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ACRONYMS
ZCGS Zambia Credit Guarantee Scheme
MSMEs Micro, Small and Medium Enterprises
Goz Government of Zambia
MoF Ministry of Finance
IFRS International Financial Reporting Standards
IASB International Accounting Standards Board
ISAs International Standards on Auditing
NAPSA National Pension Scheme Authority
ERP Enterprise Resource Planning
SDGs Sustainable Development Goals
7NDP Seventh National Development Plan
ZDA Zambia Development Agency
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BOARD CHAIRMAN'S STATEMENT

It is an honour for me to present the 3 Annual Report and
Audited Financial Statements of the Zambia Credit Guarantee
Scheme Limited (ZCGS) for the year ended 31st December
2020.

The role of ZCGS is to facilitate access to affordable finance
for Micro, Small and Medium Enterprises (MSMEs). MSMEs
in Zambia continue to play a crucial role in economic
development through employment creation and poverty
alleviation. Additionally, MSMEs if operating in a conducive
environment contribute to increased tax revenues given their
numbers.

However, most viable Zambian MSMEs face challenges in

accessing finance due to insufficient collateral, high interest

rates, as well as information asymmetry. Most lending

institutions are reluctant to lend to MSMEs as they are
perceived to be high risk clients.

To address these challenges, the Government of the Republic of Zambia incorporated
the Zambia Credit Guarantee Scheme on 13th September 2017 under the Companies Act
Cap 388 as a platform for Zambian MSMEs to access increased financing from lending
Financial Institutions through a risk-sharing mechanism. The Company is wholly owned by
the Government of the Republic of Zambia through the Ministry of Finance pursuant to
the Ministry of Finance (incorporation) Act Cap 349 of the Laws of Zambia. Zambia Credit
Guarantee Scheme Limited was created to play an enabling role through issuance of partial
credit default guarantees, thereby sharing risk with lending financial institutions.

MASAUTSO E. NYATHANDO (DR.)

BOARD CHAIRMAN
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CHIEF EXECUTIVE OFFICER’S REPORT

t is an honour and privilege to present the Annual Report of
the Company for the year ended 31 December 2020.

The Government of the Republic of Zambia prioritised Micro,
Small and Medium Enterprises (MSMEs) financing as a key
driver of economic development under its National Financial
Inclusion Strategy for the period 2017 to 2022. For this reason,
the Government took a deliberate step to establish the Zambia
Credit Guarantee Scheme (ZCGS) in order to support the
development of MSMEs by increasing their access to affordable
financing from lending institutions.

During the period under review, the Company had a total revenue stream of ZMW 11,405,346,
comprising ZMW 1,350,000 Guarantee funds, ZMW 7,000, 000.00 operational funds, ZMW
3,055,345.99 special funding for settling some liabilities accrued including gratuities and
ZMW 97464 from other income. The Company signed agreements with Zambia Industrial
Commercial Bank (ZICB) and ZANACO following the receipt of guarantee funds. A total of
ZMW 11,405,346.38 was therefore released to the Company in comparison to ZMW 7,899,959
in 2019.

The Company continued with the operationalisation of the institution through enhancement
of the Corporate Governance structure, policies, systems, processes, procedures and recruited
additional staff.

| wish to thank the Shareholders for their guidance, the Board of Directors for providing
strategic direction and ZCGS staff for theircontinued commitment to take thisyoung Company
forward. Further gratitude goes to all the financial institutions and strategic partners for the
support rendered during the inception period of the Company.

With support from the Shareholders and strategic partners, ZCGS is envisioned to become a
successful and effective credit guarantee scheme that promotes the growth and development
of MSMEs in Zambia by facilitating their access to the much-needed financing needs.

Management was resolute in implementing the Company’'s mandate of facilitating access
to finance for MSMEs and did everything possible to make this vision a reality. The Scheme
doubled its efforts and continued to innovate in 2020 and harnessed avenues of increasing the
guarantee fund. The Company engaged potential co-guarantors and guarantors, leveraging
on the Shareholder's provision of Capital funds.

The Company made progress in getting support from non-financial partner Institutions
on activities where resources were limited such as capacity building and development of
a sustainable business model. Furthermore, an agreement with another partner financial
institution, Zambia Industrial and Commercial bank (ZICB), was concluded during the period
under review. Bringing on board two financial institutions ZANACO and ZICB through which
the guarantees would be issued.

Mary Mumba

Chief Executive Officer

Zambia Credit Guarantee Scheme Limited | Annual Report 6
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ECONOMIC OVERVIEW

In 2020, Zambia's Gross Domestic Product (GDP) recorded a contraction of 3.5% comypared
to a growth rate of 1.4% in 2019. The contraction of the economy was attributed to the
continued global Covid pandemic that paralyzed several sectors of the economy since 2019.
The economic activities that recorded significant real growth in 2020 when compared to
2019 included Mining and Quarrying; Manufacturing, Water Supply and Sewerage, Waste
Management and Remediation activities among others. Economic activities that recorded
significant contractions included Agriculture, Forestry and Fisheries, Wholesale and retail
trade; repair of motor vehicles and motorcycles among others

The fluctuations of the prices of copper and crude oil on the international market, Zambia’s
major export and import commodities respectively, tended to affect the direction of key
macroeconomic variables such as the exchange rate and inflation in 2020.

The price of copper on the London Metal Exchange (LME) in the first part of 2020 was lower
than 2019, and this led to a further contraction of the economy despite the countervailing
effect of lower crude oil prices. However, towards the end of 2020, copper trended upwards.

7 Zambia Credit Guarantee Scheme Limited | Annual Report
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1.0. MANDATE, MISSION AND VISION
1.1. ZCGS At A Glance

The Zambia Credit Guarantee Scheme (ZCGCS) was incorporated as a limited Company by
shares on 13th September 2017 under the Companies Act Cap 388 of the Laws of Zambia,
following the Honourable Minister of Finance's pronouncement in the 2017 budget speech
regarding setting up of an agricultural and industrial credit guarantee scheme. The Company
is wholly owned by the Government of Zambia through the Ministry of Finance pursuant to
the Minister of Finance (incorporation) Act Cap 349 of the Laws of Zambia.

The registered office for the Company is plot 35 at the corner of Roan and Bishop Roads,
Kabulonga Lusaka. The Company has 22 million shares valued at ZMW 1 each with 99 percent
of the shares held by the Minister of Finance and 1 percent of the shares held by the Secretary
to the Treasury.

1.2. Our Mandate

The mandate of ZCGS is to provide partial credit guarantees to viable Micro, Small and
Medium Scale Enterprises (MSMEs), with inadequate collateral across selected sectors of the
economy in order to facilitate access to affordable financing.

1.3. Our Vision

To be a credible and dynamic Credit Guarantee Institution that promotes the growth and
development of MSMEs in Zambia.

1.4. Our Mission

To facilitate increased access to financing for MSMEs in Zambia in order to promote their
growth.

1.5. Motto

The Scheme’s motto is “Empowering Today's MSMEs, Growing Zambia!”

Zambia Credit Guarantee Scheme Limited | Annual Report 8
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2.0. STRATEGIC FOCUS

The overall objective is to assist viable MSMEs obtain affordable financing from financial
institutions thereby contributing to job creation, poverty reduction and economic
development.

The following are the strategic objectives that the scheme has set in its pursuit of its mandate

3.0 CORE VALUES

a). Integrity
We are honest, reliable, trustworthy and honour our commitments.

b). Respect
We seek and value people’'s contributions as well as the strength of our
diversity, which enables us to treat our clients and each other with dignity
and fairness.

c). Transparency
We deliver our services in an open and professional manner.

d). Innovation
We are passionate about what we do and embrace new techniques and
ideas in the delivery of our services.

e). Collaboration
We thrive on teamwork, partnership, and harmony in order to maximize our
shared knowledge and bring greater value in the delivery of services.

f). Accountability
We take responsibility for our actions in the execution of our mandate.

9 Zambia Credit Guarantee Scheme Limited | Annual Report
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4.0. OPERATIONS

The Scheme’s main line of activity is the provision of partial credit guarantees. The guarantee
scheme was designed to encourage lending institutions to provide finance. Further, ZCGCS
deployed the business coach model to provide business advisory services that included
business and strategic planning, marketing and financial management and monitor the
performance of the MSME during the tenor of their loan. The key role of the business coach
is to manage the performance of the MSME loan portfolio under the guarantee scheme and
ensure minimal occurrence of Non-Performing Loans (NPLs).

Zambia Credit Guarantee Scheme Limited | Annual Report 10
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5.0. GOVERNANCE STRUCTURES

To ensure effective good corporate governance tenets, Zambia Credit Guarantee Scheme has
well defined structures.

5.1. The Board

The Board of ZCGS is appointed by the Minister of Finance and National Planning. It is
responsible for policy and strategic direction of the Company to enable it to attain its
strategic objectives and sustainability. The Chairperson and Vice Chairperson of the Board
are appointed by the Board from amongst its members and must be Independent Non -
Executive Directors.

The following were the Non - Executive and Executive Directors who served on the ZCGCS
Board during the period under review:

1. Mr. Chisha Mwanakatwe (Board Chairperson, Independent Non-Executive
Director, and appointed on 14 February 2018);

2.Mr. Ngenda Nyambe (Board Vice Chairperson, Independent Non-Executive
Director, and appointed on 14 February 2018);

3.Mrs. Ireen Musonda Habasimbi (Non-Executive Director representing the
Ministry of Finance and appointed on 14 February 2018);

4. Mrs. Kayula Siame (Non - Executive Director representing the Ministry of
Commerce, Trade and Industry and appointed on 14 February 2018);

5.Mr. Kola Adeleke (Independent Non - Executive Director representing the
Bankers Association of Zambia and appointed on 14 February 2018); and

6.Mr. Francis Musonda (Executive Director/CEO and appointed on 14 February
2018).

5.2. Board Committees

The Board of Directors considers good governance practices to be essential in developing and
sustaining the Company business. The Board thus exercises its oversight function through the
following three (3) committees:

5.3. Audit Committee

The Committee aids the Board in fulfilling its oversight responsibility and fiduciary obligations
to the shareholders. In particular, the Committee is responsible for reviewing internal controls
and internal audit function and mandates audit activities. The Committee also recommends
appointment of external auditors as well as their remuneration to the Board and ensures that
there is compliance with all applicable laws, regulations and operating standards.

5.4. Finance, Investment and Administration Committee

The Committee provides strategic oversight role and guidance on human resource
management policies, guidelines and standards. The Committee is also responsible for
advising the Board on the status of the Company’s financial operations, budgetary allocations,
personnel policies and investment pricing including interest rates. The Committee is further
responsible for making recommendations on Board remuneration and determines on behalf
of the Board specific remuneration packages and conditions of employment for staff.

5.5. Risk Management Commiittee
The Risk Management Committee is responsible for identification, assessment and

lI'I Zambia Credit Guarantee Scheme Limited | Annual Report
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management of risk as well as monitoring the investments’ risk and return objectives. The
Committee is also responsible for approving the policies and guidelines for origination,
appraisal, structuring and approval of guarantees. The Committee is further responsible
for approving acceptable risk thresholds as well as setting guarantee approval limits for
Mmanagement, and approves guarantee applications above the limit set for management and
up to the limit delegated to it by the Board.

5.6. Board and Committee Meetings

The Board of Directors of ZCGS and Committees held ordinary meetings quarterly and
convened extra-ordinary meetings whenever it was necessary. The following table shows the
Board meeting attendance for the year ended 31t December, 2020

Sn | Name Held " Eligible. | Attended
1 Chisha Mwanakatwe (Board Chairperson) 3 3 3
2 | Ngenda Nyambe (Board Vice Chairperson) 3 3 3
3 | Kayula Siame 3 3 3
4 | lreen Habasimbi 3 3 3
5 |Simangolwa Shakalima 3 3 3
6 | Remmy Kampamba (Ag CEO) 3 3 3

The above Board of Directors of ZCGS was dissolved in October 2020.

During the period under review, the Board implemented the policies which were approved
in 2019. The active policies for ZCGS in 2020 included the Board Charter, ZCGCS Board Audit
Committee Charter, ZCGS Board Finance, Investment and Administration Committee Charter,
ZCGS Risk Management Committee Charter, ZCGS Interim Organisation Structure, Staff
Remuneration and Incentives Policy, Terms and Conditions of Service for Staff, ZCGS Risk
Management Policy, ZCGS Information Communication and Technology Policy, and ZCGS
Investment Policy.

5.7. Management

The following constituted the Executive Committee of ZCGS as at 31 st December 2018:
Mr. Francis Musonda- Chief Executive Officer

Mr. David Zulu Head- Strategy and Planning

Ms. Yvonne Changwe Head- Risk, Credit Documentation and Operations
Ms. Fuvya Nyirongo Head- Products and Sales

Ms. Diana Mwendaweli Head- Business Development

Mr. Remmy Kampamba Head- Monitoring and Evaluation

Ms. Nyangu Kayamba Head- Human Resource and Administration

Mr. Andrew Sibale Head- Internal Audit

Ms. Tizyo M Bulaka Head- Legal/Company Secretary

Mrs. Esther Mbaya Head- Procurement

Ms. Roger.C. Chuungu Head- Information, Communication and Technology

Mr. Victor Njovu- Finance Officer

Zambia Credit Guarantee Scheme Limited | Annual Report 12
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6.0. OPERATIONAL ACTIVITIES

The Schemereceived Capital funding fromthe Shareholder, Ministry of Finance, asappropriated
by Parliament in the 2020 Yellow Book under Head 21 amounting to ZMW1,350,000.00.
Following this funding, the Scheme engaged ZANACO and Zambia Industrial Commercial
Bank (ZICB) tocommence the issuance of credit guarantees. The initial guarantees applications
were received from Zambia Industrial Commercial Bank (ZICB) for qualifying Micro, Small
and Medium Enterprises (MSMEs). The applications were for four (4) MSMEs projects with an
average facility size of ZMW347,000.

For a complete end-to-end business and banking financial solutions to the MSMEs, ZCGCS
engaged the Zambia Development Agency (ZDA) to provide business development services
to MSMEs.

The company continued to pursue strategic partnerships with both local and international
organisations. These engagements were meant to provide an avenue for progressing on the
company's corporate strategy.

Management with financial assistance from the International Trade Centre finalised the
drafting of the ZCGS Credit Guarantee Policy, Processes and Procedures Manual.

Management, with the Technical Assistance from the Management Development Division at
Cabinet Office, finalised the Draft Implementation Plan of the 2020 - 2024 ZCGS Strategic
Plan and Balanced Scorecard. The Company also finalised the development of the optimal
organisational structure and job descriptions during the same period.

13 Zambia Credit Guarantee Scheme Limited | Annual Report
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7.0. STAFF COMPLEMENT
AND MOVEMENTS

In 2020, ZCGCS had a staff complement
of 12 on full time basis compared to 17
as at 31t December 2019. Additionally,
the Scheme had 8 members on
attachment from the Ministry of
Finance (MoF) and Public Service Micro
Finance Company (PSMF).

Zambia Credit Guarantee Scheme Limited | Annual Report
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APPENDIX 1: AUDITED FINANCIAL STATEMENTS

The Directors submit their annual report together with the audited annual financial statements for the
year ended 31 December 2020, which disclose the state of affairs and performance of Zambia Credit
Guarantee Scheme Limited (the “Company”).

Principal activities

The principal activity of the Company is to provide partial guarantees to lending institutions in order
to promote the growth and development of micro, small and medium enterprises (MSMEs) in Zambia
by facilitating their financing needs. There have been no significant changes in the Company’s business
during the year. No guarantees were issued in the period.

Share capital and beneficial ownership information

The authorised share capital of the Company stands at 22,000,000 ordinary shares of ZMW 1 each. The
issued and fully paid-up share capital remained at 22,000,000 ordinary shares of K1 each.

15 Zambia Credit Guarantee Scheme Limited | Annual Report
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REPORT OF THE DIRECTORS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2020

Annual Report & Financial Statements 2020

The Company shareholding and beneficial ownership is represented as follows:

Name of shareholder

Percentage of
shareholding

Beneficial owner(s)

Ministry of Finance

100%

Ministry of Finance

There were no changes in the beneficial ownership during the year.

Significant events during the year

There were no significant events during the year.

Results and dividend

The profit for the year of ZMW 2,749,755 was posted compared to (2019: Loss ZMW 11,603,381). The

Directors have not declared a dividend nor have any dividends been paid during the year.

Directors and remuneration

The Directors who held office during the year under review from the date of appointment are in the

underlisted tables 1 and 2.

Table 1: The Directors of the Company for the first three quarters of 2020.

Name Position Appointment | To
Chisha Mwanakatwe Chairperson 14/02/2018 4/11/2020
Ngenda Nyambe Vice Chairperson 14/02/2018 4/11/2020
Kola Adeleke Board Member 14/02/2018 4/11/2020
Francis Musonda Board Member/ CEO 14/02/2018 4/11/2020
Kayula Siame Board Member 14/02/2018 4/11/2020
Ireen Musonda Habasimbi Board Member 14/02/2018 4/11/2020
Table 2: The Directors of the Company for the last quarter of 2020
Name Position Appointment | To
Dr. Masautso E. Nyathando Chairperson 9/11/2020 31.12.2020
Mrs. Margaret Moonga Chikuba Vice Chairperson 9/11/2020 31.12.2020
Mt. Simangolwa Shakalima Board Member 9/11/2020 31.12.2020
Dr. Sabina Mubanga Luputa Board Member 9/11/2020 31.12.2020
Mrs. Bernadette Miyoba 9/11/2020 31.12.2020
Muzumbwe Katongo Board Member
Mr. Moto Ng’ambi Board Member 9/11/2020 31.12.2020
Mrs. Nkumbu N. Zyambo Board Member 9/11/2020 31.12.2020
Dr. Remmy Kampamba Board Member/ Ag CEO |9/11/2020 31.12.2020

During the year, the total Directors’ remuneration was ZMW 519,900: (2019: ZMW 598,915). This related

to services rendered by Executive Directors.

Zambia Credit Guarantee Scheme Limited | Annual Report IIG
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED
REPORT OF THE DIRECTORS
FOR THE YEAR ENDED 31 DECEMBER 2020

Interests register information

During the year, the Company employees and those charged with governance (Directors, Company
Secretary or Executive Officers of the Company) did not declare any interest in the Company’s
transactions and business.

The interests register, as required by the Companies Act, 2017 of Zambia, that should contain particulars
of the interests declared, is available for inspection at the Company’s registered office.

Average number of employees and remuneration

The total remuneration of employees during the year amounted to ZMW4,958,819 (2019: ZMW
10,459,887) and the average number of employees was less than 100.

The Company has policies and procedures to safeguard the occupational health, safety, and welfare of its
employees.

Gifts and donations

During the year, the Company did not make any gifts or donations to charitable organisations and events.

Research and development

The Company did not incur any costs on research and development during the year.

Property and equipment

The Company’s cost of property plant and equipment as at 31 December 2020 was ZMW 2,080,872
(2019: ZMW 3,021,541). In the opinion of the Directors, the carrying value of property, plant and
equipment is not less than their recoverable value.

17 Zambia Credit Guarantee Scheme Limited | Annual Report
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Company auditor and remuneration

The Auditors, Grant Thornton, have indicated their willingness to continue in office and a resolution for
their reappointment will be proposed at the next annual general meeting.

The Auditor’s remuneration for the year was ZMW 337,057 (2019: ZMW 266,545) exclusive of taxes.
This related to audit services rendered to the Company.

Signed on behalf of the Board of Directors:

Dr. Masautso E. Nyathando Dr. Sabina Mubanga Luputa

Board Chairman Board Audit Committee Chairperson

Zambia Credit Guarantee Scheme Limited | Annual Report 18
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Companies Act, 2017 of Zambia requires the Directors to prepare annual financial statements for
each financial year that give a true and fair view of the state of affairs of the Company as at the end

of the financial year and of its financial performance. It also requires the Directors to ensure that the
Company keeps proper accounting records that disclose, with reasonable accuracy, the financial position
of the Company. They are also responsible for safeguarding the assets of the Company. The Directors
are further required to ensure the Company adhere to the corporate governance principles or practices
contained in Part VII’s Sections 82 to 122 of the Companies Act, 2017 of Zambia.

The Directors accept responsibility for the annual financial statements, which have been prepared using
appropriate accounting policies supported by reasonable estimates, in conformity with International
Financial Reporting Standards and the requirements of the Companies Act, 2017 of Zambia.

The Directors further accept responsibility for the maintenance of accounting records that may be relied
upon in the preparation of annual financial statements, and for such internal controls as the directors
determine necessary to enable the preparation of annual financial statements that are free from material
misstatement whether due to fraud or error.

The Directors are of the opinion that the annual financial statements set out on pages 17 to 38 give a

true and fair view of the state of the financial affairs of the Company and of its financial performance in
accordance with International Financial Reporting Standards and the requirements of the Companies Act,
2017 of Zambia. The Directors further report that they have implemented and further adhered to the
corporate governance principles or practices contained in Part VII’s Sections 82 to 122 of the Companies
Act, 2017 of Zambia.

As set out in Note 2(a), the Company made a profit of ZMW 2,749,755 (2019 loss: ZWK 11,608,381).
The Directors continue to implement various business strategies to improve Company performance. The
Company’s ultimate parent, Ministry of Finance, has confirmed to the Company’s Directors that it will
continue to provide financial and operational support to the Company for at least twelve months from the
date of signing these annual financial statements.

Based on the confirmation and measures aimed at improving the Company’s performance and position,
the Directors believe that the Company will remain a going concern for at least twelve months from the
date of signing these annual financial statements.

Signed on behalf of the Board of Directors:

Dr. Masautso E. Nyathando Dr. Sabina Mubanga Luputa
Board Chairman Board Audit Committee Chairperson
Date:

9 Zambia Credit Guarantee Scheme Limited | Annual Report
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TO THE MEMBERS OF ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Zambia Credit Guarantee Scheme Limited, which comprise
the statement of financial position as at 31 December 2020, and the statement of comprehensive income,
the statement of changes in equity and the statement of cash flows for the year then ended, and the notes
to the financial statements, including a summary of significant accounting policies.

In our opinion, the Company’s financial statements give a true and fair view of the financial position of
the Company as at 31 December, 2020, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the Corporation in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants (IESBA), and we have fulfilled our other ethical responsibilities in accordance with IESBA
code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Emphasis of Matter Related to Going Concern

We draw attention to note 2 in the financial statements which indicates that the Company made a profit
before taxation of ZMW2,749,755 (2019: Loss of K11,608,381) and that the Company has negative
equity ZMW4,578,985 (2019: K7,328,740). Further, the Company’s current liabilities exceeded its current
assets by ZMW2,461,311 as at 31 December 2020. As stated in note 2, these events or conditions as set
forth indicated that a material uncertainty exists that may cast significant doubt on the Company’s ability
to continue as a going concern. Our opinion is not modified in respect of this matter.

Zambia Credit Guarantee Scheme Limited | Annual Report zo
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INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

Report on the Audit of the Financial Statements

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of these financial statements

in accordance with International Financial Reporting Standards and the requirement of the Zambia
Companies Act 2017 and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
errof.

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

Those charged with governance are responsible for overseeing the Company’s financial reporting process.
g g p g pany p gp

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatements, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level assurance, but is not a guarantee that

an audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain
professional skepticism throughout the audit. We also:

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

* Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
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INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

Auditor’s Responsibilities for the Audit of the Financial Statements (continued)

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

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

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

Report on other legal and regulatory requirements

The Companies Act, 2017 requires that in carrying out our audit, we consider and report to you on
whether:

* There is a relationship, interest or debt which we have, as the Company Auditors, with the
Company; and

* There are serious breaches of corporate governance principles or practices by the directors.

In respect of the foregoing requirements, we have no matter to report.

Chartered Accountants

Christopher Mulenga (AUD/F000178)

Name of Partner signing on behalf of the Firm

Lusaka

Date:
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QOISR

ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

STATEMENT OF PROFIT AND LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2020

2020 2019
Note K K

Revenue 11,405,346 7,899,950
Interest on investments and other Income 5 - 463,800

11,405,346 8,363,750
Expenditure
Administrative expenses 6 (8,655,591) (19,972,131)
Profit /(Loss) for the year before tax 2,749,755 (11,608,381)
Income tax 8 - (16,872)
Profit or (Loss) for the year 2,749,755 (11,625,253)
Other comprehensive income - = -
Total comprehensive profit/(loss) for the year 2,749,755 (11,625,253)

—+

The notes on pages 21 to 38 are an integral part of these annual financial statements.
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STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2020
2020 2019
Note
K K
Assets
Non-current assets
Property and equipment 9 2,080,872 3,021,541
2,080,872 _3,021,541
Current assets
Trade and other receivables 11 32,568 42,667
Cash and cash equivalents 12 1,800,521 654,222
1,833,089 696,889
Total Assets 3,913961 3,718,430
Equity and Liabilities
Equity
Share capital 13 22,000,000 22,000,000
Accumulated losses (26,595,857) (29,345,612)
(4,595.857) (7,345.612)
Non-current Liabilities 14 4,198,546 -
4,198,546 -
Current Liabilities
Trade and other payables 14 4,294,400 11,047,170
Taxation 8(b) 16,872 16,872
4,311,272 11,064,042
Total Liabilities 8,509,818 11,064,042
Total Equity and Liabilities 3,913,961 3,718,430

The notes on pages 21 to 38 are an integral part of these financial statements.

The financial statements on pages 17 to 38 were approved for issue by the Board of Directors on
......................... and signed on its behalf by:

Dr Masautso E. Nyathando Dr Sabina Mubanga Luputa

Board Chairman Board Audit Committee Chairperson
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2020

Accumulated

Share capital losses Total

K K K
At 1 January 2019 22,000,000 (17,720,359) 4,279,641
Transaction with owners of equity
Loss for the year - (11,625,253) (11,625,253)
Total comprehensive loss for the year - (11,625,253) (11,625,253)
Balance at 31 December 2019 22,000,000 (29,345,612) (7,345,612)
Transaction with owners of equity
Loss for the year - 2,749,755 2,749,755
Total comprehensive loss for the year - 2,749,755 2,749,755
Balance as at 31 December 2020 22,000,000 (26,595,857) (4,595,857)

The notes on pages 21 to 38 are an integral part of these annual financial statements.
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STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2020

Note

Cash flows from operating activities
Cash utilised in operations 15

Net cash utilised in operating activities

Cash flows from investing activities
Purchase of property and equipment 9

Net cash outflow from investing activities

Cash flows from financing activities
Grants received

Net cash inflow from financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year 12

The notes on pages 21 to 38 are an integral part of these annual financial statements.
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QOISR

ZAMBIA CREDIT GUARANTEE SCHEME LIMITED
NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020
1. General information

Zambia Credit Guarantee Scheme Limited was incorporated in Zambia under the Zambia Companies Act
as a limited liability Company, and is domiciled in Zambia. The address of its registered office is:

Plot 164 — 171

Corner of Bishop and Roan Road
Kabulonga

Lusaka, Zambia

The Company was incorporated on 13" September 2017 and began its operating activities on 1 January
2018.

For the Zambia Companies Act reporting purposes, the balance sheet is represented by the statement of
financial position and the profit and loss account or income statement by the statement of profit or loss
and other comprehensive income, in these annual financial statements.

2 Summary of significant accounting policies

The principal accounting policies adopted in the preparation of these annual financial statements are set
out below. These policies have been consistently applied to all years presented, unless otherwise stated.

(a) Basis of preparation

At the reporting date the Company recorded a profit before taxation of ZMW 2,749,755 (2020 — loss
ZMW19,972,131). The Company has negative equity of ZMW4,578,985 (2020: negative ZMW7,328,740).
The Company was in a net current liabilities position of ZMW2,461,311 (2020: ZMW10,350,281). The
Company meets its day to day working capital requirements through its own generation of funds and
through financial support from the parent Company.

The financial statements have been prepared on a going concern basis which assumes that the Company
will continue in operational existence for the foreseeable future.

The validity of this assumption depends on the Company being able to improve its profitability and on
the Company’s shareholders continuing their support by providing adequate working capital financing,

If the Company were unable to continue in operational existence for the foreseeable future, adjustments
would have to be made to reduce the statement of financial position values of assets to their recoverable
amounts, to provide for further liabilities that might arise and to reclassify property, plant and equipment
and long term liabilities as current assets and liabilities.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020
2 Summary of significant accounting policies (continued)

(a) Basis of preparation (continued)
Going concern

Whilst the directors are presently uncertain as to the outcome of the matters mentioned above, they
believe that it is appropriate for the financial statements to be prepared on a going concern basis.

The annual financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (IFRS) and interpretations issued by IFRS Interpretations Committee
applicable to companies reporting under IFRS. The annual financial statements comply with IFRS

as issued by the International Accounting Standards Board (“IASB”) and the requirements of the
Companies Act, 2017 of Zambia.

The annual financial statements have been prepared on a historical cost basis, unless otherwise stated

in the accounting policies below. The annual financial statements are presented in Zambian Kwacha
(“K”), rounded to the nearest thousand. In accordance with the Companies Act, 2017 of Zambia, the
annual financial statements for the period ended 31 December 2020 have been approved for issue by the
Directors.

The preparation of annual financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires Directors to exercise judgement in the process of applying
the Company’s accounting policies. Note 3 discloses the areas involving a higher degree of judgement or
complexity, or where assumptions and estimates are significant to the annual financial statements.

The Company made a profit of K2,749,753 in 2020 (2019; a loss of K11,603,381). In order to improve
the Company’s financial position, performance and to sustain the Company as a going concern in the
foreseeable future, the Directors continue to implement various business strategies. Furthermore, the
Company’s ultimate parent company, the Ministry of Finance and National Planning has confirmed

to the Company’s Directors that it will continue to provide financial support to the Company into the
foreseeable future.

Based on the confirmation and measures aimed at improving the Company’s performance, the Directors
believe that it is appropriate to prepare the Company’s annual financial statements on a going concern
basis, which assumes that the Company will continue to meet its obligations as they fall due for the next
twelve months from the date of these annual financial statements.
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QOISR

ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

2 Summary of significant accounting policies (continued)
(b) New and revised standards that are effective for annual periods beginning on or after 1
January 2020

Some accounting pronouncements which have become effective from 1 January 2020 and have therefore
been adopted do not have a significant impact on the Company’s statement of comprehensive income
and statement of financial position.

(o) Other Standards and amendments that are effective for the first time in 2020 and could be
applicable to the Company are:

* Definition of a Business (Amendments to IFRS3)

* Definition of Material (Amendments to IAS 1 and IAS 8)

* Interest Rate Benchmark Reform (Amendments to IFRS 9, IAS 39 AND IFRS 7)
* Amendments to References to the Conceptual Framework (Various Standards)

*  COVID-19 Rent Related Concessions (Amendments to IFRS 16)

These amendments do not have a significant impact on these financial statements and therefore the
disclosures have not been made.

For those leases previously classified as financial leases, the right-of-use asset and lease liability are
measured at the date of initial application at the same amounts as under IAS 17 immediately before the
date of initial application.

(d) Standards, amendments and Interpretations to existing Standards that are not yet effective
and have not been adopted early by the Company:

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

* IFRIC 23 Uncertainty over Income Tax Treatments

IFRS 9 Prepayment Features with Negative Compensation (Amendments to IFRS 9)

IAS 28 long-term Interests in Associates and Joint Ventures (Amendments to IAS 28)

Annual Improvements to IFRS 2015 — 2017 Cycle.

Plan Amendment, Curtailment or Settlement (Amendments to IAS 19).

These amendments do not have a significant impact on these financial statements and therefore the
disclosures have not been made.

Management anticipates that all relevant pronouncements will be adopted for the first period beginning
on or after the effective date of the pronouncement.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

2 Summary of significant accounting policies (continued)
(e) Foreign currency translation
(1) Functional and presentation currency

Items included in the annual financial statements of the Company are measured using the currency of
the primary economic environment in which the entity operates (‘the functional currency’). The annual
financial statements are presented in Zambian Kwacha (“K”) which is the Company’s functional currency.

(i1) Transactions and balances

Foreign currency transactions are translated into the functional currency of the Company using the
exchange rates prevailing at the dates of the transactions or valuation where items are re-measured.
Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies
are recognised in profit or loss.

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents are presented
in profit or loss within ‘finance income or finance cost’. All other foreign exchange gains and losses are
presented in profit or loss within other operating income or expenses

® Revenue from contracts with customers

IFRS 15 introduces a five-step model for recognising revenue to depict transfer of goods or services. The
model distinguishes between promises to a customer that are satisfied at a point in time and those that are
satisfied over time.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable, and represents amounts
receivable for goods supplied, stated net of value-added tax (VAT), rebates and discounts.

It is the Company’s policy to recognise revenue from a contract when it has been approved by both
parties, rights have been clearly identified, payment terms have been defined, the contract has commercial
substance, and collectability has been ascertained as probable. Collectability of customer’s payments

is ascertained based on the customer’s historical records, guarantees provided, the customer’s industry
and advance payments made if any revenue is recognised when service is rendered by reference to the
completion of the specific transaction assessed based on the actual service provided.

In the current year, the Company’s revenue consists solely of interest earned on bank accounts and other
fees and commissions. The Company did not issue any Guarantees in the period.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED
NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020
2 Summary of significant accounting policies (continued)
(8) Employee benefits
Retirement benefit obligations

The Company operates defined contribution retirement benefit schemes for its employees. The Company
and all its employees also contribute to the National Pension Scheme Fund (NAPSA), which is a defined
contribution scheme.

A defined contribution plan is a pension plan under which the Company pays fixed contributions into a

separate entity. The Company has no legal or constructive obligations to pay further contributions if the
fund does not hold sufficient assets to pay all employees the benefits relating to employee service in the

current and prior periods.

The assets of all schemes are held in separate trustee administered funds, which are funded by
contributions from both the Company and employees.

The Company’s contributions to the defined contribution schemes are charged to profit or loss in the year
in which they fall due.

(h) Income tax

The income tax expense for the period comprises current and deferred income tax. Tax is recognised
in profit or loss, except to the extent that it relates to items recognised in other comprehensive income
or directly in equity. In this case, the tax is also recognised in other comprehensive income or directly in
equity respectively.

Current income tax

The current income tax charge is calculated on the basis of the tax enacted or substantively enacted at the
reporting date. The Directors periodically evaluate positions taken in tax returns with respect to situations
in which applicable tax regulation is subject to interpretation. They establish provisions where appropriate
on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax

Deferred income tax is recognised, using the liability/balance sheet method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying values in the annual financial
statements. However, the deferred tax liabilities are not recognised if they arise from the initial
recognition of goodwill; deferred income tax is not accounted for if it arises from initial recognition of
an asset or liability in a transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profit or loss. Deferred income tax is determined using tax rates
and laws that have been enacted or substantively enacted at the reporting date and are expected to apply
when the related deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future taxable profits
will be available against which the temporary differences can be utilised.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income tax assets and liabilities
relate to income taxes levied by the same taxation authority on either the same taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

'I Zambia Credit Guarantee Scheme Limited | Annual Report




Annual Report & Financial Statements 2020

ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

2 Summary of significant accounting policies (continued)
(i)  Property and equipment

All categories of property and equipment are initially recorded at cost and are subsequently measured
at historical cost less accumulated depreciation and any accumulated impairment losses. Historical cost
includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Company and the cost of the item can be measured reliably. All other repairs and maintenance costs
are charged to profit or loss during the financial period in which they are incurred.

Depreciation is calculated using the straight-line method to allocate their cost less their residual values
over their estimated useful lives, as follows:

Machinery & equipment 5 years
IT equipment 3 years
Transportation equipment 4 years
Motor vehicles 4 years
Other equipment 3 — 10 years

The asset’s residual values and useful lives of the assets are reviewed, and adjusted if appropriate, at the
end of each reporting period.

Property and equipment are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the
amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount
is the higher of an asset’s fair value less costs to sell, and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows
(cash-generating units).

Gains and losses on disposal of property and equipment are determined by comparing the proceeds to
their carrying amount and are included in profit or loss.

Q) Trade receivables

Trade receivables are amounts due from customers for goods sold in the ordinary course of business. If
collection is expected in one year or less (or in the normal operating cycle of the business if longer), they
are classified as current assets. If not, they are presented as non-current assets.

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method less provision for impairment.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

2 Summary of significant accounting policies (continued)

k) Cash and cash equivalents

In the statement of cash flows, cash and cash equivalents include cash in hand and deposits held at call
with banks.

O Trade and other payables

Trade and other payables represent liabilities for goods and services provided to the Company prior to the
end of financial year which are unpaid.

Trade and other payables are presented as current liabilities unless payment is not due within 12 months
after the reporting period. They are recognised initially at their fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment.

(m)  Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost using the effective interest method; any differences between
proceeds (net of transaction costs) and the redemption value are recognised in profit or loss over the
period of the borrowings using the effective interest method.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to the
extent that it is probable that some or all of the facility will be drawn down. In this case, the fee is
deferred until the draw-down occurs. To the extent there is no evidence that it is probable that some or
all of the facility will be drawn down, the fee is capitalised as a pre-payment for liquidity services and
amortised over the period of the facility to which it relates.

Borrowings are classified as current liabilities unless the Company has an unconditional right to defer
settlement of the liability for at least 12 months after the end of reporting period

(n) Borrowing costs

General and specific borrowing costs directly attributable to the acquisition, construction or production
of qualifying assets, which are assets that necessarily take a substantial period of time to get ready

for their intended use or sale, are added to the cost of those assets, until such time as the assets are
substantially ready for their intended use or sale. All other borrowing costs are recognised in profit or loss
in the period in which they are incurred.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020
2 Summary of significant accounting policies (continued)

(o) Financial instruments

Classification and measurement

Financial assets

It is the Company’s policy to initially recognise financial assets at fair value plus transaction costs, except
in the case of financial assets recorded at fair value through profit or loss which are expensed in profit or
loss.

Classification and subsequent measurement is dependent on the Company’s business model for managing
the asset and the cash flow characteristics of the asset. On this basis, the Company may classify its
financial instruments at amortised cost, fair value through profit or loss and at fair value through other
comprehensive income.

All the Company’s financial assets as at 31 December 2020 satisfy the conditions for classification at
amortised cost under IFRS 9.

The Company’s financial assets include trade receivables, intercompany receivables, other receivables and
cash and cash equivalents.

Financial liabilitres

Financial liabilities of the Company are initially measured at fair value and subsequently measured at
amortised cost net of directly attributable transaction costs.

i) Financial assets

Impairment of financial assets

Recognition of impairment provisions under IFRS 9 is based on the expected credit loss (ECL) model.
The ECL model is applicable to financial assets classified at amortised cost. The measurement of ECL
reflects an unbiased and probability-weighted amount that is determined by evaluating reasonable and
supportable information that is available without undue cost or effort at the reporting date, about past
events, current conditions and forecasts of future economic conditions.

The Company applies the simplified approach to determine impairment of receivables. The simplified
approach requires expected lifetime losses to be recognised from initial recognition of the receivables.
This involves determining the expected loss rates which is then applied to the gross carrying amount of
the receivable to arrive at the loss allowance for the period.

Loss allowances for financial assets measured at amortised cost are deducted from the gross carrying
amount of the related financial assets and the amount of the loss is recognised in profit or loss.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

2 Summary of significant accounting policies (continued)

(o) Financial instruments (continued)

Derecognition

Financial assets

The Company derecognises a financial asset when the contractual rights to the cash flows from the
financial asset expire or when it transfers the financial asset and the transfer qualifies for derecognition.

Financial liabilitres

The Company derecognises a financial liability when it is extinguished i.e. when the obligation specified
in the contract is discharged or cancelled or expires. When an existing financial liability is replaced by
another from the same lender on substantially different terms, or the terms of an existing liability are
substantially modified, such an exchange or modification is treated as a derecognition of the original
liability and the recognition of a new liability. The difference in the respective carrying amounts is
recognised immediately in the statement of profit or loss.

(p) Share capital

Ordinary shares are classified as ‘share capital” in equity. Incremental costs directly attributable to the issue
of new ordinary shares are shown in equity as a deduction from share premium. Where such ordinary
shares are subsequently reissued, any consideration received, net of any directly attributable incremental
transaction costs and the related income tax effects, is included in equity attributable to the Company’s

holders.

Q) Impairment of non-financial assets

Non-financial assets are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by
which the carrying amount of the asset exceeds its recoverable which is the higher of an asset’s fair value
less costs to sell and its value in use. For the purposes of assessing impairment, assets are grouped at the
lowest levels for which there are separately identifiable cash flows (cash-generating units — “CGU”).

Non-financial assets, other than goodwill, that suffered impairment are reviewed for possible reversal

of the impairment at each reporting date. Where an impairment loss subsequently reverses, the carrying
amount of the asset or CGU is increased to its revised of its recoverable amount, but the increased
carrying amount should not exceed the carrying amount that would have been determined, had no
impairment loss occurred in prior years. An impairment loss reversal is recognised as income immediately
in the income statement.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED

NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

3 Critical accounting estimates and judgments
Estimation uncertainty

Information about estimates and assumptions that may have the most significant effect on recognition
and measurement of assets, liabilities, income and expenses is provided below. Actual results may be
substantially different.

Useful lives of depreciable assets

Management reviews its estimate of the useful lives of depreciable assets at each reporting date, based on
the expected utility of the assets. Uncertainties in these estimates relate to technological obsolescence that
may change the utility of certain software and I'T equipment.

Inventories

Management estimates the net realisable values of inventories, taking into account the most reliable
evidence available at each reporting date. The future realisation of these inventories may be affected by
future technology or other market-driven changes that may reduce future selling prices.

Fair value measurement

Management uses valuation techniques to determine the fair value of financial instruments (where
active market quotes are not available) and non-financial assets. This involves developing estimates and
assumptions consistent with how market participants would price the instrument.

Management bases its assumptions on observable data as far as possible but this is not always available. In
that case, management uses the best information available. Estimated fair values may vary from the actual
prices that would be achieved in an arm’s length transaction at the reporting date.

Recoverability of deferred income tax asset

Critical estimates are made by the Directors in determining the recoverability of the deferred tax asset
recognised. This involves estimating the amount of future taxable profits against which the deferred tax
asset can be realised. The Directors are of the view that the Company will be able to generate sufficient
taxable profits and therefore a potential deferred income tax asset of ZMW 22,000,930 has been
recognised.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED
NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020
4 Financial risk management

The Company’s activities expose it to a variety of financial risks: market risk (including foreign exchange
risk and interest rate risk), credit risk and liquidity risk. The Company’s overall risk management
programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse
effects on its financial performance. The Company does not hedge any of its risk exposures.

Financial risk management is carried out by the finance department under policies approved by the Board
of Directors.

(a) Market risk

The Company is not exposed to any significant foreign exchange or interest rate risk.
(b) Credit risk

Credit risk arises from cash and cash equivalents and deposits with banks and financial institutions as well
as credit exposures to customers, including outstanding receivables and committed transactions. Credit
risk is the risk that a counterparty will default on its contractual obligations resulting in financial loss to
the Company.

For banks and financial institutions, only reputable well-established financial institutions are accepted.
For trade receivables, the credit controller assesses the credit quality of the customer, taking into account
its financial position, past experience and other factors. The Company does not grade the credit quality
of receivables. Individual risk limits are set in accordance with limits set by the Board. The utilisation of
credit limits is regularly monitored.

No collateral is held for any of the above assets. All receivables that are neither past due nor impaired are
within their approved credit limits, and no receivables have had their terms renegotiated.

All receivables that are neither past due nor impaired are within their approved credit limits, and no
receivables have had their terms renegotiated. The Company does not use external credit ratings for
the purposes of assessing credit quality. The credit quality of financial assets that are neither past due
nor impaired is assessed by reference to historical information about counterparty default rates and by
reference to expected future information.

The Company’s maximum exposure to credit risk is as follows:

2020 2019

K K
Other receivables 32, 568 42,667
Cash and cash equivalent 1, 800,521 654,222

1,833089  _696,889
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

4 Financial risk management
(b) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
Prudent liquidity risk management includes maintaining sufficient cash balances, and the availability of
funding from an adequate amount of committed credit facilities.

The table below analyses the Company’s financial liabilities into relevant maturity groupings based on
the remaining period at the end of the reporting period to the contractual maturity dates. The amounts
disclosed in the table are the contractual undiscounted cash flows. Balances due within 12 months equal
their carrying balances as the impact of discounting is not significant.

Between

Less than 1 1 and 2 Between 2

year years and 5 years | Total
At 31 December 2019: K K K K
Trade and other payables (excludin
statutory habilitiei)y ( ¢ 3,520, 981 489,556 ) 4,010,537
Total financial liabilities 3,520, 981 489,556 - 4,010,537
At 31 December 2020:
Trade and'otl.l‘er. payables (excluding i 5159212
statutory liabilities) 2,978,500 2,180,712 T
Total financial liabilities 2,978,500 2,180,712 |- 5,159,212

(b) Capital management

The Company’s objectives when managing capital are to safeguard its ability to continue as a going
concern in order to provide returns for shareholders and to maintain an optimal capital structure to

reduce the cost of capital. In order to maintain or adjust the capital structure, the Company may adjust

the number of dividends paid to shareholders, issue new capital or sell assets to reduce debt.

(c) Financial instruments by category

2020 2019
K K
Financial assets at amortised cost
Trade and other receivables (excluding non-financial assets) Note 11 32, 568 42, 667
Cash and cash equivalents (Note 12) 1, 800,521 654,222
1,833,089 (96, 889
Trade and other payables (excluding statutory obligations) 5159212 4,010,537
5159212 4,010,537
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

5 Other income
2020 2019
K K
Interest Income - 48,206
UNECA - 171,427
Recoveries/ reduction in provision - -
Magosha ERP Funds - 244167
_— 463,800
6 Expenses by nature

The following expenses have been charged in arriving at the profit before income tax:

2020 2019

K K
Depreciation on property and equipment (Note 9) 945,827 1,039,079
Advertising and exhibition expenses 45,168 273,339
Employee benefits expense (Note 7) 4.958,819 10,459,887
Consultancy 310,865 27,534
Auditor’s remuneration and audit expense 395,255 266,545
Transport and travel 23,090 199,756
Procurement expenses - 113, 039
Withholding tax (WHT) expense 28,525 12,601
Recruitment, workshops and staff training 228,399 1,092,672
Other expenses 1,719,643 6,487,679

8,655,591 19.972,131

7 Employee benefits expense

The following are included within the employee benefits expense:

2020 2019
K K
Salaries and wages 4,293,753 5,425,167
Allowances - 207,284
Gratuity and leave pay 217,812 4,645,514
Retirement benefits costs:
- Defined contribution scheme - 36,734
- National Pension Scheme Authority 417,817 132,982
Other staff expenses 29437 12206
4,958,819 10, 459, 887
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8 Income tax

(a) Tax computation

2020 2019

K K
Current income tax expense = 16,872

(b) Tax liability

At the start of the year 16,872 -
Tax charge for the year - 16,872
Tax paid during the year - -
Tax at the end of the year 16,872 16,872

(c) Reconciliation of tax charge

The income tax expense on the Company’s profit before income tax differs from the theoretical amount
that would arise using the statutory income tax rate as follows:

2020 2019

Profit/(loss) before income tax 2,749,755 (11,608,381)
Tax calculated at the statutory income tax rate of 35% | 962 414 (4, 062,933)
Income taxed separately _ 16,872
Disallowed expenses 411,903 2,652,637
Tax effects of temporary differences (4,389,534) (3,319,463)
Loss brought forward (10,270,752) (5,540,993)
Loss carried forward 13,285,969 10,270,752

- 16,872

Tax losses

Tax losses are available for carrying forward for a maximum period of five years. The Company had tax

losses as below:

Tax loss Loss b/f Cumulative

Accounting date Expiry date
K K K

2018 15,831,408 - 15,831,408 2023

2019 13,513,597 15,831,408 29,345,005 2024

2020 8,614,905 29,345,005 37,959,910 2025
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9. Property, Plant and equipment
Computer Office
Motor Equip. & Furniture &
Details Vehicles Software Equipment Total
K K K K

Year ended 31 December 2019

Opening net book value 2,641,761 362,670 1,056,189 4,060,620
Additions - - - -
Depreciation charge (704,470) |(216,861) (117,748) (1,039,079)
Closing net book value 1,937,291 145,809 938,441 3,021,541
At 1 January, 2020

Cost 2,817,878 | 534,292 1,129,546 4,481,716
Accumulated depreciation 880,587 388,483 191,105 1,460,175
Net Book Value 1,937,291 145,809 938,441 3,021,541
Year ended 31st December
2020

Opening net book value 1,937,291 145,809 938,441 3,021,541
Additions/ adjustments - 17,303 12,145 5,158
Depreciation charge (704,469) | _(130,490) (110,868) (945,827)
Closing net book value 1,232,822 32,622 815,428 2,080,872
Cost 2,817,878 391,470 1,108,680 4,318,028
Accumulated depreciation (1,585,057) | (358,847) (293,252) (2,237,156)
Net Book Value 1,232,821 32,623 815,428 2,080,872

The register showing the details of the property, plant and equipment, as required by Section 30 of the
Zambia Companies Act, 2017 of Zambia is available during business hours at the registered office of the
company.
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NOTES TO THE FINANCIAL STATEMENTS - 31 DECEMBER 2020

10 Deferred income tax not recognised
2020 2019
K K
Deferred tax asset (13,358,498) (10,389,663)

Deferred income tax asset and deferred income tax charge/(credit) to profit or loss is attributable to the
following items:

Movement not

At start of year recognised At end of year
K K K

Year ended 31 December 2020

Deferred income tax liabilities

Property and equipment (118,911) 46,382 (72,529)
(118,911) 46,382 (72,529)

Deferred income tax assets:

Provisions - - -

Tax losses (10,270,752) (3,015.217) (13,285,969)
(10,270,752) (3,015,217) (13,285,969)

Potential deferred tax asset not

recognised (10,389.663) (2,968.835) (13,358,498)

Movement not

At start of year recognised At end of year

Year ended 31 December 2019 K K K
Deferred income tax liabilities
Property and equipment 2447767 (363,678) (118,911)
Deferred income tax assets:
Provisions (905,899) 905,899 -
Tax losses (5,540,991) (4,729.761) (10,270,752)

6,446,890 3,823 862 10,270,752
Potential deferred tax asset not 6202123 4187 540 10.389 663

recognised

No deferred tax asset was recognized as at the year ended 31* December 2019 (31 December 2018: Nil)
as the Directors of the Company did not believe that the company would be able to generate sufficient
future profits to utilise the tax losses carried forward.
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ZAMBIA CREDIT GUARANTEE SCHEME LIMITED
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11 Trade and other receivables
2020 2019
K K
Staff advances 32,568 42 667
32,568 42,667
12 Cash at bank and in hand
2020 2019
Cash at bank and in hand 1,800,521 654,222
13 Share capital
Ordinary
Number of shares shares
Year ended 31 December 2019
At start and end of year 22,000,000 22,000,000
Issue of shares - B
At end of year 22,000,000 22,000,000
Year ended 31 December 2020
At start of year 22,000,000 22,000,000
Issue of shares - _ -
At end of year 22,000,000 22,000,000

The company had authorised share capital of 22,000,000. The authorised share capital of the Company
at 31 December 2020 and 31 December 2019 was 22,000,000, comprising ordinary shares of K1 each. All
shares are issued and fully paid.

14 Trade and other payables

2020 2019

K K
Gratuity and leave provision 2,173,042 7,036,633
Other payables — statutory obligations 3,333,737 1,969,864
Other payables - accrued expenses and provisions 2,986,167 2,040,672

8,492.946 11047169

The carrying amount of the trade and other payables approximate to their fair values.
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15 Cash generated from operations

2020 2019

K K
Loss before tax 2,749,755 (11,608,381)
Adjustments:
Depreciation on property and equipment (Note 9) 945,827 1,039, 079
Grant (11,405,340) (7,899,950)
Changes in working capital:
Trade and other receivables 10,099 366,880
Trade and other payables (2,554,224) 7,540,026
Cash utilised in operations 10,253,889 10,562,346

16 Related party transactions

The Company’s immediate and ultimate parent is Ministry of Finance and National Planning,

The following were the transactions carried out and balances held with related parties:

i) Issue of shares
2020 2019
K K
Ministry of Finance - -
i) Directors fees
2020 2019
K K
Retainer fees 167,250 277,100
Sitting allowances 352,654 321,815
519,904 598,915
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