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UBA Chairman
Foreword

welcome you all to the second Annual Banking Conference (ABC) 2018. | take
this opportunity to thank all our partners, the members of UBA and all our stake-
holders for efforts rendered in organizing and making this conference a success.

The context for our 2018 theme arises from trends in the recent past, where the
banking & overall financial sector has witnessed a number of developments emanat-
ing from both domestic and external factors.

Externally, there is growing uncertainty arising from the shifting geopolitical agenda,
skewed towards protectionism, creating an unpredictable environment for players in
the financial sector who provide the much-needed financing for cross border opera-
tions of multinational companies. In addition, technological innovations have aided
the creation of new digital platforms that present new opportunities, enable reach
to previously unserved market segments, widen choices and are available 24/7, but
equally present risks that exist in the ICT space. Financial Institutions are increasingly
depending on ICT for critical aspects of their operations and risks in ICT therefore
mean risks to the stability of the financial sector.




The Global Financial Crisis of 2008
proved to us how far reaching

the consequences of instabilities
in the financial sector can be.

The subtheme, Managing Risk

in A Growing & Fast Changing
Environment, is very relevant to
industry especially now.

The Fourth Industrial Revolution

is upon us and technology is
fundamentally altering the way people
work, live and relate to one another.
This is also altering the way we
conduct business or deliver services
to customers. Customer expectations
have also been altered. Today’s
customers, not only expects a 24/7,
efficient and reliable service, they also
want re-assurance that the financial
sector is sound, resilient, stable and
safe.

Domestically, the financial sector has
witnessed stress in the recent past
leading to closure of some financial
institutions. However, numerous other

positive developments including the
amendment of the Financial Institutions
Act 2004 and other related legislation
have strengthened risk management
and provided the environment for

the introduction of new products

and services while increasing reach &
penetration of financial services.

These developments create
opportunities for growth as well as
disruptions in different magnitudes.
Instability in the financial sector can
have far reaching consequences to the
wider economy by negatively affecting
investment, trade, incomes and has the
potential of exacerbating poverty and
income inequality.

It is my wish that through this
conference, we will be able to come
up with practical recommendations
to enable us deliver stable growth
for the sector anchored on positive
innovations.

Allow me take this opportunity to
thank the Central Bank of Uganda and
Government of Uganda for providing
the enabling regulatory as well as
overall business environment for the
sector to thrive. We count on and look
forward to their continued support.

Patrick Mweheire
Chairman




UBA Executie Director
Foreword




DFS provides a game-changing environment
that cuts across all the sectors of the
economy and across market segments
including the informal markets, most
importantly aiding financial inclusion
through improved access to financial
services and lowering the cost of financial
services.

The conference also discussed ways and
means of addressing the gaps and shortages
surrounding the much needed long term
finance in our markets.

Sustainable and responsible banking

was another key discussion area,

where balancing financial, social and
environmental issues, to ensure sustainable
livelihoods for the communities from which
we derive business was well highlighted.

The discussions noted that integrating
social and environmental criteria

into lending decisions, ensuring good
governance, building more inclusive lending
(especially supporting SMEs) protecting

the environment, being transparent and
acting with integrity are critical aspects of
sustainable and responsible banking.

We convey our gratitude to the Vice
President Republic of Uganda H.E Edward
Kiwanuka Sekandi who presided over the
opening of the Conference and the Minister
for Finance, Hon Matia Kasaija for presiding
over the closing.

We thank our 2017 Keynote Speaker
Professor Njuguna Ndungu (Governor
Emeritus), all the speakers, panelists,
authors and moderators who anchored the
conference.

This year’s conference will aim to
deliver constructive discussions and
recommendations on a range of subject
matters affecting the performance and
stability of the banking industry at the
global, regional as well as national level.

1

..balancing
mancial,
social and
environmental
issues, to ensure
sustainable
livelihoods for
the communities
from which we
derive business...

We invite you to enrich this
gathering by actively participating
and contributing to the
deliberations as we strive to build
a strong and resilient financial
services sector in Uganda.

| cannot conclude without
conveying our deep gratitude to
all the participants, stakeholders
and sponsors who continue to
support us in delivering this
conference.

We look forward to a resourceful

conference.

Wilbrod Humphreys Owor.,
Executive Director
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Speaker & Presenter

Profiles

Dr. Ruhakana
Rugunda

Prime Minister,
Republic of Uganda

r. Rugunda was appointed as

Prime Minister on 18 Sep-

tember 2014. A physician by

profession, he has held a long

series of Cabinet posts under
President Yoweri Museveni beginning in
1986. He served as Uganda’s Minister of
Foreign Affairs from 1994 to 1996 and as
Minister of Internal Affairs from 2003 to
2009. Subsequently, he was Permanent
Representative to the United Nations from
2009 to 2011 and Minister of Health from
2013 to 2014.

Dr Rugunda joined the Makerere Universi-
ty Medical School and later the University
of Zambia where he studied medicine,
graduating with a Bachelor of Medicine
and Bachelor of Surgery. He later studied
at the University of California, Berkeley
and obtained a Masters of Science in pub-
lic health. Before joining Ugandan politics,
Rugunda worked as medical officer in
Zambia, as a physician at the District of
Columbia General Hospital in Washington,
D. C. and at Kenyatta National Hospital in
Nairobi, Kenya




Speaker & Presenter Profiles

Profi. Emmanuel
Tumusiime -Mutebile

Governor, Bank of Uganda

mmanuel Tumusiime-Mutebile
is a Ugandan economist and
banker. He is the governor of
the Bank of Uganda, the central
bank of Uganda. He was first
appointed to that position on 1 January
2001 and was re-appointed for a second
five-year term on 1 January 2006. In
December 2015, he was re-appointed
for a fourth five-year term, effective 12
January 2016.

Tumusiime-Mutebile has held several
government positions in Uganda ranging
from deputy principal secretary to the
president in 1979, to undersecretary in
the ministry of planning in 1981, senior
economist and then chief economist in
1984. In 1992, he was appointed perma-
nent secretary to the newly combined
ministry of finance planning & econom-
ic development, a merger that he had
advocated while working under the then
Minister of Finance.

He is the longest serving chief executive
in the Bank of Uganda’s history. Heis
credited with many of the sound eco-
nomic policies adopted by the Uganda
government at the urging of the central
bank.

Tumusiime-Mutebile is the chancellor
of the International University of East
Africa, a private university established in
2011, with an urban campus in Kampala,
Uganda’s capital.



Speaker & Presenter Profiles

Mr.Raghav
Prasad

Division President,
Sub-Saharan Africa,

Mastercard

. mastercard.

n January 2018 Raghav took on the role of Division
I President for Sub-Saharan Africa based out of the re-

gional headquarters in Dubai.
In this role Raghav will be focused on establishing the
Mastercard brand presence in Africa, deploying innova-
tive payment solutions and partnering with local govern-
ments and regulators. Focus is placed on advancing Mas-
tercard’s business in Africa, and the organisations goal of
developing a world beyond cash.

Since joining Mastercard, Raghav has held a number of
leadership roles at country, regional and global level, con-
tributing significantly to various areas of the business. In
early 2017 he held the position of President, Payment
Gateway Services where he was responsible for the stra-
tegic direction and global end-to-end management of the
business.

Raghav is not new to the Middle East and Africa region,
he previously held the position of General Manager for
the Gulf Countries, responsible for all aspects of Master-
card’s business in the region giving him a solid foundation
for his new role as Division President for one of the fastest
growing divisions in International Markets (IMK) for the
technology company.

With almost 30 years of experience in the financial sec-
tor, Raghav has previously held leadership positions at
Citbank and RBS Group UK. During his six years at RBS
he moved from being the Managing Director of Global
Commercial Cards to serve as Managing Director of Glob-
al Merchant Services (WorldPay). During this time he was
also a member of the global management committee of
the Transaction Banking Group at RBS.

Raghav came to RBS from Citibank, where he spent 19
years running Cards, Retail Banking and Wealth Manage-
ment businesses in the US, UK, Asia and North Africa.
These roles included Global Product Lead for Core Prod-
ucts, Head of Cards Acquisition & Portfolio Management
for EMEA, and Country Business Manager for Egypt. He
also served on the Global Advisory Board of Commercial
Payments International for a number of years.

Born in India, Raghav has an MBA from the Indian Insti-
tute of Management Calcutta, specializing in Marketing
and Finance, and a First Class Honors degree in Mechani-
cal Engineering from the University of Delhi.



Mr. John Maiungei

Chikura

Chief Executive Officer Deposit
Protection Corporation Zimbabwe
from Chairman of First Mutual
Management




Speaker & Presenter Profiles

Mr. Fred K.
Muhumuza

PhD
Development Economics

uhumuza holds PhD (Development Economics)
from the University of Manchester, a Masters
in Economic Policy and Planning from Makerere

University, and A Certificate in Development Evaluation
from Carleton University/World Bank.

Dr. Muhumuza has been involved in development poli-
cy research, analysis, formulation and review for over
twenty years, with a parallel teaching career at Makerere
University, Nkumba University, and African Bible Univer-
sity. As a researcher and practitioner, he has undertaken
assignments in public policy, institutional development,
strategic planning, capacity building for Government,
Parliament, Civil Society and Private Sector. He has
worked as Economic Advisor to the Minister of Finance,
Planning and Economic Development in Uganda. Prior
to that, Muhumuza worked as a Research Fellow at the
Economic Policy Research Centre. He has also worked as
Senior Manager at KPMG Uganda and Research Specialist
with the Financial Sector Deepening Uganda.

He has been involved in governance structures of finan-
cial institutions, development agencies and faith-based
organizations. He is a Board Member for World Vision
Uganda; Vision Fund Uganda, Council Member for Ugan-
da Christian University, and Council Members for Scrip-
ture Union Uganda. He has previously served on the
Board of Post Bank Uganda Limited and Bank of India
Uganda Limited.

Mr. Pieter Van
Heerden

Founding member
of Scoresharp

a specialised credit risk management consultancy,

which has been part of the Compuscan group of
companies since 2011. As Head of Decision Analytics,
he is responsible for unlocking the value of our credit
services data assets and other data sources by applying
analytical insight, scoring and software solutions to
convert data into business solutions.

Pieter is one of the founding members of Scoresharp,

With more than 20 years’ experience in the industry, he
has extensive knowledge in scorecard development, risk
management software applications, SAS, profitability
modelling, pricing, Basel Il and portfolio tracking.

Prior to founding Scoresharp, Pieter spent several years
at Nedbank where he was recognised with the CEO Award
in 2005. Pieter holds an MBA from Bond University and
a BSc Degree in Mathematics & Mechanical Engineering.



Mr. Julius KIIZA
PhD (Sydney)

ulius Kiiza is an Associate Professor of

Political Economy and Development in

the Department of Political Science and
Public Administration at Makerere University
(Uganda). He holds a Bachelor of Arts
(Honours) degree from Makerere University,
a First Class Master of Public Policy from the
University of Sydney (Australia), and a PhD
from the same University. Julius was at The
University of Cambridge Centre for African
Studies for his postdoctoral research (Good
Governance and Human Rights) in 2003.
In 2014, he won a competitive Cambridge-
Africa Partnership for Research Excellence
(CAPREXx), and used his visiting fellowship to
conduct research on developmental state-
building in post-genocide Rwanda. He has
also been avisiting fellow at Dickinson College
in Pennsylvania (USA), and the Washington-
based Center for Global Development.

Julius has an active research and publications
interest in the broad areas of institutional
political economy; industrial policy; open
government; local content in the oil
sector (in Uganda/East Africa); economic
nationalism; and the changing, but not
ending developmental role of the state in an
era of globalization. He was the lead editor
of a book entitled: Electoral Democracy in
Uganda: Understanding the Institutional
Processes and Outcomes of the 2006
Elections (Fountain Publishers: Kampala).

Julius actively partners with civil society
(NGOs) and state actors to promote evidence-
informed policy analysis and advocacy. For
example, he actively conducts research work
with the Economic Policy Research Centre
(EPRC), ACODE, Friedrich Ebert Stiftung (FES),
Uganda Youth Network (UYONET), Program
for Young Politicians in Africa (PYPA); the
International Republican Institute (IRI) and
other national and international NGOs.




Speaker & Presenter Profiles

Mr. Mathias
Katamba

Managing Director of
Housing Finance Bank

r. Mathias Katamba is the Managing

Director of Housing Finance Bank.

Prior to joining Housing Finance Bank

he was the Co-founder and Managing
Partner of Progression Capital Africa a US $ 40
million Private Equity Fund based in Mauritius
set up to provide capital and technical support
to microfinance institutions in Uganda, Kenya,
Tanzania, Rwanda and Zambia. Before that he
was the CEO of Finance Trust, now Finance Trust
Bank a position he held for 5 years during which
he transformed the institution from a deposit-
taking MFI to acquiring regulatory approval for
a Tier 1 Commercial Bank. He served as the
Chairman/National President of the Association
of Microfinance Institutions in Uganda (AMFIU),
member of the investment committee of the
Deutsche Bank Global Commercial Microfinance
Consortium, member of the Steering Committee
for Client Protection (SMART campaign) at the
Center for Financial inclusion.

In a banking career spanning a decade and a half,
he previously held various positions at Orient
Bank Limited, Post Bank Uganda, Barclays Africa,
Pride Uganda and Pride Microfinance Limited
where he was instrumental in its transformation
from an NGO into a Microfinance Deposit —
taking Institution. He has advanced executive
leadership training from Harvard Kennedy
School (Harvard University) and Wharton
Business School (University of Pennsylvania).

He attended The Executive Director (TED)
program and the Executive Leadership Program
(ELP) both conducted by Strathmore Business
School. He also holds a Postgraduate Diploma in
Public Relations from the Chartered Institute of
Public Relations, Master of Science in Financial
Management from the University of East London
and a Bachelor of Arts in Economics from the
University of Greenwich.

He also serves as a Director at UAP Old Mutual
Insurance Uganda Limited, Private Sector
Foundation Uganda (PSFU) and the Uganda
Institute of Banking (UIB).




Speaker & Presenter Profiles

e Current role; IMF Resident Representative,
Uganda

e Formerly: IMF Senior Economist Uganda, EAC, Niger;
Advisor to IMF Executive Board; Bank of Spain; European
Commission

¢ Education: College of Europe Masters, LLM Manchester

. University, University of Murcia. Law and Economics De-
Ms. Clara Mira gree.

Resident Representative, Uganda

ibran Qureishi is currently the Regional East

Africa Economist at Standard Bank Group (Stanbic

Bank). Jibran is part of a larger team conducting

macroeconomic research on African countries.
The macroeconomic research is overlaid with fixed
income and currency research to produce executable
trade ideas in African fixed income and currency
markets. In addition, the team’s research is aimed at
identifying potentially profitable trading opportunities
in the growing African Eurobond market.

Jibran is regularly cited in newspaper articles and
interacts extensively with the media including, CNBC
Africa, Bloomberg, Reuters and local market reporters.
He advises the banks clients and senior management
Mr. Jibran in various in-country offices on East Africa strategy.
. . He was ranked first by the Financial Mail top analyst

QurelShl awards for Sub Saharan Africa in 2016 and his team
also emerged victorious in the Johannesburg Stock
Exchange (JSE) Spire Awards in 2016 and 2017 for the
best Africa research team.

Regional East Africa Economist
at Standard Bank Group
(Stanbic Bank).

Standard Bank Group was founded more than 150
years ago is Africa’s largest bank by assets.

He joined the bank in 2012 and holds a BSc (Hons)
in Economics and an MSc in Economics and Finance
both from the University of Kent.



Speaker & Presenter Profiles

Euvin Naidoo

Head of Financial Institutions-
Africa at Thomson Reuters
South Africa

Mr. Keith Muhakanizi

Permanent Secretary

uvin Naidoo is the Head of Financial Institutions-
Africa at Thomson Reuters. He is responsible for
driving the growth and retention plan for TR Afri-
ca, covering financial services institutions, central
banks and major accounts within Finance and Risk cross 47
African countries.

Euvin leads the team based out of TR Africa’s Head Office in
Johannesburg, South Africa, supporting the business across
West, East and Southern Africa with team members on the
ground in Nigeria, Ghana, Cote d’lvoire, Kenya, Mauritius
and South Africa. Selected by Forbes.com as one of the
African continent’s Top 10 most ‘Powerful and Influential
Men’ of his generation, Euvin has been engaged as an ex-
ecutive within financial services in both the USA and Africa
for the past 15 years.

Prior to joining TR, Euvin was part of the African leadership
team at the Boston Consulting Group, joining as the first
South African Partner and Managing Director based out of
the Johannesburg office, where he led the Africa Financial
Institutions (Banking, Risk and Insurance) and Public Sector
(DFls, Treasury and Central Banks) Practices. In May 2017,
he was part of the BCG team that led the release of a global
report on financial inclusion, with a special focus on Africa.
Selected as a Young Global Leader by the World Econom-
ic Forum (WEF), he was recruited to the Forum’s Global
Agenda Councils, where he served 2 terms on the United
States Council. He is a current member of the WEF’s Glob-
al Expert Network. In February 2017, Euvin was honored
in Boston by receiving the Harvard Business School Africa
Business Club Leadership Excellence Award.

r. Keith Muhakanizi serves as Permanent
Secretary and Secretary to the Treasury,
Ministry of Finance, Planning and Economic
Development. Muhakanizi has served in
different positions at the ministry for more than a decade,
and has been instrumental in macroeconomics policy and
planning, financial sector growth and private sector growth
in Uganda. He served as the Chairman of East African
Development Bank since May 25, 2013 and serves as its
Director. He serves as the Chairman of Housing Finance
Bank Limited and he is the chairperson of the Board of
Management for the Economic Policy Research Centre.



Speaker & Presenter Profiles

Mrs. Ruth
Sebatindira

ith over twenty years’ experience of credit/loans

transactions advisory work and lender enforce-

ment litigation, Ruth Sebatindira understands

the business of lending. Ruth has successful com-
mercial litigation experience in banking and finance especially
in the areas of asset finance and leasing, insolvency and receiv-
erships, defective securities claims and lender enforcement
actions.

Ruth brings her Court experiences and perspective to the
Boards and Board Committees that she advises when they
are evaluating lending deals. She also advises on business
deals and transactional work, from discussing the terms of
the lending deal, drafting transaction/loan documents that
mirror the terms of the deal to negotiating the terms of the
deal agreeing financing or refinancing terms, restructuring/
workouts as well as sale or purchase of assets or loans.

Ruth renders country regulatory advice to financial institutions
and supports Bank compliance teams in this regard. She
advises credit and risk Bank teams on how to mitigate and
manage risks arising from lending; by identifying early warning
signs and advising on remediation or what exit strategies the
lender may use which may include liquidation of collateral,
whether it is land, equipment, inventory, or accounts
receivable. She also leads teams in security documentation
and documents reviews, advising lenders on enforceability of
securities and remediation of defective securities.

Ruth has an LLM from The University of Manchester, UK and
is a member of Uganda Law Society, East Africa Law Society,
International Bar Association, International Fiscal Association
and Association of International Petroleum Negotiators
(AIPN).

Ruth served as President of Uganda Law Society (2013-2016).
She dedicated herself to defending and promoting the rule of
law and access to justice in Uganda. She continues to take on
assignments that promote the rule of law.

Ruth is a member of the Judicial Service Commission which
advises the President of Uganda on the appointment of
Judges and their terms and conditions of service; recruits
and exercises disciplinary control over all Judiciary staff and
advises on the administration of Justice in Uganda.

Ruth Sebatindira was granted the rank of Senior Counsel by
the Chief Justice of Uganda on 28th March, 2018. She is the
founding Partner of Ligomarc Advocates a Ugandan Financial
and Corporate Law Firm.
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Statement from
the Minister

Finance, Planning & Economic Development

would like to commend the Uganda Bankers’ Association for organizing this
forum whose theme is very pertinent to the stability and future development
of Uganda’s financial system.
The financial system is critical to the functioning of the economy as a whole
and banks are central to this. Commercial banks account for over 90% percent
of the total private sector credit in our economy and play an equally important
role of financial intermediation by mobilizing savings and facilitating trade. The
combination of these activities fuel economic activity by allowing businesses to
invest, facilitate household consumption and support public investments like
infrastructure development through direct and indirect financing among others.
The sector is key in collection of government tax revenue collection, in addition to
providing employment to a substantial proportion of the labour force. Therefore,
having a healthy and sound financial system is central to any economy.

Without doubt, financial sector stability remains a fundamental and
critical issue around the world. This is especially true after the global
‘\ financial crisis of 2008, which highlighted the vulnerabilities of the

.. global financial architecture. Although this crisis had limited direct
impact on Uganda’s financial system, with the increasing exposure
o to international financial flows supported by the international,

regional and local inter relatedness and connectivity of the
banking system, resilience of our financial system to external
shocks cannot be taken for granted.




Economic slowdown in developed countries
like the US and Europe, naturally affect
demand for Uganda’s exports, disrupt
commodity prices and reduces the flow of
remittances to Uganda as well as Official
Development Assistance (ODA). These
developments can have adverse effects on
our economy triggering slow growth of the
economy and stress in the financial sector.

Domestically we have witnessed shocks
that have threatened the stability of our
financial sector. In the 1990s and early
2000s, Uganda’s banking industry suffered
a number of bank failures (eight in total),
forcing the Central Bank of Uganda to
intervene.

The primary cause of the bank failures at
the time was poor corporate governance
which among others created heavy losses
due to pervasive insider lending. This called
for strengthening banking regulation by
enacting the Financial Institutions Act (FIA)
in 2004. The Act raised minimum bank
capital requirements, tightened restrictions
on insider lending and mandated the Bank
of Uganda to intervene promptly in failing
banks before their capital is completely
eroded. The main objective here was to
safeguard depositors’ funds in addition to
preventing a systemic financial crisis. The
act also imposed a ceiling of 49 percent

on the share of a bank’s equity which a
single shareholder, or a group of related
shareholders, can hold, in order to limit the
influence of dominant shareholders.

Since the enactment of the FIA, there have
been fewer bank failures in Uganda and
better and timely resolution mechanisms
applied when instances of Bank stress arise.

In all such recent incidences, the Bank of
Uganda has intervened promptly in line with
the mandatory corrective actions and has
been able to transfer the deposits of such
stressed financial institutions to other banks
through Purchase of Assets and Assumption
of Liabilities transactions, using the powers
bestowed on it the FIA which ensured that
depositors did not lose any of their money.

While we have so far been successful in safe-
guarding against losses of funds by deposi-
tors, the financial system today is operating in
a fast-changing environment both externally
and internally. Maintaining the stability of the
financial system, will therefore require strin-
gent enforcement of prudential regulations
and robust banking supervision, both onsite
and offsite as well as prudent management
of the economy.

As a country, we must devote our minds and
efforts to promoting and ensuring financial
stability to safeguard macroeconomic stabili-
ty and protect savers and investors to ensure
sustainable economic growth. We should
strive to minimize the vulnerability of the
domestic financial system from externally
induced financial crises as well as domestic
shocks.

This responsibility lies not only with the
government or Bank of Uganda but also the
commercial banks and other financial institu-
tions as well as the borrowers of funds.

Individuals, businesses and other corporate
bodies who borrow funds from the com-
mercial banks must adhere to the culture of
paying back their debts. Commercial banks in
turn should step up their credit risk assess-
ment capabilities while the Central Bank of
Uganda continues to perform their supervi-
sory and regulatory role in accordance with
internationally acceptable standards. On our
side as the Ministry of Finance, Planning and
Economic Development, among other initia-
tives, we are developing the Financial Sector
Development Strategy which will facilitate
the growth and development of a strong,
sound and stable financial sector.

| am optimistic that this conference will pro-
vide all of us with additional useful insights to
enable us pool efforts to continue strength-
ening and growing the financial sector which
fuels the economy.

| wish you all very good deliberations.

MINISTER OF FINANCE;PLANNING AND ECONOMIC DEVELOPMENT
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UBA
MANDATE

Vision, Mission, Values, Funcé¢tions

Organization Profile.

Uganda Bankers’ Association (UBA) is an umbrella body that was established in 1981.
To date UBA membership consists of Uganda Development Bank, Commercial Banks

and Financial Institutions licensed and supervised by Bank of Uganda.

A strong, vibrant and respected financial
services industry in the East African region.

To promote a sound banking environment through research and
innovation, advocacy, good governance and best practices.




The objectives of UBA include,

Develop and maintain a code of
ethics and best banking practices
among its membership.

To encourage & undertake high
quality policy development
initiatives and research on the
banking sector, including trends,
key issues & drivers impacting on
or influencing the industry and
national development processes
therein through partnerships in
banking & finance, in collaboration
with other agencies (local,
regional, international including
academia) and research networks
to generate new and original
policy insights.

To develop and deliver advocacy
strategies to influence relevant
stakeholders and achieve policy
changes at industry and national
level.

To work closely with the regulator
BOU and other non-bank financial
institutions & organizations in
promoting financial sector growth,
through training, development

of products, technologies &
initiatives to promote financial
sector growth.

To promote and represent the
professional interests of its
members

UBA
MANDATE

Research and Innovation

Stakeholder Engagement and
Advocacy

Best Banking Practices
Sustainability

Financial Literacy and
Education

UBA CORE
VALUES

Integrity, Transparency,
Professionalism, Good

Governance, Team work and

Service Excellence




Management

Wilbrod Humphrevs Owor:

Executive Director UBA

Mr. Owor holds an MBA in strategic Management (ESAMI/MSM) and
Degree in Bachelor of Commerce (Finance) of Makerere University.

Wilbrod who has been in the banking sector rising to the rank of
Managing Director/Chief Executive Officer, has 25 years of working
experience spanning across key sectors of the economy including
manufacturing, trade/commerce, International Development Agency/
NGO world as well as consulting & advisory services.

He has business development and management experience in
financial and consumer services institutions with practical experience
in financial management, business development, skills development
and banking financial products/services.

Patricia Amito Lutwama:
Head Communications & Corporate Affairs

Ms. Patricia Amito Lutwama is an experienced program management
professional with extensive experience in strategic communications
management and development/management of grant proposals.

She holds a Master’s degree in Business Administration (ESAMI) and a
Bachelor of Science degree in Quantitative Economics from Makerere
University.

Patricia has over 10 years’ work experience in program and financial
management, partnership and business development, with a track
record of professionalism and integrity.

She previously served as Head of Programs, Program Manager and
Finance Officer at Straight Talk Foundation.



David Juuko:

Head Finance and Administration

Mr. David Juuuko is a finance & accounting professional with
over 10 years of progressive experience. He has worked

in different sectors; Education, Hospitality, Information
Technology, Manufacturing and Transport & Logistics. This
experience in different sectors and the ease with which he
adapts makes him exceptional. He previously worked with
Service and Computer Industries as Finance Officer and

he joins UBA from Rift Valley Railways where he has been
working as a Senior Accountant.

At Makerere University Business School, he pursued a
Bachelor of Business Administration (Accounting) and
currently on the brink of ACCA membership.

He has deep experience in preparation and interpretation
of financial statements, working capital management,
budgeting, implementing sound internal controls, general
tax compliance and preparation of tailored management
reports.

Musa Mavanja Lwanga
Head Research and Market Development

Mr. Musa Mayanja Lwanga is expert in financial sector
economics with a wealth of experience of over eight years
in designing and implementing large scale surveys and
conducting policy relevant research in several fields of
economics.

He has authored and co-authored a number of research
articles published in both local and international peer
reviewed journals including the African Journal of Economic
and Management Studies, the Journal of Statistical and
Econometric Methods, the Advances in Management &
Applied Economics Journalthe.

Musa holds a Master’s degree in International Economics from the Berlin School of Economics and
Law (Hochschule fir Wirtschaft und Recht, Berlin) and a BSc. degree in Quantitative Economics
from Makerere University, Kampala.

He has previously worked with the Economic Policy Research Centre, Makerere University, Biz-
Econ Consultancy, Buchwerk GmbH in Darmstadt Germany and as a Research Assistant to Dr Neil
Kodesh.

He is a member of the African Econometrics Society and the Uganda Economists Association. He
sits on a number of technical working committees including the Agriculture Finance working group
at the Ministry of Finance Planning and Economic development and the GIS Financial services
working group at the Financial Sector Deepening Uganda (FSDU).
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ganda Bankers Association
maiden Annual Bankers Con-
ference was held on the 19th
of July 2017 at the Kampala
Serena Conference Center un-

der the theme “the Future of Banking”.

The opening was presided over by the
Vice President of the Republic of Uganda,
His Excellency Edward Kiwunuka Ssekandi
(M.P).

The Vice President underscored the role
of the finance and banking sector in any
economy as the primary medium for
transmission of monetary policy, being the
custodians & lenders of money.

Key Highlights

ANI\IUAL
A BANKERS
CONFERENCE

uBA ANNUAL BAN 2
19th July 2017- Kampala ;(eEr::

Theme: The Future of Banking
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Issues and Actions
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Hotel, Victoria Hall
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He reaffirmed the commitment of the
Government of Uganda in ensuring sound
economic policies to support the financial
and banking sector to flourish.

He noted that the Government through
regulation, legislation and policies had put
in place a framework for growth & deep-
ening of the financial sector and called for
the vibrant participation, support and col-
laboration from private sector players and
development partners alike to add their
weight to this process of financial sector
development.
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ting. In the same vein, he urged the
banking sector to find innovate ways
of availing appropriate financing for
private sector players with long term
investments & projects as well as to
increase appetite for lending to the
agricultural sector which employs
the majority of the Ugandan labour
force.

The Governor Central Bank of Ugan-
da Professor Emmanuel T. Mutebile
noted that, bank lending expanded
rapidly in the first decade of this cen-
tury; in real terms the stock of credit
expanded four-fold between 2001
and 2011, however since then, credit
growth has slowed and that over

the last two years it has stagnated in
real terms. The Governor highlight-
ed three major challenges that the
banking industry in Uganda is facing.
These are;

e How to strengthen bank lending to
the private sector

* Reducing lending interest rates in a
financially sustainable

e how to reduce the high operating
costs

Strengthen bank lending to the
private: The governor noted that
while loan demand, as proxied by the
value of loan applications received by
banks, has grown robustly by about
17 per cent per annum in real terms
since 2011, the value of loans actu-
ally approved by banks has grown
much more slowly. In the first half of
2012, banks approved loans in value
amounted to 70 per cent of the total
loan applications that they received,
that figure had fallen to 51 per cent
in the first four months of 2017. He
attributed the low supply of credit

to mainly the rising non-performing
loans and difficulties in realizing the
value of loan collateral in property
markets. This, he noted was making
banks wary about the creditwor-

thiness of loan applicants and as a
result making them more reluctant to
extend credit to them.

To mitigate against low credit supply
to the private sector, while empha-
sizing the fact that the pool of prime
borrowers (comprising of mainly
large, well established companies)

is small in Uganda, the Governor
advised banks to expand their loan
portfolios in a financially sustainable
manner by bringing into the credit
market more small and medium sized
enterprises (SMEs). To do this, banks
will need to strengthen their capac-
ities for identifying and evaluating
potential new loan customers and
ensuring that the characteristics of
the loan products on offer are suit-
able for the types of business under-
taken by their customers, especially
in aligning loan repayments with the
future stream of business revenues.
He stressed the need for banks to
strengthen their risk management
strategies, given that an expansion of
banks’ loan portfolios will almost in-
evitably involve banks being exposed
to greater credit risk.

High lending interest rates, the
Governor stressed that reducing
lending interest rates in a financially
sustainable manner is the second
major challenge facing the banking
industry. He noted that, the ability of
borrowers to service their loans and,
therefore, their creditworthiness, is
not independent of the interest rates
charged on these loans. The higher
are lending rates of interest, the
larger is the burden placed on the
borrower to service his or her loans
Ceteris paribus. Lower interest rates
would, contribute to enhancing the
capacities of borrowers to service
their loans out of their business
revenue and thereby help to alleviate
credit risk.
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He noted that, high lending rates of interest are
primarily the result of the high cost structure of
banking in Uganda, and thus lending rates will not
fall in a sustainable manner until banks have been
able to bring down their operating costs. The
average annual operating costs of Ugandan banks,
as percentage of their income earning assets, is
currently around 11 per cent, which is very high
by international standards. He elaborated that,
when the interest costs of deposits and provisions
for bad debts are added to operating costs, banks’
annual costs as a per cent of their income earning
assets rises to almost 18 per cent, which obviously
constrains the extent to which average lending
rates can fall.

He cautioned the call for capping interest

rates like was the case in Kenya, reminding the
conference of the damage caused by similar
efforts in the 1970s and 1980s. In that period,

the banking sector shrank dramatically because
many types of banking business, including lending
to the private sector, were not financially viable.
Uganda cannot afford to repeat the mistakes of
the past; mistakes, which proved so ruinous to our
economy.
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He further stressed that, if lending rates
were capped by legislation at levels
below the real cost of lending, taking
into account operating costs, provisions,
and the costs of funds, banks would
make losses on their loan portfolios.
They would respond by curtailing their
lending to those borrowers to whom
lending involves the highest costs, in

the form of high transaction costs for
loan evaluation and monitoring, and/or
because of higher credit risk premiums.
The banks might also attempt to recover
some of their losses by increasing

the fees and charges levied on their
customers. Capping lending rates would
hurt the borrowers the most, in terms of
losing access to credit, would be SMEs.
This is because SMEs are both riskier and
involve higher transaction costs for the
banks as a share of the amount that they
borrow than prime borrowers.

High operating costs; Governor informed
the conference that reducing the high

operating costs, without compromising
service delivery or customers’ access to
services, is the third challenge facing the
Ugandan banking industry. He noted that
the large branch networks and the high
cost of staff are major contributors to the
high operating costs of banks.

He reiterated the need to embrace

new technologies as key to lowering
operating costs, highlighting cyber risks
associated with digital financial services
should not be overlooked as well as the
importance of confidentiality and data
privacy.

The keynote address for the conference
was delivered by Professor Njuguna
Ndungu, Governor Emeritus Central Bank
of Kenya.

Key Highlights from the keynote speech:

Governor Njuguna noted that financial
markets are critical for mobilizing savings and
facilitating investments for asset accumulation
and sustainable poverty reduction.

He dwelt on the emergence of Digital
Financial Services as an effective medium for
cost effective, efficient, safe, and transparent
technological platform for banks & financial
institutions to leverage on.

He demonstrated how Mobile Money

and other digital platforms had provided a
game-changing environment that cut across
all the sectors of the economy and across
market segments including the informal
market segments aiding financial inclusion
through improved access to basic financial
services, lowering barriers to entry in the
financial sector via lower transactional costs
and ease therein, less time taken by way of
physical distance where necessary to visit
financial institutions, and support MSMEs and
households through micro credit.

Prof Njuguna said financial Inclusion will
facilitate the process of Financial Development
and inclusive growth and vice versa; noting
that, once the economy has embraced
digitization, it becomes easier to focus on
market structure, financial inclusion for
households, SMEs and all the sectors of the
economy and that individual banks must adapt
and invest in these models with innovative
products and services to benefit from these
trends.

He encouraged Regulators to support Digital
Financial Services.

He shared personal experiences as Governor
of CBK; both successes and challenges, and
highlighted successes in the areas of monetary
policy design and formulation, controlling
inflation & expectations therein; driving
financial Inclusion, development of national
payments and settlement systems, the

bond market and other innovative domestic
resource mobilization strategies for public
investments; the need for development of
strong institutions especially regulatory, and
the need for collaborations with the judicial
systems within a country.



He shared challenges
including supply side driven
inflation; lack of adequate
buffers to protect the
market from supply shocks;
dominance of government in
our economies; interest rate
capping and its un-intended
conseguences among
others.

The conference covered
the following sub
themes in the panel
sessions:

e The Digital Finance
Revolution: Trends &
Insights and cyber risks
therein.

e Addressing the
challenges, gaps &
shortage of long term
financing

¢ Financing of the
Agriculture Value Chain:
How banks can be
encouraged to play big
time in this sector

e Responsible & Sustainable
Banking.

¢ Regulatory Oversight and
Reforms: How regulation
and oversight supervision
was coping with fast
paced changes happening
in the banking & financial
sector.

Finance Revolution; Trends
and insights for the banking
and financial sector:

Key discussion outcomes
were that

a) The digital revolution was
a reality and the need
for it to be embraced
by banks and financial
institutions would
continue. co-existence
and complimenting each
other was the best way
forward.

b) Strategic partnerships
between FINTECHs and
Financial Institutions will
characterize the future of
banking.

c) Cyber security in the
digital finance era is very
important to protect the
banks and their clientele.

Addressing the gaps
and shortages of long
term finance.

Key discussion outcomes
were that

a) Long term financing
compliments short term
commercial banking
financing activities.

b) The ongoing pension

reforms offer an
alternative and viable
option for providing long
term financing.

Attraction of long term
finance requires stability
and predictability/
certainty in aspects like
fiscal & monetary policies,
tax regimes and an overall
conducive political &
investment environment.

Responsible and
sustainable banking.

Sustainable and responsible
banking was defined as
balancing financial, social
and environmental issues,

to ensure the success of

the company as well as the
sustainable livelihoods of the
communities.

This involves;

Integrating social and
environmental criteria
into lending .
Ensuring good
governance.

Building more inclusive
lending (Supporting SMEs
and the poor)
Protecting the
environment.

Being transparent and
acting with integrity.
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Key discussion outcomes were that

a) Driving financial inclusion to include the
unbanked and vulnerable groups are
important aspects that speak to the future
of banking

Promoting financial literacy supports
financial inclusion and empowers
communities from which business is
derived.

c) Financial Institutions need to proactively
think about pooling resources to
implement project and programmes that
address structural rigidities that ultimately
constrain/limit their business

Partnerships with impact organizations like
CSOs make delivery of responsible banking
easier.

Regulators need to remain alert and
awake to consumer rights, privileges and
safeguard mechanisms.

b
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Regulatory Oversight and Reforms:
How regulation and oversight
supervision was coping with fast
paced changes happening in the
banking & financial sector.

Key discussion outcomes were that

¢ Since the Banking sector is characterized
by a dynamic environment and increased
reliance on technology, Financial Sector
Regulators and Supervisors need to retool
their approaches in tandem with the
changing trends driven by technology.

Hon. Irene Muloni shares a light moment with a guest as

the former Chairman looks on

e Legislation cannot cover every aspect
especially in the age of disruptive
technology.

e Regulatory Sandboxes should be
encouraged to test viability of the
innovations and regulations to support
new developments.

¢ Collaboration amongst stakeholders is the
way to go supported by good Corporate
governance.

¢ Informal sector regulation needs to be
gradual to allow room for adjustments or
else entrants get discouraged from the
formal economy.

¢ There is need for capacity building in the
area of IT system audits for the various
digital banking platforms emerging.

The Conference was closed by the Minister
for Finance Planning and Economic
Development, Hon Matia Kasaija who
applauded UBA, the participants, sponsors
and all other stakeholders.

He noted the issues regarding the lending
rates, and interest rate being the price

of money. He also advised the audience
that legislating on interest rates was not a
policy approach Government would pursue,
however Government would ensure the
operating environment for business is made
conducive.

The Minister highlighted other initiatives

that Government was undertaking including
expediting reforms in the pensions sector. He
called upon UBA to provide their views on the
process.
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The evolution

of banking

and how it will impact business and social conduct

t will come as no surprise that banking

has changed dramatically: advance-

ments in technology and increased

uptake of mobile have seen us move

to a world beyond cash, where the
potential to create solutions that make
payments faster, simpler and safer than
ever before is massive. This is particular-
ly true in Africa, where digital payments
have acted as drivers of growth and finan-
cial inclusion.

The sheer value of digital and mobile solu-
tions cannot be underestimated, both in
terms of streamlining business processes
and its ability to bring the continent’s citi-
zens into the financial mainstream for the
first time in their lives. Research carried
out by McKinsey, for instance, found that
digital finance solutions have the ability to
lower the cost of providing financial ser-
vices in emerging economies by between
80 and 90 percent —illustrating the power
of technology in overcoming social and
economic challenges.

In order to unlock the full potential of
digital solutions in driving inclusion and

improving business and social conduct,
Mastercard has partnered with govern-
ments, businesses, civil society organisa-
tions, merchants, developers and other
pioneers to implement payment solutions
that will make a real difference to busi-
nesses and their customers across Africa.
The continent has seen the introduction
of a broad range of new technology that
has revolutionised the way they transact
and use their money.

Masterpass QR, for instance, has been
introduced across Africa and is expected
to help bring millions of Africans into the
formal economic fold. The solution has
acted as an enabler of the biggest engines
of development and growth in Africa: mi-
cro, small and medium enterprises (MS-
MEs). According to the Uganda Invest-
ment Authority, SMEs in Uganda make up
over 80% of the economy and contribute
above 20% of the GDP. This illustrates the
importance of these types of businesses
and the need to facilitate and streamline
their operations — which is precisely what
Masterpass QR was conceptualised to do.



The evolution of banking

In Kenya, Mastercard is currently piloting Kio-
nect, a digital ordering system that empowers
small kiosk owners in Nairobi to order and pay
for products from wholesalers via SMS. Orders
submitted via a feature phone helps create a
digital record for kiosk owners to get access to
micro-loans to stock inventory and grow their
business. This is one of several collaborations
Mastercard has launched with public and pri-
vate sector entities to bring the benefits and
security of electronic payments to Africa and
around the globe.

We have also partnered with Unilever in
Kenya to help micro entrepreneurs in Africa
overcome the cash constraints that limit their
ability to buy and sell more products and ulti-
mately grow their businesses. The Jaza Duka
initiative combines distribution data from
Unilever and analysis by Mastercard, on how
much inventory a store has bought from Uni-
lever over time. This creates an opportunity to
set these businesses up for long-term growth
by bringing together the tools and data from
different industries to change the model of
small business financing.

Masterpass QR, Kionect and Jaza Duka are just
a few examples of solutions that are already
changing lives, in terms of the way business
is done and in solving challenges that have
prevented financial inclusion — and they only
mark the tip of the iceberg in Mastercard’s
journey to remove the barriers that keep Afri-
cans excluded from the financial mainstream.

.D mastercard

As long as cash remains the biggest obstacle to
financial inclusion, Mastercard will continue to
partner with like-minded individuals, business-
es and governments to introduce solutions
that change that. It is only through collective
action and a commitment to transformation
that any difference can be made. Mastercard
is well aware of this, and has dedicated exten-
sive resources and time to ensure that mea-
surable growth is achieved through consistent
advancements in payments.

Africa is undoubtedly a continent of both chal-
lenge and opportunity: its people remain hin-
dered by a lack of inclusion — the fact that only
43% percent of adults have an account is stark
testament to this — but at the same time, com-
panies have recognised the need for proactive
change and are working to ensure that that
statistic is brought down and that all citizens
benefit from more accessible, effective and se-
cure financial tools.
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here are many frauds out there and as their complexity increases,
so does the pressure on the Bank of Uganda and financial insti-
tutions. As such the Central Bank and Ugandan banks have put in
place measures to protect their customers. It is a foregone fact
that the Central Bank is mandated to regulate, supervise and dis-
cipline financial institutions in order to maintain their safety and
soundness. The financial system supports the economy since it is the vehicle
through which savings are mobilized and then channeled to investment. This
intermediation role can only be successful if the general public has trust in
financial institutions, especially confidence in ensuring safety of the deposits

1. Regulatory Measures

In 2017, to avoid the possibility of being blacklisted by the Financial Action
Task Force on money laundering (FATF), The Members of Parliament (MPs)
swiftly passed amendments to the Anti-Money Laundering Act that requires
disclosures to be made when transactions of Shs100m and above are being
made. More tantly, the amendments also strengthened how U
an counter terr inancing. The amendments were in line wi

als made by FATF. _ed

ed the legal and regulatory framework, to
financing. Specifically, the Anti-Terror-
s to make changes to the definitions

Uganda has, over time stren
avert money laundering and terr
ism (Amendment) Act (2017) which a
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Tightening the Banking “Seatbelt”

of what constitutes “terrorism” and
“an act of terrorism” under cur-
A rent law in order to ensure that
the relevant Ugandan law is in
keeping with “the revised in-
ternational aspects envisaged
by the United Nations Con-
vention against Terrorism.
A particular clause on The
amendment expands the ban
on terrorism financing by in-
troducing language that crim-
inalizes contribution of funds
to or collection of funds in any
context with the knowledge
that it will be used by a terrorist
person or organization for the
purpose of committing a terror-
ist act.

The Anti-money Laundering Act (2013),
the AntiTerrorism Act (2001), and the
Financial Institutions (Amendment) Act
(2016) have been enacted, along with
other complimentary laws.

Furthermore, the Financial Intelligence
Authority was also set up as part of the
regulatory framework, to oversee and
ensure financial integrity. Other financial
sector regulators are also mandated to
ensure that financial institutions comply
with Anti Money Laundering/CFT require-
ments. In this regard, BOU continues to
strengthen its supervisory framework in
order to ensure that supervised finan-
cial institutions comply with the AML/
CFT legal and regulatory framework, and
international  standards/requirements.
In addition, BOU is enhancing cooper-
ation with other regulatory authorities
in Uganda, and in other jurisdictions,
through memoranda of understanding
(MQOUs). Furthermore, BOU continues
to refer to, and considerately enforce,
standards, guidance and requirements
by international institutions, especially
the United Nations, FATF, CPMI, and the
Basel Committee on Bank Supervision,
among other authorities.
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3.KYC; Know your customer

Know your customer (KYC) is an international convention practised
by banks and other public companies to validate the identity of peo-
ple and companies with whom they do business. The practice is in
place to help prevent identity theft fraud, money laundering and
financing of undesirable entities such as terrorist groups etc.

As a measure to a eradicate fraud and criminal activity banks are
required to obtain proof of identity from all our clients. Whenever
one transacts with the bank one will need to produce a valid driver’s
licence, national ID card or passport as proof of identity.

In some instances, such as when opening an account, one will also
need to produce proof of residential address and source of funds. A
public utility bill, issued no longer than six months prior to your ap-
plication for a new account, will be accepted as proof of residence.

These measures are in place to protect both the bank and its cus-
tomers.

4.0nline Security fraud

Banks in Uganda use state-of-the-art technologies that provide a
high degree of security. The security infrastructure comprises of
firewall, intrusion detection systems (IDS), virus monitoring tools
and many more. The security requirements have been implemented
and audited by an international consulting firms, using internation-
ally accepted standards and practices. Online Banking uses 128-bit
digital certificate from VeriSign for encryption of the Secure Sockets
Layer (SSL) session. SSL is the industry standard for encrypted com-
munication and ensures that customers’ interaction with the Bank
over the Internet is secure. Besides technological solutions, Security
is also built into the login process. Online banking enforces the use
of a minimum 8-character password including alphanumeric plus
special. Although no system is foolproof, there is vigilance and co-
operation as an industry to bring culprits to book. Working alone is
not enough. Ugandan bank have some of the best internal auditors,
fraud examiners and internal controls in place. Nevertheless, these
are not good enough for staff collusion and clandestine activities in
the areas of the operation In such a case, the only best strategy you
s effective whistleblowing system and training of staff about ethics
A and personal financial resilience.
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The Way Forward

There is no single known remedy of eradicating bank frauds. However, customers and banks must
exercise due care whenever handling cheques. While the customers must exhibit due diligence, the
banks too have robust systems / procedures, policies and guidelines in place to mitigate frauds

Bank of Uganda Initiatives and Uganda Bankers Association

In its resolve to maintain a
safe and sound financial sec-
tor, the Bank of Uganda has
strengthened the regulatory
framework and strengthened
the supervision of financial
institutions. New laws have
been enacted to strength-
en the legal framework. The
Micro Finance Deposit-Tak-
ing Institutions Act, 2003
(MDI), The Financial Institu-
tions Act, 2004 (FIA) and the
Foreign Exchange Act, 2004
(FEA) have all been enacted
recently to ensure that finan-
cial institutions are managed
within an appropriate and up
to date legal environment.
The MDI regulates micro fi-
nance institutions which take
deposits from the public and
Bank of Uganda has so far li-
cenced three micro finance
deposit-taking institutions.

The implementation of the
law is expected to increase
outreach of financial services
especially in the rural areas.
The FIA reflects best practic-
es, standards and principles
in supervision of financial
institutions. It addresses
among others aspects of
licencing, corporate gover-
nance and prompt corrective
actions against problems in
licenced institutions. There
are currently fifteen com-
mercial banks and seven

credit institutions licenced
and supervised under this
act. Implementing regula-
tions have been gazzetted
under these acts and super-
vision of the institutions has
been strengthened through
capacity building, and more
frequent examination of
institutions through on-site
and off-site methodologies
including risk-based super-
vision.

The FEA consolidates the law
relating to foreign exchange
in Uganda; to provide for
the exchange of foreign cur-
rencies in Uganda and the
making of international pay-
ments and transfer of foreign
exchange. Foreign Exchange
Bureaux are licenced un-
der this act. The Anti Money
Laundering Bill was passed.
The enactment of this law
will curtail the misuse of
Uganda’s financial system for
money laundering activities,
hence protecting the finan-
cial sector against the effect
of money laundering.

Bank of Uganda regularly
meets with the Uganda
Bankers’ Association to dis-
cuss the frauds and forgeries
taking place in the financial
sector. An Economic Intelli-
gence Unit (EIU) has been
established in the Bank of

Uganda to handle the prob-
lems of fraud and forgeries
taking place in financial
institutions.

The payments system has
been extensively modernized
by the Central Bank in col-
laboration with the financial
institutions. Improvements
have introduced initiatives,
which will reduce on inci-
dencesof especially cheque
fraud.

Implementation of a national
cheque standard has en-
sured high quality cheques
with reasonable security fea-
tures. The use of risk-prone
cheques will be reducedfur-
ther with the introduction

of electronic funds transfer
systems (EFT), real time gross
settlement system (RTGS),
credit cards and electronic
funds transfer atpoint of sale
(EFTPOS).

The use of these settlement
methodologies to effect
both large volume payments
(RTGS) and low value pay-
ments (EFTS) eliminate the
use of cheques, and hence
the incidence of cheque
fraud.

By Leah Chirotich
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Financial Sector
Stress

Causes. Impact and Safeguards

Financial sector stability and stress

aintaining financial stability and by impli-
cation avoiding system stress has grown
in importance as one of the key roles of
Central Banks. In East Africa, we look to-
wards financial stability because it is as-
sociated with an environment in which large numbers
of financial institutions are prevented from becoming
insolvent or failing. We think of stability as the existence
of conditions that would avoid significant disruptions to
the provision of key financial services. It follows there-
fore that the process of financial development should be
accompanied with the strengthening and diversification Al
By Qharles in the provision of financial services to meet the require-
Auguéilne Abuka ments of our citizens in an efficient manner. There are /
ector ~ two main reasons why policy makers in East Africa should
bein i he region’s financial sec-
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Financial Sector Stress

In the recent years, the world has also wit-
nessed an increased awareness of the im-
portance of macro-financial linkages. On the
one hand, macroeconomic shocks to vari-
ables such as GDP growth, unemployment,
housing prices, equity prices, interest rates
and the exchange rate may be amplified and
protracted by financial factors due to these
linkages. The theoretical economic literature
also points to several roles for financial fac-
tors. First, negative macro shocks will lower
the amount of internal funds that house-
holds and firms can devote to their invest-
ment projects, thereby increasing their de-
mand for and the costs of external sources of
funding. Second, macro shocks are also likely
to lower the value of collateral, which will in-
crease the cost of external financing. Third,
adverse shocks to goods prices shift purchas-
ing power from debtors to creditors. If the
debtors in an economy consume more than
creditors, aggregate demand could contract.
Finally, exchange rate shocks can also change
the net worth of households and firms — if
there is a deterioration in balance sheets this
can have adverse wealth effects- increasing
the likelihood of debtors being unable to
meet their loan obligations.

The financial sector itself is a source of shocks
that can spill over to the macroeconomy.
For example, a reduction in the perceived
strength of a bank or a group of banks can
result in bank runs. An increase in the cost of
wholesale funds, a loss in equity capital and
forced asset sales can also lead to a sharp re-
duction in the supply of bank credit. The con-
traction in bank lending could be especially

pronounced, if banks are closely inter-con-
nected via the interbank lending market and
banks begin defaulting on their obligations to
other banks.

Causes of financial system
stress and vulnerability

Financial system stress and vulnerability is
closely linked to the concept of systemic risk.
Systemic risk can be conceptualised in two
dimensions. The first is the cross sectional
dimension which arises because different
financial institutions within the financial sys-
tem may have common exposures to risk that
could result in the joint failures of these insti-
tutions. Such common exposures could arise
from intermediation between institutions,
such as interbank borrowing or counterpar-
ty risk. They could also arise because the as-
set portfolios of individual institutions share
common exposure to a specific sector for
example real estate. The second dimension
of systemic risk is the time dimension. The
build-up of systemic risks and subsequent re-
alisation of losses often follows a procyclical
sequence, which has self-reinforcing effects.
Risks build up during economic booms, when
typical features are rapid credit growth, as-
set price bubbles, increased competition in
financial markets, and in some cases macro-
economic imbalances; these risks are often
masked by the good performance of the
economy. These vulnerabilities can mate-
rialise into system-wide losses when asset
prices fall or because of some other trigger,
such as a downturn in the economy or a Bal-
ance of Payments crisis.




Capital
structure
mismatches
result from
relving
too much
on debt
1nancing
rather than
equitvy.
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Financial Sector Stress

Economies are always faced with a number of macroeconomic
risks. In the event of a large macro shock, the effect on the fi-
nancial system will depend on several factors: the magnitude
of the macro shocks, the vulnerability of the financial system to
macro shocks, and the extent to which the macroeconomy and
the financial system are inter-linked. Changes in the macro en-
vironment naturally lead to changes in the balance sheets and
profitability of financial institutions. There are a number of ways
to categorize these types of risk in the financial system. The main
types of financial sector risk include interest rate risk, exchange
rate risk, credit risk, rollover risk, liquidity risk, capital require-
ment risk, and solvency risk.

Financial institutions are also likely to have a number of mis-
matches associated with their balance sheet positions. These
mismatches in turn create increased exposures or vulnerabili-
ties to particular types of financial risk. There are three general
types of balance sheet mismatches that might indicate important
vulnerabilities namely: maturity, currency, and capital structure.
Maturity mismatches occur when the average maturity of assets
does not match that of liabilities. Banks typically have assets that
have longer maturities than their liabilities, while insurance com-
panies usually have the opposite situation, where liabilities are
often longer-term than their assets. Maturity mismatches can
arise in either domestic or foreign currency. Maturity mismatch-
es can expose financial institutions to several types of risk such as
interest rate, rollover and liquidity risk.

Currency mismatches materialize when foreign denominated as-
sets are greater or less than foreign denominated liabilities and
create exposures to exchange rate risk. A net positive foreign ex-
change position in which assets are greater than liabilities means
that a sharp appreciation will result in the domestic-currency
value of assets falling more than the domestic-currency value of
liabilities. Conversely, a net negative foreign exchange position
creates a vulnerability to exchange rate depreciations. Currency
mismatches are usually more pronounced in emerging econo-
mies, because households, companies, and governments are of-
ten forced to borrow abroad in foreign currency rather than in
domestic currency. In some cases, they might even be forced to
borrow domestically in foreign currency.

Capital structure mismatches result from relying too much on
debt financing rather than equity. Equity values can be quite
volatile, especially during times of uncertainty. Payments from
equity are state-contingent, with profits and dividends falling in
bad times. In contrast, debt-service payments generally remain
unchanged in bad times. Therefore, insufficient equity buffers —
high debt-to-equity ratios — can lead to liquidity risk and solven-
cy risk. Excessive reliance on debt financing can be the result of
weak corporate governance or tax and regulatory distortions.



Financial Sector Stress

Beyond mismatches on banks’ own balance
sheets, banks can also be exposed to indirect
exposures and financial risks, because of their
links to other sectors of the economy. For ex-
ample, consider the case of a banking sector
with currency mismatches. Banks may reduce
their direct exposure to foreign exchange risk
by borrowing in foreign currency and on-lend-
ing to domestic agents in foreign currency. But,
households are more likely to have assets and
income denominated in domestic currency, so
banks may have elevated credit risk to the ex-
tent that households could become unable to
meet their obligations to banks after a curren-
cy depreciation. Similarly, if corporations are
not hedged, their net open foreign exchange
positions may also translate into an indirect
foreign exchange exposure for banks. These
indirect risks might also lead to indirect liquid-
ity and solvency risks, as well as the inability to
meet minimum regulatory capital risks.

The impact of financial stress and instability
Financial crises and instability generate neg-
ative effects not only on the financial sector,
but also on the entire real economy. They
could reduce investment incentives, lower
product demand and increase uncertainty
about the returns to capital. This means that
firms could be faced with less favourable con-
ditions for financing investment due to more
stringent standards regarding the rising costs
of borrowing and the limited supply of credit.
Financial shocks are costly in terms of annu-
al losses because they could lead to reduced
GDP per capita growth rate and lower levels
of employment. Indeed, the channels through
which financial crises can affect the growth of
the economy negatively are many.

Financial instability makes banks more vulner-
able, leading them to adopt more stringent
approaches in granting loans. Credit selection
could limit access to most of the small and me-
dium enterprises (SMEs). Financial crises in-
variably lead to decreased consumption which
results from a decline in lending to individu-
als and which is an important component of
demand and growth. Financial stress can in-

crease investment costs especially in environ-
ments in which high interest rates are binding.
Financial instability can also lead to risk aver-
sion which leads to an increase in the risk pre-
mium. In addition, exchange rate volatility and
capital flow reversals that are associated with
financial stresses could impact negatively on
the volume of trade. In a nutshell, the collapse
of confidence among consumers and investors
that are associated with financial instability
can lead to a contraction of their activities and
hence economic growth.

Lessons and Safeguards

The East African banking system is growing
rapidly, and is becoming more sophisticated
and integrated with financial systems at both
the continental and global levels. These devel-
opments pose a number of challenges going
forward and regulation will be required to re-
spond in a number of areas. For example, it
requires the implementation of critical aspects
of Basel Ill regulatory framework. The East
African countries, have following the recent
global financial crisis, adopted several reforms
approved by the Basel Committee on Bank-
ing Supervision (BCBS). These reforms aim to
strengthen banking systems and improve their
resilience to shocks. These reforms include
among other things the strengthening of bank
capital and liquidity buffers as well as super-
visory measures to reduce the externalities
created by systemically important institutions.

Following, recent concerns with the financial
stability mandate, a lot of interest has been
generated in the area of macroprudential reg-
ulation. As a result, East African Central Banks
are already examining a number of possible
macroprudential instruments that could be
implemented with the aim of reducing the
severity of future systemic financial crises.
The central banks are designing appropriate
macroprudential approaches that will help
to shield our financial sector from systemic
threats.



Financial Sector Stress

The approach favored by
countries in East Africa
includes measures to curb
excessive credit growth
during upswings of the
economic cycles, it includes
the monitoring foreign
liabilities of banks and capital
flows, especially portfolio
flows which are very volatile
and can exacerbate risks to
banks arising from exchange
rate volatility. In addition,

it includes measures to
identify and strengthen the
supervision of systemically
important banks. Finally,
because of increasing
interconnectedness and
complexity within the financial
system the approach also has

implications for payments
system infrastructure. The
adopted macroprudential
approach to supervision is
expected to be attentive

to risks that may impair

the payments, clearing and
settlement systems. This

is because break downs in
these systems could relay and
amplify systemic risk. East
African Countries have already
taken steps to enhance
systemic risk monitoring
through establishment

of Units to monitor and
undertake financial stability
analysis.

Finally, cross-border
regulation has become an

increasingly important means
of ensuring financial system
stability. A number of pan
African banks are entering
the East African Region

— reflecting a strategy by
banks to leverage a regional
footprint, particularly within
the African Continent. As a
result, East African Central
Banks are working with other
regulators to implement
regulations and procedures to
appropriately monitor banking
groups on a consolidated
basis. Additionally, formal
relationships with home
regulators of these institutions
have been established to
ensure effective supervision
of these institutions.

The Executive Director Superuvision, Bank of Uganda Dr. Tumubweine
Twinemanzi chats with bank heads after the meeting




Government of Udanda keen to anchor the
growth of Ele¢tronic Financial Services through

Digital Infrastructure

ith the Information Technolo-
gy wave underway, there is no
doubt that the future of Finan-
cial institutions is digital. Banks
and other financial institutions
will have to invest more in digital financial ser-
vices that have the potential to break down
barriers of access to finance and open up op-
portunities for the unbanked and underserved
segments of the population especially in the re-
motest areas of Uganda. However, digitizing the
financial sector requires one crucial ingredient;

the internet. Where financial services do not

exist or penetration is low, the internet can act

as the conduit that takes them to those places.

The good news is that the Government of Ugan-
da through The National Information Technol-
ogy Authority Uganda (NITA-U) has completed
the implementation of all the three phases of
the National Backbone Infrastructure (NBI).
The NBI is an optical fibre cable that aims to
connect the entire country to the internet.
Phase four has commenced and will extend
the ICT backbone to the Northern and Eastern
districts of Pakwach, Nebbi, Arua, Yumbe and
Koboko, Adjumani, Katakwi and Moroto. The
NBI aims to connect all major towns within

the country, all Ministries, Departments and

Agencies (MDAs) as well as Local Govern-

ments onto an optical fibre-based network.




Currently, 2400 Kilometres of fibre cables
has been laid across the nation connecting
33 major towns, 344 MDAs, Local Govern-
ment (LG) sites and Government service
centers (Hospitals, universities). This infra-
structure has facilitated connectivity espe-
cially in areas that are not commercially via-
ble for the private sector, creating potential
for the use of electronic banking channels
such as ATMs, Mobile Phones and Point of
Sale machines in such areas.

Yet the story doesn’t end with connectivity,
internet has to be affordable. The Govern-
ment of Uganda has made deliberate efforts
to reduce the cost of internet. Government
has realized a reduction of internet costs
from US S 1,200 in 2012 to the current US
S70 per Mbps. It has triggered a drop in In-
ternet bandwidth prices across the market
within the country which is fundamental in
promoting online financial services.

More so, the government is in the process
of integrating information systems so that

The Minister at the Ce

data can seamlessly be shared across Gov-
ernment systems in a rational, secure, ef-
ficient and sustainable manner. This has
already taken off. NITA-U has already for
example embarked on the integration of
five Pubic Finance Management Systems
through the Integrated Financial manage-
ment system (IFMS) with 43 local govern-
ments already utilizing centralized IFMS.
The strategy is to ensure that all districts
and municipal councils in the country are
connected on the IFMS.

This integration will include key financial
sector systems such as the Credit Reference
Bureau (CRBs) to foster secure, convenient
but most importantly rational sharing and
re-use of data among information systems
of financial institutions. Know Your Custom-
er (e-KYC) will become a shared service at
the National Systems Integration Platform
which will lower operational cost of finan-
cial institutions and financial technology
companies.
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In relation to this, is the Implementation of
Mobile ID to enable strong authentication of
users when accessing particular services of
banks such as internet banking and mobile
banking. Mobile Electronic Identity (Mobile
ID) is a solution that allows a user to prove
their identity over the internet using a mo-
bile phone. The mobile ID is a key compo-
nent of any digitized society. It involves a
mobile authentication and signature. Mo-
bile authentication enables a user to identi-
fy themselves in the cyber space with a cell
phone while the mobile signature enables
the user to sign online documents such as
declarations, reports, deeds, contracts and
any other document in electronic form. The
same service will help to improve operations
and reduce costs of the financial institutions
by facilitating digital signature, enabling
them to go paperless.

Government of Uganda is implementing the
Government e-Payment Gateway, using ser-
vices of existing payment service providers
such as banks and mobile network opera-
tors, as a platform for electronic payments.
The Gateway is anticipated to facilitate the
transition to less cash or a cashless econo-
my which will benefit a majority of financial
institutions, meaning, the more digital the
payments, the less the operations costs for
banks and other financial institutions.

But all this cannot exist without an environ-
ment that is conducive to a digital economy.
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The government is ahead of these devel-
opments. There are several laws that have
been enacted to cater for electronic trans-
actions of every kind. The Electronic Trans-
actions Act, among other laws is a clear and
detailed guide for the electronic transactions
sector. With the Computer Misuse Act acting
a strong for defender of all actors in cyber
space.

It doesn’t end with the laws. The government
has set up the National Information Security
Framework (NISF) through the Ministry of
ICT & National Guidance through NITA-U.
The NISF serves as a conceptual structure
for guiding information security activities in
Uganda in addition to presenting a common
approach for addressing information securi-
ty issues both within and outside the govern-
ment of Uganda. The NISF requires imple-
menting institutions to ensure that security
measures implemented address the peculiar
threats, risks and vulnerabilities that their
operations face appropriately.

The National Information Security Frame-
work (NISF) works to implement its objec-
tives through a body called the National In-
formation Security Advisory Group (NISAG).
Banks are considered as national critical in-
formation infrastructure (NCIl) and as such
represented at NISAG by the Uganda Bank-
ers Association.
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De-nisking "Cloud Banking'

in Uganda

Opportunities and Challenges |1llN

e banking sector in Uganda has grown
in size, coverage and complexity over
the last decade. This growth has attract-
ed high operation costs in installations,
maintenance and upgrading of core bank

IT infrastructure. Furthermore, increased data col-
lection and processing requirements for regulato-
ry compliance, business planning, marketing, and
managerial oversight have also increased due to
enhanced legal and regulatory obligations placed
on banks since the 2008 Global Financial Crisis.

The above developments have necessitated banks
to adopt innovative and cost-effective information
management systems. Cloud computing, which in-
volves using a network of remote servers hosted
on the internet to store, manage, and process data
Sil\‘)(gl‘ Kayondo is expected to be one of the fastest-growing tech-
nologies in the coming years because of the de-
velopment of the digital economy, proliferation of
big data, and increased demand of innovative dig-
ital banking solutions that meet customers’ needs.
With consumer-facing companies such as Amazon,
eBay, Netflix, etc offering seamless digital experi-
ences, bank customers will also expect their finan-
cial institution to offer the same innovative, fast and
personalized service and seamless consumer expe-
rience. This will drive banks to leverage cloud bank-
ing in order to accelerate innovation, mitigate IT
and data protection risks, and enjoy the costs ben-
efits of reducing the initial capital expenditure in-
vestment required for traditional IT infrastructure.




Research by IBM indicates that an effective
cloud strategy can reduce a bank’s infra-
structure and software application costs by
40 percent.

Cloud computing facilitates the capacity to
handle an increased transactional volume
without impacting on the banks’ IT system
performance. It also offers significant virtual
computing capability and economies of scale
that might not otherwise be affordable to
small and medium banks that may not have
the financial and human resources to invest
in the traditional IT infrastructure. According
to the International Data Corporation, banks
globally are projected to spend more than
$12 billion on public cloud infrastructure and
data.

However, according to 2017 research by
PwC, relative to other sectors, the finan-
cial services sector has been slow to adopt

cloud computing for core operations due to

the vast and uncertain regulatory landscape.
For instance, in the UK, the British Bankers
Association recently observed challenges in
cloud adoption due to inconsistency in reg-
ulatory approaches and interpretation. Due
to increased privacy and security challenges
and the introduction of cross-border data
transfer and localization requirements for
international banks, there is need to demon-
strate a clear understanding of how policies
and regulations influence the development
and execution of cloud contracts and service
level agreements between cloud companies
and the banks. Financial firms must have a
clear understanding of the risk exposure
under which they are operating and how to
mitigate the same under evolving data pro-
tection, privacy and cyber security regulatory
requirements. Duties and responsibilities of
the various role-players should be well de-
fined as regulations evolve with cloud utiliza-
tion and adoption in Uganda.

Silver Kayondo receives an award from
UBA delivered by the former Chairman Mr.
Fabian Kasi, MD and CEO Centen for his
paper published in the Annual Bankers'
Conference Magzine




De-risking “Cloud Banking”in Uganda

Internationally, the European Banking Authority
(EBA) launched guidance for use of cloud service
providers by financial institutions in December
2017. The recommendations will apply with ef-
fect from 1 July 2018. They address data security
and systems; location of data and data process-
ing; access and audit rights; chain outsourcing;
and contingency plans and exit. The recommen-
dations attempt to draw a balance between al-
lowing financial institutions to leverage the ben-
efits of cloud financial technologies (fintech) and
ensuring that necessary risk control management
and regulatory compliance obligations are met by
the financial institutions. The Monetary Authority
of Singapore (MAS), the UK’s Financial Conduct
Authority (FCA), and the Australian Prudential
Regulation Authority (APRA), have issued guid-
ance and checklists aimed at clarifying the regu-
latory requirements for outsourcing to the cloud
or using other third-party IT services by financial
institutions operating in their respective jurisdic-
tions.

In August 2017, the Central Bank of Kenya (CBK)
exercised its regulatory authority under section
33(4) of the Kenyan Banking Act to issue a Guid-
ance Note on identifying and mitigating cyber
risk. Specifically on outsourcing, the Guidance

Note highlights the risks arising from use
of third-party service providers, such

as cloud providers. The CBK advised
financial institutions to have in place
adequate cloud outsourcing agree-
ments, robust due diligence procedures
for prospective cloud service providers,
and monitoring and evaluation systems
for cloud service delivery. This advice is
applicable to Ugandan banks for integri-
ty of their core banking systems and the
financial sector as a whole.

By and large, cloud banking is evolving
at a very fast pace and offers numerous
opportunities for the banking sector in
Uganda as articulated above. However,
this process needs to be augmented by
Bank of Uganda’s guidance in order to
create regulatory certainty and a compli-
ance framework for the industry.

Mr. Kayondo is a lawyer specializing in
technology law, innovation and regulato-
ry compliance.
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Banking Sector Skills

and Training

Investing in Human Capital for Private Sector Growth. [N

lobally discussions around economic
growth have emphasized the need for
countries to ensure that their popula-
tion is productive and actively involved
in contributing to growth and develop-
ment of their economy.

Uganda is one of the countries with a very young
population and as such, it is important to explore
the full potential of this group and ensure that their
productivity especially through job creation is ad-
dressed. The rate of change in the productivity and
efficiency of this population are key to development
and growth of the economy.

However, it is critical to note that Organizations are

finding it hard to attract and retain talent and skill, Profi. Samuel Sejjaaka
which ultimately leads to high personnel costs paid (PHD)

for the limited pool of skill and talent available.

Building human capacity for private sector growth,
requires having right skilling and mentorship pro-
grams for graduates on professional practices, for
quality and productivity in the labour market.

Like any Industry, the Banking industry cannot over-
look the power of human capital and therefore
needs to strategize as an industry how to grow its
skill base considering that the world today is char-
acterized by VUCA defined as;

Volatility_ Rate of Change
Uncertainty_ Unclear about the present

Complexity_ Multiple key decision factors -
Ambiguity Lack of clarity about meaning of an
event




Banking Sector Skills and Training

A world of VUCA is a world of disruptive technol-
ogy. Examples such technology includes;

e Bitcoin- The world’s biggest bank with no
actual cash
Uber- The world’s largest tax company that
owns no vehicles
Facebook-The world’s most popular media
owner, creates no content
Alibaba- The world’s most valuable retailer
but has no inventory
Airbnb-The world’s largest accommodation
provider but owns no real estate

The world as we knew it, is increasingly becom-
ing obsolete; steadily moving into the 4th gener-
ation of industrialization which is about robotics,
computing and artificial intelligence and change
is the only permanent thing. To say it plainly,
Robotics are taking over jobs that were initially
done by humans. But what does this mean for
the banking sector? Some of the implications of

Guests at the symposium

this are highlighted below;

1. Banks must recreate the models they are us-
ing every day. Yesterday’s solutions cannot
effectively solve today’s problems.

2. Volatility must be replaced by the Vision of
leaders

3. Uncertainty must be replaced by Under-
standing of the conditions of industry

4. Complexity must be replaced by Clarity

5. Ambiguity must be replaced by Agility

It is no longer enough for banks to just be profit-
able but must be seen to meet the needs of the
society.

Banks need to be cognizant of and proactive
about emerging disruptive technology in the
sector. For example the emergence of mobile
money services by telecom’s, which are compet-
ing in the same space yet do not have the same
costs of operations like bank branches.




Therefore, to remain relevant
the banking industry must
take certain bold steps and
game changer decisions.
Specifically;

e The skill set to be competi-
tive in the world today has
to change. The traditional
skill sets (Accountants,
bankers) are not sufficient
in themselves to sustain
people in the world today.

e Data is the new oil. How
much data do Banks’s have
on their customers? Bank’s
need to develop data cen-
tres in order to effectively
work alongside Fintech’s.

e Assess the effectiveness of
brick and mortar branch-
es in delivery of banking
services.

e Understand the mega
trends. These are macro-
economic forces that are
shaping the world. These
are factual and often
backed by verifiable data.

1

Grooming
Character in
emplovees is

kev and requires
continuous
capacity
development
outside the
le¢ture room

Companies that are going

to survive tomorrow must
understand and harness the
power of the following Mega-
trends shaping the world;

e Demographic & Social
Change: We need to be
prepared for the expected
world population growth.

e Shift in Global Economic
Power: We should posi-
tion ourselves to maximize
the industrial revolution
and the upsurge of robot-
ics.

e Rapid Urbanization: We
need to prepare ourselves
for the new growing sub-
set

e C(Climate change & Re-
source Scarcity: \We need
to be able to deal with
floods, hurricanes among
others since they pose a
risk of strife for the few
resources.

e Technological break-
throughs: In light of the

Hard Skills

e Data literacy skills

increased competition for
fewer jobs, the how skill
sets must remain relevant.
Implying that the educa-
tion structure must shift to
match the needed skill set.

Thus Institutions must invest
in developing the following
critical skill set (both soft and
hard) for their employees
that cannot be imitated by
computers.

Critical soft skills

The Ability and willingness
to learn

Team work

e Communication

Critical thinking, specifically
one must be able to effec-
tively evaluate situations,
be problem solvers, have
a good reasoning capacity,
be good decision makers,
have good analytical skills

e Skills that computers will never master _ how can we turn
obstacles into opportunities? These are conversations that

need to be having

e Transferable skills _ people who can increase the produc-

tivity of others

e Entrepreneurship Being Imaginative, Creative and adding

value

To survive in the fast changing environment, employees must
stay creative, curious, network, make peace with uncertainty

and play well with others.

Grooming Character in employees is key and requires continu-
ous capacity development outside the lecture room and as such
education Institutions need to also ensure their students inter-
face with the relevant industries in the course of their study to
prepare them for the “working world”

There is need to strengthen the Public Private Partnerships to
close the gap between what is taught at the universities and
what is practiced at the industry level.
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Currencies:

What are Virtual
Currencies, and how
are they operated?




Virtual currencies can be either convertible
or non-convertible. A convertible or open
virtual currency, such as the Bitcoin, has an
equivalent value in real currency and can be
exchanged for real currency, subject to pri-
vate participants’ willingness to exchange.
This notwithstanding, convertibility is not
guaranteed at all by law. On other hand, a
non-convertible or closed virtual currency,
such as Q-coins, is intended to be used with-
in a strictly limited or particular virtual do-
main, and therefore cannot be exchanged
for fiat currency.

In respect to an issuing authority, non-con-
vertible virtual currencies are centrally is-
sued by a central authority that establishes
the rules for use; maintains a central pay-
ment ledger; and has authority to redeem
the currency. In contrast, convertible vir-
tual currencies may be either centralized
or decentralized. Decentralized Vvirtual
currencies, such as Bitcoin and Lite-Coin,
are not centrally administered, monitored,
nor overseen. In fact, decentralized virtual
currencies, also known as crypto-curren-
cies, are distributed, in that; transactions in
these open-source peer-to-peer virtual cur-
rencies are validated by a distributed proof-
of-work system, supported by math-based

cryptography.

Most virtual currencies ride on Distrib-
uted Ledger Technology, which is a com-
bination of components, including peer-
to-peer networking, distributed data
storage, and cryptography that, among
other things, facilitates data storage,
recordkeeping, electronic transactions,
and transfer of a digital asset.

A. Benefits and Risks
associated with Virtual
Currencies

Virtual currencies, coupled with the dis-
tributed ledger technology, are envis-
aged to enhance efficiency is payments,
for peer-to-peer exchange, especially
across borders. They can significantly re-
duce transaction costs and delays, which
are often associated with payments and
funds transfers done through the con-
ventional banking system. With further
development, these technologies are

seen to have the potential to deepen
financial inclusion and promote interna-
tional remittances, by offering faster, se-
cure and lower-cost payments and value
transfer options.

Specifically, Distributed Ledger Technol-
ogy arrangements consisting of tailored
functionality (or components), can be
adopted to address specific friction or
inefficiency within the payments, clear-
ing and settlement processes, in various
ways. This means that some compo-
nents of this technology can be adopt-
ed to enhance the existing technical
systems operated by the conventional
financial intermediaries. On the oth-
er hand, extreme arrangements of the
technology could also be implemented
to entirely replace or overhaul the pay-
ment, clearing, and settlement functions
of the existing financial intermediaries;
effectively changing the architecture of
the financial system.




However, the potential benefits need to be care-
fully analyzed, including whether the claimed
efficiency advantages will remain if virtual cur-
rencies are subsequently subjected to regula-
tory requirements similar to those that apply
to other conventional payments methods. Fur-
thermore, consideration should be made for
potential concerns — exchange costs with fiat
currency, price volatility, consumer protection,
impact on other financial services like credit and
insurance — which may materialize with the use
of virtual currencies.

By operating in a virtual world, with no specific
jurisdiction, virtual currencies can capitalize on
potential regulatory arbitrage and consequently
pose a number of risks in the economies within
which they are used.

At the forefront of concerns about virtual cur-
rencies, is the that they can potentially be mis-
used to facilitate money laundering, terrorist
financing, tax evasion, and other forms of illicit
activity. For instance, in May 2017, perpetrators
of malicious code (‘ransomware’) that affected
multiple computer infrastructures across the
world extorted ransom payments by Bitcoins.
Virtual currencies can facilitate such vices be-
cause they allow greater anonymity, where par-
ticipants, sources and beneficiaries of funds, do
not have to be precisely identified — with real
world identity. Moreover, there is no central
oversight authority, regulatory and legal frame-
works to effectively regulate and oversee the
virtual currencies’ domain, enforcing principles
of safety, anti-money laundering and countering
terrorism financing, and legal compliance.

Threat to price stability is another concern. As
they eventually get widely adopted, virtual cur-
rencies will affect the conduct of monetary pol-
icy; by substantially modifying the quantity of
money, influencing money velocity and use of
cash, and impact the measurement of mone-
tary aggregates. Even in cases where the central
bank opts to issue its own virtual currency, as
legal tender e-currency, it could have significant
implications for the central bank’s liabilities and
open-market operations.

Furthermore, financial stability risks may even-
tually emerge as virtual currencies and distrib-
uted ledger technologies get widely adopted,
and get integrated in the real economy and the
conventional payment systems. In particular,
the anonymity of participants and transactions
and inadequate liquidity management could
pose risk to settlement finality. Then, price vol-
atility and lack of transparent price formation
mechanism can fuel instability. Furthermore,
the susceptibility of virtual currencies to use in
illicit activities, such as money laundering and
financing of terrorism, could easily prompt dis-
ruption to their use as medium payments and
value transfer, potentially causing instability in
the financial system.

There are also concerns that virtual currencies
could gradually challenge the business models
of the conventional financial system, depriving
the banking system of deposits. This may impact
other financial services such as intermediation
of credit and insurance, affecting general eco-
nomic growth.
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Way Forward

While the development and use of virtual currencies and dis-
tributed ledger technology is still at an early stage, it is ex-
panding, though it is still difficult to predict how they could
shape the future of payments and the wider economy. These
innovation promise improved efficiency in payments and
funds transfer, and deepening financial inclusion. However,
they also pose concerns or risks, as highlighted above, espe-
cially in the absence of appropriate oversight and regulation.

Mindful of the foregoing benefits and risks, different juris-
dictions have taken disparate responses. Some are embrac-
ing the technology while others are still skeptical, with the
choice largely dependent on the trade-off between the risks
and benefits to the jurisdiction, and their capacity to avert
the associated risks. For instance, in a press release (February
2017), Bank of Uganda warned the public against participa-
tion in virtual currency schemes.

However, there is on-going interest in the operation of vir-
tual currencies and distributed ledger technology, among re-
searchers, international authorities and policy makers. Prior-
ity is to study the implication of the technology on financial
stability, financial integrity, monetary policy and the wider
economy. It is envisaged that this effort will help to coordinate
and develop appropriate oversight and regulatory framework
for these technology innovations.

It is hoped that that the formulated oversight and regulatory
framework shall be well considered to appropriately address
the risks posed, without stifling the innovation from virtual
currencies. Such framework may deviate from those applica-
ble to the conventional financial systems. For instance, the
decentralized nature of virtual currencies may imply that
there is no central institution (similar to an RTGS in the con-
ventional models) to target, and instead, the regulation could
target participants.

In conclusion, virtual currencies and distributed ledger tech-
nology continue to evolve. Most authorities, including Bank of
Uganda, continue to monitor and analyze the evolution these
innovations in the light of benefits that could accrue and risks
may be posed.
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The Rise of FinTech

In multiple African countries,
mobile telecom companies
or third party mobile money
solution providers have paved
the way for a Fintech revolu-
tion either alone or through
partnerships with commercial
banks, micro-finance institu-
tions, insurance companies
and more. FinTechs are dis-
rupting the financial markets
at four levels, both regionally
within African and globally:

e Disaggregation or un-
bundling of the financial
services value chain to
perform functions previ-
ously provided by financial
institutions

¢ Opening up of platforms
and Application Program-
ming Interfaces (APIs)

¢ Using alternative informa-
tion for client identification
and credit risk assessment
and

e Data analytics to better
understand and profile con-

sumers of financial services.

Achievements and positive
disruptions by Fintechs aside,
this article argues that the
benefits outweigh the risks
and regulators should look at
FinTechs more as an enabler
than a disruptor to the stabili-
ty of the financial system

What do the developments
mean for financial stability?

Financial stability can be
analyzed at two levels; at a
micro-level within the fi-
nancial institutions and at

a macro-level within the
broader financial system. At a
micro-level the central bank
and other financial sector
regulators seek to mitigate
against and minimize the risks

inherent within large financial
institutions that could desta-
bilize the financial system.
Example: a credit product
offered by a financial institu-
tion based on credit scoring
algorithms of a third party
provider. If the algorithm is

a weak predictor of defaults,
the financial institution might
face a high percentage of
non-performing loans, and
depending on the size of the
financial institution pose a
systemic risk. At a macro-lev-
el, financial sector regulators
seek to mitigate against and
minimize the risk contagion
among the different financial
institutions and across the
financial system.

Critical to maintaining finan-
cial stability at both the micro
and macro level is the avail-
ability of information of these
risks and the ability of regu-




The Rise of FinTech

lators to individually and collectively respond rent and future risks by profiling different
in timely fashion. Despite the complexity, market participants and their transaction
and the fear of the unknown, the power of patterns. With this knowledge the regula-
financial technologies can be harnessed to do tors and industry are in a better position
more good than harm: to plan for and manage the risks in the

financial system.
(i) Driving access and usage of formal finan-

cial services: By driving greater financial
inclusion, FinTechs can bring a greater pro-
portion of the population into the formal
financial system. A large informal economy
means a higher number of transactions oc-
curring outside the formal systems, giving
the central bank poor visibility and leav-
ing the broader financial system open to
unidentified risks. The more formalized the
financial system the greater the capacity of
the central bank and other financial sector
regulators to monitor and ensure the sta-
bility of the financial system.

(i) Predicting transaction flow patterns:
Beyond formalizing the financial system
FinTechs make it possible to collect infor-
mation on different market participants in
quantities and level of quality unimagined
before. This data can be then harnessed to
develop predictive power to highlight cur-

Conclusion

(iii)Supervisory Technology: Furthermore,
FinTechs in the form of Supervisory Tech-
nology (SupTech) can add immense value
to the regulatory and supervisory capac-
ity of financial sector regulators, thereby
strengthening their capacity to maintain
stability in the financial system. Technology
is going to become a crucial enabler with
the adoption of a risk-based supervision
framework by financial sector regulators in
Uganda.

The risk-based approach to supervision re-
quires financial sector regulators to become
more effective at capturing and analyzing
data to build an evidence base for informed
and timely decision-making. The future of
financial supervision lies in using technology
and data to improve the speed, quality and
comprehensiveness of information in support
of targeted, risk-based decision-making.

FinTechs bring a lot of advantages as demonstrated by this article. These advantages can be lev-
eraged by policy makers, regulators and industry to increase the financial inclusion frontier while
maintaining financial stability. However, the full benefit of these advantages can only be realized if
regulators and policy makers take proactive steps towards understanding FinTechs and putting in
place an enabling policy, legal and regulatory environment for the FinTech industry to thrive and
grow in Uganda.




* Lounch of Agent Banking
T, T Y

b \‘/}" s

Hon. Matia Kasaija, Minister of Finance, Plan- Mathias Katamba, MD and CEO of Housing
ning and Economic Development commissioning Finance Bank chats with a guest at the launch
the ABC offices in Muyenga

The Executive Director Supervision, Bank of The Minster visits the Bank of Africa stall at the

Uganda Dr. Tumubweine Twinemanzi during the Agent Banking launch
Agent Banking Launch

The Minster visits the Equity Bank stall at the Hon. Mqtm Kasaija, Minister of Fz.nance.z, Planning and
Economic Development takes part in a live demo at an

Agent Banking launch .
agent point



[dentifying the Sources of
Commercial Bank Risk in Uganda
Using the BASEL-3 Framework

Full Draft Submitted to Uganda Bankers Association (UBA) on

3rd. June, 2018 for the Annual Bankers Conference 2018

Corti Lakuma. Ronald Ochen. Job Lakal and Gavathrv Venugopal

1. Context

The commercial banking industry has
evolved over time with a loan portfolio of
more than Shs11 trillion and deposits of
more than Shs15 trillion (BoU, 2017). This
portfolio has supported economic growth
by providing liquidity for businesses and
jobs amongst other benefits. However,
Uganda’s banking industry grapples with
challenges such as the low level of diver-
sification, external and domestic shocks
e.g. the path through effects of global
financial crisis, and recent spikes in com-
modity prices, which have heightened
the vulnerability of the financial system.
The vulnerability is manifested in, among
other variables, the increasing rate of
non-performing loans (NPLs), nominal de-
preciation of the domestic currency, and
high cost of credit. Overall, the rate of NPL
was at 5% in 2017, the domestic curren-
cy depreciated by 4% and bank lending
rate for shilling dominated loans in April
2017 was 20.5% (BoU, 2017). In addition,

banks in Uganda are facing competition
driven largely by changes in technology,
particularly mobile money that provide
a novel regulatory challenge (Mawejje &
Lakuma, 2017). The elevated vulnerability
is of particular concern to regulators given
the limited policy space and instruments
available to mitigate the ensuing volatility.

2.0bjective

This paper aims to widen the lens through
which supervision is conducted in Ugan-
da to better account for financial sector
health, as recommended in the Basel-3
framework. Reflecting the inherent risk,
the paper seeks to shed light on the vari-
ables that influence the effectiveness of
bank supervision (Georg, 2011). The pa-
per focuses on indicators that act as early
warning signs, facilitating risk mitigation.
The paper utilizes a range of conceptual
and analytical tools, and empirical analy-
ses laid out in Basel-3 framework.
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3. Data

This paper uses the consolidated banking
system balance sheets and income state-
ments and a number of financial soundness
indicators important for stress tests from the
Bank of Uganda. The data were collected in
April 2018 and generally relate to end-De-
cember 2017, unless noted otherwise.

4.Methodology

First, this paper uses the Basel 3 test for
credit risk by introducing the minimum legal
levels of provisioning provided by BoU. We
assume that banks suffer a 25% loss in cas-
es where collateral is seized, and that addi-
tional provisioning will lower risk-weighted
assets one-for-one. This examines the level
of capital injection required to achieve dif-
ferent values of capital adequacy ratio (CAR)
to risk-weighted assets (RWA) ranging from
10% to 100%.

Second, we examine the likelihood of under-
capitalization and bank failure, and the lev-
el of capitalization required to mitigate this
risk. To do this, we shock the model with
hypothetical change in the volume of NPLs
ranging from 10% to 100%. We also assume
that the various ranges of NPLs will require
a provisioning of equivalent value and that
the entire impact will fall on bank capital.

Figure 1: Change in Capital injection
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Third, the paper analyses the direct and in-
direct effect of nominal depreciation on the
commercial bank sector. We assume several
bands of nominal depreciation ranging from
10% to 100%. We also assume that the “ex-
change rate elasticity” of NPLs among for-
eign currency non-bank borrowers is 0.25
and that these NPLs generate additional re-
guirements for provisions equivalent to the
rate of depreciation.

Lastly, we carry out interest rate stress tests
by examining the effects of different values
of interest rate ranging from 10% to 100%
on bank income and value of banks liquid
assets.

5.Results

Credit Risk: To mitigate credit risk, Uganda’s
banking system ought to have sufficient lev-
els of loan loss reserves, given the quality of
banking system credit portfolios. Figure 1
illustrates the capital injection required for
different bands of minimum legal require-
ments. A 10% legal requirement is most sus-
tainable due to its negligible constraint on
capital. Meanwhile, 40 % legal requirement
would require a 2.5 % of GDP in capital in-
jection into the banking system to avoid in-
solvency.

50% 60% 70% 80% 90% 100%

Minimum Capital Adequency/RWA (%)

Source: Authors Estimate using data from the BoU
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On the other hand, Figure 2 shows the volume of NPLs increases ranging from 10% to 100%. A
10% increase in NPL reduces capital by 3-percentage points from the baseline. A 60 % increase in
NPL reduces capital by 6% and elevates the risk of contagion on the capital of the entire financial
system by 6 percent.

Figure 2: Effects of increase in NPL
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Figure 3 disaggregates the volume of NPLs increases by sector. We observe that the risk of losing
banking capital is more elevated when exposed to credit extended to construction and agriculture
sector. A 50% change in NPL from the construction and agriculture sector reduces banking capital
by 10%.

Figure 3: Sectoral Effects of increase in NPL
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Foreign exchange risk: The financial health of Uganda’s banking system was negatively related to
nominal depreciation of the Uganda shilling (figure 4). This could emanate from increased foreign
currency dominated NPLs and worsening net open position of the banking system. From figure 4,
a 10 % depreciation increases the probability of default by 5-percentage point from the baseline.

Figure 4: Exchange rate risk
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Interest rate risk: Increase in interest rate are largely a result of worsening business environment
and weak macroeconomic fundamental such as high inflation (Mawejje et. al. 2016). An increase in
interest rate can have two effects on the banking system’s capital. First, there is a reduction in net
income of the bank. Table 1 suggests that a 10% increase in interest rate reduces the capital asset
ratio (CAR) to 21.6 %, which is equivalent to 1.4 percentage point reduction on CAR. Second, banks
incur the cost of repricing asset. From table 1, a 10% increase in interest rate reduces CAR to 18.2
%, which is equivalent to 3.3 percentage point reduction in CAR. Table 1 also illustrates the net ef-
fect of the two changes. In this case, a 10% increase in interest translates into 4.8 reduction in CAR.

Table 1: Impact of Interest rate risk on Ugandan Banking sector

Increase in Interest rate (%)
10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Net interest income impact
CAR after-shock (percent) 216 20.1 187 17.3 15.8 144 13.0 115 101 87
Change in CAR after-shock (pct points) -14 -29 -43 -57 -7.2 -86 -10.0 -11.5 -12.9 -14.3

Repricing impact
CAR after-shock (percent) 18.2 135 87 4.0 -0.8 -55 -10.3 -15.1 -19.8 -24.6
Change in CAR after-shock (pct points) -3.3 -6.6 -10.0 -13.3 -16.6 -19.9 -23.3 -26.6 -29.9 -33.2

Overall change in CAR (NIl and repricing impact) -4.8 -9.5 -14.3 -19.0 -23.8 -28.5 -33.3 -38.1 -42.8 -47.6
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This paper uses the data on Uganda’s bank-
ing system to widens the lens of supervision
to better account for the commercial banking
sector health, as recommended in the Basel-3
framework. The study emphasizes the need
to balance between capital requirements to
mitigate NPL and bank liquidity requirements.
While capital requirements ensure a healthy
banking sector, they reduce the liquidity in the
banking system leading to rationing of credit to
the private sector. Nevertheless, due diligence
measures need to be elevated, particularly for
the construction and agriculture sector. This
study recommends that the minimum liquidi-
ty requirements to be kept at not more than
20% and NPLs from construction and agricul-
ture should grow at no more than 30% of the
baseline.
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Does the volatility of bank assets
in Uganda warrant high minimum
regulatory capital adequacy
requirements?

Martin Brownbridde and Kenneth Egesa, Bank of Udanda

1.Introduction

he motivation of the paper is to evaluate how much protection the
minimum capital adequacy requirements (CARs) imposed on banks
in Uganda offer to bank depositors. We do this by examining the
distribution of historical bank losses in Uganda, over the 2000-2017
period and comparing these losses to the minimum CARs now in force in
Uganda. The paper is organised as follows. Section 2 provides the back-
ground to this issue and section 3 reviews efforts by other researchers to
calibrate minimum CARs. Section 4 explains our methodology and empirical
results. Section 4 provides an interpretation of the results and a conclusion.

2.Background

Capital adequacy requirements are the cornerstone of prudential regula-
tions for banks. Capital provides both a buffer to shield a bank’s deposits
from losses incurred by the bank and an incentive for owners to ensure
that their bank is soundly managed. Most of the academic literature has
focussed on the role of bank capital in providing incentives to restrain risk
taking, to protect the interests of a bank’s creditors (e.g. Dewatripont and
Tirole, 1993). Bank supervisors, in contrast, have generally focussed on the
role played by bank capital in absorbing losses and thereby protecting a
bank’s deposits. The 2007-2009 global financial crisis demonstrated that
many banks in advanced economies held too little capital to absorb the
losses that they incurred during the crisis. Hence the focus of the regulatory
reforms, introduced by the Basel Committee on Bank Supervision (BCBS)
in the wake of the crisis and termed Basel lll, was to raise minimum CARs
as well as to strengthen the quality of capital (Basel Committee on Bank
Supervision, 2010A).




Under Basel lll, the minimum core capital to
risk weighted asset (RWA) ratio was raised
from 4 percent to 6 percent while the total
capital to RWA ratio remains at 8 percent.
Basel Ill also introduced a capital conservation
buffer for common equity set at 2.5 percent of
RWA. Banks are allowed to draw down on this
buffer during periods of stress but if they do
so they will be subject to regulatory restric-
tions on the distribution of earnings to help
preserve their capital.

As with the previous Basel Capital Accords
(Basel 1 and Il), the CARs under Basel Il are
intended to be applied to internationally
active banks and provide a minimum standard
for capital regulations worldwide. The BCBS
recognises that bank regulators in jurisdic-
tions where banks face higher risks should
set minimum CARs which are higher than the
international benchmarks set out in the Basel
Accords. Compared to banks in advanced
economies, banks in developing economies
face more volatile economic conditions, their

loan portfolios are often less diversified sec-
torally (because the economies themselves
are less diversified) and they operate in a
weaker institutional environment and there-
fore are vulnerable to suffering larger losses
(Narain et al, 2003). This would warrant bank
regulators setting higher minimum CARs than
the minimum levels of the Basel Accords.

In Uganda, the 2005 Capital Adequacy Regula-
tion imposed minimum core and total capital
to RWAs of 8 percent and 12 percent respec-
tively, four percentage points above the then
minimum CARs of the Basel Accords. Fol-
lowing the introduction of Basel lll, all of the
central banks of the East African Community
(EAC), including the Bank of Uganda, agreed
to maintain a 4-percentage point premium
above the Basel lll minimums, thereby setting
CARs of 10 percent and 12 percent of RWAs
for core capital and total capital adequacy
requirements respectively, as well as imposing
the Basel lll capital conservation buffer of 2.5
percent of RWA, as shown in table 1 below

Table 1Minimum capital Adequacy Ratios; Basel Ill and Uganda

Tier 1 (core) 6 10 |
Total capital 8 12
Capital conservation buffer comprising (tier 1 capital

Capital surcharge for D-SIBs 1-3.5 1-3.5



3. Empirical estimates of how much capital banks require and
of the impact of raising capital adequacy ratios

Several different approaches have been
used by researchers to estimate how
much capital banks or banking systems
require to protect them against losses.
Perhaps the most direct approach is to
use historical data on bank losses as a
share of their risk weighted assets to
estimate the probability that a bank
will incur losses greater than certain
thresholds and to map these thresh-
olds to capital adequacy requirements.
This is the approach taken by The Ba-
sel Committee on Banking Supervision
(2010B), which examines the distribu-
tion of rates of return to risk weighted
assets of banks in seven countries over
long periods and estimates the maxi-
mum loss to RWA which occurs within
99 percent of the distribution of rates
of return. From 11 samples of bank re-
turns, the maximum loss covered by
the 99th percentile is 8.7 percent of
RWA. In addition, this paper examines
the distribution of losses incurred by
banks in the 2007-09 global financial
crisis.

A second approach is taken by Majnoni
and Powell (2005), who apply a boot-
strapping sampling methodology to
data on bank loans obtained from pub-
lic credit registries in three Latin Amer-
ican countries to simulate the expected
and unexpected losses on a bank’s loan

portfolio. They find that, to cover for
the unexpected losses of 99 percent of
the distribution of losses, banks in Ar-
gentina and Mexico would require min-
imum capital of around 15 percent of
their RWA:s.

A third approach, which is often used
by bank regulators, is the stress test, in
which banks’ balance sheets are sub-
ject to a specified negative shock, such
as defaults on the loan portfolio, to
simulate the impact on the banks’ cap-
ital positions. Jang and Kataoka (2013)
provide an example of this approach
for New Zealand banks.

Finally, researchers have used econo-
metric models of the factors affecting
the probability of a banking crisis to in-
vestigate whether raising bank capital
adequacy ratios reduces this probabil-
ity. For example, Caggiano and Calice
(2011) use a multivariate logit model
of the probability of a systemic banking
crisis with a panel of 19 African coun-
tries covering the period 1980-2008.
They estimate that a one percentage
point increase in actual holdings of
bank capital as a percentage of RWA,
above the average capital to RWA ratio
in the sample of 21 percent, would re-
duce the probability of a systemic crisis
by 0.5 percent.
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4.Methodology and Results

Our approach is similar to that employed by the Basel Committee on Banking Supervision (2010B).
We use data on the pre-tax annual rates of return as a share of risk weighted assets (RORRWA), of
all banks operating in Uganda during the period 2000-2017. There were 29 banks that were opera-
tional in this period. Sixteen were operational in 2000, four were closed, one was sold and merged
with another bank, thirteen new banks were licensed during the period and twenty four were op-
erational at the end of the period. We have excluded values the first year of operation of all new
banks, because this would have distorted the results. Most of the new banks incurred heavy start
up costs, while they had not had time, in their first year of operation, to build up a loan portfolio
and so their RWA were low.

There are 335 observations in this data set. The mean RORRWA is 4.5 percent; i.e. a pre-tax annual

profit of 4.5 percent as a share of RWA. Figure 1 depicts the distribution of these observations.
Sixteen percent of the observations involved losses.

Figure 1: Distribution of annual Pre-Tax Rates of Return to Risk Weighted Assets for Ugandan Banks;
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In assessing the protection afforded by banks’ capital buffers, we are concerned with the negative
values which are in the left tail of the distribution. Figure 2 depicts the empirical cumulative distri-
bution function of RORRWA, which begins with a probability of zero on the extreme left-hand side
and moves to a probability of one (i.e. it cumulatively encompasses all values) on the right-hand
side. Thus, as we move from right to left of this distribution, the cumulative probabilities decline
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Figure 2: Empirical cumulative distribution function of RORRWA
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as losses become larger.
Table 2 shows the values of losses in the far left of the cumulative distribution function. Only one

percent of the observations involve losses which are of a magnitude of 26.5 percent or more of RWA.
Losses of 15.5 percent or more of RWA comprise 2.5 percent of the observations and losses of 9.6
percent or more of RWA comprise 5 percent of the observations.

Percentiles RORRWA Source: BOU

1 -26.5
2.5 -15.5
5 -9.6

Table 2 RORRWA at various percentiles of the cumulative distribution function

Therefore, if we wanted to set a minimum capital requirement which would provide a buffer
against all but one percent of banks” RORRWA in the period covered by our data, the CAR would
need to be at least 26.5 percent of RWA. A CAR of 9.6 percent of RWA would be sufficient for
only all but 5 percent of RORRWA.
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An alternative way of looking at these data
is to ask, given the distribution of RORRWA
which occurred during 2000-2017, how much
protection would the current minimum CARs,
shown in table 1, afford to banks in Uganda. In
answering this question, we assume that, giv-
en the uncertainty in determining the value
of a bank’s assets, bank regulators would not
want to allow a bank’s capital to fall to zero.
Hence a bank should at least hold a small pos-

itive capital position if it is to be considered
to be solvent. If we set the minimum capital
to RWA at two percent for a bank to be con-
sidered solvent, two percentage points should
be deducted from each of the minimum CARs
shown in table 1 to compute the scale of loss-
es which the applicable level of capital could
absorb without jeopardising the bank’s sol-
vency. Hence the minimum core capital to
RWA of 10 percent can absorb losses of 8 per-
cent of RWA before a bank risks insolvency.

Range of losses to RWAs  Cumulative Distribution Function (CDF) Value

-32.2 : -125 0.0388
-32.2 : -10.5 0.0418
-32.2 : -8 0.0627
-32.2 0 0.1642

Source: BOU

Table 3 Probability of Bank Losses Exceeding Specified Values

The bottom row in table 1 shows that the probability of a bank’s RORRWA being a loss during this
period is 16.4 percent, as noted earlier. The core capital adequacy requirement is 10 percent of
RWAs which, as discussed above, provides a buffer for losses of 8 percent of RWA if a bank is to
remain with a small positive net worth. The probability of a bank incurring losses of 8 percent
or more of RWA in the 2000-17 period was 6.3 percent, as shown in the second row from the
bottom in table 3. If we add the capital conservation buffer of 2.5 percent of RWA, which must
comprise core capital, to the minimum core capital requirement, the minimum core capital hold-
ing would provide a buffer against all but 4.2 percent of banks’ RORRWAs in this period. Finally, if
we include tier 2 capital along with the capital conservation buffer, the capital requirement rises
to 14.5 percent of RWA and the probability that a bank will incur a loss greater than 12.5 percent
of its RWA is 3.9 percent.

Interpretation and Conclusion

How should we interpret these results? Out of our sample of 335 individual bank annual RORR-
WA during the period 2000-17, about four percent involved losses which would have wiped out
bank capital and rendered the bank insolvent, if banks’ core capital ratios had been no higher
than 10.5 percent of their RWAs, which is the minimum tier 1 capital to RWA plus the capital
conservation buffer which banks must now hold to comply with the capital adequacy require-
ments in Uganda. There are currently 24 banks in Uganda, so over the next 10 years there will
be 240 annual realisations of bank profits and losses. If the same distribution of RORRWA which
prevailed during 2000-17 also occurs over the next 10 years, we would expect that about four



RWA, which amounts to almost approximately
one per year. Hence one could conclude that
the current capital adequacy requirements in
Uganda, set out in table 1, will be sufficient to
ensure that the vast majority of banks remain
solvent in any given year but that on average
one bank per year would suffer a loss greater
than the regulatory CAR and hence would face
insolvency if its capital were no higher than the
regulatory minimum and also if its sharehold-
ers did not capitalise their bank before it be-
came insolvent.

There are three caveats with this interpreta-
tion. The first is that the distribution of bank
RORRWA in the next 18 years will not necessar-
ily remain unchanged. It is likely that stronger
bank regulations and supervisory capacities
will reduce the probability of RORRWA in the
left tail of the distribution, making banks safer.
However there are some factors which might
increase probabilities in the left hand tail, such
as the evolution of new types of risks facing
banks; for example operational risks linked to
banks’ IT systems. On balance it is difficult to
conclude a priori whether the banking system
will become more or less risky than it was over
the last 18 years.

Second, the actual capital ratios of banks in
Uganda are much higher than the minimum

CARs shown in table 1. For example, at the end
of 2017, the average core capital to RWA of
all banks in Uganda was 20.9 percent. Hence
banks are able to absorb larger losses than
would be the case if they only held the mini-
mum capital required to comply with regulato-
ry CARs. Consequently, the probability of loss-
es occurring which would wipe out actual bank
capital is much lower than four percent.

Third, whether bank regulators regard the pos-
sibility of one bank failure per year on average
as acceptable or not depends on the nature of
the banks that fail. The failure of a bank which
is systemically important would be far more
damaging than that of a bank which is not.
Consequently, regulatory policy should aim to
ensure that the probability of a domestic sys-
temically important bank (D-SIB) failing is much
lower than the average probability of failure in
the banking system. One way to achieve this
is to subject D-SIBs to a capital surcharge. As
shown in table 1, Uganda can apply a capi-
tal surcharge of between 1 and 3.5 percent
of RWA to banks which qualify to be classed
as D-SIBs, in line with Basel Ill. Thus, a D-SIB
would have to hold core capital, including the
capital conservation buffer and the D-SIB cap-
ital surcharge, of between 13.5 percent and
16 percent of its RWA. This will make Ugandan
D-SIBs more resilient than other banks. A use-
ful extension of this research would be to com-
pute the probabilities of D-SIBs incurring losses

Guests at the Dinner



warrant high minimum regulatory capital

I Does the volatility of bank assets in Uganda
adequacy requirements?

greater than their regulatory minimum CARs.
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Willtul Loan
Defaulters

Why Lenders Must be Creative in their Debt Recovery Approach. ]

ere has been a lot of social media criticism of a decision by financial insti-

tutions to intensify their advertisement of stubborn loan defaulters in the lo-

cal print media. Some institutions have even gone a step further to advertise

the willful defaulters on social media through a local virtual company called

Smoked Out Ltd. The company operates a dedicated webpage advertising the

names, photos and last known addresses of the willful defaulters until full settlement of
the monies owed.

Banks and other financial institutions have advertised defaulting debtors in the print
media for many years now without any significant challenge. It is therefore likely that
motivation of the recent criticism has more to do with Smoked Out Ltd’s wider social
media outreach and the content of the debtor details provided in the advertisements
than the print media advertisements themselves. The criticism largely centers on the
banks’ alleged breach of the debtors’ constitutional rights of privacy and the bankers’
hallowed cardinal rule of confidentiality.

Although the criticism creates the impression that advertisement of debtors is repre-
hensible in baking practice, Uganda is not the only country to advertise willful defaulters
in the media. In 2015, the Central Bank of Nigeria ordered all banks to name and shame
all debtors whose loans had been non-performing for over 365 days. The notices were
published every quarter, the first appearing in August 2015 after a three months’ no-



tice for debtors to settle their loans.
According to Reuters, Africa’s largest
economy experienced a currency cri-
sis following a sharp fall in global pric-
es of crude oil, Nigeria’s main export.
The crisis harmed the cash flow of
some companies with foreign curren-
cy loans leading to the growth NPLs
and a near collapse of eight commer-
cial Banks. Reuters also reports that
public notices run by Banks, some
recognizable to Ugandans such as
Stanbic IBTC Bank and Guaranty Trust
Bank (GT Bank), also provided details
such as the sums owed by the pub-
lished debtors.

Similarly, in October 2016, the Liberia
Bankers Association published over
4000 debtors from only six financial
institutions in a massive name and
shame campaign of debtors who had
persistently refused to repay their
loans. This publication followed a 30
days’ notice to defaulting debtors to
contact their Banks and work out an
arrangement for their obligations.
This drastic action followed Liberia’s
enactment of a Commercial Code
and the establishment of a Commer-
cial Court to fast track enforceability
of financial contracts. However, ac-
cording to the Liberian Observer — a
local Liberian newspaper, LBA argued
that the Banks reserved the right to
implement a system that allows for
the naming and shaming of chronic/
repeat offenders or those that act
with impunity in refusing to repay
their loans.

Further, advertisements of willful
debt defaulters is a common and ac-
cepted practice in some States in In-
dia. In fact, some Banks have become
even more creative in publicizing of
chronic defaulter problem. In 2017,
more than 500 employees and retir-
ees of Catholic Syrian Bank in Kerala,
India, held a campaign in which small

groups of 40 — 50 employees silent-
ly marched and camped outside the
residences of willful defaulters every
Thursday holding banners and plac-
ards imploring them to settle their
loans so that they could earn their
salaries and pension. The success
of this strategy had another Bank,
the Punjab National Bank, adopt a
somewhat similar campaign and reg-
istering as much success. The Bank
organized what it called Gandhirigi
marches — named after Mahatma
Gandhi’s ideals of truth and nonvio-
lence —in which processions marched
to NPL borrowers and mockingly of-
fered them flower bouquets.

Advertisement and shaming of will-
ful debtors is far more drastic and
intrusive in China. Creditors advertise
willful debtors on television, outdoor
display screens, public lifts, etc. The
Supreme People’s Court created and
maintains a blacklist of willful debt-
ors that it publishes on a dedicated
website that lists names, photos and
identification numbers of the ‘dis-
honest people’. Some Courts have
also rolled out programs that leave
recorded caller tune messages on the
phones of defaulting debtors inform-
ing the caller to urge the recipient of
his call to honor his debt obligations
and get off the black list.

The question therefore, is not wheth-
er advertisement of debtors is an ac-
ceptable practice, but rather whether
the affected debtors are in fact the
victims as they are made out to be.
Many bank customers have taken out
loan facilities and retired them with-
out any major difficulty. Many have
serviced their facilities amidst un-
imaginable challenges and difficulties
demonstrating remarkable commit-
ment to their obligations and honour.
There are also those that have failed
to honour their obligations in under-
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e Exy uttve Director Supervision, Bank
“ of Uganda Dr. Tumubweine Twinemanzi

- _chats with bank heads after the meeting

ities but makes a willful decision
not to prioritize the inconvenience
of repayment.

The third category of debtors,
normally referred to as the skip
debtors, is constituted by borrow-
ers who simply vanish sometime
during the loan term. These debt-
ors typically change their physical
and telephone addresses and their
whereabouts remain unknown for
many years. The Banks attempts to
follow up these debtors through
their next of kin are normally un-
successful for wvarious reasons
ranging from collusion, next of
kin’s loss of contacts etc. Because
of a lack of an established citizen
database, some of these debtors
are able to hide in plain sight often
pursuing new opportunities and
obtaining new addresses without
changing their identities.

The high rates of Non-Performing
Loan Portfolio (NPLs) highlights chal-
lenges of debt collection in Uganda.
While NPLs stood at Shs.150bn in
March 2011, the same had risen to
Shs.900bn by June 2016 representing
a growth of 600%! Bank of Uganda’s
Annual Supervision Report 2016 re-
ports bad loans to have more than
doubled from USh.573.4bn in Decem-
ber 2015 to USh.1, 203.2bn in Decem-
ber 2016 and achieved a peak never
attained in Uganda’s Banking history.




Trend of Industry NPL's
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This increasing challenge calls on the Banks to
review their NPL management practices and
adopt more effective debtor recovery strate-
gies. The major recourse available to the Banks
has been to pursue defaulting debtors in the
Courts of law i n cases of unsecured debt and
enforcements of securities in cases of secured
debt. However, the structural set up of the ju-
dicial process presents three major problems
to the Bank’s recovery processes.

a) The long and tedious Court procedures
open the judicial process to abuse offering
a convenient haven for any debtor, even
one with the most conspicuous mischief.
Consequently, even the most transpar-
ent secured lender enforcement stands
the risk of challenge before Courts on the
most flimsy and flippant of grounds. The
purposes in these cases is not to pursue a
legitimate claim, but to frustrate or delays
the recovery process. While the now estab-
lished mediation process at the High Court
Commercial Division offers reasonable
debtors an opportunity to negotiate debt
workouts with their Bankers, chances of a
settlement judgement are much less with
debtors falling within the categories men-
tioned above, who wager on the Banks’s
general aversion for long hearings to de-
mand unreasonable concessions.

b) While the remarkably improved 18 — 24
months turnaround time for hearing of cas-
es at the High Court Commercial Division
offers dim excitement to the Banks, the
turnaround time at the Chief Magistrate’s
Courts remains embarrassingly dismal.
Not surprisingly, the Banks have little con-
fidence in these Courts and limit filings in
their Registries. This presents a major chal-
lenge for the Banks as a larger part of their
NPLs constitute claims that fall under the
jurisdiction of the Chief Magistrate’s Court.

c) The increased recovery of NPLs through
the Court systems also translates into in-
creased costs and expenses incurred on
professionals hired to defendant and sup-
port the Bank’s cases.

Clearly, there has been a growing trend more
unscrupulous and mischievous persons ob-
taining credit facilities with no real commit-
ment to repay them. The Banks are reacting to
this emerging trend to deal with the shrinking
space of their traditional debt recovery opera-
tions. Therein lies the justification for Banks to
become more innovative and efficient in ad-
dressing the growing NPL recovery problem.



Willful Loan Defaulters

The willful debt defaulters’ contention that
the Banks ought to have taken them to Court
instead of advertising them in the media seek,
rather arrogantly, to dictate the weapons that
the Banks should use against their mischief.
The argument of breach of privacy and con-
fidentiality seeks to gag the Banks against the
injustices committed against them. The argu-
ment, in any event, cannot hold since it has
now been established under case law that a
Bank may take such steps as are reasonable
for the purpose of ensuring the recovery of
its loans, including advertising the debtor. The
argument is also self-defeating as the Court
Registries, where the willful defaulters insist
the Banks ought to file claims against them,
are public registries. Further, Court proceed-
ings are open to the public. What the willful
defaulters ultimately seek in real term is for
the process of debt recovery to remain cum-
bersome and expensive for the Banks. That
would serve them conveniently.

There are consequences if the dishonesty of
willful debtors is allowed to thrive. Ultimately,
Ugandans shoulder the costs of the borrow-
ers’ default. When setting their interest rates
Banks take into account the cost of their
funds, the costs of administering loans and
the possible losses which might be incurred
if the borrower defaults. It therefore follows
that where the default rates and costs of debt
recovery are high, interest rates will be high.
It also follows that a borrowing customer will
factor the cost of his borrowing in his prices.

On the other hand, Banks could decide to re-
duce their lending as a way of safeguarding
themselves against credit risk. According to
Bank of Uganda’s Financial Stability Report
June 2017, this risk crystalized 2016 and 2017
as the Central Bank recorded a reduction in
credit growth for what was reported as banks’
aversion to risk amidst a decline in loan qual-
ity. Ultimately, this too affects the prices of
goods and services, and does little to affirm
investor confidence in the Ugandan market.

In even more extreme cases, public funds have
been applied towards the settlement of claims
against failed Banks brought to their knees by
defaulting debtors. The Banking crisis of the
late 1990s that led to the closure of Green-
land Bank, International Credit Bank and Co-
operatives Bank was precipitated by misman-
agement and high rates of loan defaults and
NPLs. In the absence of a satisfactory regula-
tory framework to handle depositors’ claims,
the Government was compelled to settle their
claims in full out of taxpayer funds to avert a
complete economic and political crisis.

For over a decade, the Central Bank has main-
tained a team and resources, at great expense,
to recover NPLs due to defunct Banks. Similar-
ly, Government was compelled to establish
and maintain the Non Performing Assert Tri-
bunal (NPART) to handle the NPLs of the then
Uganda Commercial Bank. In the more recent
case of Crane Bank, media reports indicate
that the now closed Bank had accumulated a
NPL portfolio of over Shs.300bn by the time of
its placement under Statutory Management.
The media also reports the Central Bank to
have sold the assets of the financial institution
at Shs.200bn/- after forking out Shs.400bn/-
to keep the ailing Bank afloat under Statutory
Management.

Therefore, the Banks should be applauded for
their efforts in ensuring the recovery of depos-
itors’ money, and encouraged to innovate even
cheaper and more effective means of debt col-
lection. The public ought to support the Banks’
name and shame campaign to unburden itself
of consequences of the intransigence of the
willful defaulters. Ultimately, the campaign is
also about accountability, transparency and
plain good manners. Decency and decorum
require that any person, regardless his status,
return any item which he borrowed. A willful
defaulting debtor is therefore, also likely to be
a chronic rent defaulter or a bar hoper with a
trail of unpaid bills in his wake.
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Bankers & Lawvers push for Alternative Dispute Resolution (ADR)

ankers and Lawyers are pushing to
have a private sector led alternative
dispute resolution and arbitration
framework established.

At a Banking & Law Symposium hosted by
Uganda Bankers’ Association & Uganda Law
Society on the 23rd of March 2018, the par-
ties resolved to establish a private sector
driven and independent Arbitration Centre
to deal with the ever-growing caseload due
shortage of judicial officers or otherwise, nu-
merous injunctions and delays, that impact
the different sectors of the economy and
constrained both lending and the underlying
commercial & investment environment.

Unresolved non-performing loan cases im-
pact bank earnings, impair capital and crowd
out money that would have been made avail-
able for lending to other borrowers.

Businesses also suffer, stagnate and grind to
a halt when cases are not resolved in time,
with gross consequences to the economy.

The Centre is meant to offer private mecha-
nisms for resolving commercial disputes and
to bolster confidence in for private sector in-
vestment in Uganda.

The proposal has been welcomed by the
private sector foundation of Uganda among
others.

Arbitration comes with party autonomy, ex-
pert Judgement, procedural flexibility, con-
fidentiality and most importantly expedien-
cy, making it an appealing mode of dispute
resolution that ideally favors all parties con-
cerned. The purpose of the Centre is mainly
to address the issues that are crippling ADR
in Uganda today by promoting access to jus-
tice, promoting economic growth by reduc-
ing time spent resolving disputes and reduc-
ing on the case backlog in the formal judicial
system.

The Centre will be registered as Company
Limited by guarantee and Arbitration and
Mediation Rules together with a Practice
Note will be developed to govern proceed-
ings.

The Rules will be based on International best
practices including the UNCITRAL Model Law
that is tailored to be efficient, flexible and
cost effective. The parties are free to desig-
nate their arbitrator(s)/ mediator(s), to select
the applicable, the language of the proceed-
ings, the seat of arbitration, and their own
legal counsel.




Alternative Dispute Resolution framework

For enforcement purposes, the Centre shall
refer to provisions under the Arbitration and
Conciliation Act. Arbitrators and mediators
will be included on a roster and members will
be required to subscribe to an internationally
recognized professional ADR body as well as a
professional body for their respective profes-
sions.

In the performance of its roles, the Centre
will also offer training courses to promote and
maintain a standard of arbitrators in the coun-
try. These arbitrators and mediators will be
governed by a code of conduct to ensure pro-
fessional ethics are observed. The Centre will
also propose model dispute resolution clauses
to be used in contracts/ agreements and pro-
vide instant access to a bank of both online
and offline resources covering key arbitration
topics.

An interim Board was constituted to set up the
operational frameworks and structures of the
Center.

Hon. Justice Yorokamu Bamwine Principla Judge and
Head of Court at the conference

i

Inaugural members of the new arbitration committe with the Deputy Governor BoU Dr. Loius Kasekende

The Board was mandated with drafting a con-
cept Note, organizing consultative meetings
with the different stakeholders, developing a
budget and identifying the sources of financ-
ing, drafting & developing the Arbitration and
Mediation rules, developing the Arbitration
Practice Note, developing a note of arbitration
& mediator /code of conduct, putting a Secre-
tariat in place and incorporating the company.

Consequently, significant progress has been
made with completion of 80% of the tasks that
the interim board was assigned. At the expi-
ration of the team’s mandate, a functioning
structure will be in place that will allow for a
fully-fledged arbitration Centre to operate and
exist in the country.

Noelle Nangira.
Legal Desk, Uganda Bankers Association.

Former Uganda Law Society President Mr. Francis Gimara
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Cultural Change and Collaborations
to drive next Generation Banking

How do you Picture and project
the Future of Retail Banking?

e The digital era is now upon us. At its core,
powerful forces are reshaping the banking
industry. Mobile Wallet is becoming the
convenient store of value.

e Customer expectations, technological
capabilities, regulatory requirements, de-
mographics and economics are together
creating an imperative to change

e Mobile phones have now defined our way
of life and the sooner solution providers
work within that space, the more they will
remain relevant

e Banking in a digital world is integrated and
seamlessly fits in a person’s daily life.

e The vast number of payment solutions
hitting the market that no longer require
debit or credit cards make the mobile
wallet potentially more popular. MVISA,
MAsterpass and others have all made
their way into the mobile payments space.

So what should be done to de-
liver and delight Customers with

this Future in mind?

eConsumer Expectations have become
Necessities. The realization that MNOs
can co-exist with the financial institutions
has enabled tailoring of solutions that can
support interest earning on savings held
on wallets

¢ To Improve loyalty, revenues, productivity
and retention, customer and end user
experience will need highly enhanced
digital solutions through mobile banking
platforms, Cards and Internet

¢ Digital is not about another channel. We
have moved from digitisation to transfor-
mation and disruption.

With New entrants, innovations
and Opportunities, what should
Banks do to stay relevant?

¢ With the entry of Fintechs and other new-
comers to the banking market, delivering
better customer experience has become a
key priority for most retail banks.

¢ These extremely dynamic players have
strengths in technology, branding and
emotional engagement that incumbent
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banks may struggle to compete with.

e Google, Alibaba, Apple, and others have
trust and now leverage it for new financial
experiences. Financial services is being em-
bedded in wider experiences.

e Banking has highly been about managing
risk and doing the basics right- doing noth-
ing has been a successful strategy — this is
no longer true

¢ it’s not only about payment transactions
but the data and insights that exist around
each transaction- predictive analytics and
anticipating customer options and choices is
where the value and future revenue is.

e Customer now, have to access financial
services by using technology solution Op-
tions without necessarily visiting a branch
(through ATMs, Internet Banking, Agency
Banking, Extension/Field Services, & Elec-
tronic or Mobile Wallets).

What Banks do in this Fast
Moving and changing market?

a) Markets at the medium to low end has
increasingly become informal in financial
dealings

b) People are looking for solutions that sit
within their confines and offer the conve-
nience they so desire

c) Banks do recognize the urgency of embrac-
ing digital transformation to ensure they
capture the massive value at stake before
the desire to deal with formal financial insti-
tutions is wiped away

BANK

d) Driving and sustaining a digital transfor-
mation also requires taking a systematic
approach to building in-house talent. Most
banks seek to foster relevant technical skills
such as mobile development, data and
analytics, and cybersecurity skills as well as
capabilities for new infrastructure such as
cloud technologies.

“The best way to look at innovation chal-
lenges is to consider them as permanently
ongoing. They evolve and take on new
forms. You must maintain principles, but
always be ready and willing to review and
improve practices.”

D

How will Fintechs help drive
Banking for the future genera-
tions?

a) Offer Interest on balances to attract Savings

b) Provide reliable service with assured avail-
ability

c) Have a strong Brand or partner with trust-
able brands where people can save

d) Digitised Credit Scoring System with auto-
mated loan approvals- Need an Algorithm
that screens and rates users for borrowing

e) Need to work out a fall-back position to
foster repayments — Use of a Carrot & Stick

f) Establish a win-win between MNOs & Banks
on mechanics around who carries the bur-
den of recovery and the related risk.

g) Effective interest rates — Balance between
incomes & deterrent
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What more Synergies can Banks
Innovate around the Mobile
Phone?

Security guarantees need to include a mix of
authentication mechanisms (Proxidata, NFC,
Fingerprint and Voice biometric) technolo-
gy & Very Smart Authentication for online
purposes

Banking solutions should offers a refreshing
approach to mobile payment that overcomes
the challenges of cashless payment.

Mobile banking solutions should provide Ser-
vices like agent banking, money-remittance,
merchant payment, social grants, salary bulk
payment, e-commerce, lottery, micro-insur-
ance, e-tickets, airtime, tax collection, etc...

Banks need to offer a complete set of finan-
cial transactions that are user friendly and
meet a broad range of payments where one
can transact anywhere and anytime on every
channel.

What are some of the challenges
Related to Agent Banking?

¢ Liquidity Management Challenge at
Agents level (The cost and complexity
of building sustainable cash-in/cash-out
networks)

Your last words?

Cultural Change and Collaborations to drive next Generation Banking

a)Unpredictable fluctuations in client
demands

b)Long wait at rebalancing points
c)Lack of resources to buy sufficient float

d)Having to close the store to go and
rebalance

e Agency remains a low-profit business, —
driving unauthorized charges and typical-
ly remains an add-on business.

e Too many agents are left on their own
and never receive monitoring or support
visits

¢ Insecurity and fraudulent activities are
growing. This undermines trust in digital
financial services- Agents Reporting Rob-
bery/Theft & Fraud in Uganda is at about
33% for Robbery/Theft & 53% for Frauds

elarge proportions of agents report experi-
encing periods when they are unable to
transact, be it due to network interrup-
tions or system downtime.

Evolve or Die:, Definitely there will be a role for banks that have the
right culture and willingness to collaborate. | don't see a role for tradi-
tional banks that are trying to cling on to the old way of banking.
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Sydney Asubo,
Executive Director, Financial
Intelligence Authority

The FATF thus encouraged Uganda
to continue working with the East-
ern and Southern Africa Anti-Mon-
ey Laundering Group (ESAAMLG)
to sustain improvements in, and
effectiveness of, Uganda’s AML/CFT
Regime.

In 2013, the Anti-Money Laun-
dering Act, 2013 was enacted and
its implementation immediately
began. To that end, the Financial
Intelligence Authority (FIA) was
established in 2014 in accordance
with the Act, and is now fully oper-
ational and functional.

In February, 2014, the Minister

of Finance, Planning & Economic
Development wrote to the Presi-
dent of the Financial Action Task
Force (FATF), to convey Govern-
ment’s pledge of high level political
commitment to work with the FATF,

he Financial Action Task
Force (FATF) Plenary Meet-
ing held on 2nd November

2017 approved the International
Cooperation Review Group (ICRG)
Working Group Recommendation
to remove Uganda from the FATF
Compliance Document, which
means that Uganda is now out of
the ICRG Review Process and is
therefore no longer on the FATF
Grey List i.e. Uganda will no longer
be subjected to the FATF’s on-go-
ing Global AML/CFT compliance
process. This implies that Ugan-
da’s legal and Institutional frame-

and the Eastern and Southern Af-
rica Anti-Money Laundering Group
(ESAAMLG), to address strategic
deficiencies in Uganda’s Anti-Mon-
ey Laundering and Combating of
Financing of Terrorism (AML/CFT)
regime.

As a result of Government’s com-
mitment to work with FATF, Uganda
was placed under FATF's Interna-
tional Cooperation Review Group
(ICRG) Review process and the FATF
accordingly endorsed an Action
Plan for Uganda in 2014. Since
then, every six months, Uganda has
been reporting to the FATF through
the Africa/Middle East Regional
Review Group (A/ME RRG) of the
ICRG, on progress made in address-
ing our AML/CFT deficiencies as
required by ICRG procedures, and
in line with the FATF Action Plan for

The Financial Intelligence
Authority - Uganda

work is now considered to be
robust enough to adequately iden-
tify and address money laundering
and financing of terrorism Risks,
which now eases correspondent
banking relationships and other
investment and financial flows
with the rest of the world.

The FATF congratulated Uganda
for the significant progress made
in addressing the strategic defi-
ciencies earlier identified by FATF,
as per the Action Plan for Uganda,
the specific elements of which |
will highlight shortly .

Uganda, which was further revised/
updated in June 2016.

Uganda’s being placed under the
FATF ICRG Review process (FATF
Grey List) implied that, under the
FATF Standards, every FATF mem-
ber country was required to exer-
cise caution and take appropriate
steps to protect themselves against
financial transactions originating
from or destined for Uganda, due
to Uganda having inadequate AML/
CFT measures. All countries were
required to periodically update
the FATF Secretariat on the steps
they have taken in that regard.
Therefore, being on the FATF Grey
list amounted to an indictment on
Uganda’s financial system and was
therefore a major constraint to
correspondent banking;
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Foreign Direct Investment;
and other financial flows to
and from Uganda, and thus
presented a significant risk
to our quest to accelerate
economic growth and devel-
opment outcomes.

The remedial measures, as
per the FATF Action Plan for
Uganda, on which Uganda
has been reporting to the
ICRG of FATF were:

i. Adequately criminalizing
terrorist financing;

ii. Establishing and imple-
menting an adequate legal
framework for identifying,
tracing and freezing ter-
rorist assets;

iii.Ensuring effective record
keeping requirements;

iv.Establishing a fully op-
erational and effectively
functioning Financial Intel-
ligence Unit;

v.Ensuring adequate suspi-
cious transactions report-
ing requirements;

vi.Ensuring adequate and
effective AML/CFT su-
pervisory and oversight
program for all financial
sector; and

vii.Ensuring appropriate
laws and procedures are
in place with regard to
international cooperation
for the FIU and superviso-
ry authorities.

The key measures undertaken by

Uganda to address the above defi-

ciencies include the following:

a)Uganda has signed and ratified

all the relevant UN Conventions
that have a bearing on ML/TF
control and has established for
implementation the applicable
UN Security Council Resolutions.

b)The Anti-Money Laundering

(Amendment) Act, 2017 was
passed to address deficiencies
in the principal Act. As a result,
standards for record keeping
requirements for all financial in-
stitutions have been enhanced;
clarity on AML/CFT supervision
and enforcement of compliance
has been provided for; and
there is streamlined legal basis
and procedures for competent
authorities to provide a wide
range of mutual legal assistance
as well as international co-oper-
ation for the FIA and supervisory
authorities among others.

c)Anti-Terrorism Act, 2002 has

been amended. The Anti-Ter-
rorism (Amendment) Act, 2015
criminalizes the financing of
terrorism in accordance with
the Terrorist Financing (TF)
Convention. In addition, further
amendments have been under-
taken under the Anti-Terrorism
(Amendment) Act, 2017. The
latest amendment criminalizes
any act, whether occurring in
Uganda or elsewhere in accor-

dance with the provisions of
the International Convention
for the suppression of the
financing of terrorism (1999).
The Anti-Terrorism Regulations,
2015 were issued to implement
the provisions of the amended
Act. In addition, Anti-Terrorism
Regulations, 2016 were issued
to provide for the implementa-
tion of the UN Security Council
Resolutions.

d)Other key legislations that have

been amended are:

i.Financial Institutions (Amend-

ment) Act, 2016 provided for
the streamlining of the incon-
sistencies in Customer Due
Diligence (CDD) requirements
and Suspicious Transactions
(STR) reporting obligations. As a
result, FIA is the sole and central
agency designated to receive
STRs.

ii.Capital Markets Authority

(Amendment) Act, 2016 pro-
vides the CMA supervisory
powers for AML/CFT purposes
and the ability to impose admin-
istrative sanctions for non-com-
pliance.

iii.Insurance Regulatory Authority

(Amendment) Act, 2017 also
provides the IRA supervisory
powers for AML/CFT purposes
and the ability to impose admin-
istrative sanctions for non-com-
pliance.
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iv.The Narcotic Drugs and Psychotropic Substances (Control) Act, 2016 was enacted to consolidate the law relating
to narcotic drugs and psychotropic substances and to implement the provisions of the International Conventions
on narcotic drugs and psychotropic substances.

v.The Tier 4 Microfinance Institutions and Money Lenders Act, 2016 was enacted to provide a framework for the
regulation of the Microfinance sub-sector and the licensing of money lenders.

e)The FIA, in collaboration with relevant MDAs, Private Sector, and Development Partners, conducted a Money
Laundering/Financing of Terrorism (ML/FT) National Risk Assessment (NRA), which is going to pave way for the
application of the risk-based approach to AML/CFT supervision. The NRA provides recommendations and an Ac-
tion Plan which identifies and assigns specific responsibilities to particular public and private entities with respect
to AML/CFT. The NRA was discussed and approved by Cabinet in August 2017, and will soon be made public and
accessible to all interested parties.

f) The Minister of Finance, Planning and Economic Development has established a AML/CFT National Task Force
whose responsibility is to promote coordination and cooperation amongst all stakeholders in the development
and implementation of strategies and policies, and to ensure that all the relevant sectors appropriately address
the risks identified in the NRA. lam happy to report that all the participants represented here today, are all repre-
sented in this committee; namely; FIA(which is the Secretariat); Bank of Uganda; Insurance Regulatory Authority;
Capital Markets Authority; Uganda Police, Uganda Bankers Association; Insurance Association of Uganda etc

In June 2017, the FATF Plenary meetings held in
Valencia, Spain, observed that Uganda had made
significant progress in addressing the strategic de-

Next Steps

a) Uganda will continue cooperating with the

ficiencies in its AML/CFT Regime and thus autho-
rized the ICRG to conduct an onsite visit to Ugan-
da, to confirm the effectiveness of Uganda’s AML/
CFT Regime and the sustainable implementation
of the same. To that end, the ICRG Africa/Middle
East team conducted the on-site visit to Uganda on
18th-19th September 2017 and their report to the

FATF/ICRG was to the effect that Uganda’s commit-
ment to advance and to continue the implementa-
tion of its AML/CFT reforms is clear, ongoing, and
robust, and that implementation was underway.
To that end, the A/ME Co-chairs recommended
that it was no longer necessary to keep Uganda un-
der the FATF ICRG Review process.

Eastern and Southern Africa Anti-Money Laun-
dering Group (ESAAMLG) to ensure sustainable
improvements and robustness of Uganda’s AML/
CFT Regime.

b)Government has committed to prioritize ac-
tions pertinent to strengthening the Financial
Intelligence Authority to effectively perform its
mandate.

c)As per Cabinet Directive, all Government Minis-
tries, Departments, and Agencies are required
to prioritize implementation of the NRA recom-
mendations and Action Plan within their sector
plans and budgets.
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