages of 16.8%, 17.9% and 18.9% in December 2009 from
16.2%, 17.3% and 18.4% in December 2008, respectively (see Chart 5).
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Commercial Banks' Nominal Interest Rates

Developments in commercial banks' nominal interest rates were mixed in 2009. The weighted average lending
base rate (WALBR) and the average lending rate (ALR) increased to 22.7% and 29.2% at end-December 2009
from 20.8% and 26.9% in the previous period, respectively. Similarly, the 30-day deposit rate, for amounts
exceeding K20 million, rose to 5.6% from 5.1%. However, the average savings rate (ASR) for amounts above
K100,000 declined to 4.7% from 4.8% (see Chart 6).
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Commercial Banks’ Real Interest Rates

During 2009, all annual real interest rates rose, largely due to the decline in inflation. The real WALBR and the
real ALR edged upwards to 12.8% and 19.3% at end-December 2009 from 4.2% and 10.3% in the previous
period, respectively. Similarly, the real ASR for amounts above K100,000.00 rose to negative 5.2% from
negative 11.8%. Further, the real 30-day deposit rate for amounts above K20 million increased to negative
4.3% from negative 11.5% during the reviewed period (see Chart 7 and Table 8).
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Table 8: Monthly Average Interest and Yield Rates, 2007 - 2009 (%)

Nominal Real
Description 2007 2008 2009 2007 2008 2009
91-day Treasury bill 10.7 12.2 6.3 1.8 -4.4 -3.6
182-day Treasury bill 11.3 13.5 8.5 2.4 -3.1 -1.4
273-day Treasury bill 11.3 13.8 11.0 2.4 -2.8 1.1
364-day Treasury bill 11.2 14.9 11.7 2.3 -1.7 1.8
Weighted Average Treasury bill 111 14.0 9.5 2.2 -2.6 -0.4
2-year Bond 14.1 16.6 15.5 5.2 0.0 5.6
3-year Bond 14.3 16.2 16.8 5.4 -0.4 6.7
5-year Bond 14.9 18.2 17.5 6.0 1.6 7.6
7-year Bond* 17.7 17.3 17.9 8.8 0.7 8.0
10-year Bond* 19.0 18.4 18.9 10.1 1.8 9.0
15-Year Bond* 20.0 19.3 18.9 111 2.7 9.0
Composite Yield Rate on Bonds 14.8 16.3 15.9 5.9 -0.3 6.0
Commercial banks' Weighted Average Lending Base Rate 18.3 20.8 22.7 9.4 4.2 12.8
Commercial banks' Average Lending Rate 27.9 26.9 29.2 15.7 10.3 19.3
Commercial banks' Average Savings Rate 4.8 4.8 4.7 -4.1 -11.8 -5.2
Deposit >K20 m (30 days) 4.8 5.1 5.6 -4.1 -11.5 -4.3

Source: Bank of Zambia

Overall Inflation

The annual inflation rate slowed down to 13.1% in March 2009 from the 16.6% recorded in December 2008.
Although the rate of inflation increased to 14.4% in June 2009, this trend was reversed in the second half of the
year, with annual inflation falling to 13.0% in September 2009. At the end of 2009, inflation reduced further to
a single digit level of 9.9% (see Chart 8 and Table 9). This outturn was attributed to the decline in both annual
food and non-food inflation that reflected a strong agriculture sector performance and relative stability in the
exchange rate as the adverse effects of the global economic crisis on the economy subsided.
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Non-Food Inflation

Annual non-food inflation rose during the first half of the year to 14.7% in June 2009 from the 12.9% recorded
in December 2008. This outturn was mainly attributed to the pass-through effects of the 14.6% depreciation of
the Kwacha against the US dollar during this period. However, during the second half of the year, non-food
inflation slowed down, closing the year at 11.8%, reflecting the appreciation of the Kwacha against the US
dollar by 8.0%. This was assisted by the stability in transport costs as fuel prices remained relatively stable
during the year.
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Food Inflation

After rising to 21.3% in January 2009 from 20.5% recorded in December 2008, annual food inflation slowed
down to 14.1% in June 2009 then decreased further, reverting to single digit level of 8.0% in December 2009.
The increase in food inflation at the beginning of the year was attributed to inadequate supply of most food
commodities particularly cereals and cereal products, beef products, fresh vegetables, kapenta and fish.
However, food price increases were partly moderated by the Government's maize price stabilisation
programme in the first quarter of the year. Over the remainder of the year, domestic and global food supply
conditions improved significantly with the increase in domestic food supply following a bumper crop harvest of
an estimated 1.9 million metric tons of maize in the 2008/09 agricultural season.

Table 9: Inflation Outturn, Dec 2007 - Dec 2009 (%)
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Monthly Annual Year-to-date

Overall Food| Non-food Overall Food| Non-food Overall Food | Non-food
Dec 07 1.4 1.7 0.8 8.9 5.9 11.9 8.9 5.9 11.9
Jan 08 1.8 1.7 1.9 9.3 6.9 11.7 1.8 1.7 1.9
Feb 08 2.5 4.1 1.1 9.5 9.1 10.0 4.3 5.9 29
Mar 08 1.0 1.3 0.8 9.8 9.1 10.4 5.4 7.2 3.7
Apr 08 0.3 0.1 0.4 10.1 9.8 10.5 5.7 7.4 4.2
May 08 0.4 0.4 0.5 10.9 11.7 10.1 6.2 7.9 4.7
Jun 08 1.3 2.8 -0.1 12.1 15.6 8.8 7.6 10.9 4.5
Jul 08 0.8 -0.6 2.3 12.6 14.2 11.2 8.5 10.2 6.9
Aug 08 0.9 1.5 0.3 13.2 16.3 10.4 9.4 11.9 7.2
Sep 08 1.3 0.2 2.3 14.2 16.2 12.4 10.9 12.1 9.7
Oct 08 1.2 1.4 1.0 15.2 17.6 13.0 12.2 13.6 10.9
Nov 08 1.4 2.2 0.7 15.3 18.5 12.4 13.8 16.2 11.6
Dec 08 2.4 3.7 1.2 16.6 20.5 12.9 16.6 20.5 12.9
Jan 09 13 2.4 0.3 16.0 21.3 11.1 13 2.4 0.3
Feb 09 0.7 -0.2 1.6 14.0 16.3 11.7 2.0 2.2 1.8
Mar 09 0.3 -0.8 13 13.1 13.9 12.3 2.3 1.4 3.2
Apr 09 1.3 1.9 0.8 14.3 15.9 12.7 3.7 3.3 4.0
May 09 0.8 0.6 1.0 14.7 16.1 13.3 4.5 3.9 5.0
Jun 09 1.1 1.0 1.2 14.4 14.1 14.7 5.6 5.0 6.2
Jul 09 0.5 0.1 0.8 14.0 14.9 13.1 6.1 5.1 7.1
Aug 09 11 1.3 1.0 14.3 14.6 13.9 7.3 6.4 8.2
Sep 09 0.1 -0.5 0.7 13.0 13.9 12.1 7.4 5.9 8.9
Oct 09 0.6 0.0 1.2 12.3 12.3 12.3 8.1 5.9 0.2
Nov 09 0.8 1.2 0.4 11.5 11.1 11.9 8.9 7.1 10.6
Dec 09 1.0 0.8 11 9.9 8.0 11.8 9.9 8.0 11.8

Source: Central Statistical Office and Bank of Zambia
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3.2

MONEY AND CAPITAL MARKETS
Inter-bank Money Market

Trading activity in the interbank money market slowed down by 28.2% in 2009 mainly due to abundant
liquidity in the market although the volume of funds traded was more evenly distributed. The total amount of
interbank loans transacted during the year decreased to K17,030.0 billion from K23,836.6 billion. The decline
in trading activity underpinned a recovery of the Zambian money market from the global financial crisis. As
most banks enjoyed relatively better liquidity positions, there was little incentive for increased interbank
activity, leading to a contraction in the volume of funds transacted in 2009.

Classified by tenor, overnight loans accounted for the bulk of the transactions conducted in the market,
representing K12,867.6 billion of total market turnover compared to K17,736.4 billion recorded in 2008. A
similar pattern was observed with regard to the volume of funds traded for a period exceeding one day, which
stood at K4,162.8 billion compared with K6,100.2 billion transacted in the preceding year. Foreign owned
banks remained the most active on both sides of the interbank market even as trading activity slackened. Total
funds borrowed amounted to K11,339.5 billion and funds lent totalled K9,198.8 billion, translating into a net
borrowing of K2,140.8 billion. The dominant participation of foreign owned banks in the interbank market,
coupled with abundance of liquidity, helped lower the weighted average interbank rate to 9.9% from the 11.8%
posted in 2008 (see Chart 9). Locally owned banks borrowed only K1,162.6 billion from foreign owned
counterparts at a higher rate of approximately 11.0% compared with 10.0% at which foreign owned banks
borrowed K11,821.6 billion from each other. The volume of transactions recorded during the period partly
explains the difference in the cost of funds between the two different bank categories.
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Government Securities Market

The primary market for Government securities formed the Government's principle source of domestic
borrowing in 2009. For Treasury bills, the average size of the weekly auctions was kept unchanged at K100.0
billion, with larger amounts pushed onto the 364-day portfolio. Monthly tender offers for Government bonds
were also maintained at K120.0 billion throughout the period.

Although the supply of Government securities in 2009 was broadly in line with tender offerings in the previous
year, demand was higher for Treasury bills than in 2008. The average bids received on the weekly auctions
amounted to K131.4 billion compared with K83.2 billion in 2008. The average value of bids received at the
Government bonds monthly tenders stood at K121.5 billion relative to K98.6 billion posted in the preceding
period. In view of the high demand recorded for Treasury bills, the average rate of subscription soared to
131.4% from 83.2% while that for Government bonds was recorded at 101.3% relative to 82.2 % recorded
during 2008 (see Table 10).
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Table 10: Government Securities Transactions, 2008 - 2009

2008 2009
Average Average
Average Offers Average Bids Subscription| Average Offers Average Bids Subscription
(K' billion) (K' billion) Rate (%) (K' billion) (K" billion) Rate (%)
91-day bills 17.0 12.1 71.2 21.3 26.6 124.9
182-day bills 21.1 15.6 73.9 19.2 21.3 110.9
273-day bills 17.8 13.1 73.6 16.3 20.1 123.3
364-day bills 441 42.4 96.1 43.2 63.4 146.8
Total 100.0 83.2 83.2 100.0 131.4 131.4
2-year bond 25.8 27.8 107.8 26.7 36.8 138.1
3-year bond 32.9 18.3 55.6 333 333 99.8
5-year bond 41.7 30.3 72.7 41.7 40.3 96.6
7-year bond 7.1 10.1 142.3 6.7 4.6 69.1
10-year bond 7.1 5.9 83.1 6.7 3.9 58.5
15-year bond 5.4 6.2 114.8 5.0 2.6 51.6
Total 120.0 98.6 82.2 120.0 121.5 101.3

Source: Bank of Zambia

The total value of Treasury bill tender invitations was unchanged at K5,200.0 billion in 2009. Similarly, the
amount of Government bonds offered to the market amounted to K1,440.0 billion, unchanged from the
amount offered in 2008. The market's response to Treasury bills tender invitation was overwhelming with bids
submitted exceeding the amount offered. A total of K6,835.3 billion was tendered in Treasury bills, up from
K4,324.7 billion submitted at the weekly auctions in 2008. Of the bids received, K4,283.9 billion was sold
compared with K3,484.2 billion recorded in 2008. The demand for Government bonds was also relatively
favourable although only the 2-year paper was oversubscribed. The total amount of bids received for all tenors
totalled K1,004.7 million, out of which K800.8 billion was sold to investors. Sales of Government bonds in
2009 were below the amount sold in 2008 by K48.6 billion, underpinning the absence of investor enthusiasm
in this segment of the debt market. Maturities on Treasury bills were more than fully covered by the sales,
resulting in a surplus of K921.6 billion being recorded for the year under review. This figure was more 17
favourable than the K88.6 billion recorded in 2008. Conversely, the realised surplus for Government bonds

decreased to K183.6 billion from K478.3 billion posted in 2008.

Stock of Government Securities

The total amount of outstanding Government securities increased by 4.9% to K8,417.9 billion in 2009 from
K8,021.8 billion in 2008. This increase was lower than the 5.6% recorded during the previous period, mainly
due to a reduction in Government bonds outstanding. The increase in total securities outstanding was
therefore, principally accounted for by the growth in the stock of Treasury bills which posted a gain of 18.7% to
end the year at K3,895.1 billion while that of Government bonds shrunk by 4.6% to K4,522.8 billion.

Market Bidding Behaviour

Although all portfolios for Treasury bills were attractive to investors, the bidding behaviour mostly reflected
the investors' preference for the long-dated 364-day paper, as in 2008. The average subscription rate for the
364-day paper at 146.8% was by far the highest, well above the 96.1% registered in 2008. The 91,182 and
273-day securities also received favourable responses, posting average subscription rates of 124.9%, 110.9%
and 123.3%, respectively.

The demand for Government bonds was equally high with overall subscription rate exceeding 100%, mainly on
account of over-subscription on the 2-year tenor which was recorded at 138.1%. The 3- and 5-year securities
fell marginally below the full tender offer amounts, recording subscription rates of 99.8% and 96.6%,
respectively. The rates of subscription for the 7- and 10-year government bonds were recorded at 69.1% and
58.5%. The least attractive tenor was the 15-year bond with a subscription rate of just above 50%.

Foreign Investments in Government Securities

The slow pace of recovery in global financial conditions meant that foreign investors' participation in the
Government securities market remained subdued, after the capital flight experienced at the height of the crisis
in 2008. Thus, 2009 recorded a further reduction in the overall holdings of Government securities by non-
residents. The total stock of Government securities held by foreign investors decreased by 30.6% ending the
period at K565.9 billion compared with K815.8 billion held in 2008. Foreign investors' holdings accounted for
6.7% of total outstanding Government securities, a reduction from 10.2% recorded at the end of 2008.
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The reduction in non-resident holdings of Government securities was more significant for Treasury bills than
for Government bonds. Over the first half of the year, the amount of Treasury bills held by foreign investors
declined to K1.5 billion from K363.4 billion recorded at the close of 2008. However, as the risks associated with
the global financial crisis and economic recession receded and the domestic macroeconomic outlook
strengthened, foreign investors returned to the Zambian debt market over the second half of the year. This was
reflected in the increase in non-resident holdings of Treasury bills from K1.5 billion to K155.4 billion between
July and December 2009 (see Chart 10). This figure was 4.0% of the total stock of Treasury bills outstanding,
compared with 11.1% posted at the end of 2008.
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The total stock of Government bonds held by non-residents declined by 9.3% to K410.5 billion at end
December 2009 from K452.4 billion recorded in 2008 after reaching a low of K363.1 billion in November 2009.
There was however, a recovery in non-resident holdings of Government bonds towards the end of the year (see
Chart 11).
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Foreign Exchange Market

As the price of copper remained low and private capital inflows reversed in the early part of the year, the
exchange rate of the Kwacha against the US dollar weakened to a three-year low of K5,732.90 in mid-April
2009. However, the foreign exchange market subsequently stabilised, benefitting from a rebound in copper
prices and receding risk concerns on the effects of the global financial crisis. In addition, foreign exchange
inflows through disbursement of funds by the IMF and the resumption of donor support to Government’ in the
second half of the year added further impetus to the already improved foreign exchange market outlook.
Nonetheless, due to the depth of the depreciation recorded in the early months of the year, the Kwacha
weakened on average against major traded foreign currencies in 2009. Regarding foreign exchange trading,
the turnover of funds transacted was higher in 2009 compared with the preceding period.

°Disbursement of donor support was delayed in part due to the negative impact of the global financial crisis in the donor countries and audit
queries relating to allegations of misappropriation of public funds at the Ministry of Health.
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Developments in the Nominal Exchange Rate

Despite the recovery in metal prices in the last half of the year, the global financial crisis had exerted
considerable pressure on the exchange rate of the Kwacha in the first half of the year resulting in the domestic
currency depreciating on average during the year (see Chart 12). Against the US dollar, the Kwacha
depreciated by 34% to an average of K5,033.95/US$. It also weakened against the Euro and the South African
rand by 28% to trade at an average of K6,988.46/€ and K602.07/ZAR, respectively. The rate of depreciation
against the British pound was 13.7% to end the year at an average of K7,859.67/£. Nevertheless, on a year-to-
year basis, the Kwacha appreciated by 4% against the US dollar compared to a depreciation of 27% in 2008.

CHART 12: 8,500.0 6600
PaVa\N i
KWACHA EXCHANGE 8,000.0 / I\/"\\ 1 2‘2‘32
RATE LEVELS AGAINST o 75000 \\ /_/ ﬂ\./\ '
MAJOR FOREIGN 2 70000 + 6000
CURRENCIES, 3 6s000 \v ~ N ] ————— 5500
DEC 2007 - DEC 2009 20N ~ /’ / + 560.0
% 6,000.0 A / / 540.0 5
T 55000 TN —\ 45200 N
E 5,000.0 ‘ w // \,\ + 500.0 2
em; 4,500.0 \ // \——" 480.0
E 4,000.0 \ 7\ // izz.g
33000 \\\// 1 420j0
3,000.0 e p—pefp—t 400.0

PTIFPPIPIIFPIIFRIINIIIIIS DS O
O N N e L N o S e

m— K/USS — K/E — K /e e K/ZAR

Foreign Exchange Transactions

The pressure on the exchange rate was not only a reflection of external shocks but also depicted a reduction in
the supply of foreign exchange from the market. In this regard, commercial banks' purchases of foreign exchange
from various other sectors amounted to US $3,799.7 million in 2009 compared with purchases of US $4,942.6
million recorded in 2008. The demand for foreign exchange was equally low with commercial banks' sales to the
rest of the economy totalling US $3,200.2 million, down from US $4,513.9 million recorded in the preceding
period.

The market saw new leading suppliers of foreign exchange enter into the market. Reflecting a renewed
interest into the domestic debt market, foreign financial firms accounted for US $982.7 million (25.9%) of the
total foreign exchange supplied to the market. The mining companies, previously the single main player in the
market accounted for one fifth (US $794.5 million) of the total funds placed onto the market, down from US
$1,390.7 million recorded in 2008. The remainder (US $2,022.5 million) was distributed among a multiplicity
of players of which the manufacturing sector supplied a total of US $147.4 million compared to US $177.9
million supplied in 2008.

Interbank trading of foreign exchange rose to US $4,811.9 million in 2009 from US $4,512.3 million at the end of
2008. However, with regard to the non-bank public, commercial banks’ purchases of foreign exchange decreased
to US$3,805.6 million compared with US $5,705.0 million in 2008. The banks' sales of foreign exchange to non-
banks were equally lower at US $3,410.9 million compared to the US $5,280.5 million the previous period. On a
net basis, banks gained US $394.7 million on their books through transactions with the non-bank public, which
was lower than the net purchases of US $424.6 million recorded in 2008.

More activity was recorded for the South African rand on the demand side of the market with commercial banks
offloading a total of ZAR2,797.6 million to the non-banks, although this was significantly lower than the sales of
ZARG,164.3 million recorded in 2008. Purchases of the rand from non-banks decreased to ZAR314.4 million from
ZAR3,396.8 million over the same period. In view of this, commercial banks recorded net sales of ZAR2,483.2
million compared with ZARZ2,767.5 million in 2008. Furthermore, commercial banks sold ZAR22.4 million worth
of the South African currency to the bureaux, less than half of the amount sold in 2008. Conversely, the banks'
purchases of foreign exchange from the bureaux amounted to only ZAR0.4 million, resulting in net sales of
ZAR22.0 million to the bureaux. In the interbank rand market, transactions rallied strongly as ZAR105.4 million
exchanged hands among commercial banks. This figure was much higher than ZAR12.9 million traded in 2008.
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The continued high demand for the rand reflected the growing importance of the South African economy to most
Zambian business houses.

Market activity for other major currencies continued to lag behind that of the US dollar and the South African
rand. The banks' euro sales to non-banks fell steeply to €58.1 million at the end of 2009 from €119.2 million in
2008. Commercial banks purchased €50.9 million from non-banks, resulting in net sales of €7.3 million. With
regard to the British pound, commercial banks reported sales of £25.8 million to non-banks, down from £52.2
million while the value of purchases stood at £11.6 million compared with £84.6 million recorded in 2008.

The prevailing market conditions were characterised by a high demand for foreign exchange, largely driven by
the global financial crisis that led to a depreciating trend of the Kwacha against the major currencies
throughout most of the period. In order to minimise exchange rate volatility, the Bank of Zambia stepped up its
participation in the foreign exchange interbank market by accommodating some of the high demand for
foreign exchange, particularly in the first quarter of the year. In this regard, a total of US $395.0 million was
sold to the market, reflecting an increase of US $165.0 million over the previous period's level of intervention.
The Bank's purchases of foreign exchange from the market were limited, totalling only US$24.5 million
compared with US $59.0 million in 2008.

Real Effective Exchange Rate

The Real Effective Exchange Rate (REER) depreciated’ by 5.8% to 108.3 in December 2009 from the 102.4
recorded in December 2008 (see Chart 13). This was largely a result of the 14.2% depreciation of the Nominal
Effective Exchange Rate (of which the South African Rand and the Swiss Franc contributed 12.1 and 2.3
percentage points, respectively). This was moderated by the 7.4% decline in relative prices (ratio of foreign to
domestic prices). On an annual basis, the average REER depreciated by 17.3% in 2009 compared with an
appreciation of 13.6% recorded in 2008 (see Table 11). This was mainly attributed to the 31.3% depreciation of
the annual average Nominal Effective Exchange Rate (of which the South African Rand and the Swiss Franc
accounted for 13.6 and 10.9 percentage points, respectively).
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Table 11: End Period Real Effective Exchange Rate, 2007 - 2009
2007 2008 2009 | Percentage Change
(2009/2008)
Domestic CP1(2005=100) 113.8 128.0 145.1 13.4
Weighted Foreign CPI1(2005=100) 106.0 113.1 114.6 1.3
NEER Index 1,537.3 1,400.5 1,839.5 31.3
REER Index (2005=100) 109.8 94.9 111.3 17.3

Source: Bank of Zambia

Gross International Reserves

Despite pressures that characterised the foreign exchange market during the year, the Bank of Zambia's policy
of reserves accumulation remained on course, boosted by the IMF's allocation of US $627.3° million in Special
Drawing Rights (SDRs). The Bank increased its external reserves position by 75.6% to US $1,949.2 million

‘A sustained depreciation of the real effective exchange rate has the potential to positively impact on the performance of non-traditional
exports.

This was a general and special allocation of SDR made to the IMF member countries meant to provide liquidity with the view of boosting
reserves following the global financial crisis.
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from the US $1,109.9 million recorded at the end of 2008 (see Chart 14). Other factors accounting for the
increase in the level of reserves were the balance of payments support worth US $247.7 million, tax payments
by the mining companies amounting to US $77.7 million and Bank of Zambia purchases of foreign exchange
from the market totalling US $24.5 million. Receipts of project funds accounted for a further US $118.4 million
while other receipts amounted to US $52.3 million. The Bank's reserves build-up was counteracted by the
foreign exchange outflows mainly through Bank of Zambia net sales of foreign exchange to the market worth
US $370.5 million. These sales were occasioned by the need to moderate exchange rate volatility.

CHART 14:
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Developments in the Capital Markets
Equity Market

Market activity at the Lusaka Stock Exchange (LuSE) remained depressed, falling further during the course of
2009. The volume of shares traded at the stock market amounted to 203.5 million in 2009, the lowest since
2002. The fall in trading activity was mainly due to reduced participation of foreign investors, with only 72.2
million shares purchased at the local bourse despite an improvement in global economic conditions. The 21

continued risk aversion of foreign investors towards developing economies' equities resulted in net foreign
portfolio capital outflows from the LuSE amounting to US $13.1 million compared with a net inflow of US $1.7
million recorded in the previous year. Domestic trading was also sluggish, amounting to only 131.3 million
shares transacted over the period, as local investors continued to experience liquidity constraints and
remained uncertain about the future direction of the stock market. The poor performance of the stock market
was also evident in the sales turnover, as both domestic and foreign sales fell sharply to K7,038.1 million and
K1,714.2 million from K13,119.5 million and K12,020.2 million, respectively.

However, market capitalisation rose through the period as investors placed their funds in a select group of
companies with strong growth prospects. The increase in share prices for Zambeef, Zambia Sugar plc, Zambian
Breweries and ZANACO provided the impetus for growth in market value (see Table 12). Accordingly, market
capitalisation rose by 21.9% to K24,940.7 billion at the end of 2009. The rise in market capitalisation was
higher than the 8.5% increase recorded at the end of 2008. Largely due to bullish performance of the
companies stated above, the Lusaka All Share Index posted an increase of 11.5% to close the year at 2,794.9
compared with 2,505.88 recorded in 2008 (see Chart 15).
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Table 12: Listed Companies’ Share Prices on the Lusaka Stock Exchange, 2008 - 2009

Listed Company Closing Share Price 2008 Closing Share Price 2009 Share Price Change (%)
African Explosive (Z) Ltd 1,680.00 1,000.00 -40.5
British American Tobacco 1,450.00 1,250.00 -15.5
British Petroleum 575.00 270.00 -53.0
Cavmont Capital 11.50 8.50 -26.1
Copperbelt Energy Corporation 450.00 430.00 -4.4
Celtel 300.00 498.00 66.0
Investrust Bank Limited 25.00 18.00 -28.0
Lafarge 6,100.00 5,500.00 -9.8
Farmers House 1,000.00 2,700.00 170.0
Farmers House Preference 4,280.00 4,280.00 0.0
National Breweries 6,880.00 6,460.00 -6.1
Pamodzi Hotel 500.00 320.00 -36.0
Standard Chartered Bank 379.00 250.00 -34.0
Shoprite 16,000.00 21,800.00 36.3
Zambeef 3,500.00 3,800.00 8.6
Zambia Metal Fabricators 299.00 200.00 -33.1
Zanaco 385.00 550.00 42.9
Zambia Breweries 1,710.00 2,000.00 17.0
ZCCM-IH 28,000.00 27,000.00 -3.6
Zambia Sugar 268.00 381.00 42.2

Source: Lusaka Stock Exchange

Bond Market

In the bond market, the value of Government bonds traded in the secondary market rose sharply in 2009,
reaching a high of K57.3 billion against K3.1 billion in 2008. The high rate of trading activity manifested
increased awareness of the importance of the secondary market in Government paper and was consistent with
the Bank's efforts to develop this segment of the debt market. The volume of funds traded on the secondary
market, although low, also increased to 11 from 6 in 2008.

3.3 BALANCE OF PAYMENTS

Preliminary data show that Zambia recorded a favourable balance of payments (BoP) position in 2009
compared with the previous year. The overall BoP surplus rose to US $427.4 million in 2009 from US $12.7
million recorded in 2008 (see Table 13). This was evidenced by the increase in gross international reserves
equivalent to 5.1 months of import cover in 2009 from 2.1 months recorded the preceding year. The
improvement in the BoP position was largely attributed to the narrowing of the current account deficit, which
more than offset the unfavourable performance in the capital and financial account.




Table 13: Balance of Payments, 2007 - 2009 (US $’ million)
2007 2008 2009*
Current Account -754.5 -1,036.1 -456.6
Balance on goods 899.2 404.4 865.3
Exports , f.o.b 4,448.5 4,877.2 4,189.4
Metal sector 3,667.7 4,001.0 3,283.9
Copper 3,406.5 3,684.5 3,115.4
Cobalt 261.2 316.5 168.5
Nickel 0.0
Non-traditional 780.8 876.2 905.5
Imports, f.o.b -3,610.5 -4,554.3 -3,400.3
Metal sector -1,059.1 -1,380.5 -866.0
Non-metal sector -2,551.4 -3,173.8 -2,534.3
Goods Procured in ports by carriers( Bunker Oil) 35.3 37.4 39.6
Nonmonetary Gold 26.0 44.1 36.6
Services (net) -639.6 -602.0 -461.6
Services Receipts 273.4 299.6 240.8
Services Payments -913.0 -901.6 -702.4
Balance on goods and services 259.6 -197.6 403.7
Income Net -1,544.6 -1,398.6 -1,333.6
Income Receipts 35.2 29.5 5.4
Income Payments -1,579.8 -1,428.1 -1,338.9
Of which: Income on Equity Payments -1,532.0 -1,345 -1,261.0
Interest payments -13.3 -54.1 -49.3
Current Transfers (net) 530.5 560.1 473.2
Private 227.9 239.0 180.5
Official 302.6 321.1 292.7
Commodity, SWAP & Global Fund 156.0 150.1 79.2
Budget Grants 146.6 171.0 213.5 23
Capital and Financial Account 1,065.4 1,046.1 879.0
Capital Account 222.8 230.0 298.7
Capital Transfers 222.8 230.0 298.7
General Government 222.8 230.0 298.7
Project Assistance grants 222.8 230.0 298.7
Debt Cancelled/MDRI 0.0 0.0 0.0
Other Sectors 0.0 0.0 0.0
Financial Account 842.6 816.1 580.3
Direct Investment 1,323.9 938.6 694.4
Portfolio Investment 41.8 -6.1 -6.4
Other Investment -523.1 -116.4 -107.6
Assets -1,005.8 -443.5 -21.3
Increase in NFA - banks(-) -66.7 142.7 -80.0
Other Short term Deposits -939.1 -586.2 58.6
Liabilities 482.7 327.1 -86.2
Government 33.9 67.4 38.1
Disbursement of Loans 82.7 110.8 38.1
Project 82.7 79.0 58.3
Budget 0.0 31.8 20.9
Amortization of Loans(-) -48.8 -43.3 -41.1
Monetary Authorities 627.3
Private Foreign Borrowing(net) 448.8 259.6 -751.6
Errors and Omissions -0.4 2.6 5.0
Overall balance 310.5 12.7 427.4

Source: Bank of Zambia
* Preliminary
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Current Account

During the year, the current account deficit narrowed to US $456.6 million from the US $1,036.1 million
recorded the previous year. This was generally attributed to a surge in the merchandise trade surplus to US
$865.3 million from US $404.4 million over the same period. A decline in the merchandise imports bill, which
outweighed the drop in merchandise export earnings, explained the increase in the trade surplus.

Merchandise imports fell by 25.3% to US $3,400.3 million in 2009 from US $4,554.3 million in 2008. This was
mainly on account of areduction in import bills on all commodity groups, with the exception of paper and paper
products, and fertilizer, which increased by 1.6% and 0.7%, respectively. The slowdown in investment
projects, particularly in the mining sector, coupled with the depreciation of the Kwacha during the first half of
the year principally explained this outturn.

During the year, merchandise export earnings were US $4,189.4 million. This was 14.1% lower than the US
$4,877.2 million recorded in 2008, due to a decline in both copper and cobalt export earnings by 18.0% (see
Chart 16).

Spurred by the
commencement of full
commercial production
at Lumwana mine, and
enhanced processing
capacity at the
Chambishi and Konkola
mines, copper export
volumes soared to
669,096.50 mt in 2009
from 587,124.69 mt
recorded in 2008. A
Hitachi Euclid truck
hauling concentrate
from the Lumwana
Copper Mine pit
headed for the
processing plant

Following the
completion of the
rehabilitation of major
hydro-electric power
stations in the country,
the energy sector grew
by 8.6% in 2009, up
from a growth of
negative 1.2% in 2008.
Further exports of
electricity rose more
than three-fold
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Copper export earnings fell by 15.4% to US $3,115.4 million from US $3,684.5 million realised the previous
year. The fall in earnings was mainly due to a 25.8% decline in the average realised price of copper to US
$4,656.09 per mt in 2009 from US $6,275.44 per mt recorded the preceding year. However, copper export
volumes grew by 14.0% to 669,096.50 mt in 2009 from 587,124.69 mt recorded in 2008. This was due to the
commencement of full commercial production at Lumwana Copper Mine, and enhanced processing capacity
following the commissioning of the Chambishi and Konkola Copper Smelters.

Similarly, cobalt export earnings fell by 46.8% to US $168.5 million from US $316.5 million in 2008, as the
average realised cobalt price declined by 58.5% to US $28,474.03 per mt from US $68,657.40 per mt. This was
despite the increase in export volume by 28.3% t0 5,916.88 mt in 2009 from 4,610.45 mt in 2008.

In contrast, non-traditional export earnings (NTEs) grew by 3.4% to US $905.5 million from US $876.2 million
recorded in 2008. Accounting for the increase in NTEs were exports of cane sugar, burley tobacco, cotton lint,
gasoil, gemstones, electricity and cement (see Table 14). Improved production of some of the leading NTEs,
such as cane sugar, coupled with recovery in global demand in the latter part of the year, contributed to the
increase.
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Table 14: Major Non-Traditional Exports (C.I.F.), 2007 — 2009 (US $' million)

Product 2007 2008 2009* | % Change 2009/2008
Copper Wire 195.4 158.0 110.4 -30.1
Cane Sugar 74.4 60.7 101.8 67.8
Burley Tobacco 63.2 74.6 96.0 28.7
Cotton Lint 37.1 35.4 48.6 37.4
Electrical Cables 150.5 56.3 38.2 -32.2
Fresh Flowers 38.3 23.7 23.4 -1.2
Cotton Yarn 12.4 7.5 0.1 -99.3
Fresh Fruits & Vegetables 24.6 27.0 22.1 -18.1
Gemstones 28.6 324 36.3 11.8
Gas oil 20.9 25.9 29.1 12.3
Electricity 7.3 3.3 10.5 215.6

Source: Bank of Zambia
*Preliminary

Capital and Financial Account

In the period under review, the capital and financial account balance narrowed by 16.0% to US $879.0 million
from US $1,046.1 million in 2008. This was largely driven by the decline in inflows from foreign direct
investment, Government and private borrowing against increased outflows from debt service by the private
sector. The decline in the capital and financial account was moderated by the allocations of SDRs to Zambia by
the IMF equivalent to US $627.3 million.

Direction of Trade
Major Export Markets by Region

In the period under review, Zambia recorded a notable decline in exports to all regional markets apart from
Asia, Southern African Development Community (SADC) and the Common Market for Eastern and Southern
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Africa (COMESA). The non-EU OECD region maintained its top rank as Zambia's major export market,
accounting for 52.0% of total exports (see Chart 17). Exports to this region, however, declined by 20.0% to US
$2,227.0 million in 2009 from the US $2,783.0 million recorded the previous year. This was largely driven by
the decline in metal exports to Switzerland, UK, USA and Japan. A decline in exports of food items to the UK
was also recorded. The fall in the average metal prices on the international market as a result of the decline in
demand due to the effects of the global economic crisis explained this outturn. Asia ranked second, accounting
for 19.0% as exports to that region rose to US $802.0 million from US $654.0 million, spurred by increased
metal exports to China and the United Arab Emirates.

The SADC and COMESA as a group emerged third accounting for 12.0% of total exports with exports to
countries in this group growing by 13.6% to US $493.0 million from US $434.0 million in 2008. Increased
exports of food and live animals, chemicals and related products to Congo DR; beverages and tobacco,
machinery and transport equipment parts to Zimbabwe; and food items to Mauritius, explained this outturn.
SADC (exclusively)’ was displaced to the fourth rank, accounting for 11.0% as Zambia's exports to these
countries declined further by 22.0% to US $449.0 million from US $575.0 million in 2008. A fall in exports of
copper ores to South Africa and food items to Namibia, explained the decline. Similarly, exports to COMESA
(exclusively) declined by 66.9% following a substantial reduction in copper exports to Egypt and manufactured
goods to Kenya. The EU ranked sixth as exports to that region fell by 41.2% driven by a slide in metal exports to
the Netherlands, Belgium, and Germany.

CHART 17:
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Major Sources of Imports by Region

The SADC remained the major source of Zambia's imports accounting for 43.0%. This was despite a fall in
imports by 29.2% to US $1,625.5 million from US $2,296.5 million (see Chart 18). Accounting for this outturn
was mainly the decline in imports of machinery and equipment, and manufactured goods, as well as mineral
fuels, lubricants and related materials from Mozambique and South Africa. Asia was second with a 24.0%
share in the country's total imports, despite a 21.2% drop in imports to US $910.1 million from US $1,154.4
million. This outcome was attributed to a decline in imports of machinery and equipment, and manufactured
goods from China, Hong Kong, and United Arab Emirates; chemicals and related products from India; and
petroleum products from Kuwait.

Similarly, imports from SADC and COMESA as a group fell by 15.5% to US $575.3 million from US $680.7
million recorded the previous year. A decline in imports of manufactured goods, food items and mineral fuels,
lubricants and related products from Zimbabwe, explained this outturn.

The non-EU OECD region ranked fourth as imports fell by 27.2%, reflecting a decline in imports of machinery
and transport equipment from Australia, Canada, Sweden and Japan. During the same period, imports from
the EU equally declined by 29.4%, as imports of machinery and equipment from Belgium, Finland, Germany,
Netherlands, France, and Italy edged downwards. This was mainly attributed to the low economic activities
coupled with a relatively weak Kwacha in the first half of 2009 on the backdrop of the global financial and
economic crises. The COMESA, which ranked sixth, accounted for 3.0% of Zambia's total imports.

°Exclusively in this context refers to those countries that are only members of SADC and do not belong to COMESA. In both regional bodies,
they are countries with dual membership.
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3.4 EXTERNAL DEBT
Government Debt Stock

Preliminary data indicate that the Government's total stock of outstanding external debt increased by 26.8% to
US $1,521.2 million at end-2009 from the US $1,199.8 million recorded at end-2008 (see Table 15). The
increase in the debt stock was as a result of disbursements from various creditors, notably the IMF and the
World Bank Group.

An analysis of the structure of Government's external debt stock as at the end of 2009 indicates that 69.8% of
this total was owed to multilateral creditors, 21% to bilateral creditors and 9.2% to suppliers. The multilateral
debt stock increased by 39.2% to US $1,061.5 million at the end of 2009 from US $762.5 million at the end of
2008. The increase was largely attributed to disbursements from the IMF under the Extended Credit Facility
and disbursements from the World Bank Group for various projects. The stock of IMF debt increased to US
$344.8 million in 2009 from the previous year’s level of US $95.5 million. External debt owed to bilateral
creditors at end 2009 was US $320 million, up from US $295 million, while the stock of debt owed to suppliers

declined to US $139.7 million from US $142.1 million. 27

Table 15: Government External Debt Stock by Creditor, 2007 - 2009

2007 2008 2009*
Creditor US $'million % share| US $'million % share | US $'million % share
Bilateral 286.8 25.9 295.2 24.6 320.0 21.0
Paris Club 212.6 19.2 220.7 18.4 226.4 7.8
Non Paris Club 74.2 6.7 74.5 6.2 93.6 2.6
Multilateral 708.3 64.0 762.5 63.6 1,061.5 69.8
IMF 85.9 7.7 95.5 7.9 344.8 22.7
World Bank Group 407.9 36.8 436.0 36.3 501.1 33.0
African Development Bank Group 93.5 8.4 126.0 10.5 119.6 7.8
Others 120.8 10.9 104.8 8.8 96.0 6.3
Suppliers/ Bank 111.4 10.1 142.1 11.8 139.7 9.2
Total Govt. Debt 1,106.5 100.0 1,199.8 100.0 1,521.2 100.0

Source: Ministry of Finance and National Planning, and Bank of Zambia
Data for 2009 is preliminary*

Government External Debt Service

In 2009, Government external debt service amounted to US $55.5 million, representing a decrease of 13.3%
from US $64.0 million debt service in 2008 (see Table 16). Principal maturities during the year amounted to US
$42.8 million while interest and other charges amounted to US $12.7 million. Of the total debt service for
2009, US $28.6 million was paid to bilateral creditors, US $26.4 million to multilateral creditors and US $0.5
million to supplier creditors.
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Table 16: Zambia's Official External Debt Service by Creditor, 2007 - 2009

2007 2008 2009

Creditor US $'million US $'million US $'million
Bilateral 35.9 35.7 28.6
Paris Club 3.5 9.2 7.3
Others 324 26.5 213
Multilateral 24.8 28.0 26.4
IDA 3.0 3.5 3.7
IMF 0.0 3.4 2.0
ECU/EIB 15.2 14.9 16.2
Others 6.6 6.2 4.5
Suppliers/Bank 0.8 0.3 0.5
Total 61.5 64.0 55.5

Source: Bank of Zambia

Table 17: Private and Parastatal External Debt Stock, 2007 - 2009

2007 2008 2009*

Creditor US $'million % Share| US $'million % Share| US $'million % Share

Private 1,005.5 96.5 881.7 96.9 2,227.0 99.0

28 Multilateral 96.2 9.2 65.4 7.2 214.8 9.5
Financial Institutions 206.1 19.8 209.3 23.0 420.9 18.7

Parent Company 541.4 52.0 448.4 49.3 1,432.7 63.7

Other 161.8 15.5 158.6 17.4 158.6 7.1

Parastatal 34.7 3.5 27.9 3.1 23.4 1.0

Total Private and Parastatal Debt 1,040.2 100.0 909.6 100.0 2,250.4 100.0

Source: Ministry of Finance and National Planning, and Bank of Zambia
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Table 18: Central Government Fiscal Operations, 2007 - 2009

2007 (Actual) 2008 (Actual) 2009 (Target) 2009 (Preliminary)
K' billion| % of GDP| K’ billion| % of GDP | K' billion| % of GDP| K'billion| % of GDP
Revenues and Grants 10,626.0 229, 12,186.3 22.0| 13,681.2 21.6| 12,182.4 18.9
Domestic Revenues 8,522.1 18.4| 10,113.6 18.2| 10,648.7 16.8| 10,315.2 16.0
Of which:
Tax Revenues 8,183.6 17.7| 9,546.3 17.2| 10,1945 16.1| 9,660.9 15.0
Non-tax Revenue 338.5 0.7 567.3 1.0 454.2 0.7 654.3 1.0
Grants 2,103.9 45| 2,072.7 3.7 3,032.5 4.8 1,867.2 2.9
Total Expenditures 11,209.5 24.2| 13,280.0 24.0| 15,248.4 24.1| 13,847.5 21.5
Of which:
Current Expenditures 9,366.5 20.2| 11,313.0 20.4 12,272.5 19.4| 11,556.9 18.0
Capital Expenditures 1,083.0 2.3 1,271.0 2.3 2,975.9 4.7 2,290.6 3.6
Change in balances 474.5 1.0 -308.8 -0.6 0.0 0.0 21.9 0.0
Overall bal including grants (Cash) -109.0 -0.2| -1,402.5 -2.5| -1,567.2 -2.5| -1,643.2 -2.6
Of which:
Overall bal. excluding grants (Cash) ‘ -2,212.9‘ -4.8‘ -3,475.2‘ -6.3 ‘ -4,599.7‘ -7.3‘ -3,510.4‘ -5.5

Source: Ministry of Finance and National Planning

29




DEVELOPMENTS IN THE ZAMBIAN ECONOMY

New initiatives by the
Government like the
Citizen's Economic
Empowerment
Commission (CEEC) led to
the birth of enterprises by
indigenous persons,
leading to an increase in
manufacturing firms and a
higher real GDP in 2009.
Kechas General Dealers
was a beneficiary of CEEC
funding

COURTESY OF KECHAS GENERAL DEALERS

%

CORRUGATED IRON SHEET MAKING AT KECHAS GENERAL DEALERS IN KABWE

Table 19: Central Government Revenue, 2007 - 2009

2007 (Actual) 2008 (Actual) 2009 (Target) 2009 (Preliminary)
K'billion |% of GDP| K' billion|% of GDP | K' billion|% of GDP| K' billion| % of GDP
Revenue and Grants 10,626.0 22.9| 12,186.3 22.0 | 13,681.2 21.6| 12,182.4 18.9
Domestic Revenues 8,522.1 18.4| 10,113.6 18.2 | 10,648.7 16.8| 10,315.2 16.0
Tax Revenues 8,183.6 17.7| 9,546.3 17.2 | 10,194.5 16.1| 9,660.9 15.0
30 Income Tax 3,831.9 8.3| 4,379.9 7.9 | 4,657.3 7.4| 5,072.9 7.9
Personal Tax 2,541.4 5.5 2,986.0 5.4 3,225.9 5.1| 3,462.4 5.4
Company Tax 1,222.9 2.6/ 1,327.0 2.4 1,311.8 2.1 1,375.6 2.1
Extraction Royalty 67.6 0.1 66.9 0.1 119.6 0.2 2349 0.4
Domestic Goods & Services 1,231.2 2.7 993.0 1.8 1,280.6 2.0/ 1,331.0 2.1
Excise Taxes 1,204.5 26| 1,4240 2.6 1,657.2 2.6| 1,024.0 1.6
Domestic VAT 26.7 0.1 -431.0 -0.8 -376.6 -0.6 307.0 0.5
International Trade Taxes 3,120.5 6.7, 4,173.4 7.5 4,256.6 6.7| 3,257.0 5.1
Import Tariffs 914.1 2.0/ 1,351.0 2.4 1,431.9 2.3| 1,088.6 1.7
Import VAT 2,204.1 4.8/ 2,632.0 4.7 2,824.7 45| 2,168.4 3.4
Import Declaration Fee/ Export Duties 2.3 - 190.4 0.3 - - - -
Non-tax Revenue 338.5 0.7 567.3 1.0 454.2 0.7 654.3 1.0
i Fees andr(\:‘hacges . 194.4 0.4 388.9 0.7 340.1 0.5 378.9 0.6
Y Bividends 9 | 203 01l 211 00| 661 01 68 00
Duringy g0yl Imvestment pledes gpygntec 1 US 3305 ryifion copggred vy e 89576,

rded the previousyear-Thisoutturn partly reflects th ntractionininvestment flows inithe wak
Srante global financial and economig c&dBHn a sé&ar&l%&ﬂ‘, ple(i:[%s ir?{%%ﬁ]factuﬂﬁq w8 s $5842.'@
mBtogrsmead estate (US $433.5 million), t68#i8m (US$398.54R1lion), rhihing (8 HB182.3 indlliony7Services (U3
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Table 20: Central Government Expenditure, 2007 - 2009

2007 (Actual) 2008 (Actual) 2009 (Target) 2009 (Preliminary)
K' billion| % of GDP| K'billion| % of GDP| K'billion| % of GDP| K'billion| % of GDP
Total Expenditures 11,209.5 24.2| 13,280.0 24.0 15,248.4 24.1| 13,847.5 21.5
Current Expenditures 9,366.5 20.2| 11,313.0 20.4 12,272.5 18.8| 11,556.8 18.0
Wages and Salaries 3,530.9 7.6 4,435.1 8.0 5,056.9 8.0 5,251.0 8.2
PSRP 35.0 0.1 30.0 0.1 43.0 0.1 23.2 0.0
Use of Goods and Services 2,437.0 53 2,464.8 4.4 3,317.1 5.2 2,656.9 4.1
Interest on Public Debt 775.6 1.7 1,101.7 2.0 1,068.5 1.7 1,032.6 1.6
Domestic Debt 721.3 1.6 879.8 1.6 978.8 1.6 974.6 1.5
Foreign Debt 54.3 0.1 221.9 0.4 89.7 0.1 58.0 0.1
Subsidies 409.0 0.9 525.0 0.9 0.0 0.0 0.0 0.0
Grants and Other Payments 933.0 2.0 1,676.0 3.0 1,938.4 3.1 1,729.7 2.7
Social Benefits 266.0 0.6 168.7 0.3 245.8 0.4 253.5 0.4
Other Expenses 980.0 2.1 911.7 1.6 251.2 0.4 332.5 0.5
Liabilities - - - - 351.6 0.6 277.5 0.4
Capital Expenditures 1,843.0 4.0 1,967.0 3.5 2,975.9 4.7 2,290.5 3.6 31
Domestically Financed 1,083.0 2.3 1,271.0 2.3 1,850.4 2.9 1,842.3 2.9
Foreign Financed 760.0 1.6 696.0 1.3 1,125.5 1.8 448.3 0.7

Source: Ministry of Finance and National Planning

When fully executed, the pledges were expected to generate 19,602 jobs compared with 25,767 jobs in 2008.
The breakdown of jobs expected to be generated were manufacturing (7,365), real estate (3,318), mining
(2,015), agriculture (1,897), services (1,635), tourism (1,127), construction (948), transport (860), education
(178), health (171), financial services (37), ICT (34) and energy (17).

"In December 2009, the IMF Board approved the transformation of the PRGF into the Extended Credit Facility (ECF), which provided
enhanced support to the IMF member states.
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Table 21: Budget Deficit Financing, 2007 - 2009

2007 (Actual) 2008 (Actual) 2009 (Target) 2009 (Preliminary)

K' billion| % of GDP| K' billion| % of GDP K'billion| % of GDP| K’ billion| % of GDP

Total Financing 109.0 0.2 1,402.5 2.5 1,567.2 2.5 1,643.2 2.6
Domestic -36.0 -0.1 811.6 1.5 1,170.4 1.9 1,676.3 2.6
Bank -431.0 -0.9 711.6 1.3 970.4 1.6 1,429.0 2.2
Non-bank 395.0 0.9 100.0 0.2 200.0 0.3 247.3 0.4
External 145.0 0.3 590.9 11 396.8 0.6 -33.1 -0.1
Programme Loans - - 118.3 0.2 208.7 0.3 158.8 0.2
Project Loans 331.0 0.7 472.6 0.9 590.5 0.9 18.8 0.0
Amortisation -186.0 -0.4 -151.7 -0.3 -402.4 -0.6 -210.7 -0.3

Source: Ministry of Finance and National Planning

Table 22: Sectoral Percentage Contribution to Real GDP, 2007 - 2009 (In Constant 1994 Prices)

2007 2008 2009

Growth in real GDP (%) 6.2 5.7 6.3
Agriculture, forestry and fisheries 0.1 0.3 0.9
Mining and quarrying 0.3 0.2 13
32 Manufacturing 0.3 0.2 0.2
Electricity, gas and water 0.0 0.0 0.2
Construction 2.0 1.0 1.8
Wholesale and retail trade 0.4 0.4 0.5
Restaurants and hotels 0.3 0.1 -0.4
Transport, storage and communications 1.4 1.3 0.3
Financial intermediaries 0.3 0.6 0.4
Real estate and business services 0.3 0.3 0.3
Community, social, and personal services 1.0 0.9 0.6
Taxes on products 0.0 0.4 0.4
Financial Intermediary Services Indirectly Measured -0.1 -0.1 -0.1

Source: Central Statistical Office
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The construction industry
continued to record
strong performance with
output growth nearly
doubling between 2008
and 2009, moving from
8.7% t0 15.5%,
respectively.
Construction of the New
Manda Hill shopping
mall, with a two tier car
park, and the Diamonds
of Lusaka building were
well underway

CONSTRUCTION OF THE NEW MANDA HILL SHOPPING MALL
3 L
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Table 23: Comparative Summary Results of 2007/ 2008 and 2008/2009 Crop Output Estimates

Crop 2007/08 Output (mt) 2008/09 Output (mt) % change
Maize 1,445,655 1,888,773 30.6
Cassava 1,048,047 1,151,700 9.0
Wheat 185,000 195,000 5.4
Sorghum 9,992 21,829 118.5
Rice 30,258 41,929 38.6
Sunflower 15,405 33,657 118.5
Ground nuts 84,598 120,564 42.5
Soybeans 59,000 118,799 101.4
Irish Potatoes 10,195 19,974 95.9
Virginia Tobacco (kg) 15,400,000 12,000,000 -22.1
Burley Tobacco (kg) 15,000,000 16,000,000 6.7

Source: Ministry of Agriculture and Co-operatives
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Even though tourism
performance in the overall
economy contracted in
2009 compared to 2008,
activity in the sector was
robust with construction
of new hotels and the
promotion of cultural
ceremonies as a tourist
attraction
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Table 24a: GDP by Kind of Economic Activity at Constant 1994 Prices, 2007 - 2009 (K' billion)

KIND OF ECONOMIC ACTIVITY 2007 2008 2009* Growth in 2009 (%)
Agriculture, Forestry and Fishing 460.2 472.0 505.6 7.1
Agriculture 206.6 210.5 236.6 12.7
Forestry 173.6 80.0 186.5 3.6
Fishing 79.9 81.4 82.6 1.5
Mining and Quarrying 301.2 308.7 357.3 15.7
Metal Mining 298.7 306.3 354.9 15.9
Other Mining and Quarrying 2.4 2.3 2.4 4.3
PRIMARY SECTOR 761.4 780.6 862.9 10.5
Manufacturing 365.2 371.7 381.0 2.5
Food, Beverages and Tobacco 241.1 248.4 259.3 4.2
Textile and Leather Industries 38.8 29.7 24.1 -18.9
Wood and Wood Products 27.5 30.8 32.8 6.5
Paper and Paper Products 9.9 12.8 13.9 8.6
Chemicals, Rubber and Plastic Products 32.2 33.9 34.4 1.5
Non-Metallic Mineral Products 6.7 7.0 7.6 8.6
Basic Metal Products 1.4 1.7 1.7 0.0
Fabricated Metal Products 7.7 7.5 7.2 -4.0
Electricity, Gas and Water 90.4 89.3 97.0 8.6
Construction 394.4 428.5 495.0 15.5
SECONDARY SECTOR 850.0 889.6 973.2 9.4
Wholesale and Retail Trade 602.4 617.4 635.9 3.0
Restaurants, Bars and Hotels 101.7 106.8 91.3 -14.5
Transport, Storage and Communications 297.3 344.2 354.8 3.1
Rail Transport 7.5 5.9 4.1 -30.5
Road Transport 102.6 116.2 131.7 11.9
Air Transport 63.5 72.2 51.2 -29.1
Communications 123.8 149.9 167.8 11.9
Financial Intermediaries and Insurance 254.6 276.6 290.3 5.0
Real Estate and Business Services 305.4 314.8 324.6 31
Community, Social and Personal Services 289.1 322.9 344.8 6.8
Public Admin. & Defence; Public and Sanitary Service 122.3 125.0 112.1 -10.3
Education 118.3 141.4 173.3 22.6
Health 15.7 18.5 19.1 3.2
Recreation, Religion and Culture 16.4 22.3 23.1 3.6
Personal Services 16.0 16.5 17.1 3.6
TERTIARY SECTOR 1,850.5 1,982.8 2,041.8 3.0
Less: FISIM -145.1 -148.8 -152.6 2.6
TOTAL GROSS VALUE ADDED 3,316.7 3,504.2 3,725.3 6.3
Taxes on Products 247.3 261.3 277.8 6.3
TOTAL GDP AT MARKET PRICES 3,564.0 3,765.4 4,003.0 6.3
Real Growth Rates 6.2 5.7 6.3 6.3

Source: Central Statistical Office
* Preliminary estimates

°Investment pledges are an indicator of investor confidence.
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The global financial crisis
did not entirely spare
Zambia, explaining the
reduced investment
inflows from US $9,526.3
in 2008 to US $1,840 in
2009. Defying the trend,
new investments were
recorded in some parts of
Zambia, such as the
Zampalm project in
Northern province. Further,
the Government continued
investing in public
infrastructure
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Table 24b: Gross Domestic Product by Kind of Economic Activity at Current Prices, 2007 - 2009 (K'billion)

DEVELOPMENTS IN THE ZAMBIAN ECONOMY

KIND OF ECONOMICACTIVITY 2007 2008 2009* Growth in 2009 (%)
Agriculture, Forestry and Fishing 9,139.5 10,863.8 13,469.9 24.0
Agriculture 1,575.1 1,826.4 2,377.1 30.2
Forestry 7,127.7 8,531.6 10,498.2 23.1
Fishing 436.7 505.8 594.6 17.5
Miningand Quarrying 2,037.2 2,227.6 805.4 -63.8
Metal Mining 2,027.2 2,217.4 802.1 -63.8
Other Miningand Quarrying 9.9 10.2 3.3 -68.2
PRIMARY SECTOR 11,176.7 13,091.4 14,275.3 9.0
Manufacturing 4,487.4 5,125.0 6,011.3 17.3
Food, Beverages and Tobacco 2,745.1 3,185.4 3,852.5 20.9
Textile, and Leather Industries 611.4 558.4 440.9 -13.0
Wood and Wood Products 393.5 513.9 644.9 26.7
Paperand Paper Products 226.1 326.2 436.1 29.3
Chemicals, Rubber and Plastic Products 372.4 432.8 520.5 20.3
Non-Metallic Mineral Products 61.1 70.8 91.4 29.2
Basic Metal Products 8.0 10.4 3.3 -68.7
Fabricated Metal Products 69.9 72.7 21.6 -70.3
Electricity, Gas and Water 1,345.0 1,512.4 1,804.9 19.3
Construction 6,692.7 8,811.4 12,468.2 41.5
SECONDARY SECTOR 12,525.1 15,448.8 20,284.4 31.3
Wholesale and Retail Trade 7,395.5 8,523.5 10,037.0 17.8
Restaurants, Bars and Hotels 1,354.2 1,604.7 1,516.7 -5.5
Transport, Storage and Communications 2,147.0 2,248.9 2,312.9 2.8
Rail Transport 91.9 79.0 59.7 -24.5
Road Transport 755.7 891.8 1,052.6 18.0
Air Transport 488.6 573.4 419.4 -26.8
Communications 648.3 704.8 781.2 10.8
Financial Intermediaries and Insurance 3,647.2 4,510.3 5,577.7 23.7
Real Estate and Business services 2,678.2 3,137.7 3,686.2 17.5
Community, Social and Personal Services 4,324.1 5,465.1 6,641.8 215
Public Administration and Defence 1,258.3 1,446.1 1,482.8 2.5
Education 2,335.3 3,092.8 4,097.4 32,5
Health 445.2 576.9 650.8 12.8
Recreation, Religion and Culture 81.8 114.7 1345 17.3
Personal Services 203.5 234.6 276.2 17.8
TERTIARY SECTOR 21,383.6 25,490.1 29,772.3 16.8
Less: FISIM -2,096.0 -2,592.0 -3,205.4 23.7
TOTAL GROSS VALUE ADDED 42,989.4 51,438.4 61,126.6 18.8
Taxes on Products 3,205.4 3,640.4 3,199.5 -12.1
TOTAL GDP AT MARKET PRICES 46,194.8 55,078.8 64,326.1 16.8

Source: Central Statistical Office
*Preliminary estimates
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FINANCIAL SYSTEM REGULATION AND SUPERVISION

4.0

4.1

FINANCIAL SYSTEM REGULATION AND SUPERVISION

BANKING SECTOR
Overview

The overall financial condition of the banking sector in 2009 was rated as satisfactory. On aggregate, the
banking sector was adequately capitalised and the liquidity position remained satisfactory. Asat 31 December
20009, fifteen out of the sixteen operating banks in the sector met the minimum nominal capital requirements.
However, relative to 2008, the sector's financial performance declined significantly on account of the
deterioration in asset quality as the level of non-performing loans (NPLs) rose sharply during the year. The
gross NPL ratio’ increased to 12.6% at end-December 2009 from 7.2% at end-December 2008. Nevertheless,
in the year under review, total assets in the banking sector grew by 8.0% to K18,525.6 billion.

Performance Rating"’

As at end-December 2009, the overall performance of the banking sector was satisfactory. Out of the sector's
sixteen operating banks; ten had a composite rating of 'satisfactory'; four banks were rated 'fair’; one bank was
rated 'marginal’; and one was rated 'unsatisfactory' (see Table 25).

Table 25: Performance Rating for Banks, 2007 - 2009

Capital Adequacy Asset Quality Earnings Liquidity Composite
Performance 2007 | 2008| 2009| 2007 | 2008 | 2009| 2007 | 2008 2009| 2007| 2008| 2009, 2007| 2008| 2009
Strong 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Satisfactory 11 11 12 10 11 14 9 9 7 8 5 8 10 9 10
Fair 1 1 2 2 1 0 2 2 3 3 7 4 2 3 4
Marginal 0 1 1 0 1 1 0 2 1 1 3 0 1 1
Unsatisfactory 1 1 1 1 1 1 3 4 1 1 1 1 1
Unrated 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Total 13 14 16 13 14 16 13 14 16 13 14 16 13 14 16

Source: Bank of Zambia

Table 26 presents the share of total assets, loans and deposits for the banks which were rated satisfactory, fair,
marginal and unsatisfactory:

Table 26: Performance Rating for Banks, 2008 - 2009 (%)

Total Assets Total Loans Total Deposits
Performance Rating 2008 2009 2008 2009 2008 2009
Satisfactory 60.5 76.6 46.2 67.8 66.3 79.8
Fair 37.0 21.1 50.1 28.7 32.0 18.7
Marginal and Unsatisfactory 2.5 2.3 3.7 3.5 1.7 1.5
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Bank of Zambia

Balance Sheet Composition'’
Asset Structure

Total assets'” in the banking sector grew by 8.0% to K18,525.6 billion in 2009 from K17,146.6 billion in 2008.
This growth was largely driven by increased investments in Government securities while net loans and
advances decreased (see Chart 19). The increase in total assets was largely funded by deposits.

°This is the ratio of 'gross non-performing loans to total gross loans' and is a key indicator of the banks' asset quality.

“The financial condition and performance of banks is assessed based on several ratios on four main components; which are Capital Adequacy,
Asset quality, Earnings performance and Liquidity position (CAEL). There are five component and composite ratings as follows:-

Strong- Excellent performance and sound in every respect, limited supervisory response is required, Satisfactory- Above average
performance and fundamentally sound with modest correctable weakness, Fair-Average performance with a combination of weaknesses if not
redirected will become severe, Marginal-below average performance, immoderate weaknesses unless properly addressed could impair future
viability of the bank. Unsatisfactory- Poor performance in most parameters, high risk of failure in the near term. The bank is under constant
supervision and BOZ possession is most likely.

""The composition of the balance sheet is analysed to determine the type and spread of bank's business activities, as well as to consider the
impact of changes thereto on the risk profile of the banking sector. The composition of a bank's balance sheet is normally a result of asset-
liability and risk management decision.

"“The banking sector's assets comprise items that are a reflection of individual banks' balance sheets, although the structure of balance sheets
may vary significantly depending on business orientation, market environment, customer mix, or economic environment.
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CHART 19:
TOTAL ASSETS,
DEC 2007 - DEC 2009

The asset structure of the banking sector continued to be dominated by net loans and advances, which
accounted for 38.7% of the total assets as at end-December 2009 compared to 44.3% as at end-December
2008. However, there was a shift in the structure of assets as investments in Government securities increased
to 20.4% of total assets from 13.2% in 2008. Other significant assets were balances with Bank of Zambia at
14.7%"° of total assets as at end 2009 compared to 15.9% at the end of the previous year and balances with
foreign institutions at 14.1% compared to 13.8% at end-2008 (see Chart 20).

CHART 20: December 2008 December 2009

M Balances with BoZ W Balances with BoZ

INDUSTRY ASSET
STRUCTURE,
DEC 2008 - DEC 2007
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Institutions
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Fixed Assets Fixed Assets

Other Assets Other Assets

Deposits and Other Liabilities 41

In the year under review, the banking sector's total liabilities increased by 7.5% to K16,648.1 billion from
K15,490.3 billion as at end-December 2008, with the funding structure remaining fairly unchanged. The
growth in total liabilities was largely on account of total deposits, which increased by 9.6% to K13,377.8 billion
from K12,203.5 billion, and accounted for 80.3% of total liabilities compared to 78.8% in December 2008.

The banking sector has generally recorded a positive growth trend in total deposits over the last two years.
Demand deposits continued to be the largest component of total deposits, accounting for 63.5% compared to
64.4% in December 2008. This was followed by time and savings deposits at 21.7% and 14.8% in December
2009, compared with 20.6% and 15.0% at the end of 2008, respectively. Chart 21 below shows the trend and
composition of total deposits.

CHART 21:

STRUCTURE OF TOTAL
DEPOSITS,
DEC 2007 - DEC 2009

The balances with the Bank of Zambia were largely comprised of: Statutory Reserves at K1,066.0 billion or 39.1% of the total (December
2008: K945.9 billion or 34.7% of the total), Current Account at K895.4 billion or 32.8% (December 2008: K467.3 billion or 17.1%) and the
Open market operations balances at K659.0 billion or 24.2% (December 2008: K1,206.9 billion or 44.2%).
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Capital Adequacy’’

In 2009, the banking sector's primary regulatory capital increased by 14.4% to K1,755.1 billion while total
regulatory capital increased by 13.8% to K2,068.7 billion. The growth in regulatory capital was largely on
account of the increase in share premium account, paid-up share capital, retained earnings and the general
reserves. On the other hand, the sector's total risk-weighted assets decreased by 5.2% to K9,262.1 billion, on
account of a shift in the assets' risk profile towards assets of lower credit risk. Consequently, the banking
sector's primary regulatory capital and total regulatory capital to total risk-weighted assets, increased to
18.9% and 22.3% as at end-December 2009 from 15.7% and 18.6%, as at end-December 2008, respectively
(see Chart 22 and Table 27).

On a bank by bank basis, fifteen out of the sixteen operating banks in the sector met the minimum nominal
capital requirement of K12.0 billion and the capital adequacy ratios of 5% for primary regulatory capital and
10% for total regulatory capital.

The ratio of net non-performing loans to total regulatory capital increased to 6.5% as at end-December 2009
from 5.2% as at end-December 2008. However, in the event of an adverse migration in the NPLs, at 6.5% of
total regulatory capital, the impact of the net NPLs would be very minimal'’.

Capital Adequacy Ratios

The nominal value of the banking sector's primary and total regulatory capital increased during the first half of
2009. However, during the second half of the year, there was a decline in regulatory capital largely attributed
to the increase in the provisions for loan loss expenses, but this did not fully offset the initial increase in
primary and total regulatory capital. As a result, capital adequacy ratios rose during the year (see Chart 23 and
Table 28).

CHART 22:
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"Capital remains the most critical indicator of the relative strength of a bank. It provides a cushion against any losses that may be incurred by a
bank. A bank's capital should be commensurate with the level of risk a bank takes to protect depositors as well as other providers of funds.

"*For example, if the entire portfolio of the substandard loans (with the required provision for loan losses at only 20% of the total) and the entire
portfolio of doubtful loans (with the required provision for loan losses at only 50% of the total) adversely migrate to the loss category (with the
required provision for loan losses at 100% of the total), the capital adequacy ratios as at end-December 2009, would decline by 1.4 percentage
points to 17.5% and 20.9% for primary regulatory capital and total regulatory capital, respectively.
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Table 27: Capital Adequacy Ratios, 2007 - 2009 (%)

Key Ratios 2007 2008 2009
Primary regulatory capital to total risk-weighted assets 15.9 15.7 18.9
Total regulatory capital to total risk-weighted assets 18.6 18.6 22.3
Total regulatory capital to total assets plus off-balance sheet items 9.2 9.9 10.6
Net Non-performing loans to total regulatory capital™ 9.6 5.2 6.5

Source: Bank of Zambia

Similarly, an upward trend in total risk-weighted assets (RWA) was noticed during the first half of 2009, largely
due to a shift in the risk profile of the banking sector's total assets to assets of higher-credit risk (see Chart 24 and
Table 28). However in the second half of the year, the RWA began to trend downwards as a result of a shift in the
risk profile of the sector's assets to assets of lower credit risk. This was largely in response to the increase in the
credit risk of the loans and advances as reflected by the rising trend in the NPL ratio over this period. Banks also
repositioned their balance sheets to mitigate the adverse spill-over effects of the global financial crisis.

Table 28: Asset Profile, 2007 - 2009 (%)
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Asset Type and Risk-weight Categories 2007 2008 2009
20 percent risk-weight (% of RWA) 9.7 8.1 9.9
Balances with banks 70.1 66.0 59.3
Investments in Government bonds 29.7 31.1 36.5
Inter-bank loans and advances 0.0 2.6 3.9
Assets in transit 0.2 0.3 0.3
Sub-total 100.0 100.0 100.0
50 percent risk-weight (% of RWA) 2.9 3.0 5.9
Loans and advances 88.9 96.1 96.1
Assets in transit 11.1 3.9 3.9
Sub-total 100.0 100.0 100.0
100 percent risk-weight (% of RWA) 79.6 83.5 78.7
Loans and advances 69.5 75.9 79.8
Inter-bank loans and advances 12.3 6.8 0.0
All other assets 18.2 17.3 20.2
Sub-total 100.0 100.0 100.0
Off-balance sheet items (% of RWA) 7.9 5.4 5.5
20 percent risk-weight 17.8 11.1 4.9
50 percent risk-weight 8.2 8.3 7.6
100 percent risk-weight 74.0 80.6 87.5
Sub-total 100.0 100.0 100.0
Total risk-weighted assets (RWA) 100.0 100.0 100.0
Total risk-weighted assets to total assets 54.1 57.1 50.0

Source: Bank of Zambia

'°This ratio measures the value of capital at risk from non-performing loans which have not yet been provided for crystallizing into loss. A high
level of non-performing loans will place capital at risk. Since capital protects against risk, an institution that has a high level of net non-
performing loans will need to maintain a higher level of capital to off-set the risk.
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CHART 24:

TOTAL RISK-WEIGHTED
ASSETS,
DEC 2007 - DEC 2009

Asset Quality'’

The banking sector recorded deterioration in asset quality during the year under review. The gross NPL ratio
significantly increased to 12.6% at end-December 2009 from 7.2% at end-December 2008 (see Tables 29 and
30, and Chart 25). The net NPL ratio also deteriorated to 1.9% from 1.2% at end-December 2008 on account of
an increase in the level of non-performing loans by 73.0% to K1,010.2 billion at end-December 2009.
However, allowance for loan losses increased by 78.7% to K874.4 billion at end-December 2009.
Consequently, there was an improvement in the NPL coverage ratio'* to 86.6% from 83.8% at end-December
2008.

Table 29: Key Asset Quality Ratios, 2007 - 2009 (%)

Key Ratios 2007 2008 2009
NPL ratio® 8.8 7.2 12.6
Net NPL ratio™ 2.5 1.2 1.9
ALL/ NPL™ 73.2 83.8 86.6
ALL” 98.4 104.6 101.4
Source: Bank of Zambia
Table 30: Classification of Loans, 2007 - 2009
2007 2008 2009
Loan Category K' billion % Share K' billion % Share K' billion % Share
Standard Loans 5,201.2 91.2 7,501.9 92.8 7,032.1 87.4
Non-Performing Loans 498.9 8.8 583.8 7.2 1,010.2 12.6
Substandard 109.5 2.0 99.9 1.2 115.8 1.5
Doubtful 80.0 1.4 75.9 1.0 110.4 1.4
Loss 309.4 5.4 408.0 5.0 784.0 9.7
Total Loans 5,700.1 100.0 8,085.7 100.0 8,042.3 100.0

Source: Bank of Zambia

""The asset quality refers to the amount of risk or “probable” loss in a bank's assets and the strength of management processes to control credit
risk. The greatest concern is the loss associated with credit quality in the bank's loan portfolio. This is because loans typically constitute a
majority of a bank's assets, and interest earned on loans is an important source of a bank's revenue. [Credit risk is the risk that borrowers are
unable or unwilling to repay the principal and interest associated with their debt obligations to the bank. Credit risk is generally measured by
the ratio of gross non-performing loans to total loans].

"*This is the ratio of the 'allowance for loan losses to gross non-performing loans'.

“NPLratio Non Performing Loans to Total Loans Ratio

“Net NPL ratio (Non-performing Loans Allowance for Loan Losses)/(Loans Allowance for Loan Losses)

2]ALL/NPL Allowance for loan Losses to Non-Performing Loans

“ALL Allowance for Loan Losses to minimum regulatory requirements
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Large Loan Exposures”

The banking sector's aggregate large loan exposure to total regulatory capital decreased to 114.0% as at end-
December 2009 from 126.3% as at end-December 2008. The large loan exposure of individual banks remained
within the maximum regulatory limit of 600% of total regulatory capital.

Sectoral Distribution of Non-Performing Loans (NPL)

The sectoral distribution of NPLs in 2009 shows that the agriculture, forestry, fishing and hunting sector
continued to account for the largest share of the total banking sector's gross NPLs at 33.4% compared with
33.5% in 2008. This was followed by the category of other sectors, which is dominated by lending to
households, at 27.1% compared with 19.0% in 2008. However, the distribution of NPLs within individual
sectors indicated that the construction sector had the highest intra-sector NPL” ratio at 31.0% compared with
12.2% in 2008. The agriculture, forestry, fishing and hunting sector recorded an intra sector NPL ratio of 22.7%
compared with 16.5% in 2008 (see Tables 31 and 32).

Table 31: Distribution of the Total NPLs by Economic Sector, 2007 - 2009 (%) 45
Sector 2007 2008 2009
1. Agriculture, Forestry, Fishing and Hunting 37.2 33.5 33.4
2. Mining and Quarrying 5.2 2.9 3.3
3. Manufacturing 11.4 11.9 8.6
4. Electricity, Gas, Water and Energy 0.3 1.8 0.2
5. Construction 6.4 6.7 7.8
6. Wholesale and Retail Trade 14.6 15.6 8.3
7. Restaurants, Bars and Hotels 2.4 3.7 2.3
8. Transport, Storage and Communication 6.6 3.4 7.1
9. Financial Services 0.2 0.8 0.3
10. Real Estate 1.4 0.7 1.6
11. Other Sectors (largely personal loans) 14.3 19.0 27.1
Total 100 100 100

Source: Bank of Zambia

“The prudential objective in credit risk management is to prevent banks from relying excessively on a large borrower or group of borrowers,
but not to dictate to who banks may or may not lend. The BoZ regulations prescribe a maximum limit of 25% of total regulatory capital for each
single name and 600% for all such large exposures.

“"Large loans are all loans which are 10% or more of total regulatory capital.

“The intra-sector NPL ratio represents the amount of gross non-performing loans within the sector itself.
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Table 32: The Intra Sector NPL Ratios, 2007 - 2009 (%)

Sector 2007 2008 2009
1. Agriculture, Forestry, Fishing and Hunting 18.0 16.5 22.7
2. Mining and Quarrying 11.2 4.5 10.2
3. Manufacturing 9.2 8.0 8.9
4. Electricity, Gas, Water and Energy 0.4 5.6 1.4
5. Construction 15.5 12.2 31.0
6. Wholesale and Retail Trade 11.7 11.8 10.4
7. Restaurants, Bars and Hotels 19.5 8.6 19.3
8. Transport, Storage and Communication 8.2 3.7 14.7
9. Financial Services 0.4 0.7 0.7
10. Real Estate 5.8 1.0 2.4
11. Other Sectors (largely personal loans) 4.0 4.7 12.4

Source: Bank of Zambia

Earnings Performance™
Profitability and Earnings Composition

The banking sector's earnings performance deteriorated in 2009. Profit before tax declined by 33.1% to
K367.1 billion from K548.6 billion in 2008. The reduction in the sector's profitability in the year under review
reflected a sharp increase in the provision for loan loss (PLL) expenses despite an increase of 20.5% (2008:
27.0%) in net operating income. As a proportion of net operating income, the PLL more than doubled to 18.7%
in 2009 from 8.5% in 2008. Further, the net operating profit margin® declined to 32.9% from 34.0% in 2008,
on account of an increase in non-interest expenses by 22.5%. As a result, the banking sector's overall net
profitability, measured by the return on assets and return on equity decreased to 2.0% and 8.9% from 3.3% and
19.2% at end-December 2008, respectively (see Charts 26, 27 and 28, and Tables 33 and 34).

Table 33: Earnings Performance Indicators, 2007 - 2009 (%)

Key Ratios 2007 2008 2009
Return on Assets (ROA) 4.0 3.3 2.0
46 Return on Equity (ROE) 30.0 19.2 8.9
Net Interest Margin 115 10.4 10.7
Efficiency” Ratio 64.9 72.1 82.6
Earning Assets Ratio 80.7 80.6 83.7

Source: Bank of Zambia

CHART 26:

BANKING SECTOR KEY
EARNINGS RATIOS,
DEC 2007 - DEC 2009

“Earnings are an important source for capital formation. An evaluation of a bank's earnings performance involves an assessment of the quality
of income and the long term sustainability of the activities that generate the income.

“"Before accounting for taxes and PLL

“The “overhead efficiency ratio” gives a measure of how effectively a bank is operating. An increase in the efficiency ratio means that the bank
is losing a larger percentage of its income to overhead expenses. However, if it is getting lower, it is a good measure of improving profitability.
The international benchmark for the efficiency ratio is normally 60%.
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CHART 27:

NET OPERATING PROFIT
AND LOAN LOSS
PROVISIONS,

DEC 2007 — DEC 2009

CHART 28:

PROFIT BEFORE TAX,
DEC 2007 - DEC 2009

47

Table 34: Summarised Income Statement, 2007 - 2009 (K' billion)

Particulars 2007 2008 2009
Interest Income 1,224.0 1,624.4 1,995.7
Interest Expenses 245.3 366.0 482.7
Net Interest Income 978.7 1,258.4 1,513.0
Non-Interest Income 714.6 890.8 1,075.9
Net Operating Income 1,693.3 2,149.2 2,588.9
Loan Loss Provisions 160.7 183.2 484.8
Gross Operating Profit 1,532.6 1,966.1 2,104.1
Non-Interest Expenses 996.8 1,417.5 1,737.0
Profit Before Taxation 535.8 548.6 367.1
Taxation 148.2 230.1 201.4
Net Profit 387.6 318.5 165.7

Source: Bank of Zambia

The principal sources of income for the banking sector continued to be interest income from loans and
advances at 41.8% compared with 39.7% in 2008. Income from commissions, fees and service charges was
19.3% of total income compared with 17.2% in 2008.

Other sources included interest income from securities and income from foreign exchange transactions at
14.9% and 14.5% correspondingly, compared with 12.9% and 17.0% in 2008. However, in terms of cost
structure, total non-interest expenses largely comprised of salaries and employee benefits, and management
fees, which accounted for 48.4% and 9.3%, compared to 53.5% and 7.1% in 2008, respectively.
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Liquidity and Funds Management

In the year under review, the banking sector's liquidity position remained satisfactory. The liquidity ratio”
improved to 46.5% from 40.4% in 2008, while the ratio of net loans to deposits® improved to 53.7% from
62.2% in 2008 (see Table 35 and Chart 29). The banking sector's core deposit ratio’’ fell marginally to 78.3%
from 79.4% in 2008 while the deposit concentration ratio’ improved to 31.7% from 38.9% in 2008.

Table 35: Banking Sector Liquidity, 2007 - 2009 (K'billion)

Details 2007 2008 2009
Cash and Balances with Domestic Institutions 601.6 1,091.3 1,660.4
Balances with Foreign Institutions 2,216.8 2,369.2 2,603.5
OMO Deposits 1,060.1 1,206.9 659.0
Treasury Bills 430.5 1,049.2 2,108.3
Total Liquid Assets 4,308.9 5,716.6 7,031.2
Deposits and Short-Term Liabilities 11,252.7 14,161.7 15,109.9
Total Deposits 9,928.1 12,203.5 13,377.8
Total Net Loans and Advances 5,335.3 7,596.4 7,167.7
Key Liquidity Ratios (%):

Liquid Assets to Total Assets (liquid asset ratio) 31.3 33.3 38.0
Liquid Assets to Deposits and Short-Term Liabilities (liquidity ratio) 38.3 40.4 46.5
Net Loans to Deposits Ratio 53.7 62.2 53.7
Core Deposits/ Total Deposits Ratio 82.5 79.4 78.3
Deposit Concentration Ratio 35.1 38.9 31.7

Source: Bank of Zambia

CHART 29:

LIQUIDITY RATIOS,
DEC 2007 - DEC 2009
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Market Share and Performance Indicators

Based on the proportion of total assets, loans and deposits held, Barclays Bank, Standard Chartered Bank,
Zambia National Commercial Bank, Stanbic and Finance Bank continued to dominate the banking sector's
market share. In terms of asset size, these five banks accounted for 72.1% of the industry's total assets
compared to 76.4% in 2008. The banks that accounted for the largest portion of the industry's total profit
before tax, in order of significance, were Zambia National Commercial Bank, Standard Chartered Bank,
Finance Bank, Citibank and Stanbic Bank (see Table 36).

“The liquidity ratio gives a rough indication of a bank's ability to meet its short-term payment obligations, with short-term liquid assets (with
at least a maturity of six months). However, the liquidity ratio takes a more conservative approach by assuming that no loan proceeds expected
in the coming six months.

“The “net loans to deposits” shows how much of loans are funded by deposits, rather than inter-bank or other borrowings. A smaller ratio, less
than 100%, is better. Preferably, loans are funded by deposits which are generally low cost.

*'The 'Core deposits' shows how much of the asset base is funded by core deposits (Demand plus Savings Deposits). A larger ratio is better and
suggests less liquidity risk.

**The 'Deposit Concentration ratio' (an indication of funding risk) is measured by the aggregate of each bank's twenty largest deposits. A larger
ratio suggest high liquidity risk.,
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Agricultural products were
among the contributors to
the country's growth in
NTEs. To this end the
country’ s diversification
efforts in agriculture
included support to
poultry farming

COURTESY OF ZAMBEEF PLC

A POULTRY FARM IN LUSAKA

Table 36: Commercial Banks' Market Share and Performance Indicators as at 31 December 2009

Bank Percentage | Percentage | Percentage| Percentage Return Return Total
of assets of loans | of deposits of profit |on Assets (%) | on Equity (%) | Regulatory
before tax™ Capital
Barclays 19.0 27.9 16.8 -33.8 -3.2 -47.3 13.9
ZNCB 15.9 15.0 17.0 34.9 4.8 28.2 21.0
Stanchart 16.1 13.3 17.5 33.8 4.6 42.3 21.9
Stanbic 13.0 135 14.8 16.0 2.6 19.6 18.0
Citibank 7.7 3.5 4.8 25.0 7.3 20.5 53.5
Indo Zambia 53 4.4 5.5 11.2 4.4 12.8 38.8 49
Finance Bank 8.1 10.8 8.4 30.1 7.3 36.8 20.6
Bank of China 5.5 1.7 6.9 4.7 2.3 25.7 22.0
First Alliance Bank 14 13 13 5.6 17.8 34.6 50.4
ABC 1.6 3.0 0.8 -6.3 -7.7 -92.8 12.2
Investrust 2.5 3.8 2.6 4.7 3.7 24.9 23.1
Cavmont Capital 0.9 0.5 0.9 -0.4 -0.9 -9.1 29.8
Intermarket 0.7 0.5 0.7 -3.0 -31.0 -136.1 14.8
Access 1.1 0.6 1.2 -2.8 -8.4 -106.7 10.5
FNBZ 0.7 0.1 0.5 -14.5 -77.1 -61.7 71.3
ECO 0.3 0.1 0.2 -5.3 -7.6 -146.6 129.8
Total/Weighted
Average 100.0 100.0 100.0 100.0 2.0 9.4 22.3

Source: Bank of Zambia

Market Share: Assets, Loans and Deposits by Ownership

Subsidiaries of foreign banks®* continued to dominate the banking sector's market share in terms of assets,
loans and deposits; followed by banks with Government stake™ and local private banks™ (see Table 37).

“This represents the percentage share of each bank's profit/ (loss) contribution to the net banking industry's net profit or loss. Hence in some
cases the percentages are above 100%.

*These are locally incorporated subsidiaries of foreign banks (Ten)

*Banks which are partly owned by the Government of the Republic of Zambia (Two).

“Other banks incorporated locally which are neither subsidiaries of foreign banks nor partly owned by Government (Four).




Table 37: Distribution of the Banking Sector's Assets, Loans and Deposits by Ownership Type, 2007 - 2009 (%)
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2007 2008 2009
Assets Loans| Deposits Assets Loans | Deposits Assets Loans | Deposits
Subsidiaries of Foreign Banks 62.8 71.1 58.8 63.8 65.2 60.2 65.8 64.2 64.2
Banks with Government Stake 23.1 15.5 26.0 20.6 16.5 23.8 21.2 19.4 22.5
Local Private Banks 141 13.4 15.2 15.5 18.4 16.0 13.0 16.4 13.3
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Bank of Zambia

Market Share: Profit Before Tax By Ownership

The distribution of 'profit before tax' by type of ownership indicated that banks with government stake
accounted for the largest share of the sector's total profit before tax at 46.1% in 2009, followed by the local
private banks (40.0%) and subsidiaries of foreign banks (13.9%) (see Table 38).

Table 38: Distribution of the Banking Sector's Assets, Loans and Deposits by Ownership Type, 2007 - 2009 (%)

2007 2008 2009
Subsidiaries of Foreign Banks 69.8 50.2 13.9
Banks with Government Stake 8.0 20.3 46.1
Local Private Banks 22.3 29.6 40.0
Total 100.0 100.0 100.0

Source: Bank of Zambia

Regulation and Supervision
On-Site Inspections

The Bank of Zambia inspected a total of seven commercial banks in the year 2009, with particular focus on the
impact of the global financial crisis on the banking sector. Most of the banks inspected were found to have
taken precautionary measures to guard against any adverse effects of the global financial crisis. Generally, an
increase in the level of non-performing loans was recorded by most banks although the majority raised
adequate provisions to cover potential loans losses, and operated prudently, whilst remaining adequately

capitalised.

50 , . . . .
In order to support the Government's efforts to improve the credit culture, the inspection procedures also

incorporated compliance checks to determine whether banks were correctly submitting credit data on their
borrowing customers to the Credit Reference Bureau (CRB). This was aimed at assessing compliance with the
2008 Directives on the Submission of Credit Data and Utilisation of Credit Reference Agencies by Credit
Providers. Most banks were only partially compliant as they mainly submitted information on their defaulting
customers, contrary to the requirement for them to submit both positive and negative data on all their clients.
In this regard, the Bank directed all banks to submit both positive and negative data on their clients.

In the financial sector,
despite unfavourable
external economic
conditions particularly in
2008, Zambia received
foreign direct investment
leading to the licensing of
three new banks, while a
fourth that was licenced in
the last quarter of 2008
started operations in 2009.
Some of the new banks
are located at the Acacia
Park in Lusaka

THE ACACIA PARK
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Licensing

Despite the challenging external economic environment, the banking sector in Zambia continued to receive
foreign direct investment during the year under review. In this regard, three banks were granted banking
licences during the year, namely, Ecobank Zambia Limited from Togo, United Bank for Africa Zambia Limited
from Nigeria and International Commercial Bank Zambia Limited from Malaysia. Of the three, only Ecobank
Zambia Limited commenced operations during the review period. Further, First National Bank Zambia Limited
from South Africa which was granted a banking licence during the last quarter of 2008 also commenced
operations during the review period. The entry of new banks in the market is expected to further enhance
competition in the banking sector. The granting of new licences in 2008 and 2009 was a significant
development and a show of renewed confidence in Zambia's financial sector following the numerous bank
closures that were experienced between 1995 and 2000.

Financial Inclusion

Despite some positive developments in the banking sector during the review period, access to financial
services still remains a major challenge in Zambia. Financial intermediation continued to be limited by the
small size (in terms of coverage) of the banking sector as well as inadequate supporting financial
infrastructure. Accordingly, the Bank of Zambia continued to support non-traditional models of providing
banking services such as mobile banking, internet banking and truck banking services.

Law Review and Development

The Bank of Zambia continued to review relevant laws and regulations in order to enhance supervisory
oversight for the banking sector during the year under review. In this regard, the Banking and Financial
Services Act has been the subject of on-going review to ensure that it is current with developments in the
financial sector. While the promotion of a stable financial system remains at the core of supervision of the
sector, regulations and guidelines continued to be aligned to respond to the demands of the sector. A conducive
regulatory environment has helped to foster investor confidence in the banking sector, resulting in increased
foreign direct investment such as witnessed in the year under review.

Bank Branch Network and Agencies®’

During the year, the commercial banks' branch and agency network increased by 10.3% to 247 as at end-
December 2009 from 224 in 2008 (see Table 39).
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Table 39: Commercial Banks' Branch Network and Agencies, 2007 - 2009

2007 2008 2009
Access Bank Zambia Ltd 0 1 3
African Banking Corporation Zambia Ltd 2 2 2
Bank of China Zambia Ltd 1 1 1
Barclays Bank Zambia Plc 39 52 54
Cavmont Capital Bank Ltd 12 12 12
Citibank Zambia Ltd 2 2 2
Ecobank Zambia Ltd 0 0 1
Finance Bank Zambia Ltd 42 44 48
First Alliance Bank Zambia Ltd 3 3 3
First National Bank Zambia Ltd 0 0 3
Indo-Zambia Bank Ltd 9 12 13
Intermarket Banking Corporation Zambia Ltd 3 3 4
Investrust Bank Plc 8 9 14
Stanbic Bank Zambia Ltd 12 12 13
Standard Chartered Bank Zambia Plc 16 17 20
Zambia National Commercial Bank Plc 53 54 54
Total 202 224 247

Source: Bank of Zambia *Access Bank started operating in 2008. n/a = not applicable

*’A bank agency falls under a branch and does not offer the full range of products and services which are provided at the branch. Further,
depending on the bank, an agency may not open on all the working days of the week.
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4.2 NON-BANK FINANCIAL INSTITUTIONS SECTOR

Overview

In 2009, the overall financial performance and condition of the non-bank financial institutions (NBFIs) sector
was fair. The leasing and finance companies, bureaux de change and microfinance sub-sectors, and the
development finance institutions all registered satisfactory performance. In addition, performance of building
societies and savings and credit institutions continued to improve.

The number of NBFIs rose to 87 as at 31 December 2009 from 76 as at 31 December 2008. This was mainly due
to the increase in microfinance institutions (MFIs) and bureaux de change to 25 and 44 from 21 and 39,
respectively. Details on the number of NBFIs supervised by the Bank of Zambia as at 31 December 2009 are

shown in Table 40.
Table 40: Structure of NBFls, 2007 - 2009

Number of Institutions as Number of Institutions Number of Institutions
Type of Institution at 31 December 2007 as at 31 December 2008 as at 31 December 2009
Leasing Companies™ 12 10 12
Building Societies 3 3 3
Bureaux de change 35 39 44
Savings and credit 1 1 1
Microfinance 8 21 25
Development finance 1 1 1
Credit reference bureaux 1 1 1
Total 61 76 87

Source: Bank of Zambia

Regulation and Supervision

During the year, twelve operating licences for NBFIs were granted, out of which four were for microfinance
institutions, six were for bureaux de change whilst two were for leasing companies (see Table 41).

Table 41: Licences Issued in 2009

52 Sub-Sector Institution Date
A. Micro Finance Institutions 1. Prime Circle Microfinance Limited 28 January
2. Kungoma Financial Services Limited 2 April

3. Credit Finance Limited 2 April

4. Wide and Deep Services Limited 2 April

B. Bureaux de Change 1.Gobena Bureau de Change Limited 2 April
2. Radox Bureau de Change Limited 2 April

3. Crusade Bureau de Change Limited 4 June

4. Dilt Bureau de Change Limited 4 April

5. Presans Bureau de Change Limited 3 September

6. Floodgates Bureau de Change Limited 8 September

C. Leasing Companies 1. Afgri Leasing Services Limited 19 January
2. Focus Financial Services Limited 8 September

Source: Bank of Zambia

In 2009, 6 applications for bureau de change branches were approved (see Table 42) while two NBFIs branches
were opened in Lusaka and Livingstone by Izwe Loans Zambia Limited.

*As at 31 December 2008, two leasing companies, Access Leasing Limited and Access Financial Services Limited, which were under the
statutory management of the BoZ since 13 January 2003, were placed under compulsory liquidation on 27 November 2008. However, in
2009, two leasing companies, Afgri Leasing Services Ltd and Focus Financial Services Ltd were licensed.
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Table 42: Approved Bureau de Change Branch Applications, 2009

Name of Institution No. of Branches Date Approved

FX Africa Bureau de Change - Nakonde and Kasumbalesa Branches 2 19 May

Golden Coin Bureau de Change Limited - Nakonde Branch 2 September

Walk Tall Bureau de Change - Kitwe and Kasumbalesa Branches 4 December

Zanwiche Bureau de Change - Chipata Branch 15 December

Total

| RN

Source: Bank of Zambia

Performance of the Non-Bank Financial Sector

The overall financial performance and condition of the NBFIs was rated as fair”. Thirty-eight NBFIs, (three of
which were deposit taking) accounting for 45% of sector total assets were rated satisfactory while twenty-four
NBFIs accounting for 22% of sector total assets were rated fair. Nine NBFIs accounting for 16% of the sector
total assets were rated marginal. In addition, five NBFIs (three of which were deposit-taking) accounting for
17% of sector total assets were rated unsatisfactory. The Bank engaged management of the 5 NBFIs whose
performance was unsatisfactory to put measures in place to address the capital deficiencies.

Leasing and Finance Companies Sub-sector

During the year, the overall performance of the leasing sub-sector was fair as reflected in the maintenance of
adequate capital and reserves relative to risk profiles. Out of the ten leasing companies in operation, seven met
the prescribed minimum capital adequacy ratio of 10%, while three had regulatory capital deficiencies.
Remedial measures were recommended for each capital deficient institution. Tables 43 and 44 provide year-
end details on composite rating and performance rating for leasing finance companies sub-sector, respectively.
These tables indicate deterioration in the overall performance of leasing and finance companies, hence the fair
rating compared to the satisfactory rating in the previous year.

Table 43: Composite Rating for the Leasing and Finance Companies Sub-Sector, 2007 - 2009

Performance Category Composite Number of Proportion of
Rating Scale Leasing companies Industry Assets (%)

2007 2008 2009 2007 2008 2009
Current Condition Satisfactory 1.0-2.0 4 4 1 51.1 49.8 52 53
Possible Emerging Problem 2.1-25 1 1 3 1.7 6.6 12
Watch 2.6-3.5 2 3 3 8.7 7.9 26
Problem 3.6 or greater 3 2 3 38.5 35.7 10
Total 10 10 10 100 100 100

Source: Bank of Zambia

Table 44: Performance Rating for the Leasing Sub-Sector, 2007 - 2009

Performance Capital Adequacy Asset Quality Earnings Liquidity
No. of Leasing No. of Leasing No. of Leasing No. of Leasing
Category . . . )
companies companies companies companies

2007| 2008, 2009, 2007 2008, 2009, 2007, 2008 2009, 2007, 2008, 2009

Strong 2 4 0 1 0 0 1 1 0 3 3 1
Satisfactory 3 1 3 3 5 2 1 1 1 1 2 3
Fair Needs Improvement 2 2 2 2 2 4 4 1 2 1 1 1
Marginal 1 1 3 1 2 2 0 3 1 1 1 2
Unsatisfactory 2 2 2 3 1 2 4 4 6 4 3 3

Total 10 10 10 10 10 10 10 10 10 10 10 10

Source: Bank of Zambia

Capital Adequacy

The regulatory capital for the leasing sub-sector decreased to K9.0 billion as at 31 December 2009 from K34.4
billion at the end of 2008. This was below the aggregate sub-sector minimum capital requirement of K19.8

*The financial condition and performance of the NBFIs was evaluated on the basis of their performance in the parameters of Capital Adequacy,
Asset Quality, Earnings Performance and Liquidity (CAEL). The composite rating averages the effects of the individual ratings in each of the
above parameters. A five-tier rating system was utilised as follows: Strong (rating 1, Excellent performance in all components); Satisfactory
(rating 2, Satisfactory performance and meets minimum statutory requirements); Fair (rating 3, Average performance and meets minimum
statutory requirements); Marginal (rating 4, below average performance in some of the components); Unsatisfactory (rating 5, Poor
performance in most components and violates minimum statutory requirements).
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billion by K10.8 billion based on risk-weighted assets (see Chart 30). The fall in capital resources was largely
attributed to loan loss provisions amounting to K12.4 billion coupled with the after tax loss of K7.4 billion. In
addition, one leasing company made a dividend payout of K5.8 billion which reduced the sub-sector's
regulatory capital. However, the decline in the regulatory capital was mitigated by capital injections

amounting to K8.8 billion.

CHART 30:

LEASING SUB-SECTOR
REGULATORY CAPITAL,
DEC 2007 - DEC 2009

Asset Quality

As at 31 December 2009, the total assets of the leasing sub-sector declined by 23% to K193.1 billion from
K250.7 billion in 2008 (see Chart 31). This outturn was largely attributed to a 19.0% reduction in the sub-
sector's loans and leases to K147.6 billion from K182.9 billion.

CHART 31:

LEASING SUB-SECTOR
TOTAL ASSETS,
DEC 2007 - DEC 2009
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Net loans and advances constituted the largest proportion of total assets at 76.0% (K147.6 billion), (see Chart
32). Out of the total gross loan portfolio of K183.6 billion, NPLs amounted to K38.7 billion, representing 21.0%
of total loans for the sub-sector. This was above the prudential level of 10.0%. On the basis of the ratio of NPLs
to gross loan portfolio, the leasing sub-sector's asset quality was rated unsatisfactory. One leasing company
accounted for 60% (K23.0 billion) of the sub-sector's total non-performing loans.

As at 31 December 2009, total earning assets amounted to K166.8 billion and accounted for 86.0% of total
assets. Balances with financial institutions in Zambia accounted for 11.0% of total earning assets while loans
and leases accounted for 88.0%.

CHART 32: December 2008 December 2009
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Earnings

The earnings performance of the leasing sub-sector was rated unsatisfactory during the period under review.
Six NBFIs, accounting for 43.0% of total assets of the sub-sector, reported losses. However, two leasing finance
companies accounted for 66.3% of the losses incurred in the sub-sector. The sub-sector reported a loss before
tax of K7.4 billion, up from the previous years' loss of K3.3 billion, representing an increase of 128.0% (see
Table 45 and Chart 33). The loss incurred was largely attributed to an increase in provision for loan loss (PLL)
and non-interest expenses. Loan loss provisions increased by 116.0% to K9.0 billion from K4.2 billion while
non-interest expenses increased by 18.0% to K33.3 billion from K28.1 billion in 2008.

Table 45: Earnings Performance, 2007 - 2009 (K'million)

2007 2008 2009
Interest Income 41,437 39,048 45,592
Interest Expenses 17,533 15,545 16,739
Net Interest Income 23,904 23,412 28,853
Provisions/(Provisions Reversals) 11,795 4,171 9,013
Net Interest Income after Provisions 11,957 19,854 19,840
Non-Interest Income 6,080 5,770 6,122
Total Net Income 18,037 24,981 25,962
Non-Interest Expenses 22,395 28,118 33,274
Profit Before Tax (4,358) (3,214) (7,312)
Tax 615 41 118
Profit After Tax (4,973) (3,255) (7,430)

Source: Bank of Zambia

The principal source of income for the leasing sub-sector continued to be interest from loans and leases which
accounted for 88.2% of total income in 2009. Interest income increased by 16.8% to K45.6 billion in 2009 from
K39.0 billion in 2008, largely due to income from leases which increased to K25.2 billion from K17.2 billion. In
terms of cost, interest expenses increased by 7.6% to K16.7 billion in 2009 from K15.5 billion in 2008 on
account of an 18.0% increase in borrowing from financial institutions in Zambia and abroad.
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CHART 33:

LEASING SUB-SECTOR
PROFIT BEFORE TAX,
DEC 2007 - DEC 2009

Liquidity

The liquidity of the sub-sector was rated marginal as at 31 December 2009. The level of liquidity averaged
13.0% and was below the prudential ratio of 15.0%. Five out of the ten leasing companies in operation failed to
meet the minimum prudential liquidity ratio of 15.0% for NBFIs. However, a number of leasing companies had
standby lines of credit with banks which provided them with liquidity as and when needed (see Chart 34).
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CHART 34:

LEASING SUB-SECTOR
LIQUIDITY TREND,
DEC 2007 - DEC 2009

Building Societies Sub-Sector

Generally, the rating of the building societies in 2009 did not significantly change from the previous year. The
overall performance of the building societies sub-sector was fair as reflected in the maintenance of an
adequate capital and reserves relative to risk profiles (see Tables 46 and 47). However, as at 31 December
2009, one building society was capital deficient. The Bank engaged management of the building society to put
measures in place to address the capital deficiency.

Capital Adequacy

As at 31 December 2009, the building society sub-sector's aggregate regulatory capital improved by K51.1
billion to K40.1 billion from minus K10.9 billion in 2008. This was mainly on account of capital injections
amounting to K24.2 billion in the year. In addition, an improvement in one building society's regulatory capital
by K21.7 billion, as a result of fair value gains on the revaluation of its investment properties, contributed to
this growth. Furthermore, the sub-sector reported an after-tax profit of K1.2 billion. Out of the three building
societies in operation, one did not meet its minimum risk-weighted regulatory capital. In this regard,
appropriate measures were put in place by shareholders to recapitalise the institution.

Table 46: Year-End Composite Rating for the Building Society Sub-Sector, 2007 - 2009

Performance Category Composite Rating Scale Number of Proportion of
56 Building Societies Industry Assets (%)

2007 2008 2009 2007 2008 2009
Current Condition Satisfactory 1.0-2.0 2 1 1 374 31.8 33
Possible Emerging Problem 2.1-25 0 1 1 0 5.2 8
Watch 2.6-3.5 0 0 0 0 0 0
Problem 3.6 or greater 1 1 1 62.6 63.0 59
Total 3 3 3 100 100 100

Source: Bank of Zambia

Table 47:Year-End Performance Rating for the Building Society Sub-Sector, 2007 - 2009

Performance Capital Adequacy Asset Quality Earnings Earnings
Categor No. of Building No. of Building No. of Building No. of Building
gory Societies Societies Societies Societies

2007, 2008 2009| 2007| 2008, 2009, 2007 2008 2009 2007, 2008, 2009

Strong

Satisfactory

Fair Needs Improvement

Marginal

Unsatisfactory
Total
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Source: Bank of Zambia

Asset Quality

The asset quality of the sub-sector was designated fair in 2009. The proportion of net non-performing assets to
total assets was 3.9% in 2009, representing an increase of 1.2 percentage points from the previous year. Total
assets increased by 17% to K317.2 billion as at 31 December 2009 from K271.8 billion at the end of 2008,
largely due to an increase in fixed assets.
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Earnings Performance

During 2009, the earnings performance of the building society sub-sector was unsatisfactory with profit
before tax declining by 82% to K2.1 billion from K11.8 billion in 2008 (see Chart 35). The decrease in the
earnings performance was largely due to the increase in loan loss provisions by 283% to K6.1 billion from K1.6
billion in 2008. In addition, non-interest and interest expenses increased to K51.9 billion and K11.4 billion
from K50.2 billion and K9.8 billion in 2008, respectively.

CHART 35:

ANNUAL PROFIT
BEFORE TAX,
2007 - 2009

Liquidity
The average liquidity of the building society sub-sector, as measured by the ratio of liquid assets to total

deposits and short-term liabilities was 28% in 2009. This was above the prudential minimum ratio of 25% for
building societies and was therefore, designated satisfactory (see Chart 36).

CHART 36:

BUILDING SOCIETY
LIQUIDITY TREND,
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DEC 2007 — DEC 2009

Microfinance Institutions

The overall financial condition and performance of the sub-sector in the year under review was satisfactory
with MFIs registering adequate capitalisation and satisfactory asset quality and earnings performance. The
aggregate capital of the MFIs increased by 60% to K233.1 billion as at 31 December 2009 from K145.9 billion
at the end of 2008. The increase was largely due to the after-tax profit recorded in the year amounting to K61.9
billion as well as capital injections of K19.4 billion due to an increase in the number of MFIs licensed in 2009.

As at 31 December 2009, total assets of the microfinance sub-sector amounted to K515.5 billion representing
an increase of 10.2% or K47.7 billion over the previous year's position of K467.8 billion. The growth in assets
was attributed to an increase in capital and reserves to K230.4 billion from K147.7 billion in 2008 as well as an
increase in long-term borrowing to K122.4 billion from K101.1 billion in 2008.
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Bureaux de Change

As at 31 December 2009, the bureaux de change sub-sector was adequately capitalised as all the 44 operating
bureaux de change met the minimum regulatory capital requirement of K40 million. The aggregate capital and
reserves increased by 7.8% to K30.6 billion in 2009 from K28.3 billion in 2008. This was largely due to profit
after tax of K1.8 billion coupled with capital injections by the newly licensed bureaux de change.

Total assets as at 31 December 2009 amounted to K42.1 billion, representing an increase of 7% from K39.3
billion in the previous year. This increase was mainly attributed to the rise in aggregate capital and reserves.

The volume of purchases of foreign currency by bureaux de change decreased to K2,039.5 billion (US $415
million) in 2009 from K2,249.4 billion (US $462 million) in 2008. Similarly, sales fell to K2,050.9 billion (US
$414 million) in 2009 from K2,280.1 billion (US $468 million), during the same period. Consequently, the
volume of transactions (total purchases and sales) decreased by 9.7% in 2009 (see Chart 37).

CHART 37:

BUREAU DE CHANGE
VOLUMES OF
TRANSACTIONS,
DEC 2007 - DEC 2009

FINANCIAL SECTOR DEVELOPMENT PLAN (FSDP)

Overview

During the year under review, the Government of the Republic of Zambia granted authority for an
administrative extension of the Financial Sector Development Programme (FSDP) following the lapse of the
initial five year period for the FSDP in June 2009. Phase II of the FSDP will run up to December 2012 and will
focus on increasing competition, access to finance and market infrastructure. The extension of the programme
period will also provide an opportunity for completion of outstanding work from the FSDP 1.

Sovereign Rating

During 2009, the exercise to conduct a sovereign rating for Zambia was put on hold given the 2008/09 global
financial crisis. This followed Government's approval of the process in 2008 and the subsequent selection of
JP Morgan to offer financial advisory services. However, in view of the positive economic outlook in the latter
part of 2009, the exercise was expected to be undertaken in 2010. The sovereign rating is expected to
complement other Government initiatives to promote investment in the Zambian economy and stimulate the
development of domestic capital markets.

Second FinScope Survey

The second FinScope Consumer Survey was undertaken by FinMark Trust in conjunction with local consultants
in the last quarter of 2009. The findings of the survey were expected to be launched during the first quarter of
2010. The survey, which is intended to address the identified limited market knowledge of financial services
and products under the FSDP, has the following objectives:

a) establish credible benchmarks and indicators of access;

b) provide insights into regulatory and market obstacles to growth and innovation; and

c) highlight opportunities for policy reform and innovation in product development and delivery.
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Introduction of Standing Facility

During the year under review, the Bank introduced an overnight standing facility for commercial banks which
became effective from 1 December 2009. The primary purpose of the overnight standing facility was to
enhance the operations of the money markets by ensuring commercial banks' access to liquidity from the Bank
at their own initiative. It is the Bank's expectation that the overnight standing facility will complement other
existing refinancing facilities at the Central Bank and also serve as another convenient avenue through which
monetary policy signals can be conveyed to the economy.

Operations of Credit Reference System

Following the issuance of the Banking and Financial Services Act (Provision of Data and Utilisation of Credit
Reference Services) Directive in 2008, financial service providers were required to submit credit data to the
Credit Reference Bureau (CRB) as well as obtain credit reports from the Bureau as part of their credit appraisal
process. In this regard, during 2009, financial service providers submitted a total of 660,036 credit reports to
Credit Reference Bureau Africa Limited (CRBAL). In addition, the total number of credit reports obtained from
CRBALwas 155,108 (see Chart 38).

CHART 38:

USE OF CREDIT REFERENCE
SYSTEM BY FINANCIAL
SERVICE PROVIDERS, 2009
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Corporate Governance

A draft board charter was developed in 2009 to complement the existing corporate governance guidelines.
Key highlights in the board charter include:

(a) clarity on whether one can be a director of more than one financial institution in the financial sector;
(b) determining what constitutes a conflict of interest to be able to sit on a Board;
(c) limiting the tenures for board appointment to an organisation in order to ensure independence;

(d) the need for a common position on the expected minimum and maximum number of board members taking
into consideration small financial service providers such as some bureaux de change and MFIs; and,

(e) the need for independence of boards by ensuring a majority of non-executive directors to sit on any board in
the Zambian financial sector.

Framework for Channelling of Long-Term Funds

The FSDP identified the lack of an institutional framework for long-term and appropriately priced funds for
companies to access in Zambia. The Government appointed Development Bank of Zambia (DBZ) as the new
manager for long-term funds previously administered by the Bank. Subsequently, the Apex Unit at the Bank,
which was managing these funds, was relocated to DBZ in December 2009.

Law Review
Accountants Act

The Accountants' Bill was enacted into law in 2008. The process of harmonising the Accountants' Act with
various financial sector and business laws and regulations such as the Companies Act continued in 2009.
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Deposit Protection Scheme

To instil confidence in the financial system, work was undertaken to introduce a deposit protection scheme for
the financial sector. A draft deposit protection bill was completed and circulated to all banks and deposit taking
institutions for comments in 2009. Subsequently, comments from banks and deposit taking institutions were
incorporated in the draft deposit protection bill. The final draft bill was expected to be submitted to the
Governmentin 2010.

Risk Management and Basle II Accord

During 2009, the Basle II Accord project initiation document was updated and a tentative implementation plan
formulated for discussion and adoption by the banks and non-bank financial institutions. The Basle II Accord
was marked for introduction by the Bank in order to facilitate better identification and management of risk by
financial institutions in line with international regulatory and supervisory practices and to enhance financial
system stability.
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BANKING, CURRENCY AND PAYMENT SYSTEMS

BANKING, CURRENCY AND PAYMENT SYSTEMS

Overview

In 2009, the Banking, Currency and Payment Systems operations were rated satisfactory. The performance of
commercial banks in general was satisfactory although some banks failed to maintain adequate funds in their
settlement accounts for meeting their clearing obligations on time. In the area of currency and payment
systems, the Bank continued to implement the clean note policy. Furthermore, the performance of the three
systemically important payment systems was satisfactory during the year.

The Bank continued to perform its role as banker to the Government and commercial banks through the
maintenance and monitoring of accounts to ensure that all transactions were covered by adequate liquidity. In
the area of currency management, the Bank continued to meet the currency needs of the public, as the sole
issuer of currency, by ensuring the supply and integrity of bank notes.

BANKING
Operations of Commercial Banks Current Accounts

The Bank continued to monitor account operations of commercial banks to ensure that all transactions were
covered by adequate liquidity and that sufficient funds were available to meet all clearing obligations. Overall,
the performance of the commercial banks in general was satisfactory. All commercial banks that accessed the
intra-day credit facility were able to repay the funds by close of business. In addition, the Bank continued to
perform its role as banker to the Government by providing banking services for efficient revenue collection and
transfer of funds to facilitate Government operations.

Management of Project Loans
Zambia Agriculture Marketing and Processing Infrastructure Project (ZAMPIP)

The ZAMPIP credit facility was set up to support the emergence and development of the private sector by
financing agriculture, agriculture marketing, processing infrastructure, road rehabilitation and construction of
dams. The Bank of Zambia continued to receive both principal and interest payments on the loans disbursed
under the ZAMPIP until 31st August 2009 when the last instalment was received and the project closed. The
principal repayments and interest earned during the year amounted to US $100,000.00 and US $2,114.36
respectively, bringing the ZAMPIP Revolving Fund Account as at close of project to US $1,040,233.05.

Multi-Purpose Credit Facility (MCF)

The MCF is a line of credit set up to provide financing through commercial banks and other licensed financial
institutions to enterprises in the form of short, medium and long-term credit on a revolving fund basis. In
2009, the MCF which was managed by the APEX Unit at the Bank of Zambia was relocated to the Development
Bank of Zambia (DBZ) following Government's appointment of DBZ as new Managers. This was in line with
Government's decision to improve capitalisation and effectiveness of DBZ as a development bank.

Various financing schemes
helped the positive growth
of the country's economy
by supporting new
entrants in the economy
access funds for their
capital and recurrent
expenditures

ANGLE BARS MADE AT KAFUE STEEL PLANT IN KAFUE
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5.2 CURRENCY

As at end-2009, currency in circulation (CIC) increased by 3.5% to K2,001.0 billion (338.1 million pieces) from
K1,934.0 billion (327.3 million pieces) in the previous year. The increase was particularly high during the crop
marketing in the months June to October 2009 on account of increased demand for cash to pay the farmers (see
Charts 39a, 39b and 39c).
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A breakdown of CIC, in value terms shows that the high value banknotes (K20,000 and K50,000) accounted for
69.6% and 19.8%, respectively, of the total CIC (see Charts 40a and 40b).

CHART 39c:

CURRENCY IN
CIRCULATION BY
DENOMINATION,
DEC 2007 - DEC 2009
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CHART 40 CHART 40a: 2008 CHART 40b: 2009

CURRENCY IN CIRCULATION

In continued pursuance of the Clean Note Policy, the Bank withdrew from circulation a total of 110.5 million
pieces valued at K727.8 billion compared to 80.9 million pieces with a value of K617.2 billion in 2008 (see
Table 48). Of the total unfit banknotes withdrawn, 30.4 million pieces with a value of K22.8 billion were unfit
polymer banknotes. In addition, the total number of mutilated banknotes exchanged by members of the public
for clean banknotes increased by 14.4% to 59,485 pieces valued at K156.6 million. Of this total, 59,052
mutilated banknotes with a value of K145.6 million were paid out at full face value while 433 mutilated
banknotes valued at K10.9 million were paid out at half face value.

In addition, the Bank destroyed a total of 131.6 million pieces of unfit banknotes with a face value of K1,149.5
billion compared with a total of 113.3 million pieces valued at K613.1 billion the previous year.

During the same period, the Bank issued into circulation a total of 150.7 million pieces of new banknotes, with
a value of K1,143.5 billion. This reflected an increase of 11.1% when compared to the volume put into
circulation in 2008. The bulk of the banknotes issued in 2009 were low value denominations (K1,000 - K50),
which accounted for 59% of the total new banknotes issued in the year. The high value banknotes (K50,000 and
K20,000) and middle value banknotes (K10,000 and K5,000) accounted for 22% and 19%, respectively (see
Table 48).

Table 48: Bank Notes Withdrawn Against Issuance of New Bank Notes, 2009

Denomination Bank Notes Withdrawn | Bank Notes Withdrawn | New Bank Notes Issued | New Bank Notes Issued

(K'billion) (Pieces) (K'billion) (Pieces)
K50,000 265.9 5,319,601 701.1 16,483,000
K20,000 227.9 11,393,353 2335 14,404,000
K10,000 155.6 15,561,248 124.6 14,467,000
K5,000 52.4 10,487,999 56.7 12,419,000
K1,000 15.2 15,233,499 14.8 19,527,000
K500 7.5 15,150,914 9.8 23,871,000
K100 2.5 25,388,005 2.3 29,867,000
K50 0.5 11,946,007 0.8 19,674,000
K20 0.04 22,014 0 0
Total 727.8 110,502,640 1,143.5 150,712,000

Source: Bank of Zambia

PAYMENT SYSTEMS
Zambian Interbank Payment and Settlement System (ZIPSS)

During the year under review, ZIPSS operated satisfactorily with all the 16 commercial banks transacting
actively. The volume of transactions processed increased by 8.0% to 148,247 transactions in 2009 from
136,720 in 2008. However, the value of transactions fell by 9% to K209,090 billion in 2009 from K228,613
billion in 2008 (see Chart 41).
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CHART 41

ZIPSS VOLUMES AND
VALUES, 2005 - 2009

Physical Interbank Clearing System

In 2009, the volume of cheques cleared through the Physical Interbank Clearing (PIC) system decreased by 1%
to 2,558,805 cheques from 2,593,070 in 2008 while the value decreased by 2% to K21,787 billion from
K?22,337 billion in 2008 (see Table 49). The reduction in the volume and value of cheques processed was
attributed to the implementation in 2008 of the K100 million limit on the value of any single cheque that
customers can issue.

Table 49: Volume and Value of Cheques, 2007 - 2009

Month Volumes Values (K’billion)
%Change % Change

2007 2008 2009 | (2009/2008) 2007 2008 2009 |(2009/ 2008)
Jan 206,242 217,724 210,005 -4% 2,766 1,957 1817 -7%
Feb 187,580 205,654 199,691 -3% 2,288 1,639 1635 0% 65
Mar 203,588 196,717 209,503 6% 2,648 1,619 1736 7%
Apr 193,629 223,182 208,038 -7% 2,521 1,808 1747 -3%
May 213,672 213,313 199,201 -7% 2,576 1,742 1655 -5%
Jun 204,793 218,511 217,898 0% 2,546 1,812 1813 0%
Jul 211,029 226,817 224,151 -1% 2,823 1,958 1,928 -2%
Aug 217,821 208,618 203,819 2% 2,741 1,873 1,744 7%
Sep 202,495 227,699 226,102 -1% 2,446 2,010 1,923 -4%
Oct 227,790 219,944 222,573 1% 2,224 1,977 1,914 -3%
Nov 218,272 207,407 216,296 4% 2,125 1,841 1,876 2%
Dec 202,279 227,484 221,528 -3% 2,015 2,102 1,998 -5%
Total 2,489,190 2,593,070| 2,558,805 -1% 29,719 22,337 21,787 -2%
Monthly
Average 207,433 216,089 213,234 -1% 2,477 1,861 1,816 -2%

Source: Zambia Electronic Clearing House Limited

Direct Debit and Credit Clearing System

During the year under review, the volume of transactions processed through the Direct Debit and Credit
Clearing (DDACC) payment stream rose by 19% to 1,512,654 in 2009 from 1,267,990 in 2008. The value of
DDACC transactions increased by 83% to K6,513 billion in 2009 from K3,562 billion in 2008, respectively (see
Table 50). The growth in the volume and value of transactions follows continued efforts by the Bank of Zambia
in encouraging the public to increase the use of electronic payment methods.
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Table 50: Volume and Value of Direct Debit and Credit Clearing, 2007 - 2009

Volumes Values (K’billion)
% Change % Change
2007 2008 2009 |(2009/ 2008) 2007 2008 2009 |(2009/ 2008)
Month 63,150 76,801 104,544 36 262 275 321 17
Jan 57,061 95,011 127,029 34 206 254 330 30
Feb 68,793 83,681 132,362 58 246 264 389 48
Mar 68,715 105,091 115,499 10 270 299 353 18
Apr 71,446 97,402 117,493 21 297 308 395 28
May 64,965 104,482 138,038 32 294 296 360 22
Jun 82,784 116,467 127,794 10 326 330 367 11
Jul 76,622 102,001 116,058 14 395 318 365 15
Aug 53,993 116,832 116,490 0 281 331 367 11
Sep 92,768 112,623 127,437 13 429 323 387 20
Oct 89,236 97,813 128,696 32 308 131 370 182
Nov 106,104 159,786 159,205 0 339 433 499 15
Dec 895,637 1,267,990 1,512,654 19 3,677 3,562 6,513 83
Total
Monthly 74,636 105,666 126,055 19 306 297 543 83

Source: Zambia Electronic Clearing House Limited

National Switch Project

The Bank of Zambia has in the recent years been working with the commercial banks to implement a National
Switch. The National Switch will enable commercial banks share their existing payment infrastructure such as
Automated Teller Machines and Point of Sale devices through a common platform (the Switch). This will result
in greater convenience to consumers as they will have wider access to payment infrastructure without having
regard to the bank which owns the infrastructure. However, progress in implementing the National Switch was
66 slow during 2009 as the process of selecting the vendor was protracted.

Settlement of the Cash Leg of LuSE Trades on ZIPSS

The Bank of Zambia has been working with the Lusaka Stock Exchange (LuSE) towards facilitating the
settlement of the cash leg of LUSE Trades on the Zambia Interbank Payment and Settlement system (ZIPSS). In
this regard, a guarantee fund that ensures capital market trades are settled on ZIPSS to attain delivery versus
payment (DvP) was put in place. The mechanism and procedures on how the guarantee fund will be accessed
were developed by LuSE.

Designation of Payment Systems and Businesses

In 2009, the Bank of Zambia approved 14 applications for the provision of various payment services, and two
from new commercial banks who wanted to participate on the DDACC, ZIPSS and the Cheque systems. This
brought the total number of entities authorised to offer payment services to 28 while the number of payment
systems participants rose to 16.
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6.0 RISK MANAGEMENT

During the year under review the Bank's risk management strategies were derived from the 2008-2011
Strategic Plan. The Bank adopted an enterprise-wide approach to managing risks and the primary objective
is to integrate risk management policies and procedures into the Bank's operations.

Operational Risk Management Framework
(a) Operational Risk Management

The first bank-wide Risk Register for operational risks was finalised over the review period. Consistent
with the requirements of the Risk Management Policy and good corporate governance, all risks assessed
as high or very high were reported monthly to Senior Management and quarterly to the Board. This was
for the purpose of monitoring progress in implementing the programmes put in place to mitigate
identified risks.

The newly introduced incident reporting mechanism was activated over the review period to facilitate
reporting the risks that materialised and those that almost materialised. This mechanism enabled the
Bank to develop a database for all recorded incidents and provided an input into the design of
appropriate risk management programmes. It also served as a database for evaluation of similar risks in
future.

(b) Business Continuity Management

During the year, the Bank continued with the implementation of the Business Continuity Management
(BCM) programme as an operational risk treatment option for mitigating rare but potentially
catastrophic risks.

In addition, a Bank-wide Business Impact Analysis (BIA) questionnaire was administered to all
departments to identify mission-critical (or essential) business processes whose absence would pose
risk to the Bank's operations. This was to ensure that the business processes received the correct
priority in the Bank-wide Business Continuity Plan (BCP). The BIA would provide the main input into
the development of departmental business continuity/resumption plans and a Bank-wide BCP.

The Bank also developed guidelines for dealing with an outbreak of pandemic flu in response to the
world-wide outbreak of the A HIN1 Swine Flu. The Bank further conducted all Disaster Recovery (DR)
68 test exercises as planned for the year. The DR site tests were aimed at providing assurance to
Management and other stakeholders on the adequacy of the Bank's disaster recovery capabilities.

(c) Management of Project Risks

During the period under review, the Procurement and Maintenance Services (PMS) department was
tasked to spearhead the establishment of a Project Management Office (PMO) at the Bank. It was
expected that the framework that would be developed for the operations of the PMO would adequately
cater for the effective management of project risks.

Financial Risk Management

The Bank engaged ICRA Management Consulting Services Limited (IMaCS) to develop a framework for
managing financial risks. The consultant submitted the Design Report outlining the recommendations
necessary for providing solutions to the gaps identified in specific areas of operation, which pose financial
risk exposure on the Bank's balance sheet. The identified areas of operation were monetary policy
formulation and cash flow forecasting, management of international reserves, foreign exchange
intervention, open market operations, payments and settlement systems, supervision of banks, and lender
of last resort.




7.0 REGIONAL OFFICE



70

REGIONAL OFFICE

7.0

REGIONAL OFFICE

The Regional Office continued to provide the Government, commercial banks and the general public in the
Northern Region with banking, currency and other financial services. The Office also carried out on-site
inspections of commercial banks' branches in the region and pre-inspections of NBFIs to ensure compliance
with financial system regulatory requirements and guidelines. In addition, the Regional Office facilitated the
renewal of licences by NBFIs and attended to various queries from the public.

Furthermore, the Regional Office continued to undertake surveys and distributed various Bank publications to
enhance economic information flow in the Region. The surveys undertaken included the Quarterly Survey of
Business Opinion and Expectations, Quarterly Private Sector External Debt Reconciliation Survey and Real
Sector Survey. In addition to conducting surveys, the Regional Office carried out currency sensitisation
programmes in the Northern Region.
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8.1

ADMINISTRATION AND SUPPORT SERVICES

HUMAN RESOURCE MANAGEMENT
Structure and Staffing

At the end of 2009, the total staff strength of the Bank was 561 against the establishment of 693.The gender
composition of the 561 employees was 378 (67%) male and 183 (33%) female. This complement comprised
456 (81%) employees on Permanent and Pensionable Service and 105 (19%) on Fixed-Term Employment
Contracts (see Tables 51 and 52).

Table 51: Staffing Levels, 2007 - 2009

No. | Functions 2007 2008 2009
Estab| Actual Diff| Estab| Actual Diff| Estab| Actual Diff
1 Executive 10 9 -1 10 11 1 10 11 1
Subtotal 10 9 -1 10 11 1 10 11 1
2 Core Departments
Economics 49 42 -7 49 41 -8 49 40 -9
Bank Supervision 37 34 -3 37 32 -5 37 32 -5
Non-Bank Financial Institutions Supervision 34 32 -2 34 30 -4 34 27 -7
Financial Markets 33 31 -2 33 29 -4 47 29 -18
Banking, Currency and Payment Systems 93 85 -8 93 84 -9 93 79 -14
Regional Office 120 116 -4 120 112 -8 120 111 -9
Subtotal 366 340 -26 366 328 -38 380 318 -62
3 Support Services
Finance 44 37 -7 44 36 -8 44 36 -8
Procurement & Maintenance Services 73 67 -6 73 63 -10 73 58 -15
Human Resources 38 32 -6 38 32 -6 38 30 -8
Information & Communications Technology 39 33 -6 39 32 -7 39 30 -9
Bank Secretariat 19 16 -3 19 16 -3 19 15 -4
Security 53 48 -5 53 41 -12 53 40 -13
Internal Audit 26 20 -6 26 20 -6 26 18 -8
Risk Management 11 5 -6 11 5 -6 11 5 -6
Subtotal 303 258 -45 303 245 -58 303 232 -71
TOTAL 679 607 -72 679 584 -95 693 561 -132
Source: Bank of Zambia
Table 52: Distribution of Staff, 2009
OFFICE PERMANENT & PENSIONABLE CONTRACT STAFF
Male Female Subtotal Male Female Subtotal Total
Lusaka 245 112 357 58 35 93 450
Ndola 65 34 99 10 2 12 111
Subtotal 310 146 456 68 37 105 561

Source: Bank of Zambia

Staff Movements

During the year under review, the Bank hired only one employee on a three-year Fixed Term Contract. On the
other hand, there were 24 separations, resulting in a net staff decrease of 23. The separations from the Bank
were through Voluntary Early Separation Scheme, death, resignations, dismissals and/or statutory
retirements (see Table 53).
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Table 53: Staff Movements, 2009

Movement Jan| Feb| Mar| Apr| May| Jun Jul| Aug| Sep| Oct| Nov| Dec| Totals
Recruitments 0 0 0 0 0 0 1 0 0 0 0 0 1
Reinstatements 0 0 0 0 0 0 0 0 0 0 0 0 0

Total Inward Staff Movements 0 0 0 0 0 0 1 0 0 0 0 0 1
Dismissals 0 0 0 0 0 0 0 1 0 0 0 0 1
Resignations 0 0 0 0 0 0 0 1 0 1 0 0 2
Statutory Retirements 0 2 1 0 0 1 0 0 0 0 1 0 5
VESS 1 1 0 0 0 0 3 0 1 1 3 3 13
Death 0 0 0 0 0 0 1 0 2 0 0 0 3

Total Outward Staff Movements 1 3 1 0 0 1 4 2 3 2 4 3 24

Net Staff Movements -1 -3 -1 0 0 -1 -3 -2 -3 -2 -4 -3 -23

Source: Bank of Zambia

Capacity Building Programmes
Staff Development

In an effort to ensure the continuous availability of skills and new knowledge, the Bank continued to provide
support to employees pursuing various study programmes both short and long-term. The support provided by
the Bank was in the form of paid study leave, full Bank scholarships and time-off to study part-time
programmes. The training was undertaken at various training institutions as well at the Bank's In-Service
Training Centre (ISTC). In the period under review, a total of 21 employees completed various study
programmes (see Table 54).

Table 54: Study Programmes Completed, 2003 - 2009

PROGRAMME 2003 2004 2005 2006 2007 2008 2009| Totals
PhD 1 0 1 2 3 0 1 8
Masters Qualifications; MBA, LLM, MSc etc 6 8 9 7 8 5 8 51
Bachelor's Degrees in Laws, Banking & Financial 2 4 2 1 3 3 4 19

Services, Public Administration & Computing

73
Professional Qualifications; Chartered Financial

Analyst, Certified Internal Auditors & Association of 4 1 0 1 1 2 5 14

Certified Chartered Accountants

Diplomas in Business Management, Public

Administration, Treasury & International Banking, 15 12 3 5 8 1 3 47
Computing, Banking, Purchasing & Supply, &

Accounting

TOTAL 28 25 15 16 23 11 21 139

Source: Bank of Zambia

Support to Universities

In accordance with the Memorandum of Understanding (MoU) signed between the Bank and the University of
Zambia (UNZA) and the Copperbelt University (CBU), the Bank continued to provide support to these
institutions. This support was in the form of salary supplementation for staff in the Department of Economics
(at UNZA) and the School of Business (at CBU).

The Bank also continued the sponsorship of 5 outstanding undergraduate students in the School of Business at
CBU and 4 students pursuing the Master of Economics Degree at UNZA.

Library and Records Management

Electronic Document Management System (EDMS)

During the year, a review of the records management policy and other documents was undertaken to aid the
effective implementation of the EDMS. In addition, training for administrators and trainers was carried out in
various modules such as document management, records management, collaboration and knowledge
management.
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Employee Relations

During 2009, the Bank continued to experience harmonious industrial relations. Management held scheduled
monthly and quarterly meetings with employee representatives aimed at nurturing dialogue between
employees and management. Further, the Bargaining Unit successfully concluded the Mid-Stream Salary
Review negotiations for 2009.

Staff Welfare
Employee Health

To consolidate the gains made in previous years, sensitisation campaigns on HIV/AIDS were intensified in
2009. The number of staff and their dependants accessing Anti-retroviral drugs (ARVs) declined to 151 from
164 in 2008 (see Table 55). This was mainly on account of staff separations from the Bank.

Table 55: Number of Beneficiaries of VCT and/or ARTs, 2000 - 2009

Year Staff Spouses Children Totals
2000 2 0 0 2
2001 11 2 3 16
2002 20 13 2 35
2003 7 6 2 15
2004 59 30 11 100
2005 78 38 14 130
2006 81 46 17 144
2007 94 51 18 163
2008 94 53 18 165
2009 92 43 16 151

Source: Bank of Zambia

Staff Mortality

In the year under review, the Bank recorded a significant reduction in staff deaths to 3 from thirteen in 2008

74 (see Chart4?2).

CHART 42

STAFF MORTALITY TREND,
1992 - 2009

Employee Welfare Programmes

As part of on-going management efforts aimed at improving staff welfare, the Bank hosted several
sensitisation talks on topical issues. In this regard, specialists were invited to sensitise staff on how to write a
will, living positively with HIV/AIDS, and cervical and prostate cancer.
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Projects

During the year under review, a number of human resource processes were automated. These included the
following:

o Computerised Human Resource System;
o Electronic Document Management System (EDMS); and

o Librarysystem

Development and Review of Policies

Reviews of the Disciplinary Code and Grievances Procedure and the Job Specification Policy were undertaken.

8.2 INTERNAL AUDIT

In order to provide assurance to the Board of Directors and Management on the effectiveness of internal
controls, the Bank continued to undertake internal audits and reviews of its operations. These included
evaluation of the effectiveness of internal controls related to accounting, operational and administrative
functions of the Bank. In addition, internal audit continued to assist management meet Bank objectives by
reviewing corporate governance and the effectiveness of risk management in the Bank.

In an effort to increase audit efficiency through the use of Computer Assisted Audit Techniques (CAATs), the
Bank during the year, successfully migrated to the new version of Auto Audit and undertook on-site training in
the new version of Auto Audit. Further, in November 2009, the Bank reviewed the Internal Audit Charter to
incorporate changes in the International Professional Practices Framework of Internal Auditing that came into
effect in February 2009.

8.3 BANK SECRETARIAT

During the period under review, the Bank of Zambia Board of Directors held four regular and one special Board
meetings at which numerous important decisions were made. Among others, the Board approved the
following:

e The Job Specifications Document to be used by the Bank of Zambia in administering the Employee
Resourcing and Retention Policy;

e The Young Professionals Development Policy;
e Theincrease of the Authorised Capital of the Bank of Zambia from K10 billion to K500 billion; and 75

e The establishment of the Governance Committee of the Bank of Zambia Board of Directors.

Law Review
The first draft of the amended Bank of Zambia Act modelled on the SADC model Central Bank Law together

with a consultative paper were developed and circulated. In addition, the first draft of the Credit Reporting Bill
was finalised and circulated.

Public Relations

The Bank continued to engage closely with the media in order to keep them informed of pertinent economic
developments in general and the Bank's operations in particular. In this regard, the Bank disseminated
information through quarterly media briefings, press releases and statements as well as wide circulation of its
various publications such as the Monetary Policy Statement, ZAMBANKER and a Special ZAMBANKER
supplement to commemorate the Bank's 45th Anniversary.

In 2009, the Bank of Zambia, in conjunction with the Bank Negara of Malaysia, hosted the Rural Finance
Programme Conference and also facilitated the convening of the Financial Sector Development Plan Phase II
Stakeholders Forum.

The Bank continued with its Corporate Social Responsibility Programmes in its quest to assist vulnerable
members of the community. To this effect, the Bank provided assistance to various organisations, orphanages
schools and individuals across the country.

8.4 INFORMATION AND COMMUNICATIONS TECHNOLOGY

During 2009, the Bank of Zambia accomplished several objectives in the area of Information and
Communications Technology (ICT). In line with the Bank's strategic objectives, a number of projects were
undertaken during the year, including the following:
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IT Governance Implementation

The programme of implementing the Control Objectives for Information and related Technologies (COBIT) as a
framework for IT Governance continued in 2009. In addition, ICT governance procedures based on best
practice and other industry standards such as the ISO 27002, Information Technology Infrastructure Library
(ITIL) and the Project Management Institute (PMI) standards were developed and reviewed.

Implementation of the Oracle Human Resources Management System (HRMS)

The implementation of the HRMS based on the Oracle E-Business Suite continued in 2009 and all key project
milestones were largely achieved. The HRMS provides an integrated data model with an instant view of human
resource-related activities, including recruitment, performance management, learning, compensation,
benefits, payroll, time management, and real time analysis.

Bank Supervision Application (BSA) Upgrade

Progress continued to be made towards the full implementation of the new version of BSA for the East and
Southern Africa bank supervisors. During the review period, the new BSA was deployed at all commercial
banks and parallel runs commenced.

Implementation of the Integrated Electronic Document Management System:

The objective of the project was to introduce workflows in document management across the Bank. During the
review period, all key milestones were delivered.

Network Infrastructure

In an effort to improve service availability and reliability, an Enterprise Network Management (ENM)
application was implemented to provide real-time notifications of network failure or service degradation. The
ENM monitors all Bank of Zambia core network elements at Head Office, Regional Office and the Disaster
Recovery site.

Integration of Information Systems

The Bank embarked on an information system integration process to facilitate seamless information sharing
with key stakeholders. The project included implementation of Gentran Integration Suite (GIS), which
interfaces with Zambia Revenue Authority and the Ministry of Finance and National Planning's Integrated
Financial Management Information System (IFMIS).

ICT Service Continuity

The Bank conducted partial disaster recovery tests for mission-critical applications and the tests were largely
successful compared to the previous year. The ICT infrastructure and systems operated within acceptable
levels of service quality.

SECURITY ACTIVITIES

In 2009, the Bank continued to sensitise stakeholders on the problem of currency counterfeits and security of
cash-in-transit through several sensitisation programmes across the country. Participants in the programmes
included officers from the Road Transport and Safety Agency (RTSA), various law enforcement agencies,
cashiers drawn from commercial banks and retail shops. Consequently, the Bank recorded a reduction in the
number of reported counterfeit cases and a number of convictions were secured. In terms of investigations,
169 cases were handled during the period under review compared to 188 cases in 2008. The bulk of the cases
(149) involved currency counterfeits.

PROCUREMENT AND MAINTENANCE

In 2009, the Bank successfully finalised the ventilation programme in the vaults both at Head Office and
Regional Office. The Bank also procured an additional bullion truck and four armoured escort vehicles to be
delivered in 2010. In an effort to address the acute problem of inadequate parking space, the Bank finalised the
consultancy proposals for additional parking space.




9.0 BANK OF ZAMBIA FINANCIAL STATEMENTS



FINANCIAL STATEMENTS

Bank of Zambia
Financial Statements
for the year ended 31 December 2009

Contents
Page

Directors' responsibilities in respect of the annual financial statements 79
Independent auditor's report 80
Statement of comprehensive income 81
Statement of financial position 82
Statement of changes in equity 83
Statement of cash flows 84
Notes to the financial statements 85-135

78




FINANCIAL STATEMENTS

Bank of Zambia

Directors' responsibilities in respect of the annual financial statements

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
ofthe Bank and of its profit or loss for the period.

Directors are responsible for the maintenance of adequate accounting records and the preparation and integrity of the
annual financial statements and related information. The independent external auditors, Messrs Deloitte & Touche,
have audited the annual financial statements and their report appears on page 80.

The Directors are also responsible for the systems of internal control. These are designed to provide reasonable, but
not absolute, assurance as to the reliability of the financial statements, and to adequately safeguard, verify and
maintain accountability for assets, and to prevent and detect material misstatements. The systems are implemented
and monitored by suitably trained personnel with an appropriate segregation of authority and duties. Nothing has
come to the attention of the Directors to indicate that any material breakdown in the functioning of these controls,
procedures and systems has occurred during the period under review.

Inthe opinion of the Directors:

e The statement of comprehensive income is drawn up so present fairly the loss of the Bank for the year ended 31
December 2009;

e The statement of financial position is drawn up so as to present fairly the state of affairs of the Bank as at 31 December
2009; and

e The financial statements are drawn up in accordance with International Financial Reporting Standards and in the 79
manner required by the Bank of Zambia Act, No. 43 of 1996.

Approval of the financial statements

The financial statements of the Bank set out on pages 81 to 135 were approved by the Board of Directors on 18 March
2010 and signed on their behalf by:

;

.’—’.““
J -

Governor Director
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e o. e PO Box 30030 Deloitte & Touche

Lusaka Kafue House
Zambia 1 Nairobi Place
Cairo Road

Lusaka

Tel: +(260) 211 228677/9
Fax: +(260) 211 226915
dtt@deloitte.co.zm

INDEPENDENT AUDITOR'S REPORT

To the Members of
Bank of Zambia

We have audited the financial statements of the Bank of Zambia (“the Bank”) which comprise the statement of financial
position as at 31 December 2009, and the statement of comprehensive income, the statement of changes in equity and
statement of cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory notes as set out on pages 81to 135.

Directors' responsibility for the financial statements

The Bank's directors are responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards and the Bank of Zambia Act, No. 43 of 1996. This
responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our auditin
accordance with International Standards on Auditing. Those Standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free
from material misstatement.

80

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditors consider internal control relevant to the entity's preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements present fairly the financial position of the Bank of Zambia as at 31 December

2009, and of its financial performance and cash flows for the year then ended in accordance with International Financial
Reporting Standards and in the manner required by the Bank of Zambia Act, No. 43 of 1996.

DELOITTE & TOUCHE

18 March 2010

. . . . . A member firm of
Audit.Tax.Consulting.Financial Advisory. Deloitte Touche Tohmatsu
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Statement of comprehensive income
forthe year ended 31 December 2009

In millions of Zambian Kwacha

Notes 2009 2008
Interest income 6 239,818 310,091
Interest expense 6 (97,103) (121,280)
Net interest income 142,715 188,811
Fee and commission income 7 47,424 42 557
Fee and commission expense 7 (1,218) (105)
Net fee and commission income 46,206 42,452
Net income from foreign exchange transactions 13,556 13,761
Other operating (expenses)/income 8 (9,426) 639,176
4,130 652,937
Total income 193,051 884,201
Net reversal of impairment on financial assets 9 8,800 3,333
Employee benefits 10 (251,744) (244,668)
Depreciation and amortisation 24,25 (15,925) (13,492)
Operating expenses 11 (125,807) (128,393)
81
(384,676) (383,220)
(Loss)/profit for the year (191,625) 500,981
Other comprehensive income
Gain on revaluation of property 86,800 -
Total comprehensive (loss)/income for the year (104,825) 500,981

The notes on pages 85 to 135 form part of these financial statements.




Bank of Zambia
Statement of financial position
at 31 December 2009
In millions of Zambian Kwacha
Notes 2009 2008
Assets
Domestic cash in hand 2,165 2,566
Foreign currency cash and bank accounts 13 8,934,006 5,202,878
ltems in course of settlement 14 7,505 5,296
Held-for-trading financial assets 15 660 -
Loans and advances 16 41,119 38,208
Held-to-maturity financial assets 17 1,971,110 1,963,925
Other assets 19 59,440 23,608
Available-for-sale investments 21 4,489 2,786
IMF funds recoverable from Government of the Republic of Zambia 22 1,594,878 85,311
IMF subscriptions 23 4,125,279 2,824,220
Property, plant and equipment 24 287,342 203,430
Intangible assets 25 1,739 3,020
Total assets 17,029,732 10,355,248
Liabilities
Deposits from the Government of the Republic of Zambia 28 2,445,089 1,340,637
Deposits from financial institutions 29 2,693,604 2,657,260
Foreign currency liabilities to other institutions 30 296,593 98,536
Other deposits 31 24,920 21,556
Other liabilities 32 35,178 72,001
82 Provisions 33 22,789 27,405
Domestic currency liabilities to IMF 34 4,125,279 2,824,220
Foreign currency liabilities to IMF 35 1,594,842 464,285
Notes and coins in circulation 37 2,001,246 1,934,426
Total liabilities 13,239,540 9,440,326
Equity
Capital 38 10,020 10,020
General reserve fund 39 92,588 92,588
SDR allocation 39 3,226,992 246,897
Property revaluation reserves 39 224,950 144,459
Retained earnings 39 235,642 420,958
Total equity 3,790,192 914,922
Total liabilities and equity 17,029,732 10,355,248

The responsibilities of the Bank's Directors with regard to the preparation of the financial statements are set out on page
79. The financial statements on pages 81 to 135 were approved for issue by the Board of Directors on 18 March 2010
and were signed on its behalf by:

Director




FINANCIAL STATEMENTS

Bank of Zambia

Statement of changes in equity
forthe year ended 31 December 2009

In millions of Zambian Kwacha

Share General SDR Property Retained Total
Capital reserve fund  allocation revaluation earnings Equity
reserve

Balance at 1 January 2008 10,020 42,490 246,897 147,684 (33,150) 413,941
Amortisation of revaluation

surplus relating to properties - - - (3,225) 3,225 -

Profit for the year - - - - 500,981 500,981

Transfer to general reserve - 50,098 - - (50,098) -

Balance at 31 December 2008 10,020 92,588 246,897 144,459 420,958 914,922

Balance at 1 January 2009 10,020 92,588 246,897 144,459 420,958 914,922
Amortisation of revaluation

surplus relating to properties - - - (6,309) 6,309 -

Other comprehensive income - - - 86,800 - 86,800

Loss for the year - - - - (191,625) (191,625)

Receipt of additional SDR
allocation - - 2,980,095 - - 2,980,095
83
Balance at 31 December 2009 10,020 92,588 3,226,992 224,950 235,642 3,790,192

The notes on pages 85 to 135 form part of these financial statements.
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Bank of Zambia
Statement of cash flows
forthe year ended 31 December 2009
In millions of Zambian Kwacha
Notes 2009 2008
Cash flows from operating activities
(Loss)/profit for the year (191,625) 500,981
Adjustment for:
- Depreciation/amortisation 24, 25 15,925 13,492
- Dividends income (509) -
- Loss/(gain) on disposal of plant and equipment 1,208 (28)
- Impairment on available-for-sale investments 9 - (53)
- Impairment on other assets 9 (1,820) (2,262)
- Impairment on amounts due from closed banks 9 (6,980) (1,017)
- Provisions made during the year 33 3,486 23,525
(180,315) 534,637
Changes in operating assets and liabilities
Change in items in course of settlement (2,209) 35,313
Change in held for trading financial assets (660) -
Change in loans and advances (2,911) 361
Change in held-to-maturity financial assets (7,185) (434)
Change in other assets (34,012) (15,837)
Change in amounts due from closed banks 6,980 1,017
Change in available-for-sale investments (1,703) 53
Change in IMF funds receivable from Government of the Republic of Zambia (1,509,567) (16,474)
Change in IMF subscription (1,301,059) 261,650
Change in deposits from the Government of the Republic of Zambia 1,104,452 (610,540)
84 Change in deposits from financial institutions 36,344 590,546
Change in foreign currency liabilities to other institutions 198,057 7,812
Change in other deposits 3,364 (8,060)
Change in other liabilities (36,823) 24,184
Change in domestic currency liabilities to IMF 1,301,059 (261,649)
Change in foreign currency liabilities to IMF 1,130,557 130,262
Change in notes and coins in circulation 66,820 419,275
771,189 1,092,116
Dividends received 509 -
Net cash generated from operating activities 771,698 1,092,116
Cash flows from financing activities
Receipt of additional SDR allocations 2,980,095 -
Claims paid 33 (8,102) (120)
2,971,993 (120)
Cash flows from investing activities
Purchase of property, plant and equipment and intangible assets 24,25 (13,342) (38,709)
Proceeds from sale of property, plant and equipment 378 96
(12,964) (33,613)
Net change in cash and cash equivalents 3,730,727 1,058,383
Cash and cash equivalents at the beginning of year 5,205,444 4,147,061
Cash and cash equivalents at the end of the year 8,936,171 5,205,444
Cash and cash equivalents at the end of the year comprise of:
Domestic cash in hand 2,165 2,566
Foreign currency cash and bank accounts 8,934,006 5,202,878
8,936,171 5,205,444

The notes on pages 85 to 135 form part of these financial statements.
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Notes to the financial statements
forthe year ended 31 December 2009

1 Principal activity

The Bank of Zambia (the “Bank” or “BoZ”) is the central bank of Zambia, which is governed by the provisions of
the Bank of Zambia Act No. 43 of 1996. The Bank's principal place of business is at Bank Square, Cairo Road,
Lusaka.

2 Adoption of new and revised International Financial Reporting Standards (IFRSs)

The following new and revised Standards and Interpretations have been adopted in the current period and have
affected the amounts reported in these financial statements. Details of other Standards and Interpretations
adopted in these financial statements but that have had no effect on the amounts reported are set outin section
2(b).

(a) Standards affecting presentation and disclosure
IAS 1 (as revised in 2007): Presentation of Financial Statements

IAS 1 (as revised in 2007) has introduced terminology changes (including revised titles for the financial
presentation of financial statements) and changes in the format and content of the financial statements.
The Bank's adoption of amendments from two other Standards (see below), merely results in additional
disclosures but does not have an impact on the financial position or the comprehensive income of the
Bank

Improving Disclosure about Financial Instruments (Amendments to IFRS 7: Financial Instruments:

. 85
Disclosures)

The amendments to IFRS 7 expand the disclosures required in respect of fair value measurements and
liquidity risk. The Bank has elected not to provide comparative information for these expanded
disclosures inthe current year in accordance with the transitional reliefs offered in these amendments.

Amendments to IAS 39: Financial Instruments: Recognition and Measurement and IFRS 7: Financial
Instruments: Disclosures regarding reclassifications of financial assets

IAS 8.28(c),(d) The amendments to IAS 39 permit an entity to reclassify non-derivative financial assets
out of the 'fair value through profit or loss' (FVTPL) and 'available-for-sale' (AFS) categories in very limited
circumstances. Such reclassifications are permitted from 1 July 2008. Reclassifications of financial
assets made in periods beginning on or after 1 November 2008 take effect only from the date when the
reclassification is made. No reclassifications occurred during 2009.

(b)  Standards and Interpretations adopted with no effect on the financial statements

The following new and revised Standards and Interpretations have also been adopted in these financial
statements. Their adoption has not had any significant impact on the amounts reported in these
financial statements but may affect the accounting for future transactions or arrangements.

Amendments to IAS 32: Financial Instruments: Presentation and IAS 1 Presentation of Financial
Statements Puttable Financial Instruments and Obligations Arising on liquidation

The revisions to IAS 32 amend the criteria for debt/equity classification by permitting certain puttable
financial instruments and instruments (or components of instruments) that impose on an entity an
obligation to deliver to another party a pro-rata share of the net assets of the entity only on liquidation, to
be classified as equity, subject to specified criteria being met.
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Notes to the financial statements (Continued)
forthe year ended 31 December 2009

2 Adoption of new and revised International Financial Reporting Standards (IFRSs) (Continued)
(b) Standards and Interpretations adopted with no effect on the financial statements (Continued)
Amendments to IAS 39: Financial Instruments: Recognition and Measurement - Eligible Hedged ltems

The amendments provide clarification on two aspects of hedge accounting: identifying inflation as a
hedged risk or portion, and hedging with options.

Embedded Derivatives (Amendments to IFRIC 9 and IAS 39)

The amendments clarify the accounting for embedded derivatives in the case of a reclassification of a
financial asset out of the 'fair value through profit or loss' category as permitted by the October 2008
amendments to IAS 39: Financial Instruments: Recognition and Measurement (see above).

Improvements to IFRSs (2008)

In addition to the changes affecting amounts reported in the financial statements described at 2(a)
above, the Improvements have led to a number of changes in the detail of the Bank's accounting
policies some of which are changes in terminology only, and some of which are substantive but have
had no material effect on amounts reported. The majority of these amendments are effective from 1
January 2009 and had no material effect on amounts reported.

86 (c) Standards and Interpretations in issue not yet adopted

As part of Improvements to IFRSs (2009) issued in April 2009, the International Accounting Standards
Board amended the requirements of IAS 17: Leases regarding the classification of leases of land. Prior to
amendment, IAS 17 generally required leases of land with an indefinite useful life to be classified as
operating leases. This was inconsistent with the general principles of the Standard, and the relevant
guidance has been removed due to concerns that it could lead to accounting that did not reflect the
substance of arrangements. Following the amendments, leases of land are classified as either 'finance'
or'operating'in accordance with the general principles of IAS 17.

These amendments are effective for annual periods beginning on or after 1 January 2010, and they are
to be applied retrospectively to unexpired leases at 1 January 2010 if the necessary information was
available at the inception of the lease. Otherwise, the revised Standard will be applied based on the facts
and circumstances existing on 1 January 2010 (i.e. the date of adoption of the amendments) and the
Bank will recognise assets and liabilities related to land leases newly classified as finance leases at their
fair values on that date; any difference between those fair values will be recognised in retained earnings.

The directors anticipate that these amendments to IAS 17 will be adopted in the Bank's financial
statements for the period beginning 1 January 2010. It is likely that the changes will affect the
classification of some of the Bank's leases of land. However, it is not practicable to provide a reasonable
estimate of that effect until a detailed review has been completed. In particular, the directors will be
considering the extent to which information is available for retrospective application.
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3. Significant accounting policies (Continued)

The accounting policies set out below have been applied consistently to both periods presented in these
financial statements:

3.1  Statement of compliance
These financial statements have been prepared in accordance with the International Financial
Reporting Standards issued by the International Accounting Standards Board (IASB) and comply with
the requirements of the Bank of Zambia Act, No. 43 of 1996.

3.2 Basisof preparation
The financial statements have been prepared on the historical cost basis except for the revaluation of
certain non-current assets and financial instruments. Historical cost is generally based on the fair value
ofthe consideration given in exchange for assets.

3.3  Functional and presentation currency
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 million.

34 Interestincome and expense 87

Interest income and expense for all interest-bearing financial instruments are recognised in the income
statement within 'interest income' and 'interest expense' using the effective interest method. The
effective interest method is a method of calculating the amortised cost of a financial asset or financial
liability and of allocating the interest income or interest expense over 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.

Interestincome and expense presented in the statement of comprehensive income include:

e interest on financial assets and liabilities at amortised cost calculated on an effective interest basis;
and

e Intereston available-for-sale investment securities calculated on an effective interest basis.

Once a financial asset or a group of similar financial assets has been written down as a result of an

impairment loss, interestincome is recognised using the rate of interest used to discount the future cash

flows for the purpose of measuring the impairment loss.

3.5 Fees and commissionincome

Fees and commissions, including account servicing fees, supervision fees, licensing and registration
fees, are generally recognised on an accrual basis when the related service has been performed.
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3. Significant accounting policies (Continued)
3.6 Dividendincome

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 can be measured reliably).

3.7 Rentalincome

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

3.8  Foreign currency transactions

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

88 Exchange differences are recognised in profit or loss in the period in which they arise.

Non-monetary assets and liabilities denominated in foreign currencies, which are stated at historical
cost, are translated at the foreign exchange rate ruling at the date of the transaction. Non-monetary
assets and liabilities denominated in foreign currencies that are measured at fair value are translated to
the functional currency at the foreign exchange rates ruling at the dates that the fair values were
determined. Foreign exchange differences arising on translation are recognised in the income
statement, except for differences arising on the translation of available-for-sale equity instruments which
are recognised directly in other comprehensive income. Non monetary items that are measured interms
of historical costin aforeign currency are not retranslated.

3.9 Financial instruments
3.9.1 Financial assets

All financial assets are recognised and derecognised on the trade date where 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 initially measured at fair value, plus transaction costs,
except for those financial assets classified as at fair value through profit or loss, which are initially
measured at fair value.

(a) Classification

Management determines the appropriate classification for financial instruments on initial recognition.
Financial assets are classified into the following specified categories: financial assets 'at fair value
through profit or loss' (FVTPL), 'held-to-maturity' investments, 'available-for-sale' (AFS) financial assets

and 'loans and receivables'. The classification depends on the nature and purpose of the financial assets
and is determined at the time of initial recognition.
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3 Significant accounting policies (Continued)
3.9 Financial instruments (Continued)
3.9.1 Financial assets (Continued)
Financial assets at fair value through profit or loss (FVTPL)

Financial assets are classified as at FVTPL when the financial asset is either held for trading or it is
designated as at FVTPL.

Afinancial asset is classified as held for trading if:

e ithasbeenacquired principally for the purpose of selling itin the near term; or

e oninitial recognition it is part of a portfolio of identified financial instruments that the Bank manages
together and has a recent actual pattern of short-term profit-taking; or

e itisaderivative thatis not designated and effective as a hedging instrument.

Afinancial asset other than a financial asset held for trading may be designated as at FVTPL upon initial
recognition if:

e such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would otherwise arise; or

e the financial asset forms part of a group of financial assets or financial liabilities or grouping is 89
provided internally on that basis; or

e it forms part of a contract containing one or more embedded derivatives, and IAS 38 Financial
Instruments: Recognition and Measurement permits the entire combined contract (asset or liability)
tobe designatedas at FVTPL.

The Bank has classified all treasury bills held for trading as financial assets at fair value through profit or
loss except for the treasury bills arising from the November 2007 conversion of a portion of the
Government of the Republic of Zambia (“GRZ”) consolidated bond and the staff savings treasury bills.

Held-to-maturity

Debt securities with fixed or determinable payments and fixed maturity dates that the Bank has the
positive intent and ability to hold to maturity are classified as held-to-maturity investments, other than:

e thosethatthe Bank upon initial recognition designates as at fair value through profit orloss;
e thosethatthe Bank designates as available-for-sale; and

e thosethat meetthe definition of loans and receivables.

The Bank has classified the following financial assets as held-to-maturity investments:

e GRZconsolidated bond;

o Other GRZ securities; and

e Staff savings securities.

Available-for-sale investment

Available-for-sale investments are financial assets that are intended to be held for an indefinite period of
time, which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or
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3 Significant accounting policies (Continued)
3.9  Financial instruments (Continued)
3.9.1 Financial assets (Continued)

Equity prices or that are not classified as loans and receivables, held-to-maturity investments or financial
assets at fair value through profit or loss.

The Bank's investments in equity securities are classified as available-for-sale financial assets.

Loans and receivables

Loans and receivables that have fixed or determinable payments that are not quoted in an active market
are classified as 'loans and receivables'. Loans and receivables are measured at amortised cost using

the effective interest method, less any impairment.

Interest income is recognised by applying the effective interest rate, except for short-term receivables
when the recognition of interest would be immaterial.

(b) Recognition

Allfinancial assets are recognised on trade date where the purchase or sale of afinancial asset is under a

90 contract whose terms require delivery of the financial asset within the timeframe established by the

market concerned, and are initially measured at fair value, plus transaction costs, except for those
financial assets classified as at fair value through profit or loss, which are initially measured at fair value.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts (including all fees on points paid or received that form an
integral part of the effective interest rate, transaction costs and other premiums or discounts) through the
expected life of the debt instrument, or (where appropriate) a shorter period, to the net carrying amount
oninitial recognition.

Financial assets at fair value through profit or loss (FVTPL)

Financial assets at FVTPL are stated at fair value, with any gains and losses arising on remeasurement
recognised in the profit or loss. The net gain or loss recognised in the profit or loss incorporates any
interest earned on the financial asset and is included in the 'interest on foreign currency investments and
deposits'line item in the statement of comprehensive income.

Held-to-maturity investments

These are initially recognised at fair value including direct and incremental transaction costs and
measured subsequently at amortised cost using the effective interest method less impairment, with
revenue recognised on an effective yield basis.

Available-for-sale

Available-for-sale financial assets are initially recognised at fair value, which is the cash consideration
including any transaction costs, and measured subsequently at fair value with gains and losses being
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3. Significant accounting policies (Continued)

3.9  Financial instruments (Continued)

3.9.1 Financial assets (Continued
(b) Recognition (Continued)
Available-for-sale (Continued)
recognised in the statement of comprehensive income, except for impairment losses and foreign
exchange gains and losses, until the financial asset is derecognised. If an available-for-sale financial
assetis determined to be impaired, the cumulative gain or loss previously recognised in the statement of
comprehensive income is recognised in the income statement.
However, interest is calculated using the effective interest method, and foreign currency gains and
losses on monetary assets classified as available-for-sale are recognised in the income statement.
Dividends on available-for-sale equity instruments are recognised in the income statement in 'Other
operating income' when the Bank's right to receive payment is established.

(c) 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 91

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 writes off certain loans and investment securities when they are determined to be
uncollectible.

(d) Impairment of financial assets

The Bank assesses at each statement of financial position date whether there is objective evidence that
financial assets not carried at fair value through profit or loss are impaired. Financial assets are impaired
and impairment losses are incurred if, and only if, there is objective evidence of impairment as a result of
one or more events that occurred after the initial recognition of the asset (loss event') and that loss event
(or events) has an impact on the estimated future cash flows of the financial asset or group of financial
assets that can be reliably estimated. Objective evidence that a financial asset or group of assets is
impaired includes observable data that comes to the attention of the Bank about the loss events.

Objective evidence that financial assets are impaired can include default or delinquency by a borrower,
restructuring of a loan or advance by the Bank on terms that the Bank would not otherwise consider,
indications that a borrower or issuer will enter bankruptcy, the disappearance of an active market for a
security, or other observable data relating to a group of assets such as adverse changes in the payment
status of borrowers or debt issuers in that group, or economic conditions that correlate with defaults in
the group of assets.

The Bank first assesses whether objective evidence of impairment exists individually for loans and
advances and held-to-maturity securities that are individually significant, and individually or collectively
forthose assets that are not individually significant. If the Bank determines that no objective evidence of
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Significant accounting policies (Continued)

3.9

3.9.1

Financial instruments (Continued)
Financial assets (Continued)
(d) Impairment of financial assets (Continued)

impairment exists for an individually assessed financial asset, whether significant or not, it includes the
asset in a group of financial assets with similar credit risk characteristics and collectively assesses them
forimpairment. Assets that are individually assessed forimpairment and for which an impairment loss is
or continues to be recognised are not included in a collective assessment of impairment.

In assessing collective impairment the Bank uses statistical modelling of historical trends of the
probability of default, timing of recoveries and the amount of loss incurred, adjusted for management's
judgement as to whether current economic and credit conditions are such that the actual losses are
likely to be greater or less than suggested by historical modelling. Default rates, loss rates and the
expected timing of future recoveries are regularly benchmarked against actual outcomes to ensure that
they remain appropriate.

If there is objective evidence that an impairment loss on financial assets carried at amortised cost has
been incurred, the amount of the loss is measured as the difference between the asset's carrying
amount and the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset's original effective interest rate. The carrying amount of
the assetis reduced through the use of an allowance account and the amount of the loss is recognised in
the income statement.

Interest on the impaired asset continues to be recognised through the unwinding of the discount. When
a subsequent event causes the amount of impairment loss to decrease, the decrease in impairment loss
is reversed through income statement.

Impairment losses on available-for-sale investment securities are recognised by transferring the
cumulative loss that has been recognised directly in equity to profit or loss. The cumulative loss that is
removed from equity and recognised in profit or loss is the difference between the acquisition cost, net of
any principal repayment and amortisation, and the current fair value, less any impairment loss
previously recognised in profit or loss. Changes in impairment provisions attributable to time value are
reflected as a component of interestincome.

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and the
increase can be objectively related to an event occurring after the impairment loss was recognised in
profit or loss, the impairment loss is reversed, with the amount of the reversal recognised in profit or loss.
However, any subsequent recovery in the fair value of an impaired available-for-sale equity security is
recognised directly in equity.
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3.9 Financial instruments (Continued)
3.9.2 Financial liabilities
(a) 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 FVTPL when the financial liability is either held for trading or it is
designatedasat FVTPL.

Afinancial liability is classified as held for trading if:

e ithasbeenacquired principally for the purpose of repurchasingitin the near term; or

e oninitial recognition it is part of a portfolio of identified financial instruments that the Bank manages
together and has arecent actual pattern of short-term profit-taking;  or

e itisaderivative thatis not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon

initial recognition if: 93

e such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would otherwise arise; or

e thefinancial liability forms part of a group of financial assets or financial liabilities or both, which is
managed and its performance is evaluated on a fair value basis, in accordance with the Bank's
documented risk management or investment strategy, and information about the grouping is
provided internally on that basis; or

e 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)
tobe designated as at FVTPL.

The Bank has not classified any financial liabilities as FVTPL.
3.9.3 Otherfinancial liabilities

Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction
costs.

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

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life of the financial liability, or (where
appropriate) a shorter period, to the net carrying amount on initial recognition.
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3.9 Financial instruments (Continued)
3.9.2 Financial liabilities (Continued)
3.9.3 Otherfinancial liabilities (Continued)
(b) De-recognition of financial liabilities

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

3.10 Fairvalue measurement

Fair value is the amount for which an asset could be exchanged or a liability settled in an arm's length
transaction between knowledgeable willing parties, other than in a forced sale or liquidation, and is best
evidenced by a quoted market price, where one exists.

If a market for a financial instrument is not active, the Bank establishes fair value using a valuation
technique. 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

94 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 represent market expectations and measures 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 based on other
available observable market data.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price,
i.e., the fair value of the consideration given or received, unless the fair value of that instrument is
evidenced by comparison with other observable current market transactions in the same instrument
(i.e., without modification or repackaging) or based on a valuation technique whose variables include
only data from observable markets. When transaction price provides the best evidence of fair value at
initial recognition, the financial instrument is initially measured at the transaction price and any
difference between this price and the value initially obtained from a valuation model is subsequently
recognised in profit or loss depending on the individual facts and circumstances of the transaction but
not later than when the valuation is supported wholly by observable market data or the transaction is
closed out.

The Bank does not hold positions with its financial instruments.
3.11 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 from a group of similar transactions such as the
Bank's trading activity.



FINANCIAL STATEMENTS

Bank of Zambia

Notes to the financial statements (Continued)
forthe year ended 31 December 2009

3 Significant accounting policies (Continued)
3.12 Property, plantand equipment
(a) Recognition and measurement

ltems of property and equipment are measured at cost or revalued amount less accumulated
depreciation and accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-
constructed assets includes the cost of materials and direct labour, any other costs directly attributable
to bringing the assets to a working condition for their intended use, and the costs of dismantling and
removing the items and restoring the site on which they are located. Purchased software that is integral
to the functionality of the related equipment is capitalised as part of that equipment.

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

(b) 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 income statement during the financial period in which they are

. 95
incurred.

(c) Revaluation surplus

Property, which comprises offices and residential buildings, are subsequently measured at their market
value, based on valuation by independent external valuations. The Bank revalues its properties after
every five years. The market value is based on the depreciated replacement cost since the buildings are
considered to be of a specialised nature without an observable reference market price.

Any revaluation increase arising on the revaluation of such buildings 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.

(d) Depreciation

Depreciation is recognised in the income statement 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 period of 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. No transfer is made from the revaluation reserve to
retained earnings except when an asset is derecognised.

Fixtures and equipment are stated at cost less accumulated depreciation and accumulated impairment
losses.
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3.12 Property, plantand equipment (Continued)
(d) Depreciation(Continued)

The depreciation rates for the current and comparative period are as follows:

2009 2008
Leasehold buildings 2% 2%
Fixtures and fittings 4% 4%
Plantand machinery 5% 5%
Furniture and furnishings 10% 10%
Security systems and other equipment 10-20% 10-20%
Motor vehicles 25% 25%
Computer equipment - hardware 25% 25%
Office equipment 33.3% 33.3%

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

The 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

96 . . .
recognised in profit or loss.

(e) Capital work-in-progress

Capital work-in-progress represents assets in the course of development, which at the statement of
financial position date have not been brought into use. No depreciation is charged on capital work-in-
progress.

3.13 Intangible assets computer software

Software acquired by the Bank is stated at cost less accumulated amortisation and accumulated
impairmentlosses.

Expenditure on internally developed software is recognised as an asset when the Bank is able to
demonstrate its intention and ability to complete the development and use the software in a manner that
will generate future economic benefits, and can reliably measure the costs to complete the
development. The capitalised costs of internally developed software include all costs directly
attributable to developing the software, and are amortised over its useful life. Internally developed
software is stated at capitalised cost less accumulated amortisation and impairment.

Subsequent expenditure on software assets is capitalised only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditure is expensed as incurred.

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful life of the
software, from the date that it is available for use. The estimated useful life of software is three years.
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3.14 Impairment of non-financial assets

The carrying amounts of the Bank'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
ofthe time value of money and the risks specific to the asset.

Impairment losses are recognised in the income statement or 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. Animpairment loss is reversed only
tothe extent that the asset's carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation if no impairment loss had been recognised.

3.15 Employee benefits
97

(a) Defined contribution plan

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 income statement when they are due. Prepaid contributions are
recognised as an asset to the extent that a cash refund or 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 exception of expatriate employees is compulsory.

(b) Defined benefit plan

The Bank provides for retirement benefits (i.e. a defined benefit plan) for all permanent employees as
provided for in Statutory Instrument No. 119 of the Laws of Zambia. A defined benefit plan is a post-
employment benefit plan other than a defined contribution plan.

The Bank's net obligation 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. To determine the net amount in the statement of financial position, any unrecognised
actuarial gains (losses) not recognised because of the “corridor” approach described below are added
(deducted) and unrecognised past service costs are deducted. The discount rate 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 same currency in which the benefits are expected to be paid.
The calculation is performed on a regular periodic by a qualified actuary.
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3.15 Employee benefits (Continued)
(b) Defined benefit plan(Continued)

When the benefits of the plan are improved, the portion of the increased benefit relating to past service
by employees is recognised in the income statement on a straight-line basis over the average period
until the benefits become vested. To the extent that the benefits vest immediately, the expense is
recognised immediately in the income statement.

Actuarial gains and losses arising from changes in actuarial assumptions are charged or credited to the
income statement when they arise. Past-service costs are recognised immediately in the income
statement, 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, the past-service costs are amortised on a
straight line basis over the vesting period.

When the calculations above result in a benefit to the Bank, the recognised asset is limited to the net total
of any cumulative unrecognised actuarial losses and past service costs and the present value of any
economic benefits available in the form of any refunds from the plan or reductions in future contributions
to the plan. An economic benefit is available to the Bank if it is realisable during the life of the plan or on
settlement of the plan liabilities.

08 (c) Termination benefits

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 has made an offer of voluntary redundancy, it is probable that the offer will be accepted, and
the number of acceptances can be estimated reliably.

(d) Short-term benefits

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-term cash bonus, gratuity or
leave days if the Bank has a present legal or constructive obligation to pay this amount as a result of past
service provided by the employee and the obligation can be estimated reliably.

(e) Other staff benefits

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 classes of transactions and maturities.

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
tothe income statement on a straight line basis over the remaining period to maturity (see note 16).



FINANCIAL STATEMENTS

Bank of Zambia

Notes to the financial statements (Continued)
forthe year ended 31 December 2009

3 Significant accounting policies (Continued)
3.16 Cash and cash equivalents

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 three months, which are subject to insignificant risk of changes in their fair value,
and are used by the bank in the management of its short-term commitments.

Cash and cash equivalents are carried at fair value in the statement of financial position.
3.17 Transactions with the International Monetary Fund ("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.
1and No. 2 accounts.

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 Quotais fixed in Special Drawing Rights and may be increased by the IMF. Any increase in the quota
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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 maybe subscribed in any freely convertible currency, of which the value of the portion payable
would be debited to the account of GRZ maintained with the Bank.

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 above while 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 the Bank and they form part of the records of the GRZ.

3.18 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 recognized 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
presentobligation, its carrying amount is the present value of 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 recognized as an asset if it is virtually certain that reimbursement will be
received and the amount of the receivable can be measured reliably.
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3 Significant accounting policies (Continued)
3.19 Currencyincirculation

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 these 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 the Bank in the vaults do not represent currency in circulation.

3.20 Currency printing and minting expenses

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

3.21 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 mops up 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

100 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
and GRZ 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 same or similar securities at a fixed price either at a specific future date or at maturity.

4 Use of estimates and judgements

The preparation of these financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised and in any future periods affected.

4.1 Impairment losses on loans and advances

During the year, management reviews the recoverability of the portfolio of loans and advances
originated by the Bank to assess impairment at the statement of financial position date. In determining
whether an impairment loss should be recorded in the income statement, the Bank makes judgements
as to whether there is any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfolio of loans before the decrease can be identified with individual
loans. This evidence may include observable data that there has been an adverse change in the
payment status of borrowers in a group, or local economic conditions that correlate with defaults on
assets in the group. The methodology and assumptions used for estimating both the amount and
timing of cash flows are reviewed regularly to reduce any differences between loss estimates and actual
loss experience.
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4 Use of estimates and judgements (Continued)
4.2 Impairment of non-financial assets

The carrying amount of the Bank's assets other than financial assets is reviewed at each statement of
financial position date to determine whether there is an indication of impairment. If any such indication
exists, the asset's recoverable amount is estimated. This estimation requires significant judgement. An
impairment loss is recognised in the income statement whenever the carrying amount exceeds the
recoverable amount.

4.3 Determination of fair values

Fair value is the amount for which an asset could be exchanged or a liability settled in an arm's length
transaction between knowledgeable willing parties, other than in a forced sale or liquidation, and is best
evidenced by a quoted market price, where one exists. The estimated fair value of financial instruments
is determined by the Bank using available market information and appropriate valuation methodologies.
However, judgement is necessarily required to interpret market data to estimate fair values. Accordingly,
the estimates are not necessarily indicative of the amounts the Bank could realise in a current market
exchange.

4.4  Held-to-maturity investments classification

The Bank classifies financial assets with fixed or determinable payments and fixed maturity as held-to-

maturity. This classification requires significant judgement. In making this judgement, the Bank 101

evaluates its intention and ability to hold such investments to maturity. If the Bank fails to keep these
investments to maturity other than selling an insignificant amount close to maturity, it will reclassify the
entire class as available-for-sale.

4.5  Heldfortrading and other classifications

In classifying financial assets or liabilities as “held for trading”, the Bank determines that they meet the
description set out in the accounting policy set out in note 3, significant accounting policies. All other
classification for financial instruments will be determined by relevant accounting policies as set out in
note 3.

4.6  Defined benefits obligations
The present value of the retirement benefit obligations depends on a number of factors that are
determined on an actuarial basis using a number of assumptions. Any changes in these assumptions
willimpactthe carrying amount of the pension obligations.
5 Risk management policies
(a) Overview and risk management framework
The Bank has exposure to the following risks from financial instruments:
creditrisk;
operational risks;
settlementrisk.

liquidity risk; and
market risk which include interest rate risk, currency risk and other price risk;
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5 Risk management policies (Continued)
(a) Overview and risk management framework (Continued)

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 and operational 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 management monitors
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

102 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) A business continuity strategy is in place to ensure continuity of mission critical activities in an event
ofamajor disaster.

i) Implementation of adequate policies, guidelines and procedures. The existing policies, procedures
and guidelines are reviewed and communicated to relevant users to maintain their relevance.

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

iv) Adequate internal controls. Improved internal control structures and culture emphasizing the
highest level of ethical conduct have been implemented to ensure safe and sound practices.

v) Correction of deficiencies. The Bank has implemented a transparent system of reporting control
weaknesses and following up on corrective measures.

Thefollowing is the current exposure to the risks identified:
(b)  Creditrisk
Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument

fails to meet its obligations and arises principally from the Bank's receivables from staff, GRZ, foreign
exchange deposits and investment securities.
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5 Risk management policies (Continued)
(b)  Creditrisk (Continued)

The Bank has two major committees that deal with creditrisk. The Investment Committee deals with risk
arising from foreign currency denominated deposits while the Finance and Budget Committee handles
risks arising from all other assets. The details of policy and guidelines are passed on to relevant heads of
departments to implement on a day-to-day basis.

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 and determining 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, the Bank carefully
makes consideration of 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 that
meet 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 the
international rating agency, Moody's. Deposit placement limits are allocated to individual banks based
on their financial strength. To minimize the sovereign risk exposure, the eligible banks are distributed
among several countries around the world under the set criteria mentioned above.

103

Exposure to credit risk

The Bank is exposed to credit risk on all its deposits, investments and its loans and advances portfolios.
The credit risk on deposits 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 time zone differences or because securities transactions are not
settled on a delivery versus payment basis.

The Bank invests its reserves in assets that are deemed to have low credit risk such as deposits at other
central banks, or deposits at highly rated supranational such as the Bank for International Settlement
(BIS) and other typically triple a rated institutions.

The Bank is exposed to varying degrees of credit risk, in the following significant concentrations:
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5 Risk management policies (Continued)
(b)  Creditrisk (Continued)

Exposure to credit risk (Continued)

(i) GRZ bonds and Treasury Bills
The directors believe the credit risk of such instruments is low due to the fact that they are issued
by the Government.

(ii) Equity investments
In the opinion of the directors, the credit risk of such instruments is low in the light of the
organizations involved which are supported by Governments.

(iii)  Fixed term deposits

The directors believe that the credit risk of such instruments is also low as the policy is to deal with
only triple A rated institutions.

The table below provides credit risk rating information, obtained from Moody's, on institutions
where the Bank invests its funds:

Currency |Country/ Country |Correspondent |Bank short |Bank long 105
Location Ceiling |Bank Term Term
EUR European Union Aaa BIS Basle account |- -
Deutsche Bundes
EUR European Union Aaa Bank - -
GBP United Kingdom Aaa Bank of England |- -
GBP European Union Aaa BIS Basle account |- -
SDR USA Aaa IMF - -
uUSD European Union Aaa BIS Basle account |- -

Federal Reserve
Bank and Citibank

USD USA Aaa New York - -
Reserve Bank of

ZAR South Africa 3A South Africa - -

USD USA Aaa Citibank New York |P-1 Al
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5 Risk management policies (Continued)
(b) Creditrisk (Continued)
Exposure to credit risk (Continued)
Institutional credit risk exposure analysis

The table below shows the maximum exposure to credit risk for the financial Instruments held. The
ratings were obtained from Moody's.

Currency Credit rating 2009 2008
BIS Fixbis - Euro - 973,585 1,179,317
BIS Fixbis - USD - 1,260,530 1,676,941
BIS Fixbis - GBP - 585,282 795,185
BIS Fixed Term - Euro - 846,655 679,386
BIS Fixed Term - USD - 465,991 394,728
BIS Fixed Term - GBP - 689,692 199,198
Bank of England - 4,329 13,443
106 Federal Reserve Bank NY - 929 328
Citibank New York C/A Al 54,406 13,648
BIS Current account - USD - 668,034 116,666
BIS Current account - GBP - 29,460 10,589
BIS Current account - EUR - 388,707 71,933
Deutsche Bundes Bank Current a/c - 8,212 429
SDR Holdings account - 2,948,993 51,047
Reserve Bank of South Africa - 31 40
Total 8,934,006 5,202,878

(iv)  Staff loans

The credit risk on staff housing loans is mitigated by security over property and mortgage protection
insurance. Therisk on other staff loans is mitigated by security
in the form of 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, and generally are not updated except when aloan is individually assessed as impaired.
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5 Risk management policies (Continued)
(b) Creditrisk (Continued)
Exposure to credit risk (Continued)
(iv) Staff loans (Continued)

The aging of loans and advances at the reporting date was as follows:

Gross Impairment Gross Impairment

2009 2009 2008 2008

Not past due 41,119 - 38,208 -

Past due 0-30 days - - - -

Past due 31-120 days - - - -

More than one year - - - -

Total 41,119 - 38,208 -
An estimate of the fair value of collateral held against financial assets is shown below: 107

Loans and advances (note 16)  Other assets (note 19)

2009 2008 2009 2008

Against past due but not impaired
- Motor vehicles - - - -

Against neither past due nor impaired
- Property 17,556 20,258 - -
- Motor vehicles 10,733 8,673 - -
- Gratuity and leave days 12,560 15,829 - -
40,849 44,760 - -

The policy for disposing of the properties and other assets held as collateral provides for sale at
competitive market prices to ensure the Bank suffers no or minimal loss.
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5 Risk management policies (Continued)
(b)  Creditrisk (Continued)
Exposure to credit risk (Continued)
(iv) Staff loans (Continued)

The Bank monitors concentration of credit risk by the nature of the financial assets. An analysis of the
concentration of credit risk at the reporting date is shown below:

Loans and advances (Note 16) Sundry receivables (Note 19)

2009 2008 2009 2008
Carrying amount 38,208 38,208 57,028 16,872
Concentration by nature
- House loans 17,556 17,694 - -
- Motor vehicle loans 10,733 8,264 - -
- Multi-purpose loans 7,474 6,893 - -
- Personal loans 1,769 1,518 - -
108 - Other advances 3,587 3,839 - -
- Former employee loans - - 2,001 2,286
- Other - - 2,208 14,586
41,119 38,208 4,209 16,872

(v) Impaired loans and investment debt 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 principal and interest due according to the contractual terms of the loan / investment
security agreement(s). Loans and advances and investment debt securities carried at fair value through
profit or loss are not assessed forimpairment but are subject to the same internal grading system.

(vi) Allowances for impairment

The Bank establishes a specific allowance for impairment losses on assets carried at amortised cost or
classified as available-for-sale 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. Assets carried at fair value through profit or loss are not subject to
impairmenttesting as the measure of fair value reflects the credit quality of each asset.
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5 Risk management policies (Continued)
(b) Creditrisk (Continued)
Exposure to credit risk (Continued)
(vii) Write-off policy

The Bank writes off a loan or investment security balance, and any related allowances for impairment
losses, when the Bank's Investment Committee or the Budget and Finance Committee determines that
the loan or security is uncollectible. This determination is reached after considering information such as
the occurrence of significant changes in the borrower's/issuer's financial position such that the
borrower/issuer can no longer pay the obligation, or that proceeds from collateral will not be sufficient to
pay back the entire exposure. For smaller balance loans, write-off decisions generally are based on a
product specific past due status.

(c) Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with
the Bank's processes, personnel, technology and infrastructure, and from external factors other than
credit, market and liquidity risks such as those arising from legal and regulatory requirements and
generally accepted standards of corporate behaviour.

To manage this risk, the Bank ensures that all policies, procedures and authorization limits and approval 109

frameworks are properly documented in the operational manuals for each department within the Bank
and updated frequently to take account of the changes to internal controls, procedures and limits. The
Bank, through its training and management standards and procedures, aims to develop a disciplined
and constructive control environment in which all employees understand their roles and obligations. In
addition, the Bank has putin place a succession planning to attract and retain staff with vast banking and
economic expertise as well as a business continuity plan to respond to accidents, disasters,
emergencies, and/or threats without any stoppage or hindrance in its key operations.

(b)  Settlementrisk

Settlementrisk arises in any situation where a payment in cash or securities is made in the expectation of
a corresponding receipt in cash or securities. The Bank mitigates this risk in a number of ways. For
outright transactions in securities, the Bank settles on the basis of the principle of “delivery versus
payment” that is, the simultaneous exchange of securities for cash. In respect of foreign exchange
transactions the Bank uses a combination of strategies which include restricting foreign-exchange
transactions to highly rated counterparties and imposing transaction limits on the total value of foreign
currency transactions settling with a single counterparty on a given day.

(e) Liquidity risk

This is the risk of being unable to meet financial commitments or payments at the correct time, place and
inthe required currency. The Bank as a central bank does not face Zambian Kwacha 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. The Bank maintains a portfolio of highly marketable
foreign currency assets that can easily be liquidated in the event of unforeseen interruption or unusual
demand for cash flows.
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5 Risk management policies (Continued)

(e) Liquidity risk (Continued)

December 2009.

31 December 2009

Non-derivative liabilities
Deposits from the GRZ

Deposits from financial institutions
Foreign currency liabilities to other
institutions

Other deposits

Other liabilities

Domestic currency liabilities to IMF
Foreign currency liabilities to IMF

Notes and coins in circulation

Total non-derivative liabilities

Domestic cash in hand

Foreign currency cash and bank
accounts

Held-to-maturity financial assets

Total assets held for managing liquidity
risk

Net exposure

FINANCIAL STATEMENTS

The following table provides an analysis of the financial assets held for managing liquidity risk and
liabilities of the Bank into relevant maturity groups based on the remaining period to repayment from 31

Assets held for managing liquidity risk

Due
Due between Due Total
On within 3 3-12 between Due after carrying
demand months months 1-5years 5years amounts
2,445,089 - - - - 2,445,089
2,694,437 - - - - 2,694,437
296,593 - - - - 296,593
24,920 - - - - 24,920
- - 35,178 - - 35,178
4,125,279 - - - - 4,125,279
1,594,842 - - - - 1,594,842
2,001,246 - - - - 2,001,246
13,182,406 - 35,178 - - 13,217,584
2,165 - - - - 2,165
8,934,006 - - - - 8,934,839
- - 637,653 1,338,027 - 1,975,680
8,936,171 - 637,653 1,338,027 - 10,911,851
(4,246,235) - 602,475 1,338,027 - (2,306,733)
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5 Risk management policies (Continued)
(e) Liquidity risk (Continued)

Financial assets and liabilities held for managing liquidity risk

Due
Due between Due Total
On within 3 3-12 between Due after carrying
demand months months 1-5years 5 years amounts

31 December 2008

Non-derivative liabilities

Deposits from the GRZ 1,340,637 - - - - 1,340,637
Deposits from financial institutions 2,657,260 - - - - 2,657,260
Foreign currency liabilities to other

institutions 98,536 - - - - 98,536
Other deposits 21,556 - - - - 21,556
Other liabilities - - 72,001 - - 72,001
Domestic currency liabilities to IMF 2,824,220 - - - - 2,824,220
Foreign currency liabilities to IMF 464,285 - - - - 464,285
Notes and coins in circulation 1,934,426 - - - - 1,934,426
Total non-derivative liabilities 9,340,920 - 72,001 - - 9,412,921 111
Assets held for managing liquidity risk

Domestic cash in hand 2,566 - - - - 2,566
Foreign currency cash and bank

accounts 5,202,878 - - - - 5,202,878
Held-to-maturity financial assets - - 631,544 1,332,381 - 1,963,925
Total assets held for managing liquidity

risk 5,205,444 - 631,544 1,332,381 - 7,169,369
Net exposure (4,135,476) - 559,543 1,332,381 {2,243,552)

Assets held for managing 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:

« Cashandforeign currency balances with central banks and other foreign counterparties; and
« GRZ bonds and other securities that are readily acceptable in repurchase agreements with
commercial banks;

Sources of liquidity are regularly reviewed by the Investment Committee to maintain a wide
diversification by currency, geography, provider, product and term.
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5 Risk management policies (Continued)
(f) Market risk

Market risk is the risk that changes in market prices, such as interest rate, equity prices and foreign
exchange rates and credit spreads will affect the Bank's income or the value of 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 induce
adequate returns.

(g) Exposureto currencyrisk

Currency risk is the risk of adverse movements in exchange rates that will result in a decrease in the
value of foreign exchange assets 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 realized and unrealized
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

112 Investment Committee is responsible for making investment decisions that ensure maximum utilization

of foreign reserves at minimal risk.

The Bank as a central bank by nature holds a net asset position in its foreign currency balances.
Management has 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 currency mix 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.

The Bank 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
2009 was as shown in the table below:
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5 Risk management policies (Continued)

(g)  Exposure to currency risk (Continued)

usD GBP EUR SDR  Other Total

Kwacha

At 31 December 2009

Foreign currency assets

Foreign currency cash and bank

accounts 2,447,008 1,318,970 2,217,800 2,950,197 31 8,934,006

IMF Subscriptions - - - 4,125,279 - 4,125,279

Total foreign currency assets 2,447,008 1,318,970 2,217,800 7,075,476 31 13,059,285

Foreign currency liabilities

Foreign currency liabilities to other

institutions 41,484 535 253,935 639 - 296,593

Foreign currency liabilities to IMF - - - 1,594,842 - 1,594,842

Total foreign currency liabilities 41,484 535 253,935 1,595,481 - 1,891,435

Net exposure 2,405,524 1,318,435 1,963,865 5,479,995 31 11,167,850

usD GBP EUR SDR  Other Total 113

Kwacha

At 31 December 2008

Foreign currency assets

Foreign currency cash and bank

accounts 2,199,515 1,019,341 1,932,355 51,617 50 5,202,878

IMF Subscriptions - - - 2,824,220 - 2,824,220

Total foreign currency assets 2,199,515 1,019,341 1,932,355 2,875,837 50 8,027,098

Foreign currency liabilities

Foreign currency liabilities to other

institutions 78,705 313 16,393 3,125 - 98,536

Foreign currency liabilities to IMF - - - 464,285 - 464,285

Total foreign currency liabilities 78,705 313 16,393 467,410 - 562,821

Net exposure 2,120,810 1,019,028 1,915,962 2,408,427 50 7,464,277
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5 Risk management policies (Continued)
(9) Exposure to currency risk (Continued)

The following are exchange rates for the significant currencies applied as at the date of the statement of
financial position:

Spotrate
2009 2008
ZMK ZMK
USD1 4,641.88 4,800.36
GBP 1 7,358.31 6,958.60
EUR1 6,655.56 6,767.57
SDR1 7,250.57 7,430.05

Foreign currency sensitivity

The following table illustrates a 12 percent strengthening of the Kwacha against the relevant foreign
currencies. 12 percent is based on 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 percent
change in foreign currency rates. This analysis assumes all other variables; in particular interest rates
remain constant. The analysis is performed on the same basis for 2008.

Effectin millions of Kwacha

Equity Income statement
ZMK ZMK
31 December 2009
USD - (288,763)
GBP - (158,212)
EUR - (235,664)
SDR - (657,603)
31 December 2008
UsD - (263,809)
GBP - (122,328)
EUR - (231,983)
SDR - (289,011)

A 12 percent weakening of the Kwacha against the above currencies at 31 December would have had an
equal but opposite effect to the amounts shown above.
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5 Risk management policies (Continued)
(h)  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
dueto changesin marketinterestrates.

The Bank takes on exposure to the effects of fluctuations in the prevailing levels of market interest rates
on its financial position and cash flows. Interest margins may increase as a result of such changes but
may reduce or create losses in the event that unexpected movements arise. The Board of Directors
approves levels of borrowing and lending that are appropriate for the Bank to meet its objective of
maintaining price stability at reasonable cost.

Foreign currency deposits 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
interestincome far outweighs interest charges on domestic borrowing and staff savings.

Substantial liabilities including currency in circulation and balances for commercial banks and GRZ
ministries attract no interest.

Foreign currency deposits are the major source of interest rate risk for the Bank. Management has
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 to meet
challenges or opportunities as they arise. Management has also set performance benchmarks for

115

income to arise from foreign currency deposits that are evaluated monthly through the Finance and
Budget Committee and the Executive Committee. The Board reviews the performance against budget
onaquarterly basis.

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. The Bank's exposure to interest rate risk is low and in compliance with
the principle pursued by the Bank of ensuring safety and liquidity in the management of financial affairs.
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5 Risk management policies (Continued)

(h)  Exposure to interest rate risk (Continued)

Between 3 Non-
Lessthan3  months and interest

months one year Over 1 year bearing Total
At 31 December 2009
Assets
Domestic cash in hand - - - 2,165 2,165
Foreign currency cash and bank accounts 8,929,634 - - 4,372 8,934,006
ltems in course of settlement - - - 7,505 7,505
Held-for-trading financial assets - 660 - - 660
Loans and advances - 1,444 36,083 3,592 41,119
Held-to-maturity financial assets - 633,083 1,338,027 - 1,971,110
Other assets - - - 59,440 59,440
Available-for-sale investments - - 939 3,550 4,489
IMF funds receivable from Government - - - 1,594,878 1,594,878
IMF Subscriptions - - - 4,125,279 4,125,279
Total financial assets 8,929,634 635,187 1,375,049 5,800,781 16,740,651

116 Liabilities

Deposits from the GRZ - - - 2,445,089 2,445,089
Deposits from financial institutions - - - 2,693,604 2,693,604
Foreign currency liabilities to other institutions - - - 296,593 296,593
Other deposits 24,681 - - 239 24,920
Other liabilities - - - 35,178 35,178
Domestic currency liabilities to IMF - - - 4,125,279 4,125,279
Foreign currency liabilities to IMF - - - 1,594,842 1,594,842
Notes and coins in circulation - - - 2,001,246 2,001,246
Total financial liabilities 24,681 - - 13,192,070 13,216,751

Net exposure at 31 December 2009 8,904,953 635,187 1,375,049 (7,391,289) 3,523,900
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5 Risk management policies (Continued)

(h)  Exposure tointerest rate risk (Continued)

Between 3 Non-
Lessthan3  months and interest

months one year Over 1 year bearing Total
At 31 December 2008
Assets
Domestic cash in hand - - - 2,566 2,566
Foreign currency cash and bank accounts 5,201,065 - - 1,813 5,202,878
IMF Subscriptions - - - 2,824,220 2,824,220
Loans and advances - 1,491 33,938 2,779 38,208
IMF funds receivable from Government - - - 85,311 85,311
Held-to-maturity financial assets - 631,544 1,332,381 - 1,963,925
Available-for-sale investments - - 939 1,847 2,786
Items in course of settlement - - - 5,296 5,296
Other assets - - - 23,608 23,608
Total financial assets 5,201,065 633,035 1,367,258 2,947,440 10,148,798
Liabilities
Notes and coins in circulation - - - 1,934,426 1,934,426 117
Foreign currency liabilities to other institutions - - - 98,536 98,536
Foreign currency liabilities to IMF - - - 464,285 464,285
Domestic currency liabilities to IMF - - - 2,824,220 2,824,220
Deposits from the Government - - - 1,340,637 1,340,637
Deposits from banks and other financial
institutions - - 2,657,260 2,657,260
Other deposits 19,049 - - 2,507 21,556
Other liabilities - - - 72,001 72,001
Total financial liabilities 19,049 - - 9,393,872 9,412,921

Net exposure at 31 December 2008 5,182,016 633,035 1,367,258 (6,446,432) 735,877
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5 Risk management policies (Continued)
(i) Fairvalues versus carrying amounts

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. Management believes 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 valuations while the liabilities are short term in nature, often repayable on

demand.
Carrying Fair Carrying Fair
amount value amount value
2009 2009 2008 2008

Assets

Domestic cash in hand 2,165 2,165 2,566 2,566
Foreign currency cash and bank accounts 8,934,006 8,934,006 5,202,878 5,202,878
ltems in course of settlement 7,505 7,505 5,296 5,296
Held-for-trading financial assets 660 660 - -
Loans and advances 41,119 41,119 38,208 34,975
Held-to-maturity financial assets 1,971,110 1,971,110 1,963,925 1,963,925
Other assets 59,440 59,400 23,608 23,608
Available-for-sale investments 4,489 4,489 2,786 2,786
IMF funds receivable from GRZ 1,594,878 1,594,878 85,311 85,311
IMF Subscriptions 4,125,279 4,125,279 2,824,220 2,824,220
118 Total financial assets 16,740,651 16,740,651 10,148,798 10,145,565

Liabilities
Deposits from the GRZ 2,445,089 2,445,089 1,340,637 1,340,637
Deposits from financial institutions 2,693,604 2,693,604 2,657,260 2,657,260
Foreign currency liabilities to other institutions 296,593 296,593 98,536 98,536
Other deposits 24,920 24,920 21,556 21,556
Other liabilities 35,178 35,178 72,001 72,001
Domestic currency liabilities to IMF 4,125,279 4,125,279 2,824,220 2,824,220
Foreign currency liabilities to IMF 1,594,842 1,594,842 464,285 464,285
Notes and coins in circulation 2,001,246 2,001,246 1,934,426 1,934,426
Total financial liabilities 13,216,751 13,216,751 9,412,921 9,412,921

(J) Management of capital

The Bank's authorized 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 it's holding is not
transferable in whole orin part nor is it subject to any encumbrance.
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5 Risk management policies (Continued)
(i) Management of capital (Continued)

In managing 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
to meetits operational and capital budget without recourse to external funding.

Distributable profits as described in the provisions of Sections 7 and 8 of the Bank of Zambia Act 43, 1996
are inclusive of unrealized gains. The Board is of the opinion that the distribution of unrealized gains would
compromise the Bank's capital adequacy especially that such gains are not backed by cash but are merely
book gains that may reverse within 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 realized.

There were no changes recorded in the Bank's strategy for capital management during the year.

The Bank's capital position as at 31 December was as follows:

Notes 2009 2008
Capital 39 10,020 10,020
General reserve fund 39 92,588 92,588
SDR allocation 39 3,226,992 246,897 119
Property revaluation reserve 39 224,950 144,459
Retained earnings 39 241,476 420,958
Total 3,796,026 914,922

The capital structure of the Bank does not include debt. As detailed above the Bank's equity comprises
issued capital, general reserves, SDR allocation, property revaluation reserve and the retained earnings.
The Bank's management committee periodically reviews the capital structure of the Bank to ensure the
Bank maintains its ability to meet its objectives.

6 Interest income 2009 2008
Interest on held-to-maturity Government securities 211,036 177,928
Interest on foreign currency investments and deposits 26,331 129,101
Interest on loans and receivables 2,451 3,062
Total interest income 239,818 310,091

The significant reduction in interest income from foreign currency investments and deposits is on account of
low interest rates resulting from actions taken by governments and banks due to the global financial crisis.

During 2009, the Bank appointed the World Bank-Reserve Asset Management Programme (RAMP) division
and the Bank for International Settlements as its external fund managers. The purpose of engaging external
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6 Interestincome (Continued)

fund managers is twofold: to enhance the income earning base and to build capacity for the Bank's staff in
foreign exchange reserves management.

The Bank has since placed USD100 million with the World Bank and EUR 139 million with the Bank for
International Settlements. These investments are classified as held-for-trading in foreign currency investments

and deposits.

Interest expense 2009 2008
Interest arising on open market operations 94,713 119,519
Interest arising on staff savings 2,390 1,761
Total interest expense 97,103 121,280

No interest is paid on deposits from financial institutions, the GRZ and foreign currency liabilities to other

institutions.
7 Fee and commission income 2009 2008
Supervision fees 22,650 17,935
120 Fees and commission income on transactions with the GRZ 18,633 19,694
Penalties 2,967 1,768
Other 2,413 2,313
Licences and registration fees 761 847
Fees and commission income 47,424 42 557

Fee and commission expense

Arising on foreign exchange transactions 1,218 105

8 Other operating (expenses)/income 2009 2008
Net foreign exchange gains 473,940 147,624

Other income 12,079 14,269

Rental income 1,064 886
Dividend on available-for-sale investments 509 -
(loss)/profit on disposal of property, plant and equipment (1,208) 28

Net unrealised foreign exchange (losses)/gains (495,810) 476,369
(9,426) 639,176

The Kwacha appreciated significantly against the United States Dollar and other major foreign currencies
during the latter part of year. The exchange rate as at 31 May 2009 of K5,500 to 1US$ had appreciated to K4,640
by 31 December 2009 resulting in net foreign exchange losses on the Bank's foreign currency denominated
assets.
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9 Impairment of financial assets
Amounts due from Available- for-
closed banks sale
(Note 20) Other assets investments
(Note 19) (Note 21) Total
At 1 January 2008 138,181 4,757 53 142,991
Impairment loss for the year
- Charge for the year 33 - - 33
- Reversal during the year (1,051) (2,262) (53) (3,366)
(1,018) (2,262) (53) (3,333)
Balance at 31 December 2008 137,163 2,495 - 139,658
At 1 January 2009 137,163 2,495 - 139,658
Impairment loss for the year
- Charge for the year 164 - - 164
- Reversal during the year (7,144) (1,820) - (8,964)
(6,980) (1,820) - (8,800)
Balance at 31 December 2009 130,183 675 - 130,858 121
10 Employee benefits 2009 2008
Wages and salaries 122,956 115,560
Other employee costs 110,573 112,146
Employer's pension contributions 14,882 14,184
Employer's NAPSA contributions 2,780 2,218
Staff loan benefit 553 560
251,744 244,668
11 Operating expenses
Expenses for bank note production 61,685 56,755
Administrative expenses 54,298 62,683
Repairs and maintenance 9,815 8,937
Sundry banking office expenses 9 18
125,807 128,393

12 Income tax

The Bank is exempt from income tax under section 56 of the Bank of Zambia Act, No. 43 of 1996.
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13 Foreign currency cash and bank accounts 2009 2008
Deposits with non-resident banks 3,419,154 4,922,372
Special Drawing Rights (“SDRs”) 2,950,196 51,617
Current account balances with non-resident banks 2,068,409 212,836
Clearing correspondent accounts with other central banks 491,876 14,240
Foreign currency cash with banking office 4,371 1,813

8,934,006 5,202,878

14 Items in course of settlement

Items in the course of settlement represent claims on credit institutions in respect of cheques lodged in 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.

15 Held-for-trading financial assets
Balances represent actual holdings of Treasury Bills acquired by the Bank through rediscounts by commercial

banks. Rediscount activity was generally low in both 2009 and 2008. The holding recorded as at 31 December
2009isinrespect of Treasury Bills with atenure of 182 days.

122
16 Loans and advances 2009 2008
Staff loans 37,435 31,963
Staff loans benefit at market value 2,680 3,233
Total staff loans 40,115 35,196
Staff advances 1,004 3,012
Total staff loans and advances 41,119 38,208

Movement in staff loans benefit

Balance at 1 January 3,233 3,515
Current year fair value adjustment of new loans - 278

3,233 3,793
Amortised to statement of comprehensive income (553) (560)
Balance at 31 December 2,680 3,233

Loans and advances to staff are offered on normal commercial terms. However, certain loans and advances
disbursed in prior years were made at concessionary rates. Credit quality is enhanced by insurance and
collateral demanded. Collateral will generally be in the form of 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 resultin the long term staff loans benefit as shown above.
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16 Loans and advances (Continued)

The maximum prevailing interest rates on staff loans were as follows:

2009 2008

House loans 10% 10%

Personal loans 10% 10%

Multi-purpose loans 12.5% 12.5%

17 Held-to-maturity financial assets

GRZ consolidated securities (Note 18) 1,754,051 1,656,416

Other GRZ securities 204,437 299,593

Staff savings treasury bills 12,622 7,916

1,971,110 1,963,925

18 The GRZ consolidated securities 2009 2008

6% GRZ consolidated bond 1,120,968 1,122,396

364 days Treasury Bills 633,083 534,020
1,754,051 1,656,416 123

Effective 1 December 2007 a portion of the consolidated bond was converted to treasury bills for the purpose of
enhancing the range of instruments available for implementing monetary policy and to support the Bank's
strategic objective of maintaining price stability.

The securities are available for trading as repurchase agreements (repos).

The economic substance of a repurchase agreement is regarded as that of a collateralised loan. Consistent
with the principle of “substance over form” the portion of consolidated securities converted into treasury bills
has been treated as held-to-maturity because the trade will not result in outright sale leading to full transfer of
rewards and risks to the purchaser.

The consolidated bond was issued on 27 February 2003 following an agreement signed with 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 K1,646,743 million and a coupon rate of 6%. This reduced to K1,120,968 million after the 2006
conversion.

The following amounts owed by GRZ were included in the consolidated debt:

US$ debt service on behalf of GRZ 853,510
Kwacha loan to GRZ 467,804
Parastatal debt guaranteed by the Bank 193,515
GRZ securities held by the Bank 131.914

1,646,743
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18 The GRZ consolidated securities (Continued)

The bond is carried at amortised cost at an 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 11.05%. 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 loss will be determined and recorded in the
income statement.

19 Other assets

2009 2008

Sundry receivables 57,028 16,872
Prepayments 3,244 8,176
Stationery and office consumables 988 1,055
61,260 26,103

Specific allowances for impairment (note 9) (1,820) (2,495)
59,440 23,608

Office stationery and other consumables represent bulk purchases and are held for consumption over more

than onefinancial year.
124

20 Amounts due from closed banks

2009 2008
Advances 130,182 137,163
Specific allowances for impairment (note 9) (130,182) (137,163)

21 Available-for-sale investments
Zambia Electronic Clearing House Limited 3,550 1,847
African Export Import Bank 939 939

4,489 2,786
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21 Available for-sale investments (Continued)
Zambia Electronic Clearing House Limited

The investment in Zambia Electronic Clearing House Limited (“ZECHL) represents the Bank's contribution to its
set up costs and costs of K1,703 million made in 2009 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 funded by contributions from member banks. ZECHL is considered to be an available-for-sale financial
asset. As there is no reliable measure 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 whose members contribute monthly to its operating expenses and other additional
requirements. Other contributions made by the Bank during the year of K48 million (2008: K38 million) are
included in administrative expenses.

Africa Export Import Bank

The Bank of Zambia holds an investment in the equity of Africa Export Import Bank. (“AEIB”). AEIBis agrouping
of regional central banks and financial institutions designed to facilitate intra and extra African trade. AEIB is
considered to be an available-for-sale financial asset. As there is no reliable measure of the fair value of this
investment, itis carried at cost, and regularly assessed forimpairment at each reporting date.

Valuation for available-for-sale investments 125

The available-for-sale investments are disclosed at cost because there is no readily available market for these
investments which could provide evidence of their current fair values.

22 IMF funds recoverable from the Government of the Republic of Zambia
2009 2008
Poverty Reduction and Growth Facility (PRGF)* 1,594,676 83,472
Accrued charges - SDR Allocation 202 1,839
1,594,878 85,311

* Formerly Enhanced Structural Adjustment Facility (ESAF) obligation.

This represents funds drawn by the Government of the Republic of Zambia against the IMF PRGF facility (Note
35).

23 IMF subscription

The IMF subscription represents membership quota amounting to SDR 489,100,000 (2008: 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 IMF Quota subscription and the related liability
have the same value.

The movement on IMF subscription is on account of currency valuation adjustments between 2009 and 2008.
The valuation is conducted once every 30 April of the year by the IMF and advised to member countries to effect
necessary adjustments.
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24 Property, plant and equipment

Furniture
fittings
computer,
plant,
machinery Capital
Leasehold and Motor work-in
buildings equipment vehicles progress Total
Cost or valuation
At | January 2008 164,233 54,303 12,239 8,091 238,866
Additions 235 7,820 2,794 20,390 31,239
Transfers 2,886 21,402 42 (24,742) 412)
Disposals (19) (1,368) (487) - (1,874)
31 December 2008 167,335 82,157 14,588 3,739 267,819
At 1 January 2009 167,335 82,157 14,588 3,739 267,819
Additions 141 3,226 - 9,179 12,546
Revaluation 72,721 - - - 72,721
Transfers 369 1,023 - (1,392) -
Disposals (1,680) (1,173) (1,079) - (3,932)
126 31 December 2009 238,886 85,233 13,509 11,526 349,154
Depreciation
At | January 2008 11,142 34,141 9,117 - 54,400
Charge for the year 3,304 6,665 1,825 - 11,794
Disposals (5) (1,313) (487) - (1,805)
At 31 December 2008 14,441 39,493 10,455 - 64,389
At 1 January 2009 14,441 39,493 10,455 - 64,389
Charge for the year 4,762 7,715 1,371 - 13,848
Disposals (237) (1,030) (1,079) - (2,346)
Transfer of depreciation to reserves (14,079) - - - (14,079)
Adjustments (2) 2 - - -
At 31 December 2009 4,885 46,180 10,747 - 61,812
Carrying amounts
At 31 December 2009 234,001 39,053 2,762 11,526 287,342
At 31 December 2008 152,894 42,664 4,133 3,739 203,430
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24 Property, plant and equipment (Continued)

(a) The Bank's business premises were revalued on 1 January 2009 by registered valuation surveyors, R M
Fumbeshi & Company. Due to the absence of evidence of market based fair values the basis of valuation
was depreciated replacement cost. The assumption was that the buildings were of a specialised nature
without an observable reference market price. The carrying amount of premises before revaluation was
K167,334 million. The revaluation surplus of K86,800 million has been credited to the revaluation reserve.
The carrying amount of the revalued properties if carried under cost to model would be K26,289 million.

(b) Capital work-in-progress represents the expenditure to date on office refurbishment and software
upgrade projects.

25 Intangible assets Purchased
Software
Cost
At 1 January 2008 20,939
Additions 2,470
Transfers from capital work in progress 413
At 31 December 2008 23,822
127
At 1 January 2009 23,822
Additions 796

Transfers from capital work in progress -

At 31 December 2009 24,618

Amortisation and impairment

At 1 January 2008 19,104
Amortisation charge for the year 1,698
At 31 December 2008 20,802
At 1 January 2009 20,802
Amortisation charge for the year 2,077
At 31 December 2009 22,879

Carrying amounts

At 31 December 2009 1,739

At 31 December 2008 3,020
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26 Agency relationship with Bank of China
There is an agency relationship between the Bank and Bank of China in respect of a financing arrangement
between the Government of China on one hand and the Governments of Tanzania and Zambia on the other
hand to fund certain supplies to Tanzania Zambia Railways Authority. The relationship commenced in 1998.

The balances relating to this transaction were carried in the statement of financial position until 31 December
2005. However, subsequentto that date the balances are held in memorandum accounts off the balance sheet.

27 Capital commitments
2009 2008

Authorised by the directors and contracted for 53,050 34,648

The funds to meet the capital commitments will be sourced from internally generated funds.
28 Deposits from the Government of the Republic of Zambia

The deposits are non-interest bearing, are payable on demand and are due to the Ministry of Finance and
National Planning.

29 Deposits from financial institutions 2009 2008
128

Statutory minimum reserve requirements 1,065,801 951,258

Commercial bank current accounts 967,880 497,130

Term deposits from financial institutions 659,526 1,207,007

Deposits from other international financial institutions 363 363

Deposits from other central banks 34 34

Deposits of banks in liquidation - 1,468

2,693,604 2,657,260

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 a means of implementing monetary policy. The instruments
bear interest at rates fixed in advance for periods up to maturity. No collateral was held against all deposits.

30 Foreign currency liabilities to other institutions

These are from foreign governments, are non-interest bearing deposits and are repayable on demand.

31 Other deposits 2009 2008
Staff savings, deposits and clearing accounts 24,681 21,389

Other savings and deposits 239 167
24,920 21,556

Staff savings bear floating-interest rates compounded on a daily basis and paid at the end of the month. They
are repayable on demand. All other deposits are non-interest bearing but are payable on demand.
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32 Other liabilities

2009 2008

Accrued expenses payable 27,521 54,410
Accounts payable 7,657 17,591
35,178 72,001

Other liabilities are expected to be settled no more than 12 months after the date of the statement of financial
position.

33 Provisions

2009 2008
Balance at 1 January 27,405 4,000
Provisions made during the year 3,486 23,525
Payments made during the year (8,102) (120)
Balance at 31 December 22,789 27,405

The provisions are in respect of various claims brought against the Bank in the courts of law. (See also note 41).

129
34 Domestic currency liabilities to IMF
2009 2008
International Monetary Fund:

Securities account 4,113,578 2,816,397

No. 1 account 11,535 7,713

No. 2 account 166 110
4,125,279 2,824,220

The above liability arises from IMF Quota subscriptions (Note 23) and has no repayment terms and bears no
interest. The increase in value is on currency valuation adjustments between 2009 and 2008, as advised by IMF.

35 Foreign currency liabilities to IMF

2009 2008

Due to the International Monetary Fund:
- Poverty Reduction and Growth Facility (PRGF) (Note a) 1,594,640 462,446
- Charges on SDR allocation (Note b) 202 1,839
1,594,842 464,285

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 2017. The loan bears an interest rate of one-half per
centum. The balance has increased on account of additional receipt of funds and exchange rate
movements during the year.

b) The charges on the SDR allocation are levied by the IMF and repaid quarterly with full recovery from the
Government of the Republic of Zambia.
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36 Employee benefits

2009 2008
Present value of unfunded obligations - -
Present value of funded obligations 216,555 216,555
Total present value of obligations 216,555 216,555
Fair value of plan assets (220,284) (220,284)
Unrecognised plan asset 3,729 3,729

Recognised liability for defined benefit obligations - -

The Bank provides a pension scheme for all non-contract employees administered by a Board of Trustees. The
assets of this scheme are held in administered trust funds separate from the Bank's assets and are governed by
the Pension Scheme Regulation Act, No. 26 of 1996.

Contributions to the defined benefit fund are charged againstincome based upon actuarial advice. Any deficits
are funded to ensure the ongoing financial soundness of the fund. The benefits provided are based on the
years of membership and salary level. These benefits are provided from contributions by employees and the
employer, as well as income from the assets of the scheme.

The fund is revalued every three years by independent consultant actuaries. The latest actuarial valuation was
carried out by QED of South Africa to determine the fund's position as at 31 December 2006 and shows that the
130 plan assets were K143,874 million and liabilities were K155,375 million resulting in a deficit of K11,500 million

which was paid in full to the fund.

Plan assets comprise:

2009 2008
Corporate bonds 3,826 3,826
Other assets 1,920 1,920
Equity securities 9,639 9,639
Investment properties 28,729 28,729
Treasury bills 47,500 47,500
GRZ bonds 128,670 128,670
Total plan assets 220,284 220,284
Movement in the present value of the defined benefit
obligations
Defined benefit obligations at 1 January 187,176 187,176
Benefits paid by the plan (11,924) (11,924)
Current service costs and interest 36,270 36,270
Defined benefit obligations at 31 December 211,522 211,522
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36 Employee benefits (Continued)

Movement in the present value of plan assets

Fair value of plan assets at 1 January 196,017 196,017
Contributions paid into the plan 18,806 18,806
Benefits paid by the plan (11,924) (11,924)
Expected return on plan assets 29,919 29,919
Unrecognised actuarial loss or gains (12,534) (12,534)
Fair value of plan assets at 31 December 220,284 220,284

Expense recognised in income statement

2009 2008
Current service costs 13,136 13,136
Interest on obligation 19,406 19,406
Expected return on plan assets (29,919) (29,919)
Unrecognised plan asset 3,729 3,729
Unrecognised actuarial loss/(gains) 12,533 12,533
Contribution by members (4,701) (4,701)

14,184 14,184 131

Principle actuarial assumptions at the statement of financial position date were:

2009 2008
Actuarial assumptions
Future pension increase 3.5% 3.5%
Salary increase (p.a) 12% 12%
Discount rate (p.a) 15% 15%
Expected return on plan assets 15% 15%
37 Notes and coins in circulation
2009 2008
Bank notes issued by denomination
K50,000 1,402,527 1,191,433
K20,000 387,786 507,947
K10,000 100,923 131,613
K5,000 44,828 41,992
K1,000 29,548 28,370
K500 22,466 20,537
K100 8,481 8,096
K50 3,750 3,498
K20 711 714
Bank notes issued 2,001,020 1,934,200
Coins issued 226 226
2,001,246 1,934,426
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38 Capital
2009 2008
Authorised 500,000 10,020
Issued and paid up 10,020 10,020

The GRZ s 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 increase in authorised capital, during the year, is as a result of
approval by the Board to uplift the balance as permitted in Section 6 of the Bank of Zambia Act No. 43 of 1996.

39 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 the Bank of Zambia Act, No 43 of 1996, if the Bank of Zambia Board of Directors 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 be made to the general reserve fund:

132 (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.

The balance of the net profits after the above transfers should be applied to the redemption of any outstanding
GRZ securities issued against losses incurred by the Bank.

Section 7 of the Bank of Zambia Act, provides that the remainder of the profits after the above transfers should
be paid to the GRZ within sixty days following the auditor's certification of the Bank's financial statements.

SDR allocation

This represents Special Drawing Rights allocated by the IMF amounting to SDR 469,098,000. The purpose of
the allocations is to improve an IMF member country's foreign exchange reserves assets. The amount is not
repayable to IMF and is stated at the historical SDR rate to the Zambian Kwacha.

This represents effects from the periodic fair value measurement of the Bank's properties. Any gains or losses
are not recognised in the income statement until the property has been sold or impaired. On derecognision 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 based on the asset's original cost as the property is used by
the Bank 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 provisions of Section 7 of the Bank of Zambia Act, No 43 of 1996.
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40 Related party transactions

In the context of the Bank, related party transactions include any transactions entered into with any of the
following:

The Government of the Republic of Zambia;

Governmentbodies;

Kwacha Pension Trust Fund;

Zambia Electronic Clearing House;

Members of the Board of Directors including the Governor;

Key management personnel;

Close family members of key management personnelincluding the members of the Board of Directors.

The main services during the year to 31 December 2009 were:

e provision of banking services including holding the principal accounts of GRZ;
provision and issue of notes and coins;

holding and maintaining the register of Government securities;
implementation of monetary policy; and

Supervision of 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 the Bank is involved in such transactions only as an agent.

Transactions and balances with the GRZ 133

During the year, the nature of dealings with GRZ included: banking services, sale of foreign currency and agency
services for the issuance of securities culminating in the income and balances 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:

2009 2008
Interest on held-to-maturity GRZ securities 211,036 177,424
Fees and commission income on transactions with the GRZ 18,633 19,694
Profit on foreign exchange transactions 4,692 5,569
Interest on advances to GRZ - 101
Total 234,361 202,788

Alltransactions with related parties were made on an arm's length basis.

b) Listed below were outstanding balances at close of business on 31 December:

GRZ - year end balances 2009 2008
Deposits from GRZ Institutions (2,445,089) (1,340,637)
Holdings of GRZ securities 1,975,680 1,963,925
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40 Related party transactions (Continued)
Transactions and balances with the GRZ (Continued)
The GRZ securities holdings comprise of various balances outstanding from GRZ (see note 16) secured by
predetermined payments based on securities issued by the Government of the Republic of Zambia. The
remuneration is market based.

Deposits from GRZ Institutions are unremunerated and attract no interest expense.

No provisions were recognised in respect of balances due from GRZ and neither was any expense recorded in
respect of bad debts.

a) Short-term benefits

2009 2008
Directors' fees 282 296
Remuneration for key management personnel
- Salaries and allowances 17,773 16,697
- Pension contributions 811 802
18,584 17,499
134

Loans and advances to key management personnel

Balance at 31 December 2,206 1,642

The terms and conditions on the loans and advances to key management personnel are determined by
management, from time to time, with reference to the prevailing market interest rates and may vary for different
classes of loans and maturities.

No impairment has been recognised in respect of balances due from directors and key management

personnel.

b) Post employment pension benefits 1,481 -
c) Other long-term benefits 3,388 2,956
d) Termination benefits 3,683 -

41 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. In a majority of cases the possibility of loss is remote and
where loss is likely, liability is insignificant. However, some provisions (note 33) have been recorded in respect
ofthose cases where an outflow of cash was probable and a reliable estimate could be obtained.
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42 Comparative figures
Comparative figures have been reclassified where appropriate to allow for more meaningful comparison with
current year figures. In particular prior year figures have been reclassified in respect of non-owner changes in
equity reflected in the statement of comprehensive income.

43 Events after the statement of financial position date

Assets and liabilities are adjusted for events that occur between the Bank's annual statement of financial
position date, and the date the Board of Directors approves the financial statements if such events materially
affect the condition of assets and liabilities at the statement of financial position date. There were no material
events after statement of financial position date requiring adjustment or disclosure in the financial statements.

135
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