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WHY
RBS?

Zambia is faced with a demand for capital and has to
compete with other countries with similar demands.

To Access this Capital, Zambia needs position as a
preferred destination for this capital.

On the other hand, Investors/ providers of capital are
faced with a variety of options to take their money.

Their choice is largely driven by perception of how safe
their fund are.

A key milestone to Zambia being a preferred
destination under the draft CMMP is the achievement
of an MSCI Rating as a Frontier Market.

Implementation of the CMMP is part of the process of
Zambia achieving an MSCI Rating and key to this is the
implementation of a robust capital markets regulatory
framework.

Zambia also has to achieve high standards of
international regulation as prescribed br standard
making bodies such as the International Organisation
for Securities Commissions (“IOSCQO")
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TERNATIONAL CAPITAL
PROVIDERS
PRIMARY CONCERN IS
SAFETY OF THEIR FUNDS &

RETURNS
. I0SCO/
+ Openness to foreign T A B
ownership STANDARDS

Ease of capital flows
Efficiency of the
operational framework
* Market organization
(Regulations &
Information flows)
* Market Infrastructure
* Availability of instruments
« Stability of institutional

framework CAPITAL FLOWS

ZAMBIA NEEDS CAPITAL

To implement national
development programs/
agendas:

« 8NDP

« Vision 2030

« SDGS

« Green Bonds

CAPITAL MARKETS
DEVELOPMENT TARGETS

« Frontier Market (MSCI)
 Market Cap/ GDP - 29%
* Market cap - $23 Billion
« Green Bonds - $400m

« CIS - $250m

« ETF/ REITS - $70m



INTRODUCTION:
Strategic

importance of
the RBS Project

The Commission has been using a Compliance based supervisory
approach.

The Commission is transitioning to RBS which will focus more on
risks and their mitigants.

The RBS Framework Policy will enable SEC achieve its statutory
obligations as set out in Section 9 of the Act.

The framework also contributes to the Commission’s strategic
objectives, in particular:

. Strategic objective 1 — Improve Investor protection by
developing legal/ regulatory frameworks and developing
enhanced regulatory capacity.

. Strategic objective 3 — Improve stakeholder relationships by
strengthening sensitization and enforcement programs.

. Strategic objective 5 - Improve operational processes and
systems by re-engineering, integrating and automating
requisite systems.



WHAT IS RISK
BASED
SUPERVISION

Risk based Supervision is a supervisory approach or framework in
which supervisors focus on the risks (INHERENT RISK) which raise from
the activities of a regulated entity which may in turn pose a risk to the
achievement of supervisory objectives.

SUPERVISORY OBJECTIVES

1) Protecting investors;
2) Ensuring that markets are fair, efficient and transparent;

and
3) Reducing systemic risk.

This is done by assessing the different business areas of financial
entities, the quality of the systems and the internal controls, in order
to identify the major areas of concern and risk. RBS looks for a robust
supervisory framework for monitoring the risk levels in the operations
of financial entities.



SEC RBS
APPROACH

Supervisory Intensity and Intervention
The intensity of supervision will depend on the nature,
size, complexity and risk profile of a CMO, and the
potential consequences to the system of the CMO’s failure.
It is expected that CMOs posing greater risks to investors
and the public interest would require a greater supervisory
intensity.

Principles Based Supervision
The Commission’s supervisory approach is principles-based,
emphasizing the use and application of sound predictive judgment in
identifying and assessing risks faced by the CMO, assessing the
adequacy of the CMOs’ risk management processes, and determining
the appropriate supervisory response/ intervention

Board and Senior Management ~ Riskof failure of a CMO:
Accountability Operational and/or financial failure of CMOs is anticipated to

5 . . happen from time to time. The SEC will endeavour to ensure that
A CMOQ’s Board of Directors and Senior Management are

ible for the strategi t and directi fth CMOs regularly demonstrate resilience and have in place or
responsiole for e.s rategic managementan |.rec 101 OTEAE formulate recovery plans as needed. In addition, where CMOs fail or
CMO and are ultimately accountable for ensuring that the

. ) ) S face the prospect of failure, the SEC will work with other relevant
CMO and its employees perform their duties and obligations . } . .
) that I ts the SEC’ : authorities to implement appropriate resolution plans. Where CMOs
Ina manner that comp emderl > the S supervisory fail, the Commission will endeavor to ensure that there is an orderly
ManGate. exit of the failed CMO from capital markets.

Reliance on External Auditors and

other experts:

The Commission may rely on and use the
work of CMOs’ external auditors and
experts in specialist areas such as
Information technology, property
valuation, fraud and forensics etc. to
undertake its supervisory activities.

Cross sectoral considerations
For CMOs whose activities spill over into
areas regulated by other financial sector

regulators such as Bank of Zambia, Pensions
and Insurance Authority, the Commission

takes into account the potential impact of
the non-capital markets activity on the

CMO.

RELATIONSHIP MANAGEMENT



RBS PRINCIPLES

ePrinciple 2: Focus on key risks:
The risk assessment the
Commission performs in its
supervisory work is focused on
identifying key risks posed by a
CMO to the SEC’s supervisory
objectives. The emphasis on key
risks ensures that the
Commission allocates resources
efficiently to areas with the
highest risk. Other risks will bg
tracked through various
monitoring mechanismes.

-

e Principle 3: Forward-looking, early intervention:
Risk assessment is forward-looking and dynamic.
This view facilitates the early identification of issues
or problems, and timely intervention where

corrective actions need to be taken, so that there is a

greater likelihood of the satisfactory resolution of
issues

%

ePrinciple 1: Use of judgement: The
Commission’s supervisory activities are based
on judgements reached by Commission staff
to assess the inherent risks that CMOs face,
the risks that CMOs pose to Commission’s
objectives and the adequacy of the CMQ's
resources to manage the risks identified and
the determination of supervisory responses.

3: Forward-
looking, early
intervention




The SEC RBS methodology

Identification of significant activities using KOB,
Materiality

Identification and assessment of Inherent risks

Identification and assessment of Quality of
Risk Management functions

Determination of Net risk, its direction

Assess adequacy of Institutional Level Support
available to the entity to manage Net risk

Determine a Composite Risk Rating

Determine the supervisory intervention 5 C

SECURITIES AND EXCHANGE COMMISSION
Protecting Investors in the Capital Markets




. Risk that the conduct of the CMO and/ or its employees will result in
Conduct Risk

poor outcomes for investors and/or other stakeholders.

risk arising from a counterparty’s potential inability or unwillingness to
fully meet its on and/or off-balance sheet contractual obligations.

arises from potential changes in market rates, prices or liquidity in
various markets e.g., interest rates, foreign exchange, equities,
commodities.

Operational RiSk arises from potential problems due to inadequate or failed internal

processes, people and systems, or from external events.

INHERENT RISKS

Legal & Regulatorv arises from a CMOQ’s potential non-conformance with laws &

. regulations and contractual obligations entered into in the normal
Risk course of its business operations.

~ ~ arises from a CMOQ'’s potential inability to implement its strategies,
Strateglc RISk make decisions or adapt to changes in its business environment.

»Inherent risk is the
probability of material
loss to investors due to
exposure to, and
uncertainty arising from,
current and potential
future events arising from
the undesirable market
conduct practices of a
CMO oriits
representatives/agents.

ML/ FT Risk is the risk that the CMO’s activities result in its being used
as a conduit to conduct money laundering activities and financing of
terrorism.

Money Laundering
Terrorist Funding Risk




Name of QRM Level of defense

MANAGEMENT Operational management 1%t Line of defense
Risk Management 2"d Line of defense
Compliance
Internal Audit 3" Line of defense
Governance Senior Management 4th Line of defense

QUALITY OF RISK

and conirols Board of directors 5th Line of defense




SUPERVISORY

INTERVENTION

Future financial viability in serious doubt

Non-viable/ Insolvency imminent

The intervention rating is based on the Commission’s risk
assessment of the CMO known as the Composite Risk Rating
(“CRR”). The CRR is the "final" rating and reflects the assessment
of the entity’s ability to manage the inherent risks in its
significant activities after considering its financial resources (i.e.,
Earnings, Liquidity and Capital). Accordingly, the assessment
includes a review of the quality, quantity, and availability of
externally and internally generated capital.

The CRR may change if something material occurs in the risks
that affects the risk rating. The time frame between the last
assessment of a CMO’s CRR to the next assessment is generally
over a 12-month period, or until there is a material change
affecting the CRR.



Planning & Risk
Profiling

CORE
SUPERVISORY
PROCESS:

How we plan and

Execution

Reporting &
execute our Intervention

supervisory activities

1. Planning & Risk Profiling: includes determination of significant activities
and inherent risks.

2. Execution of supervisory activities: focused on identified inherent risks.

3. Reporting and Intervention: mainly reporting matters to be addressed
by the CMO’s Board and Senior management. Intervention is the
Commission’s supervisory actions to ensure management addresses the
matters raised in the supervisory letters.




RBS ROLL OUT PLAN 2022

» With effect from 31st March 2022, the Commission
will migrate the Zambian Capital Markets to a Risk Based
Supervision framework as outlined in the SEC RBS Policy.
To ensure successful implementation of the Risk Based
Supervision, the Commission shall issue by such
guidelines, circulars, directives and other guidance to
CMQOs.

»The implementation road map focuses on three key
areas:

» Supervisory Plan — to ensure supervisory activities
are carried out soon after the launch

Capacity building for both Industry and internally

PR and communications strategy — to keep the
market aware about RBS developments



ROLL OUT PLAN 2022

Supervisory Plan

Capacity Building
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SECURITIES AND EXCHANGE COMMISSION

Protecting Investors in the Capital Markets




MONTH SUPERVISORY PLAN START DATE END DATE
APRIL 2022 Issue self assessment questionnaire Apr-22 May-22

conduct SFS assessment on CIS Funds Apr-22 Aug-22
MAY 2022 Submission of SAQ May-22 May-22
JUNE 2022 SAQS validation meetings Jun-22 Sep-22
OCTOBER 2022 |Consolidation of Findings Oct-22 Dec-22
DECEMBER Inspection Plan - 2023 Dec-22 Dec-22
2022

SUPERVISORY PLAN 2022




MONTH CAPACITY BUILDING START END DATE
DATE
MARCH 2022 |Issue and Gazette RBS Market Mar-22 Mar-22
Announcement
Issue draft Risk Mgt Guidelines for Mar-22 Mar-22
comments
Weekly Engagements - Refresher on Mar-22 Mar-22
RBS
Weekly Engagement - Risk Mgt Mar-22 Mar-22
Guidelines
Weekly Engagement - Self Assessment Mar-22 Mar-22
Questionnaire
Internal Training Program Mar-22 Mar-22
APRIL 2022 Themed monthly market Apr-22 Dec-22
engagements
Annual CMO's Workshop Apr-22 Apr-22
ICFOR Engagement Apr-22 Apr-22
|MAY 2022 |Masterc|ass - Risk Management May—22| May—22|
|JUNE 2022 |Interna| training Jun—22| Jun—22|
|AUGUST 2022 |Masterc|ass - Corporate Governance Aug-22| Aug—22‘
SEPTEMBER Internal training Sep-22 Sep-22
2022
NOVEMBER Masterclass - TBC Nov-22 Nov-22
2022
DECEMBER Internal training Dec-22 Dec-22
2022

CAPACITY
BUILDING PLAN
2022

CAPACITY
SRS
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PR & COMMUNICATIONS START END DATE
STRATEGY DATE
MARCH 2022 |Roll out of RBS website Mar-22 Mar-22

P R AN D Publish RBS FAQs Mar-22 Mar-22
Count d Il social medi Mar-22 Mar-22

COMMUN'CAT'ONS Si(;:Sn own all social media ar ar

P I_A N 2022 Weekly sound bites Mar-22 Mar-22

APRIL 2022 Launch event/Chairman's Apr-22 Apr-22
Breakfast
Media Briefs by CEO Apr-22 Dec-22
(Quarterly)

MAY 2022 Awareness and Hype- Social Apr-22 Dec-22

media campaign
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QUESTIONS?

SECURITIES AND EXCHANGE COMMISSION

Protecting Investors in the Capital Markets



