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1. PURPOSE 

  

The purpose of this document is to align the Bank with the Financial Institutions Act (FIA) 

Regulations which require that a Bank shall disclose in its annual financial statements 

and other disclosures to key stakeholders, reliable, relevant and timely qualitative and 

quantitative information that enables users of that information, amongst other things, 

to make an accurate assessment of the Bank’s financial condition, including its capital 

adequacy position, financial performance, business activities, risk profile and risk 

management practices.



 

 

 

2. FINANCIAL REPORT 

 
2.1 Financial Performance 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The Bank continues to post solid topline growth, thanks to increasing assets and liabilities. The past year saw significant 

investment in technological capabilities to better serve clients and support trade.  The ongoing expansion of the 

distribution network, be it physical or digital, increased client access to the much-needed financial services and created 

meaningful employment opportunities. 

In the reporting period, the Bank injected into the economy over One (1) Billion in the form of private sector credit 

extension, resulting in 80% of deposits lent out. Resultantly, the loan book grew by over 30%, bearing testimony to the 

Bank’s mission to drive business growth and uplift lives. Equally, deposit growth of over 20% reflects the trust the 

Nation has in the Bank to safeguard and grow savings. The Bank’s commitment to agriculture is evidenced by the 

dedicated fund meant to support Five (500) Hundred Million equipment finance. 

 
 
 
 
 
 
 
 
 
 
 
 
 

2025 2024 Restated

M'000 M'000

Interest revenue  298 283  300 938 

Fee and commission income  92 672  74 651 

Other Income  34 644  8 362 

Total revenue  425 599  383 950 

Credit impairments ( 31 895) ( 37 422)

Other expenses ( 379 281) ( 302 284)

Operating Profit  14 422  44 244 

Dividends received -                         -                           

Profit or loss before financing and income tax  14 422  44 244 

Finance costs (  860) (  457)

Profit before income tax  13 562  43 787 

Income Tax  4 480 ( 2 714)

Profit for the year  18 043  41 073 

Other Comprehensive Income items that will not be 

reclassified to profit or loss

Fair value adjustment and foreign currency exchange 

Gain/Loss on investment in equity at FVOCI ( 1 382) ( 51 256)

Income Tax 971                         6 345 

Other Comprehensive Income for the year net of income 

tax (  411) ( 44 911)

Total Comprehensive Income for the year  17 632 ( 3 838)

Statement of Profit or Loss and Other Comprehensive 

Income for the year ended 31 December 2025



 

 

 

 
2.2 Financial Position 

 

The Bank maintained its financial position at M2.8 billion and its total equity reflected M480 million 

versus M466 million, registered in the prior year, 2024. As at the same period, the deposit liabilities stood 

at M2.3 billion versus M1.9 billion in 2024, an upsurge of 21% year-on-year. Loans and advances were 

M1.7 billion as opposed to M1.4 billion registered in 2024, which was a hike of 31%.  

 

2.3 Cross-border markets analysis  

 

Description 2025 2024 Variance 

Value of cross-border remittances inward flows (in 
maloti)  16 743 013  56 957 981  (40 214 968) 

Value of cross-border remittances outflows (in 
maloti)    58 945 746     28 978 181      29 967 565  

Number of cross-border inward remittances 
recipients  

                     
277  

                     
142  

                       
135  

Number of cross-border outward remittances 
senders 

                     
757  

                     
160  

                       
597  

 

Overall, the analysis indicates a notable increase in both the value and volume of cross‑border remittance 

outflows between 2024 and 2025, reflecting heightened international transaction activity. While inward 

flows declined, the significant rise in outward remittances and the corresponding growth in the number 

of remittance participants underscore expanding customer engagement in cross‑border payment 

services. 

 

Statement of Financial Position as at 31 December 2025 2025
Restated 

2024

Assets M'000 M'000

Cash and Cash equivalents  617 181  712 871 

Investments in Government securities  204 298  180 602 

Loans and Advances 1 744 393 1 318 175 

Property and Equipment  83 897  58 094 

Other Assets  175 016  174 094 

Total Assets 2 824 785 2 443 836 

Equity and Liabilities

Equity

Share Capital  37 000  37 000 

Reserves  30 314  11 934 

Retained Income  412 314  417 557 

Total Equity  479 628  466 491 

Liabilities

Deposits 2 257 550 1 877 023 

Other Liabilities  87 607  100 323 

Total Liabilities 2 345 157 1 977 346 

Total Equity and Liabilities 2 824 785 2 443 836 



 

 

 

 

2.4 Client transactions analysis  

 

Total deposits increased from M1.9 billion in 2024 to M2.3 billion in 2025, representing a growth of 31%. 
This expansion was largely driven by the strong performance of term deposit products, supported by 
competitive interest rates and a flexible product offering that continued to appeal to customers seeking 
longer‑term savings options. 
 
2.5 Key Financial Structure and YOY Analysis 

o Assets: The Bank’s total assets were M2.8 billion as of 31 December 2025, being high in the prior 

year. However, loan advances increased by 21% from M1.3 billion in 2024 to M1.7 billion in 2025. 

o Liabilities: Deposit liabilities increased by 31%, rising from M1.9 billion in 2024 to M2.3 billion in 

2025. This growth was largely driven by the continued uptake of term deposit products, 

supported by competitively priced offerings and a flexible product suite that remained attractive 

to customers. 

2.6 Shareholders' Equity Analysis 
 
 



 

 

 

 
Ordinary shares are recognised at par value and classified as 'share capital' in equity. Any amounts 
received from the issue of shares more than par value is classified as 'share premium' in equity. 
 
Statutory reserve represents a portion of the Bank’s profit that must be retained in accordance with the 
requirements of the Financial Institutions Act. This reserve is legally mandated to ensure the Bank 
maintains adequate capital buffers and financial stability. 
 
 Investment in Equity at FVOCI refers to the Bank’s investment in equity for strategic purposes. 
 
Retained income represents the profits earned by the Bank to date, net of any dividends distributed to 
investors, and is adjusted for all transactions affecting revenue or expenses. 
 
During the period, the Bank recognised the credit risk reserve for the first time, resulting in an increase of 
M18 million in accordance with Section 18(5), (6), and (7) of the Financial Institutions (Banks) (Asset 
Classification) Regulations, Legal Notice No. 47 of 2016. This initial recognition was required because the 
Expected Credit Loss (ECL) calculated under IFRS 9 amounted to M56 million, which fell below the 
regulatory minimum threshold of M74 million. 

3. AUDITORS’ STATEMENT 

        3.1 Refer to APPENDIX 1  

4. ECONOMIC OUTLOOK 

 

4.1 Global Economy 
The International Monetary Fund (IMF) projected global economic growth of 3.3% in both 2025 & 
2026, slightly below the long-term (2000 – 2019) average of 3.7%. Recently, projections showed a further 
decline in the Global GDP growth to 3.2% in 2027. The global economic growth is expected to be anchored 
by impact of technological investment and AI driven productivity gains on advanced economies amid trade 
tensions. Global growth patterns are expected to remain uneven across major economies.  
Global inflation eased to 4.2% in 2025, however the upside risk remains elevated with policy uncertainty 
and geopolitical tensions, fiscal sustainability, and financial stability pressures. The US tariff regime left the 
world economic growth with a lot of uncertainty posing global inflation risk and volatility in the currency 
markets.  
 

4.2 SA Economy  
The economic growth in SA remained subdued in 2025 but improved steadily. Inflation rate is expected to 
be around 3.8% in 2026 slightly higher than the adopted inflation target of 3%. The inflation rate is 
expected to be well contained presenting SARB with further room to cut interest rates. However, global 
uncertainty causes delays in the easing cycle as caution is necessary.  
 

4.3 Domestic Economic Growth   
Lesotho economic growth is projected to register growth of 0.9% in 2026 and recover to 1.4% in 2027. The 
economic growth in 2025 declined to 1.1% from 2.4% in 2024 with signs of further deterioration in 2026 
before recovering in 2027. The overall outlook remains mixed and somewhat fragile, mainly due to several 
downside risks including the introduction of the US tariffs regime, withdrawal of MCC Compact II, and cuts 
in health sector aid.   
The inflation rate is stable around 4.5% in 2025, which helps to protect household purchasing 
and supports financial stability. However, the inflation rate outlook is expected to be in an upward 
trajectory and average 5.0% in 2026 and increase further in 2027 to 5.1%. The interest rates are expected 
to continue the downward trend in 2025, and additional cuts are expected in 2026.  



 

 

 

5. MILESTONES 

The Bank operates under a “triple bottom line” strategy that prioritizes sustainability, social mandate, 

and corporate social responsibility. 

 

Several key ongoing projects have been active throughout 2025, including the following: 

Milestone Description Strategic Impact 

EMV Implementation 
Deployment of Europay, 
Mastercard, and Visa 
technology 

Enhances payment security, reduces fraud risk, 
and increases transaction volumes. 

ISO 20022 Migration 
Upgrade to international 
payment messaging standards 

Improves data interoperability and transaction 
processing speed. 

National Switch System 
Establishment of a centralized 
payment processing system 

Reduces transaction costs and supports 
financial inclusion. 

New Branches Opening 
Establishing new branches in 
Mokhotlong and Mohale’s Hoek 

Expanding the Bank’s presence. 

Self-Onboarding 
Platform 

Launch of a digital self-
onboarding system 

Lowers operational costs and enhances 
customer convenience through remote 
account access. 

 

6. GOVERNANCE AND OWNERSHIP  

• 100% Government of Lesotho ownership. 

• Appointment of a new Managing Director, Mr. Mokhachane Mopeli. 

• Streamlined Board and EXCO committees to enhance decision-making efficiency. 



 

 

 

6.1.1 Governance Structure 

 

 

The apex of the corporate structure is the Board of Directors which is responsible for the overall control and management of the Bank. As per the 

provisions of the Companies Act of 2011, Basel II.5 Guidelines on Corporate Governance, Mohlomi Code of Good Governance and the King IV 

principles, the Board resuscitated the Sub Committees in 2024 and further resolved in 2025, to revise and downsize the number of the Sub 

Committees to strengthen governance effectiveness. The resolution was driven by the need to enhance the quality of oversight and improve 

decision making efficiency.   

The Sub Committees were revised as follows: 

i. Risk Management Committee: 

ii. Remunerations and Nominations Committee: 

iii. Operations and Sustainability Committee: 

iv. Audit Committee. 

 

      

 

 

 

 

BOARD OF 
DIRECTORS

Risk Management 
Committee

(RMCO)

Remunerations and 
Nominations 
Committee

(REMNCO)

Operations and 
Sustainabilty 
Committee

(OPSUCO)

Audit  Committee 
(ACO)



 

 

 

   6.1.2 Board Committees 

 

COMMITTEE GOVERNANCE 

LEVEL  

MAIN ROLE 

Board of Directors Board of 

Directors 

The Board of Directors is the principal decision-making organ of the Bank with plenary powers which are 

subject to the Articles of Incorporation and legislation.  

Risk Management 

Committee 

Board Sub-

Committee 

The Risk Management Committee oversees the identification, evaluation, and mitigation of risks that 

could impact the achievement of strategic objectives, operational efficiency, legal compliance, and 

reputational integrity of the Bank. 

Remunerations and 

Nominations Committee 

Board Sub-

Committee 

The Remunerations and Nominations Committee supports the Board’s oversight of the Bank’s 

governance practices, particularly in relation to executive remuneration, board composition, succession 

planning, and nomination processes.  

Operations and 

Sustainability Committee 

Board Sub-

Committee 

The Operations and Sustainability Committee provides strategic oversight and guidance on the Bank’s 

operational effectiveness, sustainability initiatives, and implementation of strategic priorities.  

 

Audit Committee Board Sub-

Committee 

The Audit Committee monitors that the Management of the Bank creates and maintains an effective 

internal control, risk management and compliance environment and that the Management 

demonstrates and stimulates the necessary respect for these disciplines and structure. 

 

 

 

 

 

 

 

 

 



 

 

 

 

 6.2 EXCO Composition is as per the diagram below: 

 

 

  6.2.1 The Bank’s Organogram   
 

The Bank’s organisational structure reflects a robust and well‑coordinated governance and management framework designed to enhance strategic 

leadership, strengthen accountability, and ensure operational effectiveness across all functional areas. Within this framework, the Chief Risk Officer (CRO) 

has overarching responsibility for the Bank’s risk management function, providing strategic oversight and ensuring the effective identification, assessment, 

monitoring, and mitigation of risks across the institution. 

The CRO is supported by a clearly defined team structure, which includes the Enterprise Risk Manager, the Operational Risk Manager, and the Business 

Continuity Specialist. 

 

o The Enterprise Risk Manager oversees the development and implementation of the Bank’s enterprise‑wide risk management framework, ensuring 

that strategic and emerging risks are adequately managed. 

o The Operational Risk Manager is responsible for monitoring operational risk exposures, coordinating incident reporting, and ensuring the 

implementation of risk controls across all business units. 

o The Business Continuity Specialist ensures the Bank’s resilience by maintaining and updating business continuity plans and coordinating disaster 

recovery initiatives. 

 

MANAGING 
DIRECTOR 

CHIEF 
OPERATIONS

OFFICER

CHIEF SALES 

OFFICER
CHIEF CREDIT 

OFFICER 
CHIEF FINANCIAL

OFFICER 

CHIEF 
WHOLESALE 
BANKING 
OFFICER 

CHIEF DIGITAL 
BANKING 
OFFICER

CHIEF PEOPLE 
AND CULTURE 

OFFICER



 

 

 

This organisational design strengthens the Bank’s risk management capabilities, enhances operational resilience, and ensures 

compliance with regulatory and governance standards. It also promotes clear reporting lines, informed decision‑making, and alignment with the Bank’s 

strategic objectives. Together, these specialised functions operate cohesively to support the Bank’s mandate and sustain long‑term organisational 

performance. 

 

6.3 Risk Governance & Function (channels to communicate, decline and enforce risk culture within the Bank) 
 

6.3.1 Communication of Risk Culture  

The Bank deploys formal and informal communication channels, including documented frameworks, policies, Managing Director's tone messaging, annual risk 

training, and internal reporting, to embed a strong risk culture. Employees are encouraged to escalate risk issues promptly through established incident 

reporting proceses and whistleblowing channels.  

 

6.3.2 Declining and Enforcing Risk Culture  

Risk disciplines are enforced through defined risk appetite limits, delegated authorities, approval authorities, compliance reviews, and control mechanisms that 

decline unacceptable and excessive risk taking. Performance evaluation, remuneration strategy, monitoring systems, and disciplinary protocols ensure 

accountability and adherence to the Bank’s risk culture.
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7. CORPORATE STRATEGY OVERVIEW 

7.1 Business Model and Alignment With Risk Profile and Tolerance 
 
The Bank operates as a retail banking institution with a core mandate to serve the unbanked and 
underbanked economically active population in both urban and rural areas. The Bank’s business model 
is centered on delivering sustainable financial services to lower-income retail customers and Small, 
Medium, and Micro Enterprises (SMMEs), reflecting a targeted approach toward financial inclusion. 
 
This business model inherently shapes the Bank’s overall risk profile, which is characterized by exposure 
to credit, operational, and liquidity risks commonly associated with serving vulnerable segments. The 
Bank’s risk appetite, as approved by the Board, aligns with this profile by incorporating risk tolerance 
thresholds that accommodate higher inclusivity objectives while maintaining prudent safeguards. This 
includes tailored risk mitigation strategies and monitoring frameworks designed to ensure that the 
pursuit of developmental goals remains within the boundaries of acceptable risk. 
 
The alignment between the business model and the Bank’s risk tolerance ensures a coherent approach 
to strategic decision-making, enabling the Bank to fulfill its social mandate without compromising 
financial sustainability. 
 
7.2 The Bank offers the following products and services 
 

CATEGORY PRODUCT or SERVICE DESCRIPTION 

 
 
Personal Banking 

Transactional Accounts Includes passbook and debit card accounts 
for everyday banking. 

Savings and Investment 
Accounts 

Accounts with interest help individuals save 
and grow their money. 

Personal Loans Loans for education, emergencies, home 
improvements, etc. 

 
Business Banking 

Business Accounts Tailored for SMEs and larger businesses. 

Business Loans Financing options to support business 
operations and growth. 

Agricultural Banking Agri-Loans Loans for farmers and agribusinesses to 
invest in inputs and equipment. 

 
 
Digital Banking 

Mobile Banking Application Manage accounts, transfer funds, and pay 
bills via mobile. 

Internet Banking Online platform for individuals and 
businesses to manage finances. 

WhatsApp Chatbot 
(Tsotsoma) 

Real-time support and banking services via 
WhatsApp. 

 
 
Other Services 

Financial Literacy Programs Education on saving, investing, and 
responsible borrowing. 

ATM and Branch Services Accessible banking services across urban 
and rural areas. 
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7.3 Corporate Goals and Objectives 
 
The Bank’s strategic agenda is implemented through a three-year strategic cycle supported by an annual 
corporate strategy. The 2025 annual strategy was structured around the Bank’s key capitals, with each 
capital area supported by clearly defined objectives and aligned action plans that collectively drive 
sustainable institutional performance. 
 
7.3.1 Human Capital 

The Bank is committed to cultivating a high‑performing and engaged workforce capable of delivering on 

its strategic objectives. Key priorities include strengthening organisational culture, enhancing employee 

value propositions, and implementing structured remuneration and incentive frameworks. 

Capacity‑building remains central, with continued investment in leadership development, talent 

pipelines, and comprehensive training programmes that support long‑term organisational growth and 

succession planning. 

7.3.2 Social and Relationship Capital 

The Bank aims to deepen financial inclusion and strengthen its role as a socially responsible institution. 

This includes expanding access through diversified distribution channels and targeted financial literacy 

initiatives, particularly for underserved communities. The Bank continues to foster sustainable 

stakeholder relationships by prioritising service excellence, brand strengthening, and alignment with 

governance, risk, and compliance principles. 

7.3.3 Manufactured Capital 

To support operational expansion and service accessibility, the Bank is investing in the modernisation 

and enhancement of its physical and digital infrastructure. Key initiatives include increasing self‑service 

touchpoints, expanding branch presence, improving service locations, and upgrading working 

environments. These investments are designed to create a more accessible, efficient, and 

customer‑centric banking ecosystem. 

7.3.4 Natural Capital 

The Bank continues to embed environmentally responsible practices into its operations and credit 

activities. This includes adopting green energy solutions, enhancing resource efficiency, promoting 

responsible e‑waste management, and increasing financing towards environmentally supportive sectors. 

The Bank remains committed to aligning its sustainability efforts with national and global development 

frameworks. 

7.3.5 Intellectual Capital 

The Bank is advancing its innovation agenda through technology upgrades, process automation, and 

system enhancements aimed at improving operational efficiency and service delivery. Strategic digital 

initiatives include modernizing payment systems, increasing digital adoption, strengthening system 

uptime, and expanding the Bank’s digital product ecosystem in alignment with national digital 

transformation priorities. 
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7.3.6 Financial Capital 

The Bank is focused on sustaining financial performance through disciplined capital management, 

efficient cost structures, portfolio optimisation, and diversification of income sources. Strategic growth 

priorities include expanding the customer base, increasing active accounts, enhancing deposit 

mobilisation and maintaining strong returns. The Bank is also developing new business lines and 

institutional capabilities to support long‑term financial sustainability and value creation. 

8. RISK MANAGEMENT GOVERNANCE 

 
The Bank maintains a structured risk management governance framework designed to ensure that risks 

are effectively identified, assessed, monitored, and managed in line with the Bank’s strategic objectives. 

The Bank follows International Organization for Standardization (ISO 31000) (Risk Management – 

Principles and Guidelines, 2018) in managing enterprise risk. The ISO 31000 Principles of Risk 

Management have been incorporated into the Enterprise Risk Management Framework approved by 

the Board of Directors to create a robust risk management program within the Bank. Risk management 

is integrated into the Bank’s strategic planning, implementation, performance monitoring, and periodic 

review processes. 

During the strategic risk assessment process, identified strategic risks are captured in a Strategic Risk 

Register, which informs ongoing monitoring and reporting to management and the Board of Directors. 

Risk management infrastructure is being implemented to operationalize the Bank’s Enterprise Risk 

Management Framework, as outlined below: 

o Clear risk governance structures with defined roles and responsibilities are in place. 

o Risks are broadly categorized into Strategic, Financial, and Operational risk categories, with sub-

categories used to enable effective risk management and reporting. 

o A formal risk management process is followed to identify, assess, manage, and monitor risks 

across the Bank. 

o Business units are responsible for managing risks arising from their day-to-day activities (First 

Line of Defense), with roles and responsibilities clearly defined to support segregation of duties 

and compliance with regulatory requirements. 

o Enterprise risk management methodologies are applied according to the nature of the risk being 

managed. 

o Risk exposures are monitored and reported regularly to senior management committees 

(monthly) and the Board of Directors (quarterly). 

 

8.1 Five Lines of Defense 

The Bank applies the Five Lines of Defense model to ensure clear accountability and effective risk 

oversight. This framework separates risk-taking activities from oversight and independent assurance 

functions, promoting transparency and strong governance across the organization: 
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8.1.1 First Line of Defense – Management  

Business units and executive management are responsible for identifying, managing, and mitigating 

risks they generate through activities, identifying and managing incidents, and ensuring compliance 

obligations are met. Policies, procedures, systems, and controls are implemented to manage risks at 

source. Risk Champions support management in monitoring risk exposures and ensuring that activities 

remain aligned with the Bank’s risk appetite. 

 

8.1.2 Second Line of Defense – Risk, Compliance, and Legal and Governance Functions  

The Risk Management, Compliance, and Legal and Governance functions are responsible for designing 

frameworks and policies to help the Bank identify, assess, and manage risks, as well as ensure 

compliance with regulatory requirements. They play an oversight role to ensure first-line activities 

operate within the Board’s established risk appetite limits, provide guidance and challenge where 

necessary, and support effective risk management across the Bank. 

8.1.3 Third Line of Defense – Internal Audit  

The internal audit function provides independent and objective assurance and advice on the adequacy 

and effectiveness of governance and risk management. It achieves this through application of 

systematic and disciplined processes, expertise, and insight. It reports its findings to management and 

the board to promote and facilitate continuous improvement. In doing so, it may consider assurance 

from other internal and external providers. 

 

8.1.4 Fourth Line of Defense- External Audit and Regulators 

Provides independent external assurance and supervision—external audit validates financial reporting 

and controls, while regulators assess compliance, prudential soundness, and overall risk management 

effectiveness.  

 

8.1.5 Fifth Line of Defense- the Board of Directors 

Provides ultimate oversight and accountability, setting risk appetite, ensuring sound governance, and 

challenging management using insights from all assurance providers, including regulators and external 

audit.  
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8.2 Risk Concepts 

 

8.2.1 Risk-Bearing Capacity 

The Bank assesses its risk-bearing capacity by considering capital strength, liquidity, and regulatory 

capital adequacy requirements. This assessment informs the overall risk appetite approved by the 

Board. 

 

8.2.2 Risk Appetite 

Based on its risk-bearing capacity, the Bank maintains a Board-approved Risk Appetite Framework that 

defines the level and types of risk it is willing to accept across key risk categories, including credit, 

market, and operational risk. Risk appetite is monitored through qualitative and quantitative metrics, 

which provide early warning signals of potential increases in risk exposures. 

 

8.2.3 Risk Tolerance 

Risk tolerance levels are established to support the monitoring of residual risk exposures and ensure 

that they remain within the overall risk appetite approved by the Board. 

 

8.2.4 Risk Monitoring and Reporting 

Key Risk Indicators are regularly monitored and reported to relevant governance structures. Any 

breaches or emerging risks are escalated, together with management actions, to restore risk 

exposures within acceptable levels. 

 

8.2.5 Risk Culture  

The Bank promotes a strong risk culture through clear accountability, risk awareness initiatives, and 

the integration of risk considerations into business decision-making processes. 

 

8.2.6 The Bank’s Risk Profile 

In summary, the below table1 indicates the overview of risk metrics aligned to its performance against 

risk appetite measures. The Bank’s overall normalized earnings were anchored by good performance 

in the retail segment reflecting aggressive assets growth. The business segment remained subdued in 

the challenging business environment. The Banks transactional activity maintained steady growth at 

the back of customer base growth and transactional volumes supported by fees and commissions. 

While operational expenses remained elevated due to investment in infrastructure, systems and staff 

costs. 
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Table 1 

Prudential 2025 2024 
Regulatory 

Limit 

CET 1 20.28% 20.44% 8% 

Tier 1 20.28% 20.44% 7% 

CAR 21.53% 21.50% 10% 

Reserve ratio 3.42% 3.49% 3% 

Liquid Assets ratio 28.78% 27.86% 25% 

Internal Limit 2025 2024 
Target  (Internal 

Benchmark) 

CAR 21.53% 21.50% 12% 

LCR 1.9 3.2 2 

NSFR 1.5 1.5 ≥1.5 

NPL 3.80% 4.60% ≤ 5% 

ECL 3.50% 4.20% ≤ 5% 

NII Sensitivity (200 bps up & down)  12.70% 11.34% 15% 

Operational Loss/Total operating cost % 0.3% 0.5% 2% 

 

8.2.8.1 Risk and Capital Management 

The Bank manages and holds capital in alignment to its strategy and risk appetite. The Board of 

Directors provides oversight of capital planning and management in line with the targets set and ratios.  

In terms of governance, capital management function is performed under Executive subcommittee 

namely Assets and Liabilities Committee (ALCO).  

The Bank’s objectives in managing capital are to: 

o Ensure compliance with regulatory capital requirements. 

o Safeguard the Bank’s ability to continue as a going concern. 

o Maintain a strong capital base to support business growth. 

The Internal Capital Adequacy Assessment Process (ICAAP) is an integral part of the risk, capital 

management, and decision-making process. ICAAP is a principle that focuses on appropriate allocation 

of capital resources in case of stress scenario.  

8.2.8.2 Interest Rate Risk in the Banking Book (IRRBB) 

IRRBB represents the sensitivity of the Bank’s balance sheet and earnings to unexpected, adverse 

movements in the interest rates. It emanates from the repricing characteristics of the balance sheet 

positions/instruments, yield curve risk, basis risk and client optionality embedded in the banking 

products. 

IRRBB is an inevitable risk associated with banking and can be an important source of profitability and 

shareholder value. LPB focuses on managing the IRRBB with the aim of protecting and enhancing the 

Bank’s earnings and economic value through the cycle within approved risk limits and appetite levels. 
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Sensitivity analysis constitutes change in interest rates and impacts on the earnings potential of the 

banking book (as underlying assets and liabilities reprice to new rates).  The role of the LPB management 

is to protect both the financial performance and the long-term economic value of the bank. To achieve 

this, earnings sensitivity measures are monitored and managed within appropriate risk limits and 

appetite levels, considering the macroeconomic environment and factors which can cause a change in 

rates. 

8.2.8.3 The nature of the interest rate risk  

Earnings models are run monthly to provide a measure of the NII sensitivity of the existing banking book 

balance sheet to shocks in interest rates. The calculation assumes a constant balance sheet size and 

product mix over the forecast horizon. 

8.2.8.4 Assumptions About Early Repayment of Loans 

The retail and SME loans include options allowing customers to repay earlier than scheduled. 

Assumptions may include: 

o Expected loan prepayment rates under normal and stressed interest rate conditions. 

o How borrowers react to rate changes (e.g., refinancing when rates fall). 

o Seasonality or behavior trends in prepayments. 

These assumptions influence the effective duration and sensitivity of the loan book. 

8.2.8.5 Assumptions About the Movement of Demand Deposits 

Demand deposits (e.g., current accounts, call accounts) are non-maturity deposits, meaning they have 

no contractual maturity. Banks therefore make behavioral assumptions such as: 

o Stability or “stickiness” of deposits. 

o How deposit balances change when interest rates rise or fall. 

o Sensitivity of customer behavior to interest rate changes. 

These assumptions determine how deposits are slotted into repricing buckets for IRRBB modelling. 

8.2.8.6 Effect on Earnings and Value Under Upward/Downward Interest Rate Shocks 

In managing Interest Rate Risk in the Banking Book (IRRBB), banks assess how changes in market 

interest rates affect their earnings, and other internal measurement metrics. This assessment is done 

using standardized and/or internally developed interest rate shock scenarios. 
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8.2.8.7 Upward Rate Shock 

A rise in interest rates may: 

• Increase earnings if assets are repriced faster than liabilities (asset-sensitive balance sheet). 

• Decrease earnings if liabilities are repriced faster than assets (liability-sensitive balance 

sheet). 

• Reduce demand for new loans, affecting future interest income. 

8.2.8.8 Downward Rate Shock  

A drop in interest rates may: 

o Reduce earnings if loan rates are repriced downward faster than funding costs. 

o Compress net interest margins. 

o Trigger prepayments, reducing interest in income on fixed-rate portfolios. 

 9. CAPITAL APPROACH 

The Bank applies the [Basic Indicator Approach / Standardized Approach] for operational risk capital 

calculation. 

 9.1 Liquidity Risk 

 Overview 

Liquidity risk is consequential risk meaning it’s a secondary risk that arises from the failure of other 

primary risks. The risk that the Bank’s financial conditions or overall safety and soundness is adversely 

affected by an inability (or perceived inability) to meet its obligations as they fall due. 

The Bank manages its funding and liquidity through sourcing of liabilities and management of 

structural vulnerabilities, and it’s informed by planned asset growth. 

The Banks strategic and primary objective is to generate enough liquidity to enable its assets growth 

ambitions by aggressively growing its customers deposit base and price them appropriately. 

The Bank conducts regular stress tests on the funding profile and liquidity position as part of the 

overall stress testing framework.  

9.1.2 Liquidity Risk Management & Mitigation 

To manage and mitigate this risk, the Bank maintains a portfolio of high-quality liquid assets which 

are liquifiable and can be sold to cover for any short liquidity fall. The Bank manages liquidity risk 

through a comprehensive framework designed to ensure that sufficient liquidity is always maintained 

to meet obligations as they fall due, even under stressed conditions.  

This framework incorporates a robust system of limits aimed at restricting exposure to liquidity risk, 

including maturity mismatch limits, concentration limits, and regulatory ratios such as the Liquidity 

Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR). To further strengthen liquidity resilience, 
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the Bank maintains an adequate stock of high-quality liquidity reserves, comprised primarily of cash, 

central-bank balances, and marketable securities that can be readily converted into cash.  

In addition, the Bank ensures diversification of funding sources across retail deposits, Business 

deposits, wholesale deposits, and other stable funding sources, thereby reducing reliance on any 

single source and mitigating concentration risk. These combined measures support the Bank’s ability 

to withstand liquidity stress events and align with the Basel III liquidity standards and internal risk 

appetite. 

9.1.3 Statutory Liquidity Ratios 

Liquidity risk remained well managed given that the Bank kept sufficient liquid asset buffers resulting 

in prudential Liquidity Ratio of 28.78% (Dec 2024:27.86%) and Reserve Requirement Ratio of 3.42% 

(2023:3.49%) against 25% and 3% statutory minimums respectively. The Bank has Placements with 

Foreign Banks amounting to M78.9 million which are excluded as liquid assets. 

 

  2025 2024 

Liquid Assets Profile Balance 
% 
Total 

Balance % Total 

Cash 
             
63,092,195  

11.46% 
                          
49,085,073  

8.91% 

Balance with Central Bank 
           
104,341,060  

18.95% 
                          
51,209,337  

9.30% 

Balance with Local Bank 
           
294,439,461  

53.48% 
                        
267,246,786  

48.54% 

Treasury Bill & Gvt Stock 
           
207,094,247  

37.61% 
                        
183,065,011  

33.25% 

Total Liquid Assets 
           
668,966,963  

  550,606,207   

          

Total Deposit Profile 
        
2,257,550,256  

  
                    
1,876,476,623  

  

Non- Maturing Deposits 
        
1,436,289,113  

76.54% 
                    
1,186,691,815  

63.24% 

Maturing Deposits 
           
821,261,143  

43.77% 
                        
689,784,808  

36.76% 

          

Liquid Assets Ratio 28.78%   27.86%   

Reserve Requirement Ratio 3.42%   3.49%   

 

9.2 Stress Testing and Scenario Analysis 

The Bank conducts regular stress testing and scenario analysis to assess its resilience under adverse 

conditions. 

Stress testing covers key risk areas including: 

o Credit risk 

o Operational risk 

o Liquidity risk 

Results are reviewed by senior management and the Board and are used to inform capital planning 

and risk management strategies. 
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10. CAPITAL MANAGEMENT AND ADEQUACY 

The Bank manages its capital to ensure long-term financial resilience enables sustainable growth, protect 

depositor confidence, enhance shareholder value, and comply with regulatory obligations. Capital 

adequacy is evaluated in line with the Financial Institutions Act (FIA) 2012 and related regulations which 

are based on Basel I principles and progressively transitioning toward Basel II.5. Through its capital 

management framework, the Bank ensures it maintains sufficient capital buffers to absorb potential 

losses and sustain ongoing operations while adhering to regulatory minimum requirements. 

Regulatory capital adequacy is measured through the following three risk-based ratios: 

10.1 Tier I 

Tier I Capital represents the Bank’s primary capital base and includes issued and fully paid ordinary 

shares, share premium, statutory reserve accounts as required by the FIA 2012, investment in equity at 

FVOCI, reserves and retained earnings as stated in the latest audited financial statements. It is calculated 

net of regulatory adjustments such as intangible assets and deferred tax assets. Tier I Capital is 

considered the most stable and loss-absorbing component of the Bank’s capital structure. 

10.2 Tier II 

Tier II Capital comprises supplementary elements that provide additional loss-absorbing capacity beyond 

Tier I. These include general provisions or reserves for losses on assets (up to the regulatory limit) fixed 

asset revaluation reserves and other items as prescribed by the FIA 2012. Tier II Capital is limited to 100% 

of Tier I Capital and serves as an additional buffer to strengthen the Bank’s overall capital position. 

 

10.3 Total Tier I and Tier II capital adequacy 

Regulatory capital is composed of Common Equity Tier 1 (CET 1) and Tier 2 Capital adjusted for allowable 

deductions. CET 1 includes issued and fully paid ordinary shares, share premium, statutory reserves, 

investment in FVOCI, reserves, other reserves and retained earnings verified by external audit less 

regulatory adjustments such as intangible assets and deferred tax assets. This represents the Bank’s core 

capital strength and is the most reliable form of capital for absorbing losses. 

 

10.4 Capital adequacy ratio 

As at 31 December 2025, the Bank reported capital ratios of CET1 at 20.28%, Tier 1 capital at 20.28% and 

a Total Capital Adequacy Ratio of 21.53% against Risk‑Weighted Assets of M2 072 784. Capital buffers 

were maintained throughout the year, supported by ongoing ICAAP, stress‑testing, ALCO oversight, and 

continuous monitoring. No regulatory breaches were recorded and overall capital adequacy remained 

fully compliant with the requirements under both Basel I and Basel II.5 as reflected in the table below. 
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10.5 Basel II.5 CAR Analysis 

 

*The capital adequacy has been restated due to M4 million 2024 expenses reversals against the 

retained earnings. 

 

10.6 Asset Quality Analysis 
The credit book is largely concentrated in the Pass Status category, representing 94.37% of the portfolio, 

which reflects effective credit risk management. Loans and advances classified as default are primarily 

influenced by macroeconomic factors, including workforce retrenchments, changes in political regimes, 

and global economic developments, such as U.S. policy changes. The Bank actively manages credit risk 

by adjusting credit granting criteria in line with its risk appetite, closely monitoring the loan portfolio, 

and ensuring loan book diversification. Despite certain adverse factors, the proportion of adversely 

classified loans remains below the Bank’s internal threshold of 5.00%, standing at 3.81% in 2025, an 

improvement from 4.61% in 2024. 

 

 

 

 

 Description 
2025 

 
2024 Restated*  

M’000  M’000 

Tier 1 Capital 420 314 393 833 
Tier 2 Capital 25 992 20 756 
Common equity tier 1 (CET1) 420 314 393 833 
Total Tier 1 & 2 Capital 446 306 414 589 
Total Capital Deduction  - - 
Tier 1 & 2 Capital after Deductions 446 306 414 589 
Total (Net) Capital 446 306 414 589 

CREDIT RISK     
Total Credit Risk Weighted Assets 1 645 717 1 554 645 

OPERATIONAL RISK     
Total Operational Risk adjusted risk-weighted assets 427 067 392 271 

MARKET RISK     
Total Market Risk adjusted risk-weighted assets  - - 
Total Risk Weighted Assets 2 072 784 1 946 917 
Capital Adequacy Ratio 21.53% 21.29% 
Tier 1 Capital To Risk Weighted Assets 20.28% 20.23% 
Common Equity Tier 1 (CET 1) RATIO 20.28% 20.23% 
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CLASS 

FY 2025 
(M'000) 

FY 2024 
(M'000) 

FY 2025 
(%) FY 2024 (%)  

LOAN BOOK LOAN BOOK % OF TLB % OF TLB 
YOY % 

CHANGE BENCHMARK  

PASS 1,698,941 1,292,022 94.37% 93.84% 0.53% 
>95% 

SPEM 32,741 21,303 1.82% 1.55% 0.27% 
SUBS 27,866 6,545 1.55% 0.48% 1.07% 

<5% DOUB 18,224 39,930 1.01% 2.90% -1.89% 
LOSS 22,441 17,057 1.25% 1.24% 0.01% 

TOTAL 1,800,213 1,376,858 100.00% 100.00% -0.01%   
 
The Bank’s loan book grew significantly by 31%, from M1.38 billion in 2024 to M1.80 billion in 2025, 
reflecting strong credit expansion driven by improved economic activity in Lesotho, particularly in 
construction and services, as well as increased government spending and continued financial inclusion 
efforts. There was minimal uptake in the mining sector, primarily due to a decline in overall industry 
performance. 
 
Past due loans increased from M84.8 million to M101.3 million, indicating a rise in early-stage 
delinquencies; however, this remains moderate relative to the overall growth in the loan book. Non-
performing loans also rose slightly from M63.5 million to M68.5 million, but improved marginally as a 
proportion of total loans, suggesting that asset quality has remained relatively stable despite portfolio 
expansion. Non-performing and past due loans are largely driven by economic factors, including the 
adverse effects of climate change, workforce retrenchments, political regime changes, and global 
economic shifts, including the impact of U.S. policy developments.  
 
The key drivers of non-default include stable incomes, strong repayment capacity, and effective credit 
assessment. The Bank manages loan book defaults by monitoring economic risks, maintaining prudent 
lending standards, and engaging in early recovery efforts. 
 
Expected credit losses decreased from M58.7 million to M55.8 million, reflecting improved credit risk 
management and a potentially stronger repayment capacity among borrowers, supported by relatively 
stable economic conditions. Overall, the year-on-year performance indicates strong growth with 
manageable credit risk. 
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10.7 Past due and non-performing exposures by geographical area 

GEOGRAPHICAL REGION 

FY 2025 FY 2024 

Past Due Non-Performing 
Loans Past Due Non-Performing 

Loans 

CENTRAL REGION 58,408 39,444 64,975 48,072 

NORTH  REGION 17,984 8,548 12,699 11,478 

NORTH CENTRAL REGION 8,664 8,591 2,610 1,063 

SOUTH REGION 2,057 1,361 2,469 1,159 

SOUTH CENTRAL REGION 14,159 10,587 2,083 1,761 

TOTAL 101,272 68,531 84,836 63,533 
     

 
The past due and non-performing accounts are largely concentrated in the Central Region due to its size 
relative to other geographical regions as illustrated by the table above.  
Credit assessment focuses on the borrowers’ ability to repay debt, with collateral and guarantees used 
to mitigate lending risk. Collateral types vary by portfolio and credit products, including mortgage and 
notarial bonds, cession of investments, pledges over movable assets and guarantees. Collateral is 
periodically reviewed for legal enforceability and practical recoverability. The Credit Policy sets out the 
principles for collateral management. The Bank manages its off-balance sheet portfolio, including 
written-off loans, through restructurings, rehabilitations, business rescue, and collateral realization. 
 
Netting of on and off-balance sheet exposures is not applicable. 

The gross positive fair values of contracts, netting benefits, netted current credit exposures, collateral at 

the Bank’s disposal, and net credit exposure from derivatives are reported accordingly, and the Bank will 

maintain policies wrong‑way risk exposure once funds transfer pricing policy and framework has been 

approved. 

10.8 Credit risk Governance roles and responsibilities: 

a) Executive Committee (EXCO): 

o EXCO holds ultimate responsibility for overseeing the Bank’s Credit Risk Management. 

o It ensures alignment between credit risk policies, the Bank's strategic objectives, and 

regulatory standards. 

o EXCO has delegated specific responsibilities to the Credit Committee (CC) and 

operational tasks to the Chief Credit Officer (CCrO). 

b) Credit Committee (CC): 

o The CC is responsible for overseeing the development, implementation, and adherence 

to the Bank’s credit risk policies and processes. 

o It ensures compliance with regulatory requirements and aligns credit activities with the 

approved risk appetite framework. 
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o The CC also provides strategic recommendations to the Board of Directors regarding 

Credit Risk Management strategies and initiatives. 

c) Risk Management Committee (RMCO) 

o RMCO is a Board sub-committee with direct oversight responsibility for Credit Risk 

Management. 

o Its independence ensures objectivity and impartiality, which are critical for effective 

credit risk governance. 

o The committee provides oversight of credit risk policies, ensures adherence to risk 

frameworks, and monitors risk-related performance metrics. 

 

10.9 Mandates and Delegated Authorities 

Each of these committees operate under clearly defined mandates and delegated authorities, 

ensuring accountability and effective governance. Regular reviews and updates to these mandates 

help maintain alignment with the Bank’s evolving strategic objectives, regulatory requirements, and 

market dynamics. 

By maintaining a structured and independent governance framework, the Bank ensures that credit 

risk is managed prudently, enhancing the sustainability and resilience of its credit portfolio. 

10.10 Credit Risk Management Strategies  

Credit risk represents the potential financial loss the Bank may incur if a borrower defaults on their 

contractual loan obligations. This risk arises from the inability or unwillingness of borrowers to meet 

their repayment commitments, which can adversely affect the Bank's financial stability. 

Counterparty Credit Risk refers to the potential loss that may occur if the other party in a financial 

transaction (the counterparty) fails to meet their contractual obligations. This risk is particularly 

significant in derivative transactions, securities financing, and trade finance operations. 

Effective credit risk management is a cornerstone of banking operations. It is essential to: 

o Minimize potential losses and safeguard the Bank’s financial position. 

o Enhance the overall credit quality of the Bank’s portfolio. 

o Maintain capital adequacy in compliance with regulatory standards. 

o Optimize risk-adjusted returns to support financial sustainability and growth. 

10.11 Credit Mitigation Techniques 

Credit risk mitigation techniques are strategies that the Bank implements to reduce high default rates 

in the loan book portfolio, safeguarding the Bank from significant revenue losses. These techniques 

form a critical part of the Bank’s Credit Risk Management framework. 

10.12 Collateral 

o The Bank secures loans by obtaining tangible and/or intangible assets from borrowers and 

counterparties as collateral. 
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o Collateral is assessed to ensure it meets operational standards for legal enforceability, 

practicality, and timely realization in the event of default. 

o Examples include real estate, equipment, investments, and guarantees. 

10.13 Diversification 

o Diversifying the loan book across borrowers, industries, geographies, and counterparty 

segments to reduce concentration risks. 

o This approach minimizes the impact of sector-specific downturns or individual borrower defaults 

on the Bank’s portfolio. 

10.14 Covenants 

o The Bank includes specific loan covenants in legally binding agreements to mitigate credit risks. 

o Covenants outline terms and conditions that borrowers or counterparties must adhere to, such 

as maintaining minimum financial ratios, providing periodic financial reports, or limiting 

additional indebtedness. 

These can be categorized as: 

o Precedent covenants: Conditions to be met before disbursement. 

o Ongoing covenants: Conditions to be met throughout the loan term. 

o Post-disbursement covenants: Conditions assessed after loan disbursement. 

10.15 Post-Disbursement Monitoring 

o Monitoring loan performance and borrower financial standing after disbursement to detect 

early signs of credit deterioration. 

o This includes assessing adherence to loan covenants, evaluating cash flows, and reviewing the 

borrower’s financial health. 

o Timely interventions based on these assessments help mitigate potential risks 

 

10.16 Credit Exposure Limits 

o Setting credit exposure limits for different loan products, sectors, and industries to maintain non-

performing assets at acceptable levels. 

o Higher-risk products and industries are assigned lower exposure limits to reduce inherent credit 

risks. 

o This approach ensures a balanced and sustainable credit portfolio. 

10.17 Due Diligence 
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o Conducting thorough assessments of potential counterparties’ creditworthiness before entering 

into transactions. 

o This includes evaluating financial statements, credit history, repayment capacity, and market 

reputation. 

By implementing these Credit Risk Management techniques, the Bank enhances the resilience of its 

credit portfolio, reduces the likelihood of losses, and strengthens financial sustainability. 

o Netting Agreements (Not Applicable to the Bank) 

Netting agreements are a Credit Risk mitigation technique used to reduce exposure to multiple 

transactions with the same counterparty. These agreements allow the offsetting of obligations between 

the Bank and the counterparty, thereby minimizing overall credit exposure and reducing potential 

losses. 

However, netting agreements are not applicable to Lesotho PostBank, as the Bank does not engage in 

financial instruments or transactions where such agreements are typically employed, such as derivatives 

or complex trading arrangements. 

Bank focuses on alternative credit risk mitigation strategies, including collateral, diversification, and 

post-disbursement monitoring, which are more relevant to its business model and operational scope. 

Furthermore, policies on derivatives—specifically gross fair value, netting, collateral and net exposure 

are currently not applicable. Last year in 2024, the Bank had intended to develop the Wrong Way Risk 

Policy to manage Wrong Way Risk exposures. However, the Bank is in the final process of Funds Transfer 

Pricing (FTP) model development and FTP Policy implementation which is expected to address the 

Wrong Way Risk exposures at the central place. 

 

10.18 Counterparty Exposures  

Counterparty credit exposure represents the potential loss the Bank could incur should any 

counterparty fail to meet its financial obligations. The Bank continues to derive significant value from 

its relationships with its counterparties, supported by an active, transparent, and well-structured 

engagement approach with these institutions. 

A summary of the Bank’s counterparties and their corresponding holdings has been prepared for 

internal assessment and regulatory reporting purposes. 

 

The Bank further maintains a breakdown of counterparties by type and geographical area, covering 

exposures ranging from overnight placements to longer-term maturity. The section relating to the 

Maseru portfolio includes holdings across short-term and medium-term tenors, with no exposure 

recorded for extended-term placements. 

10.19 CREDIT RISK MANAGEMENT OBJECTIVES 
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The primary objective of Credit Risk Management is to identify, assess, control, and monitor risks 

associated with lending, aiming to minimize potential losses, protect capital, and ensure the Bank’s 

financial sustainability. To achieve this, the Bank focuses on the following key objectives: 

a. Establishing Comprehensive Credit Policies: 

The Bank maintains robust and dynamic credit policies aligned with regulatory requirements, relevant 

legislation, and industry best practices. These policies provide clear guidelines for credit decisions, risk 

assessment, and exposure limits. 

b. Enhancing Credit Approval Processes: 

A structured and independent credit approval framework ensures all applications are thoroughly 

assessed, considering borrowers’ financial position, creditworthiness, and repayment capacity within 

approved risk limits. 

c. Adopting Risk-Based Pricing: 

Lending rates are aligned with the borrower’s credit risk profile, ensuring higher-risk portfolios are 

appropriately priced to compensate for potential defaults and protect profitability. 

d. Securing Loans with Appropriate Collateral: 

Loans are mitigated with acceptable collateral, including: 

o Notarial and Mortgages bonds  

o Liens on movable assets  

o Cessions of investments or receivables 

o Guarantees  

e. Proactively Monitoring Loan Performance: 

The Bank continuously monitors its loan portfolio to identify early warning signs and implement timely 

interventions, reducing default risk and preserving loan quality. 

f. Diversifying the Loan Portfolio: 

Credit risk is spread across sectors, products, customer segments, and regions in line with the Bank’s 

Credit Risk Appetite, reducing exposure to sector-specific or regional downturns. 

g. Utilizing Credit Risk Transfer Mechanisms: 

Credit risk is partially transferred to external parties through tools such as credit insurance and 

guarantees, minimizing exposure to high-risk borrowers or portfolios. 

h. Maximizing Risk-Adjusted Returns: 

The Bank aims to maintain credit risk within acceptable parameters across all portfolios, avoiding risk 

concentration and optimizing risk-adjusted returns. 
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The Bank has adopted IFRS 9, which uses an Expected Credit Loss (ECL) model for the recognition of 

impairment losses. The ECL model considers the significant changes to asset credit risk and the expected 

loss that will arise in the event of default. 

The Bank ECL model was developed using historical data, current conditions, and reasonable and 

supportable forward-looking information. 

The ECL is categorized into three stages as shown below; 

Stage 1 (Performing) 

Stage 1 assets are performing loans and advances. They include financial assets that do not have a 

significant increase in Credit Risk since the initial recognition or financial assets that have low Credit Risk 

at the reporting date. A 12-months ECL is recognized for stage 1 assets. 

Stage 2 (Underperforming) 

Stage 2 assets are under-performing loans and advances.  They include financial assets that have a 

significant increase in Credit Risk since the initial recognition but do not have objective evidence of 

impairment.  The lifetime ECL is recognized for stage 2 assets.  Loans and advances are downgraded to 

Stage 2 when accounts reach Special Mention status (between 31-90 days past due). 

Stage 3 (Credit Impaired)  

Stage 3 assets are non-performing loans and advances; they are impaired financial assets. These assets 

demonstrate objective evidence of impairment at the reporting date. The lifetime ECL is recognized for 

financial assets that fall into this category. Loans and advances are downgraded to Stage 3 when accounts 

reach Sub-standard status (above 90 days past due). This may involve recalling security held due to lack 

of repayment ability. 

 

The following criteria is used in determining whether the financial asset is impaired: 

o Default 

o Significant financial difficulty of borrower and/or modification 

o Probability of bankruptcy or financial reorganization 

o Disappearance of an active market due to financial difficulties. 

 

10.20 CREDIT RISK MANAGEMENT POLICIES 

The Bank has developed a comprehensive set of Credit Risk Management policies to guide its credit risk 

strategy. These policies outline the fundamental principles and methodologies for identifying, 

measuring, approving, and managing credit risk. They are designed to comply with relevant laws, 

regulatory requirements, and industry best practices. The key policies include: 

a. Credit Policy 

The Credit Policy serves as the governing framework of the Bank’s credit operations, providing the 

principles and guidelines for: 



                                                                                                                          

Page | 31  
 

o Credit underwriting standards 

o Borrower eligibility criteria 

o Risk appetite and exposure limits 

o Collateral requirements and valuation procedures 

o Monitoring and review of credit facilities 

b. Impairment Policy 

This policy establishes a framework for the identification and provisioning of impaired credit exposures. 

It ensures compliance with the relevant accounting standards, including IFRS 9, and encompasses the 

following: 

o Criteria for the assessment of expected credit losses (ECL). 

o Guidelines for determining appropriate provisioning levels. 

o Requirements for periodic impairment reviews and reporting. 

c. Credit Risk Management Framework 

The Credit Risk Management Framework provides a comprehensive approach to managing credit 

exposures, ensuring sound governance and alignment with Basel banking supervision principles. Its 

purpose is to identify, assess, measure, and control credit risk effectively, supporting the Bank’s stability 

and resilience. Key components include methodologies for risk identification and assessment, controls 

for monitoring portfolio quality, and clearly defined roles and responsibilities across all credit risk 

functions. 

d. Collections, Recoveries, and Write-Off Policy 

The Collections, Recoveries and Write Off Policy sets out the Bank’s approach to managing distressed 

credit exposures, covering: 

o Criteria for placing accounts on the Watchlist 

o Processes for early engagement with delinquent borrowers 

o Strategies for collections and recovery efforts 

o Guidelines for write-offs, with appropriate governance and oversight 

These policies are the foundation of the Bank’s Credit Risk Management framework. They are regularly 

reviewed to ensure they remain relevant, effective, and fully aligned with evolving industry standards 

and regulatory requirements. 

10.21 Credit Risk Identification and Measurement 

Standardised Approach 

The Bank uses the Standardised Approach as guided by CBL Guideline where the calculation of 

regulatory capital is based on counterparty exposures. A prescribed percentage, being the risk 

weighting, which is based on the exposure characteristics and the external agency credit rating of the 

counterparty for corporate, bank, and sovereign exposures, is then applied to the exposure and the 

summation gives the credit risk weighted assets. 
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11. RISK ASSESSMENT PROFILE 

11.1 Risk Profile Overview 
The Bank conducts a bank-wide risk assessment to evaluate its exposure across all material risk 

categories using key financial and operational indicators. The assessment considers both inherent risk 

levels and the effectiveness of mitigation controls in determining residual risk exposures. Based on the 

analysis of risk indicators, loss events, and incidents/issues during the reporting period, the Bank 

observed increasing trends in strategic, operational, liquidity, compliance, third-party and reputational 

risks, while credit risk showed signs of improvement, and cyber security, market, and capital risks 

remained stable. 

Management continues to monitor these exposures closely and implement appropriate mitigation 

measures to ensure that risks remain within the Board-approved risk appetite. 

         11.2 Emerging Risks 

 
Key emerging risks include Cyber and Climate Risk, as well as external geopolitical and economic 

developments. The Bank integrates these considerations into its risk frameworks and strategic planning 

to maintain resilience and compliance with regulatory expectations. 

 

RISK  POTENTIAL IMPACT  MITIGATION APPROACH 

Cyber Risk Threats to customer data, service 
continuity, and operational stability 

Monitored through enhanced IT 
security and risk governance 
frameworks 

Climate Risk Physical risks to agriculture and credit 
portfolios 

Integrated into strategic planning and 
credit policy. 

Geopolitical 
Risk 

Economic volatility, interest rate and 
inflation shocks 

Monitored through macroeconomic 
analysis and stress testing. 

Technology / 
Project Risk 

System upgrades and digital 
transformations 

Managed through governance oversight 
and project prioritization. 

 

12. MAIN SOURCES OF DIFFERENCES BETWEEN REGULATORY EXPOSURE AMOUNTS AND CARRYING 
VALUES IN FINANCIAL STATEMENTS 

 

The key differences between Pillar 3 disclosures and IFRS Accounting Standards reporting are: 

 

I. Pillar 3 disclosures are focused on regulatory capital requirements and risk management, 

while IFRS Accounting Standards are aimed at providing information to investors and 

creditors. 

II. The scope of consolidation can differ between Pillar 3 disclosures and IFRS Accounting 

Standards, leading to differences in reported figures. 
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III. Pillar 3 disclosures uses regulatory definitions for credit risk exposures, while IFRS Accounting 

Standards use accounting definitions. This prevents direct comparison in some areas. 

IV. Pillar 3 disclosures require more granular disclosures on credit risk, such as by geography, 

industry, and past due status, that go beyond IFRS Accounting Standards requirements. 

V. Pillar 3 includes disclosures on regulatory capital resources, leverage, and capital buffers that 

are not part of IFRS Accounting Standards reporting. 

VI. The Investment Fair Value through Other Comprehensive Income (Norsad Finance 

investment), as reported under Pillar 3 Business disclosures, is not categorized within the 

trading book and therefore does not fall under market risk reporting requirements. 

Nonetheless, in accordance with IFRS 13 Fair Value Measurement, it is classified as a Level 3 

financial asset due to the use of unobservable valuation inputs. As IFRS 13 explains, 'Level 3 

inputs are unobservable inputs for the asset or liability' (IFRS 13, Appendix A). This 

classification has had an impact on core capital by reducing Norsad reserves, which is reflected 

in the Basel II.5 Capital Computation Schedule. 

 

However, banks are expected to align the qualitative disclosures on risk management and 

quantitative disclosures on credit and market risk between Pillar 3 and IFRS Accounting Standards 

where possible. Pillar 3 disclosures provide a more comprehensive view of a bank's regulatory 

capital adequacy and risk profile compared to IFRS alone. Key differences include but not limited 

to: 

 

o No weight has been applied on the regulatory reported assets, hence amount in those is 

zero whilst the audited figures reflect the full value of the assets.    

o Assets in the audited figures have been discounted by ECL whilst it is not the case in the 

regulatory reported values.      

o The value in the regulatory reported amount has been discounted by the pre-determined 

weight (20%) whilst this is not applicable on the audited amount.   

  

o The difference is caused by the fact that risk-weighted assets have ECL whilst audited 

amounts are discounted by ECL amount and pre-determined weights are applied to the 

regulatory reported amounts.      

o There is no difference in assets values in the audited figures and those in the regulatory 

reported amounts because of 100% risk weighting.
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13.OPERATIONAL RISK 

13.1 OPERATIONAL RISK OBJECTIVES 

The Bank’s operational risk management framework aims to: 

I. Align operational risk management activities with the Bank’s strategic objectives and 

business priorities. 

II. Identify and manage operational risks within the Board-approved risk appetite and in 

accordance with regulatory requirements. 

III. Define clear roles and responsibilities for Management to ensure effective implementation 

of the Operational Risk Management Framework (ORMF). 

IV. Maintain a capable and independent risk management function to monitor, challenge, and 

provide oversight of the Bank’s operational risk profile. 

V. Provide consistent reporting to oversight committees to support effective governance of 

operational risk. 

13.2 OPERATIONAL RISK GOVERNANCE AND POLICIES 

Operational risks are managed under a formal governance structure, with clear responsibilities at 

Board, committee, and management levels. The Bank maintains the following operational risk 

policies and frameworks: 

I. Operational Risk Management Framework 

II. Operational Risk Management Policy 

III. Operational Risk Management Strategy 

 

The Board and its committees provide oversight of operational risk management, supported by 

management committees and dedicated sub-committees. 

 

13.3 OPERATIONAL RISK MANAGEMENT APPROACHES 

The Bank applies a fit-for-purpose operational risk management approach to assist business 

units in understanding and mitigating their operational risk exposures. Key elements include: 

o Integration of operational risk management into day-to-day management responsibilities. 

o Use of qualitative and quantitative tools, including risk and control self-assessments 

(RCSA), scenario analysis, key risk indicators (KRIs), and operational loss event monitoring. 

o Maintenance of an operational loss database to record and analyse events for lessons 

learned. 
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13.3.1 Bank-wide Operational Risk Profile: 

The Bank maintains a bank-wide operational risk profile, which is regularly monitored and reported 

to Senior Management and the Board. Material operational risks are identified and managed in line 

with the Bank’s Enterprise Risk Management Framework and approved risk appetite. 

Regular reporting includes summaries of key risks, control issues, and operational incidents to 

support informed oversight and decision-making. 

 

13.4 OPERATIONAL RISK GOVERNANCE 

The Committees below play different roles in managing operational risk within the Bank. The table 

below gives details of each Committee’s main roles. 

 

COMMITTEE GOVERNANCE 

LEVEL  

MAIN ROLE 

BoD Board of Directors Provides overall oversight of the Bank’s risk management 

and governance framework, ensuring an appropriate risk 

culture, adequate resources, and effective policies. Approves 

the Enterprise Risk Management Framework (ERMF). 

 RMCO Board Committee Oversees enterprise-wide risk management and compliance 

with approved risk frameworks and monitors the 

implementation of risk governance policies, frameworks, 

and practices. 

ACO Board Committee The Board Audit Committee oversees the integrity of 

financial reporting, the Bank’s risk management framework, 

effectiveness of internal controls, and compliance with 

policies, ethical standards, and regulatory requirements. It 

reviews financial disclosures, engages with auditors, and 

recommends reports for Board approval. 

OSCO Board Committee Oversee the effectiveness of the Bank’s operational 

processes and initiatives aimed at improving operational 

efficiency and service delivery. 

EXCO Executive 

Management 

Committee 

accountable to the 

BoD 

Supports BoD by implementing the ERMF, maintaining 

internal controls, and allocating resources to manage risk. 

RISCO EXCO Sub-

committee 

Reviews and monitors the Bank’s risk profile and key risk 

exposures, and reports material risk matters to EXCO and the 

RMCO. 
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13.5 IDENTIFIED OPERATIONAL RISKS 

The Bank has identified the following key operational risks: 

I. Third-Party/Outsourcing risk 

II. Information Technology (IT) risks 

III. Model risk 

IV. People risk 

V. Regulatory risk 

VI. Cyber risk 

VII. Fraud risk 

VIII. Legal risk 

 

13.6 REPUTATIONAL RISK OBJECTIVES 

The Bank’s reputational risk management objectives are to: 

I. Protect the Bank’s reputation and maintain stakeholder trust. 

II. Promote a culture of ethical behaviour, transparency, and accountability. 

III. Detect and mitigate reputational threats proactively. 

IV. Support informed and responsible decision-making. 

V. Ensure crisis preparedness and rapid, transparent communication in the event of a 

reputational incident. 

VI. Integrate reputational risk considerations into strategic planning processes. 

13.7 REPUTATIONAL RISK POLICIES AND FRAMEWORKS 

The Reputational risks are managed through the following frameworks and policies: 

I. Reputational Risk Management Framework (Pending approval) 

II. Complaints Management Policy 

III. New Product Development and Systems Policy 

IV. Conflict of Interest Policy 

V. Whistleblowing Policy 

VI. Code of Conduct 

VII. Information Security Management System Framework.  
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13.8 REPUTATIONAL RISK MANAGEMENT APPROACHES 

The Bank identifies, analysis, and evaluates, and monitors reputational risks following the ISO 31000 

Risk Management Framework to ensure that risks to trust and reputation are mitigated in a timely 

and effective manner.     

The Bank manages reputational risk in line with ISO 31000 Risk Management principles, ensuring a 

consistent, enterprise-wide approach. Key practices include: 

o Identifying, evaluating, and monitoring potential reputational risks across business units. 

o Promoting strong conduct, stakeholder engagement, and ethical practices. 

o Integrating reputational risk considerations into decision-making, product development, 

and third-party relationships. 

o Monitoring reputational risks using qualitative metrics, such as Customer feedback trends, 

media hits, and customer complaints. 

The Bank manages reputational risk through proactive monitoring, stakeholder engagement, staff 

training, and robust governance processes. Identified risks are mitigated and monitored in 

accordance with the Bank’s Enterprise Risk Management Framework and risk appetite, ensuring 

alignment with strategic objectives and regulatory requirements. 

13.9 Strategic Risk Objectives 

 The Bank’s strategic risk management aims to align strategic goals with its mission, vision, and risk 

appetite; proactively identify and manage risks affecting long-term objectives; support informed 

decision-making through robust planning and analysis; enhance adaptability to change; and ensure 

effective execution and continuous monitoring of strategic initiatives. 

13.9.1 Strategic Risk Policies 

 To guide the management of strategic risk, the Bank maintains policies and frameworks covering 

the identification, assessment, mitigation, and monitoring of financial and non-financial strategy-

related decisions. 

13.9.2 Strategic Risk Management Approaches 

 Strategic risks are managed through a structured process aligned with the ISO 31000 Risk 

Management Framework, promoting informed pursuit of objectives while managing associated 

risks and opportunities. 

13.9.3 Strategic Risk Assessment 
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 The Bank applies Rumelt’s Kernel of Good Strategy by diagnosing key threats through internal and 

external analysis, setting a guiding policy aligned with its risk appetite, and executing coherent, 

targeted actions to address identified risks. 

13.10 IT RISK 
 

The Bank is operating in a highly automated business; therefore, it uses a lot of systems, thus 

inherently having a very high level of information technology risks. Furthermore, the Bank has put in 

place proper governance structure and related IT Governance documents (Frameworks, Policies and 

Processes, and adoption of some International Standards e.g. ISO 27000-series.  

 

13.10.1 IT RISK CONTROL ENVIRONMENT  

 

13.10.2 IT Risks Governance Structure  

IT risks have continuously been identified, managed, reported, and monitored through the following 

Governance Structure. 

13.11 CONCENTRATION RISK 

Concentration risk is covered in the ALCO Pack and is managed and monitored together with all other 

financial risks (liquidity risk, and market risk) that are listed in the preceding sections above.  

The Bank is exposed to several concentration risks and the following are the top on the list: 

o Deposit Concentration risk 

o Counterparty Concentration risk 

o Credit Concentration risk 

13.11.1 CONCENTRATION RISK GOVERNANCE  

Concentration risks- both deposit and credit risk concentration management form part of ALCO pack 

and Credit pack respectively, the same Governance Structure as under liquidity risk above remains 

applicable to this risk type as the same Governing Committees are responsible for managing and 

monitoring the same risk type (concentration risk). 
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 13.11.2 CONCENTRATION RISK MANAGEMENT APPROACHES 

The Bank employs a diversified funding strategy to manage concentration risk. Concentration risk 

limits are used within the Bank to ensure that funding diversification is maintained across products, 

sectors, geographic regions, and counterparties. Primary funding sources are in the form of deposits 

across a spectrum of retail, business, and wholesale clients. 

The liquidity risk management policy includes qualitative and quantitative methodologies and tools 

to assist management in identifying, assessing, monitoring, controlling, and mitigating 

concentration risks. 

These methodologies include but not limited to: 

o The Bank conducts stress tests on a regular basis for a variety of short-term and medium-

term stress scenarios to identify potential concentration risk and to ensure that current 

exposures remain in accordance with a bank’s established concentration risk tolerance. 

o Early warning indicators (qualitative or quantitative) are used to identify any negative trend 

and cause an assessment and potential response by management in order to mitigate the 

Bank’s exposure to the concentration risk. 

o To manage credit concentration risk and ensure diversification of the credit book, the Bank 

has set maximum limits per sector. 

The following concentration risks measures are considered: 

o Industry exposure 

o Business capital allocation, top 100 and top 20 exposures 

o Large loans combined exposure of the regulatory capital 

o Concentration risk appetite limits and early warning indicators to identify any negative trend 

and prompt management response in order to mitigate the Bank’s exposure to the credit 

concentration risk. 
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13.11.3 CONCENTRATION RISK CONTROL ENVIRONMENT  

The Bank has used the following controls in managing this risk type. 

RISK TYPE Controls 

Deposit concentration 

risk 

o Investment Policy determines level of investment 

against different asset classes 

Counterparty Credit risk o Counterparty limits as set and approved by the 

Board  

Credit concentration risk o Risk Appetite document sets exposure thresholds.  

o Compliance/adherence with lending limits as set 

out in the Financial Institutions (Lending Limits) 

Regulations, 2016. 

 
13.11.4 CONCENTRATION RISK MANAGEMENT PROCESS 

The Bank follows generic risk management process in managing concentration risk as         
detailed in the following steps: 
13.11.4.1 CONCENTRATION RISK IDENTIFICATION 

As indicated above, the Bank has identified market risk as one of the TOP 5 risks that the Bank 

is faced with. Below are step by step concentration risk management processes followed by 

the Bank. 

 

     13.11.4.2 CONCENTRATION RISK ASSESSMENT 

In assessing concentration risk, the Bank uses the set risk appetite tolerances as set out in the 

governance documents as listed below.
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13.11.4.3 CONCENTRATION RISK RESPONSE 

The Bank has adopted the following risk response mechanisms in managing specific market risks 

as identified below: 

 

RISK TYPE RISK RESPONSE 

Deposit Concentration risk The Bank has developed Deposit Strategy which targets 

Corporate and Institutional depositors. 

 

In comparison with last year’s deposit concentration that was 

mainly on Government deposits, this risk has since been 

reduced as Government Deposit Concentration has reduced to 

an acceptable level. 

Counterparty Credit risk As set in the Board approved Counterparty Limits Document, 

the risk has been spread over several different Financial 

Institutions mainly Banks and Asset Managers, both locally and 

internationally. 

Credit Concentration risk Current concentration of Retail lending, the Bank is diluting the 

concentration by extending credit to Businesses as well. 

 

Also, new credit products have been introduced with the aim 

to dilute credit products concentration risk from unsecured to 

assets-backed lending (e.g., home loans and vehicle and asset 

finance). 

 

 13.11.4.4 CONCENTRATION RISK COMMUNICATION AND REPORTING 

The fact that market risk forms part of concentration risk (as reported in the ALCO Pack), 

therefore the same communication and reporting mechanism is followed even under this type.  

 

13.11.4.5 CONCENTRATION RISK MONITORING AND REPORTING 

The Bank is aggressively monitoring concentration risk by following different risk monitoring 

frequencies as follows: 
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RISK TYPE MONITORING MECHANISM FREQUENCY 

Deposit Concentration risk Deposit concentration report as 

contained in the ALCO Pack 

Monthly ALCO and EXCO 

Counterparty Credit risk Board approved Counterparty 

Limits Usage report as contained 

in the ALCO Pack 

Monthly ALCO and EXCO 

 

Quarterly to WSCC and 

Board 

Credit Concentration risk Board approved Counterparty 

Limits Usage report as contained 

in the Credit Pack; benchmarked 

against set and Board approved 

Risk Appetite 

Monthly to Credit 

Committee and EXCO 

 

Quarterly to WSCC and 

Board 

           14. REQUIREMENTS FOR DISCLOSURE OF FINANCIAL INFORMATION 

The Bank’s approach to risk management is an enterprise-wide risk management approach which 

is an approach of managing risk in a coordinated and integrated manner. The Bank has embedded 

the risk ownership culture by making sure that everyone within the Bank understands and 

appreciates that they are Risk Managers in their respective areas of work. 

The following key risk categories have been identified within the Bank: 

o Financial risks (Liquidity, Market, Capital, Credit and Concentration); 

o Operational risks (IT, Business Disruption risk (Business Continuity and Regulatory or legal 

risk). 

             14.1 LIQUIDITY RISK MANAGEMENT OBJECTIVES 

I. To allow the Bank to meet its short-term financial obligations promptly and without 

substantial losses. 

II. To enable the Bank to meet its obligations and commitments when they fall due. 
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14.1.1 LIQUIDITY RISK MANAGEMENT POLICIES 

I. Liquidity Risk Management Policy. 

II. Liquidity Risk Management Framework. 

III. Contingency Funding Policy. 

IV. Investment Policy. 

V. Stress Testing Policy. 

VI. Stress Testing Framework. 

 

14.1.2 LIQUIDITY RISK MANAGEMENT APPROACHES 

I. The Bank has adopted the principles for the management and supervision of liquidity risk.  

II. The Bank conducts stress tests on a regular basis for a variety of short-term and medium-term 

stress scenarios to identify sources of potential liquidity strain and to ensure that current 

exposures remain in accordance with a bank’s established liquidity risk tolerance. 

III. The Bank maintains a formal contingency funding plan (CFP) that clearly sets out the strategies 

for addressing liquidity shortfalls in emergency situations. 

IV. The Bank maintains a portfolio of high-quality liquid assets. 

 

14.1.3 LIQUIDITY RISK GOVERNANCE 

 

14.1.3.1 Liquidity Risk Control Environment  

The Bank’s liquidity risk is assessed, analysed, evaluated and controlled through the following governance 

documents: 

I. Liquidity Risk Management Policy. 

II. Liquidity Risk Management Framework. 

III. Contingency Funding Policy. 

IV. Investment Policy. 

V. Stress Testing Policy. 

VI. Stress Testing Framework. 
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14.1.4 LIQUIDITY RISK MANAGEMENT PROCESS 

 

14.1.4.1 LIQUIDITY RISK IDENTIFICATION 

The Bank has a risk appetite framework for liquidity risk from which key risk indicators are developed which 

are monitored on a regular frequency. The Bank also uses the contractual and behavioural gap analysis to 

identify and measure liquidity risk. Regular stress testing and scenario analysis are also used to identify and 

quantify the risk. The Bank manages its liquidity risk in line with regulatory and Basel II/III expectations. The 

Bank’s Liquidity Risk management processes is detailed below. 

 

14.1.4.2 LIQUIDITY RISK ASSESSMENT 

In assessing Liquidity Risk, the Bank is using the following major measurements which forms standing 

reporting items in the ALCO Pack.  

I. Balance Sheet Liquidity Ratios. Other than other normal liquidity ratios, the Bank has since adopted 

and is continuously using more stringent liquidity ratios: Liquidity Coverage Ratio (LCR) and Net 

Stable Funding Ratio (NSFR). 

II. Liquidity Gap Report. 

III. Liquidity Stress Testing. 

 

As part of Business as Usual (BaU) liquidity management and monitoring, the Bank has adopted the 

following approaches:  

 

a) Regulatory liquidity requirements are prioritized, and buffers are maintained to ensure that there is 

sufficient liquidity from the regulatory perspective and otherwise. 

b) All large payments are centralized in the Treasury Section so that liquidity needs can be identified 

immediately and advise Management if necessary or make arrangement to avail required liquidity 

when doing daily treasury activities. 

c) Investment forum is conducted on weekly basis to check the trends and liquidity demands in line 

with proposed investment strategy and decisions and expected maturities. 

d) Closely monitor Loan to Deposit Ratio as a primary indicator to liquidity risk. 

e) Liquidity ratios are tracked and discussed in ALCO meetings. 

f) Both Contractual and BaU liquidity gaps are discussed with necessary recommendation to close the 

gaps. 

14.1.4.3 LIQUIDITY RISK RESPONSE 

To make sure that the Bank is ready to respond to Liquidity Crisis, Liquidity Contingency Funding Plan has 

been developed and approved by the Board. So far attempts to test Liquidity Contingency Plan have failed 

due to lack of credit lines with both Commercial Banks locally and abroad. However, the Bank is considering 

packaging repurchase agreements with financial institutions where the treasury bonds will be used as the 

underlying instruments. Furthermore, Standard Lesotho Bank has started to deposit with the Bank. The test 

to borrow overnight from Standard Lesotho Bank is yet to be done.  
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The mitigations put in place to proactively manage liquidity risk are as follows:  

o Buffer limits are set over and above the regulatory requirements. 

o Board and Management limits or triggers are set and monitored by ALCO on monthly basis. 

o The Bank maintains a portfolio of liquid assets which serves as a cushion in case of a possible shortfall 

in liquidity. 

 

14.1.4.4 LIQUIDITY RISK COMMUNICATION AND REPORTING  

Liquidity risk is reported to the following Committees per frequencies as indicated in the following table: 

 

 

 

 

 

 

14.1.4.5 LIQUIDITY RISK MONITORING  

The Bank is aggressively monitoring liquidity risk by following different risk monitoring frequencies are as 

follows: 

 

 

 
 

 
14.2. CAPITAL RISK 
Capital risk is also covered in the ALCO Pack and is therefore managed and monitored together with all 

other financial risks (Liquidity risk, Credit risk and Market risk) that are listed in the preceding sections 

above.  

 

14.2.1 Capital Risk Management Objectives 

I. Ensure that the Bank maintains an adequate level of capital to protect its depositors and 

creditors and promote public confidence. 

II. Improve quality, consistency and transparency of regulatory capital. 

III. Ensure that Bank holds adequate capital to support its risk exposure. 

IV. Ensure/maintain the acceptable risk exposure within the Risk Appetite and/or other limits 

and restrictions. 

V. Ensure capital adequacy to cover material risks. 

COMMITTEES REPORT TYPE FREQUENCY 

BoD Managing Director’s Report Quarterly 

SCWDCO ALCO Pack Quarterly 

EXCO Managing Director’s Report Monthly 

ALCO ALCO Pack Monthly 

LIQUIDITY RISK MONITORING FREQUENCY RESPONSIBLE PERSON 

Intra-day liquidity monitoring Chief Wholesale Banking Officer 

Weekly liquidity monitoring Chief Wholesale Banking Officer 

Monthly liquidity monitoring ALCO 

Quarterly liquidity monitoring SWCC and the Board 
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VI. Ensure financial stability of the Bank, minimization of impact form potential financial losses 

of risks taken by the Bank in accordance with the Bank Development Strategy. 

 

14.2.2 Capital Risk Management Policies 

I. Capital and Risk Management Framework 

 

14.2.3 Capital Risk Management Approaches 

 

14.2.3.1 Capital Position 

The Bank maintains a resilient capital base aligned with regulatory requirements and overall risk exposure. 

It employs risk-based assessments and stress testing to ensure sufficient buffers above minimum standards 

while supporting long-term, stable balance-sheet growth. 

 

14.2.3.2 Earnings Volatility 

The Bank targets stable, well-diversified earnings through competitive lending, prudent funding, and strong  

asset liability management. Its diversified income approach is designed to minimize earnings fluctuations  

across economic cycles. 

 

14.2.4 CAPITAL RISK GOVERNANCE  

Capital risk management forms part of ALCO pack, the same Governance Structure as under Liquidity risk 

above are responsible for managing and monitoring this risk type as well. 

 

14.2.5 CAPITAL RISK CONTROL ENVIRONMENT  

The Bank manages capital risk through the Board approved Risk and Capital Framework, 

 Contingent Funding Plan and Capital Restoration Plan. 

 

14.2.6 CAPITAL RISK GOVERNANCE  

Capital risk management forms part of ALCO pack, the same Governance Structure as under Liquidity risk 

above are responsible for managing and monitoring this risk type as well. 

14.2.7 CAPITAL RISK CONTROL ENVIRONMENT  

The Bank manages capital risk through the Board approved Risk and Capital Framework, Contingent Funding 

Plan and Capital Restoration Plan. 

14.2.8 CAPITAL RISK MANAGEMENT PROCESS 
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The Bank follows generic risk management process in managing capital risk as detailed in the following steps: 

a) Capital risk assessment is undertaken using relevant ratios such as Capital Adequacy Ratio (CAR) 

and Fixed Assets to Capital Ratio (FACR), both of which are regulatory ratios. 

b) Capital risk response - to maintain acceptable levels of capital, Management follows Board 

approved Funding Policy which allows the Bank to use alternative sources of funding as long as they 

are within the Bank’s approved risk appetite. 

c) Communication and reporting. Like other financial risks which are included in the ALCO Pack, capital 

risk is also covered in the same pack and reported to relevant governance structures: ALCO, EXCO, 

SCWDCO, and the Board on monthly basis and quarterly respectively.  

d) Capital risk monitoring - this risk is continuously monitored using CAR and FACR as indicated above. 

During the reporting period, both CAR and FACR were within the set regulatory limits of 8% and 25% 

respectively. 
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15. STATEMENT ON EXEMPTED PILLAR 3 CONTENT 

In line with the requirements of the regulatory disclosure framework, the Bank hereby informs stakeholders 

that a limited portion of the Pillar 3 information has been exempted from public disclosure. This exemption 

was granted by the Central Bank of Lesotho following a formal request and assessment. 

The exempted items relate to information that has been classified as strategically sensitive, and the Bank has 

therefore applied a restricted-disclosure approach in alignment with applicable regulatory provisions. As 

permitted under these provisions, the Bank has withheld only those elements where unrestricted publication 

could influence aspects considered vital to the Bank’s operational soundness, competitive positioning, or 

systemic stability. 

The Bank affirms that: 

o All disclosures not subject to the exemption are presented in full within this report. 

o All information under exemption has been submitted in complete form to the supervisory authority 

through secure channels. 

This measured approach ensures continued transparency to the public while upholding prudential safeguards 

designed to preserve the resilience and integrity of the Bank and the broader financial system. 
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16. FORMAT AND REPORTING FREQUENCY FOR BASIC DISCLOSURE REQUIREMENTS 

 TABLES AND TEMPLATES FIXED 

FORMAT 

FLEXIBLE 

FORMAT 

QUARTERLY ANNUALLY 

Part 2 –Overview 

of risk 

management and 

RWA 

Bank risk management 

approach 

 ✔  ✔ 

 Overview of RWA ✔  ✔  
      Part 3 – Linkages 

between financial 

statements and 

regulatory 

exposures 

Differences between 

accounting and regulatory 

scopes of consolidation and 

mapping of financial 

statements with regulatory 

risk categories 

 ✔  ✔ 

      
       Main sources of differences 

between regulatory 

exposure amounts and 

carrying values in 

explanations of 

differences between 

accounting and 

regulatory  

 ✔  ✔ 

Part 4 – Credit risk General information about 

credit 

 ✔  ✔ 

Credit quality of assets ✔   ✔ 

Changes in stock of defaulted 

loans and debt securities 

 

 

✔   ✔ 

Qualitative disclosure 

requirements 

related to credit risk 

mitigation techniques 

 ✔  ✔ 

Credit risk mitigation 

techniques 

✔   ✔ 

Qualitative disclosures on 

banks’ use of external credit 

ratings under the 

standardized approach for 

credit 

 

 

 

 ✔  ✔ 
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Standardized approach –credit 

risk exposure and Credit Risk 

Mitigation effects 

✔   ✔ 

Part 5 – credit risk Qualitative disclosure related 

to Standardized approach of 

CCR exposures by regulatory 

portfolio and risk weights 

 ✔  ✔ 

Part 6 – 

Securitization 

Qualitative disclosure 

requirements related to 

Securitization exposures in 

the banking book and 

associated regulatory capital 

requirements – bank acting as 

originator. 

 ✔  ✔ 
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     17. APPENDIX 1 – AUDIT OPINION                 
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18. BOARD EMPHASIS ON DISCLOSURE AND ACCOUNTABILITY 

 

 

 

 

 

 

 

 

 

 

 

                              


