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ABBREVIATIONS

Detalled descriptions and explanations of terms and abbreviations relevant to this report are

hsted below. These descriptions and explanations however serve to clarify our report and are

not intended to be authoritative.

BOU Bank of Uganda

CBL Crane Bank Limited

CSRA Confidential Settlement and Release Agreement
DC Directar Currency

DCB Director Commercial Banking

DDCB Deputy Director Commercial Banking

DG Deputy Governor

DIF Deposit Insurance Fund

DIS Deposit Insurance Scheme

DPF Deposit Protection Fund

EDF Executive Director Finance

EDS Executive Director Supeivision

FIA Financial Institutions Act

FIS Financial Institutions Statute

GBP Great Britain Pound

GOU Government of Uganda

GTBU Global Trust Bank {Uganda) Limited

ICB International Credit Bank

MoFPED Ministry of Finance, Planning and Economic Development
NBC National Bank of Commerce

NRAC Nile River Acquisition Company

P&A Purchase of Assets and Assumption of Liabilities
PKF Pannell Kerr Forster

PwC PricewaterhouseCoopers

SPBO Senior Principal Banking Officer

UGX Uganda Shillings

usb United States Dollar
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EXECUTIVE SUMMARY

Background to the special audit

In a letter ref AB:70/288/01 dated 28th November 2017, the Parliamentary Committee on
Commuissions, Statutory Authorities and State Enterprises (COSASE); requested the Auditor

General to undertake a special audit on the closure of commercial banks by Bank of Uganda.

The committee specifically requested the Auditor General to provide assurance on; the status of
the banks at closure, cost of liquidation, status of assets and habilities of the aforementioned

banks from closure to date, non-performing assets, non-recoverable assets and liquidators.

Section 11 and 17 of the Financial Institutions Statute (FIS) 1993 and Financial Institutions Act
(FIA) 2004 respectively mandate the Central Bank to revoke a licence of a financial Institution if
It 1s satisfied that the financial institution has ceased to carry on business, declared insolvent,

gone into liquidation, wound up, undercapitalised or dissolved.

Section 95 (1) of the FIA requires that the Central Bank shall, within twelve months from the
date of taking over as a Recewver, consider and implement any or all of the following options
either singly or in combination;

+ arrange a merger with another financial institution

 arrange for the purchase of assets and assumption of all or some of the habilities by other

financial institutions;

arrange to sell the financial institution;

liquidate the assets of the financial institution.

In pursuit of its mandate, BOU has closed seven (7) banks since 1993 as detailed below.

Table Showing the financial institutions closed and reasons for closure

s/n | Bank Year of Reascns for Liquidation Action taken Status to-
closure/ | closure agent and date
Takeover period

1 Teefe Bank 1993 Insolvency - Liquidate the | Closed

assets of the
financial institution

2 International 18t Poar liqguidity and KPMG Liquidate the | Closed and the
Credit Bank | September | Insolvency September assets of the | process of
Lirited 1998 1999 to | financial nstitution, | Winding up 1

September angoing




2001 and

provisions of FIS April 1999 to
October 2000
and thereafter
handed over to

financial institution

thereafter
handed over to
BOU
3 Greenland 1% Apnl | Insclvency and | Deloitte and | Liguidate the | Closed and the
Bank 1999 violation of certain | Touche 27" | assets of  the | process of

winding up 1
angoing

with regulatery | thereafter
capital adeqguacy | handed over to

BOU
4 The Co- | 19" May | Continued poar | KPMG April | Liguidate the | Closed and the
operative 1999 perfermance and 2000 to August | assets of  the | process of
Bank non-compliance 2001 and | financial institution | Winding  up 1

angoing

all or some of the
habilities by other
financial
Institutions,

requirements BOU
5 National bank | 27" Undercapitalisation | BOU Arranged for the | Closed The
of commerce | September purchase of assets | process of
(NBC) 2012 and assumption of | WInding up was

halted by Court
imunctive
arder.

6 Global  Trust | 25" July | Undercapitalisation | BOU

Arranged for the

Closed and the

hiabiities by other
financial
Institutions;

Bank 2014 and Corporate purchase of assets | process of
governance and assumption of | Winding up 1s
weaknesses all or some of the | ©"9°IN9

habilities by other
financial
institutions,
7 Crane  Bank | 207 Under- BOU Arranged for the | Closed. BOU

Limited October capitalisation purchase of assets | had not

2016 and assumption of | commenced the
all or some of the | Process of
winding up.

Source Supenasion reports and statement of affairs from BOU

Objectives of the Audit

The main objective of the audit was to assess the status of the assets and liabilities of the

closed financial institutions.
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Specific Audit Objectives

To establish whether proper inventory of the assets and liabilities of the banks was
undertaken at closure in line with Section 89(3) of the FIA 2004 and Section 32(3) of the
FIS 1993.

To establish whether the Liquidator appropriately managed the sale of the assets and
accounted for the funds resulting from the sale and whether the Receiver appropriately
transferred assets and liabilities under the Purchase and Assumption arrangement.

To establish whether all liabilities at closure and all creditor claims after closure were
properly ascertained, recorded and settled In line with FIA 2004 (Sections 102, 105 and
106) and FIS 1993 (Section 34(3)).

To ascertain whether the funds from DPF/DIS were properly used to settle insured deposits
of closed banks in line with Section 34(3) of FIS and Sections 105 and 108 of the FIA.

To ascertain the total cost of liquidation of the defunct banks.

To establish whether the Statutory Manager performed the functions in line with Section
90(4) of the FIA 2004 and ascertain the total cost incurred by BOU during the intervention
period.

To carry out any other procedures that may be appropriate in the circumstances.

Scope and Nature of the Audit
The audit covered the statutory role of BOU in closing the seven (7) financial institutions with

major focus on management of assets and habilities at closure to date. The audit also involved

evaluating the process of winding up and ascertaining the current status.

Summary of Key Findings

Records on Teefe Trust Bank

I'was not avalled with the Inventory report, loan schedules, customer deposit schedules and
statements of affairs of Teefe Trust Bank to enable me to fulfil the specific audit objectives.
Due to this limitation, T could not assess the status of the assets and liabilities of Teefe

Trust Bank from closure to date.
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Transfer of assets and liabilities under the Purchase and Assumption arrangement

» I observed that there were no documented guidelines/regulation or policies in place for the
identification of the purchasers of the 3 defunct banks (GTB, NBC and CBL) closed using the

purchase and assumption arrangement. There were also no guidelines to determine the

procedures to be adopted by the Central Bank in the sale/transfer of assets and liahilities of

the defunct banks to the identified purchaser. In the absence of guidelines, I could not

establish the basis used to select the purchaser and determining the values of assets and

liabilities transferred by BOU to the purchaser.,

« I noted that BOU did not carry out a requisite valuation of assets and liabilities of the three

defunct banks (GTB, NBC and CBL) resolved using the purchase and assumption

arrangement at the time of signing the P&A. In absence of the valuation and or documented

evaluation of alternatives and assumptions used, I could not establish how the terms for the

transfer of assets and liabilities in the P&A were determined.

Management of assets of the defunct banks

+ Asset movement schedules

Asset movement schedules for Greenland bank, ICB and Cooperative Bank indicating details

of assets at closure, assets sold, selling price, period sale, unsold assets, performing and

non-performing loans from time of closure to the year 2001 when the liquidation role was

outsourced were avalled. However, for the period starting 2002 when the hquidation role

was directly performed by BOU, no asset mavement schedules were availled. Therefore I

could not adequately verify the movement of assets of the 3 banks from UGX.117.6bn at

closure to UGX.19.7bn as at 30" June 2016.

+» Sale of assets at a discount

BOU sold assets worth UGX.164bn of five defunct banks (ICB, Greenland, Cooperative, GTB
and NBC) however, 1t was noted that the assets were sold at a discount of 80% yielding
UGX.32bn as indicated In the table below. In the case of ICB, Greenland Bank and

Cooperative Bank, the total loan portfolio sold of UGX.135bn included Secured loans of

UGX.34.5bn which had valid, legal or equitable mortgage on the real property and were

supported with legal documentation but were sold to Nile River Acquisition Company at a

93% discount.
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Further, 1t was noted that there was a delay in disposing the assets as the assets were sold
In 2007 despite the banks closing in 1998 and 1999.

Negotiation minutes detailing the evaluation of alternatives and assumptions for the sale of

GTB and NBC assets were not provided and as such I could not determine the basis for

transferring assets at a discount.

Table showing assets sold at a discount for 5 defunct banks

BANK Assets BOOK VALUE SALE PROCEEDS | DISCOUNT
OFFERED
ICB, Greenland and Loans 135,054,430,888 8,898,736,349 93%
Cocperative Bank
GTBU Loans and 28,287,640,820 22,630,112,656 20%
overdrafts
NBC Secured 297,771,411 208,439,988 30%
performing loans
Land 400,000,000 300,000,000 25%
Total 164,039,843,119 32,037,288,993 B0%

Source GTB PRA, NBC PRA and agreement signed betweer BOU and NRAC from BOU

Recovery of non-petforming loans of CBL

According to the Purchase and Assumption agreement signed between BOU and DFCU,
clause 1.1.1(ix)} provides that all loans and advances of CBL were transferred to DFCU
except the insider loans referred to in schedule 2 of the P&A. At the time of P&A the non-
performing loans (bad book) was UGX.570.38bn out of the gross loans of UGX.1,159bn.
This bad book was transferred to DFCU to provide a resource for repayment of the assumed
Liability of UGX.200bn and bridge the shareholder’s deficit of UGX.439.72bn at the date of
takeover. I could not establish how the consideration of UGX.200bn was derived from the
bad book of UGX.570.38bn. DFCU has so far paid UGX.98.3bn of the UGX.200bn liability.

Further, T was not provided with the schedule of loans and the corresponding collateral
transferred to DFCU. As such I was unable to establish the values and categories of loans
transferred (performing loans, non-performing loans and fully provisioned/written off loans
(bad book)).

Recovery of non-performing loans of GTB and NBC
According to the Purchase and Assumption agreements signed between BOU and the

purchasers (CBL and DFCU) to take over the assets and assume liabilities of the insolvent

banks (NBC and GTB), the Purchasers were required to manage the Assets in Escrow (non-
X



performing and performing loans that remained with the insolvent bank) on behalf of BOU
for purposes of debt collection. Any proceeds realized from the Assets in Escrow were to be
shared between the Purchaser and BOU at agreed ratios. I noted that at the time of writing
this report, UGX.4.442bn had been recovered from Assets in Escrow leaving a balance of
UGX.10.017bn as shown 1n the table below;

Table showing recoveries on NBC and GTB Assets in Escrow

Details Bank | Commission | Amount Expected Recoveries

to the recovery

purchaser
Performing Loans and NBC 65% 1,514,485,401 530,069,890 349,573,866
Non-Performing Loans
Non-performing loans GIB 35% 21,430,201,395 13,929,630,906 4,093,052 663
Total - 22,944,686,796 | 14,459,700,796 | 4,442,626,529

Source* NBC purchase and assumption agreement from BOU

Funds due from foreign banks

A sum of UGX.3,467,753,732 due from Cooperative and GTB foreign banks at closure was
recovered by BOU and deposited on their respective loan recovery and collection accounts.
Similarly, a sum of UGX.2,616,462,000 out of UGX.6,596,695,000 due from the six (6)
Greenland bank foreign accounts as at 30" June 2016 was recovered as full and final

settlement following the conclusion of a court case filed in London.

However, UGX.464,571,000 on six(6) NBC foreign accounts had not been recovered by BOU
because the liquidation process was halted by a court order. In addition, UGX.44,672,000

due from eight(8) ICB foreign accounts as at 30" June 2016 had also not been recovered.

Greenland Bank equity investment

Greenland Bank equity investment in African Export-Import Bank {Egypt) worth USD.45,000
had accumulated dividends of USD.22,410 as at 30™ November 2015, however, the
liguidator (BOU) had not sold off the shares and therefore the funds have not been

recovered.

Management of liabilities of the defunct banks

Outstanding liabilities of the defunct banks
It was noted that liabilities amounting to UGX.503.76bn were still outstanding as at the time

of writing this report from a total hability of UGX.1,617bn held at closure as detalled in the
table below. The process of settling liabilities for ICB, Cooperative Bank and Greenland Bank
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has taken over 17 years and this has affected the winding up process of these banks
despite the three (3) banks in Receivership holding cash balances of UGX.19.5bn on their

recovery accounts as at 30™ June 2016.

The process of settling GTB creditors’ claims was still ongoing pending full verification on
account of missing supporting documentary evidence. Settlement of NBC creditor claims had

not commenced as a result of the Court order that halted the winding up process.

CBL outstanding liabilites are funds that were injected by BOU during statutory
management and according to BOU these will be recovered from DFCU bank and BOU
claims against CBL shareholders.

Table showing liabilities as at closure and at the last date of the statement of affairs

Bank Amount at Amount outstanding as at the last
Closure/intervention date of the statement of affairs

ICB 40,219,554,000 18,434,839,000
Cooperative 65,208,335,334 16,484,366,000
Greenland 102,228,907,125 112,138,192,000
GTBU 75,541,020,000 2,051,862,000
NBC 11,514,765,000 1,943,650,000
CBL 1,322,655,920,000 352,709,193,735*
TOTAL 1,617,368,501,459 503,762,102,735

Source. Statermnents of affairs from BOU
* BOU imected funds amounting to UGKX 478,830,609, 910 less amount seftied by DFCU

Settlement of customer claims

The depositors worth UGX.101.073bn of Cooperative bank, ICB and Greenland hank were
verified and paid 1n full as pledged by government. The funds used to pay depositors were
obtained from four (4) sources namely; GOU, DPF, BOU and insclvent bank-Cooperative

(bank assets were used to pay its own customers) as per the table below.

Despite Government intervening with a contribution of UGX.91.221bn in July 2001 to settle
both insured and uninsured deposits of the three (3) closed banks, there was no
Memorandum of Understanding to enable me assess the terms of lending to BOU and how

the funds would be repaid.
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Table showing source of funds used to settle the depositors

Bank GOU (bn) DPF (bn} BOU (bn) Cooperative Total
{bn) contribution to
depositaors (bn)
Cooperative 49,126,648,621 1,073,231,645 1,137,399,703 8,101,734,669 | 59,439,014,638
ICB 3,257,282,358 279,745,829 450,000,000 0 3,987,028,187
Greenland +38,837,069,021 1,799,792,511 471,734,636 0 2,271,527,147
Total 91,221,000,000 | 3,152,769,985 | 2,059,134,339 | 8,101,734,669 | 104,534,638,993

Source MOFPED cormmumcation refunding of payments made to account holders of dosed banks, memo reference
ACC 414 3 dated 6th March 2017 and BOU memo ref ED5122 68 from BOU

*The schedufe te support the balancing fgure of UGX 38.838 was not avared

Following the verification by BOU, customer deposits totalling UGX.101.073bn were verified
but UGX.104.532bn was paid resulting into a variance of UGX.3.461bn. At the time of

writing this report, this vanance had not been reconciled.

Refund of contributions made towards settling customer claims
A sum of UGX.96.431bn was contributed by DPF, GOU and BOU towards settling the insured

and uninsured depositors of Cooperative bank, ICB and Greenland bank (See table below)
and was to be refunded following the sale of assets of the closed banks. However, only
UGX.28.055bn was refunded by the liquidator (BOU) leaving a balance of UGX.68.376bn.
Government is unlikely to recover the outstanding balance since only UGX.19.7bn has been
set aside to clear the outstanding claim pending conclusion of the liquidation exercise.

Table showing refund of amount contributed to settle customer deposits

Bank Amount contributed Amount refunded | Outstanding

(bn) {bn) balance (bn)
DPF 3.151 3.151 0
GOU 91.221 22.845 68.376
BOU 2.059 2.059 0
96.431 28.055 68.376

Source Confirmation of balances of defunct banks ref ACC 414 3 dated §" march 2017 from BOU

BOU intervention costs to support the closed banks before closure

Prior to closure, BOU Injected a sum of UGX.504.507bn into three closed banks (Greenland,
ICB and CBL) to avert a run on the banks. As at the time of writing this report, a sum of
UGX.374.64bn was outstanding and due to BOU as indicated in the table below. The
outstanding balance relating to Greenland Bank and ICB is unrecoverable according to BOU.
According to BOU management, the balance of the funds injected into CBL will be recovered
from DFCU Bank and BOU claims against CBL sharcholders.
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Table showing intervention costs by BOU

s/n | Banks Amount injected | Amount recovered | Amount
(UGX) bn {UGX) bn outstanding (UGX)
bn
1. Greenland 24.053 3.477 20.576
2. ICB 1.624 0.269 1.355
3. CBL 478.830 126.121 352.709
Total 504.507 129.867 374.64

Source Statements of affaws of Greenland and ICE, BOU-CBL funding accounts and BOU-DFCU Limited receivable accounts
statemertt from BOU

Liquidation costs of the defunct banks
A bank in Receivership I1s required to pay all expenses of ligudation and a lquidator 1s

required to maintain proper financial records, maximize collections and minimize liguidation

costs in the liguidation process as provided by Sections 105 and 106 of the FIA 2004. I

noted a sum of UGX.18.774bn was incurred by the Liquidator (BOU) as liquidation costs as

indicated n the table below. Liquidation costs incurred on NBC and CBL could not be

ascertained since BOU had not commenced the process of liquidation,

Table showing liquidation costs of the defunct banks

Bank Total liquidation cost

1ICB 2,725,178,759
COOPERATIVE 7,076,115,000
GREENLAND 8,219,188,000
GTBU 754,346,000
NBC 0
CBL 0
TOTAL 18,774,827,759

Souwrce' Statements of affars of ICB, Cooperative, Greenland and GTBU and confracts, invoices, receipts and detaed
statermnent of account of CBL from BOU/

It was further observed that BOU did not maintain full ledgers in relation to hquidation costs

of ICB, Cooperative bank and Greenland bank. Therefore, I could not confirm the total

liguidation costs for these three (3) banks.

Statutory management of CBL

Plan to revive CBL

CBL was placed under statutory management from 20" October 2016 to 20" January 2017.

During this perod, the Statutory Manager did not prepare a plan detailing efforts to return

the bank into compliance with prudential standards despite BOU injecting UGX.478.8bn to

support the operations of CBL. In absence of any documented assessment to revive the
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bank, I could not provide assurance as to whether Sections 89(5) and 90(4)(c) of the FIA
2004 was complied with.

« Preparation of CBL financial statements
The Statutory Manager prepared CBL annual report and financial statements for the year

ended 31% December 2016 but these were neither signed by BOU nor the Auditors.
Furthermore, the Statutory Manager did not provide financial statements for the period 1%
January 2017 to 25" January 2017 (P&A completion date). I was therefore unable to
ascertain the financial performance of CBL during statutory management and its financial
position as at 25" January 2017. As such, I was also unable to establish the details and
values of assets and liabilities transferred to DFCU.

—

f M

John F.S. Muwanga
AUDITOR GENERAL
KAMPALA

27" August, 2018
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DETAILED REPORT OF THE AUDIT ON THE RESOLUTION OF DEFUNCT BANKS BY
BANK OF UGANDA

1.0
1.1

INTRODUCTION
Background to the Special Audit
In a letter ref AB:70/288/01 dated 28th November 2017, the Parliamentary

Committee on Commissions, Statutory Authorities and State Enterprises (COSASE);

requested the Auditor General to undertake a special audit on the closure of

commercial banks by Bank of Uganda.

The committee specifically requested the Auditor General to prowvide assurance on;
the status of the banks at closure, cost of liguidation, assets and habilities of the
aforementioned banks at closure and current status, non-performing assets, non-

recaverable assets and liquidators.

Section 11 and 17 of the Financial Institutions Statute (FIS) 1993 and Financial
Institutions Act (FIA) 2004 respectively mandate the Central Bank to revoke a licence
of a financial Institution if it 1s satisfied that the financial institution has ceased to
carry on business, declared nsolvent, gone nto lquidation, wound up,

undercapitalisation and dissolved.

Section 95 (1) of the FIA requires that the Central Bank shall, within twelve months

from the date of taking over as a receiver, consider and implement any or all of the

following options either singly or in combination;

« arrange a merger with another financial institution

« arrange for the purchase of assets and assumption of all or some of the liabilities
by other financial institutions;

» arrange to sell the financial institution;

= Ligquidate the assets of the financial institution.

In pursuit of its mandate, BOU has closed seven (7) banks since 1993 as detailed

below,



Table 1: Showing the financial institutions closed and reasons for closure

sfn | Bank Year of Reasons for Liquidation Action taken | Status to-
closure/ closure agent and date
Takeover period
1 Teefe Bank 1993 Insolvency - Liquidate  the | Closed
assets of the
financial
institution
2 international | 18" Poor ligquidity and KPMG Liquidate  the | Closed and the
Credit  Bank | September | Insolvency September 1999 | assets of the | pProcess of
Limited 1998 to  September | financial winding up 15
2001 and | insbitution engoing.
thereafter
handed over to
80U
3 Greenland 1% April | Insolvency and | Deloitte and | Liguidate the | Closed and the
Bank 1999 violation of certain | Touche 27" April | assets of the | process of
provision of FIS 1999 to Qctober | financial winding up Is
2000 and | institution ongoing
thereafter
handed over to
BOU
4 The Co- | 19% May | Continued poor | KPMG Apnil 2000 | Liquidate  the | Closed and the
operative 1999 performance and to August 2001 | assets of the | Process of
Bank non-compliance and thereafter | financial winding up 15
with regulatory | handed over to | institution ongaIng
capital adequacy | BOU
requireaments
5 National bank | 27" Undercapitalisation | BOU Arranged  for | Closed.  The
of commerce | September the purchase | process of
(NBC) 2012 of assets and | wWinding up
assumption of | Was halted by
Court
all or some of Inyunctive
the  labilites | grder
by other
financial
Institutions,
6 Global Trust | 257 July | Undercapitalisation | BOU Arranged  for | Closed and the
Bank 2014 and Corporate the purchase | process of
governance of assets and | Winding up 15
weaknesses assumption  of engoing.
all or some of
the  labilties
by other
financial
institutions;
7 Crane Bank | 20" Under- BOU Arranged  for | Closed. BOU
Limited October caprtalisation the purchase | has not
2016 of assets and | commenced
assumption  of the process of
winding up

all or some of
the  lahilities
by other
financial
Institutions,

Source supervision reports and statement of affans from BOU




1.2

1.3

1.4

1.5

Objectives of the Audit

The main objective of the audit was to assess the status of the assets and liabilities

of the closed banks.

Specific Audit Objectives

« To establish whether proper inventory of the assets and liabilities of the banks
was undertaken at closure 1n ine with Section 89(3) of the FIA 2004 and Section
32(3) of the FIS 1993.

+ To establish whether the liquidator appropnately managed the sale of the assets
and accounted for the funds resulting from the sale and whether the Receiver
appropriately transferred assets and habilities under the Purchase & Assumption
arrangement.

+ To establish whether all liabilities at closure and all creditor claims after closure
were properly ascertained, recorded and settled in line with FIA 2004 (Sections
102, 105 and 106) and FIS 1993 (Section 34(3)).

= To ascertain whether the funds from DPF/DIS were properly used to settle insured
deposits of clased banks in line with Section 34(3) of FIS and Sections 105 and
108 of the FIA.

« To ascertain the total cost of liquidation of the defunct banks.

e To establish whether the Statutory Manager performed his functions in hine with
Section 90(4) of the FIA 2004 and ascertain the total cost incurred by BOU during
the intervention period.

« To carry out any other procedures that may be appropnate in the carcumstances.

Scope and Nature of the Audit
The audit covered the statutory role of BOU in closing the seven (7) financial

Institutions with major focus on management of assets and labilities from closure to
date. The audit also involved evaluating the process of winding up and to ascertain

the current status.

Methodology
I conducted this special audit In accordance with the Office of the Auditor General

Forensic Investigations and Special Audit Guide, 2014. During the audit, I designed
and performed procedures that I considered appropriate under the circumstances to

enable me gather evidence to support my findings and draw reasonable conclusions



1.6

1.7

1.8

where necessary. My audit followed lawful evidence gathering technigques and

procedures including, but not imited to the following;

a. Document Review:
Documents relating to the banks resolution process were reviewed to ascertain
the status of the banks during closure and after the closure, The schedule of the

documents reviewed Is indicated in Schedule A.

b. Interviews:
I conducted a number of interviews with BOU staff that were involved in the
resolution of the Defunct Banks as indicated in Schedule B. The interviews
were held for purposes of gaining mare understanding and knowledge on the
specific operations and processes undertaken by BOU in the execution of the its

statutory mandate on closure of financial institutions.

Limitations and Subsequent Events
I have attempted to include all information relevant to the closure of the defunct

banks. However, it 1s possible that documents and information exist which were not
made available to me, or which I was unable to locate. Any documents ar
information brought to my attention subsequent to the date of this report which
would affect the findings listed in the report, may require my findings to be adjusted

and qualified accordingly.

Restriction on Distribution of the Report
This report was prepared solely for the purposes of reporting my findings to the

Parliament of the Republic of Uganda. Therefore, its contents should not be utilized
for any other purpose without my prior written consent. No part shall be quoted,
referred to or disclosed in whole or in part, by any third party without my prior

consent.

Legal Advice
Although my report may contain references to relevant laws and legislation, I do not

provide legal opinion on the comphance with such laws and my findings In this report

are not to be construed as providing legal advice. My reference to the relevant laws

15 Intended solely to faciitate the determination of applicable facts which may be

relevant to the interpretation and/or application of such laws. Should such
4



2.0

2.1

interpretation require legal advice, 1 recommend that independent legal advice is

obtained.

DETAILED FINDINGS OF THE SPECIAL AUDIT

The findings in this report are arranged in 3 sections.

The first section of this report highlights issues raised on Teefe Trust Bank
as guided by the 1969 Banking Act where BOU took over as a Receiver and

liquidated the assets of this financial institution.

The second section of this report highlights issues raised on Banks closed
as guided by the FIS 1993 where BOU took over as a Receiver and
liquidated the assets of these financial institutions. These include

Greenland Bank, Cooperative Bank and International Credit Bank.

The third section of this report highlights issues raised on Banks closed as
guided by the FIA 2004 where BOU arranged for the Purchase of assets
and Assumption of all or some of the liabilities by other financial
institutions. These include Global Trust Bank, National Bank of Commerce

and Crane Bank.

Section A
The first section of this report highlights issues raised on Teefe Trust Bank
as guided by the 1969 Banking Act where BOU took over as a Receiver and

liquidated the assets of this financial institution.

Availability of records on Teefe Trust Bank
On 30™ January 2018 and 10™ April 2018, I requested for documentation relating to

all closed banks' specifically the Inventory report, loan schedules, customer deposit
schedules, statement of affairs and any reports supporting assets and labilities taken
over by BOU. However [ was not availed with sufficient documentation relating to

Teefe Trust Bank to enable me fulfil the specific audit objectives.

BOU management explained that it will continue to search in the archives to get atl

the information.

* Letter addressed to the Duector Cornmercial Banking reguesting for audit information by OAG dated 30" lanuary 2018

5
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2.3

Because of this limitation, [ could not assess the status of the assets and liabilities of

Teefe Trust Bank from closure to date.

Section B

The second section of this report highlights issues raised on Banks closed
as guided by the FIS 1993 where BOU took over as a Receiver and
liquidated the assets of these financial institutions. These include

Greenland Bank, Cooperative Bank and International Credit Bank.

Preparation of key documentation necessary for the winding up of the

defunct banks

BOU Management 1s responsible far the preparation of the Inventory reports,
Statement of affairs and liquidation reports of the liquidated bank i accordance with
FIS 1993 and FIA 2004. BOU Management Is also responsible for maintaining proper
accounting records that disclose with reasonable assurance the state of affairs of the

closed bank and safeguarding the bank's assets.

BOU provided all the Inventory reports (except that of ICB), Statements of affairs {as
determine by BOU) and hquidation reports of the liquidated banks.

The findings below are based on the review of the Statements of affairs,
the Inventory reports, liquidation reports provided by BOU together with

other documentation provided.

Management of assets by BOU after closure
Section 33(5) (d) of the Financial Institutions Statute 1993 provides that on winding

up the affairs of the insolvent financial institution, BOU should eliminate the interests
of shareholders and may purchase, sell or transfer assets in order to recover the
maximum amount on a pro rata distribution to depositors and creditors of an

inselvent financial institution.

The Statements of affairs for the three(3) banks show that at closure the banks had
assets worth UGX.117,691,652,159 comprnsing of cash, loans, property and
equipment, equity investment, amounts due from related parties and balances due
from other banks. According to BOU management, some of the assets were sold and

the proceeds used to settle habilities. As at 30™ June 2016, the asset position had

6



reduced to UGX.19,729,181,000 mainly representing cash held on the recovery

account as detailled in the table 2a and 2b below.

Table 2a: Showing total assets from closure to 30" June 2016

Bank Date of closure Assets at closure Assets as at 30"
June 2016

ICB 18% September 1998 ©18,447,921,000 | 92,069,000

Cooperative 19% May 1999 60,933,131,038 5,335,863,000

Greenland 1% April 1999 38,310,600,121 14,301,249,000

Total 117,691,652,159 19,729,181,000_

Source! Statements of affais from BOU
Note The loans assets ncluded the total assetfs at closure are recorded at net of doubtful debt in table 2b below

Table 2b: Showing loan assets at closure

Source Inventory report and statements of affasrs from 80U

BANK GROSS AMOUNT PROVISIONS FOR NET AMOUNT included
DOUBTFUL DEBT in total assets at closure
(table 2a)
Greenland _ 54,771,197 426 36,779,329,023 17,991,868,403
Cooperative 37,614,151,196 11,346,883,119 26,267,268,077
ICB 14,061,924,000 - 14,061,924,000
TOTAL 106,447,272,622 4B,126,212,142 58,321,060,480

The three (3) ciosed banks had Gross loans amounting to UGX.106,447,272,622 at
the time of bank closure. In November 2007, Loans with a book wvalug of
UGX.135,054,430,888 (with accumulated interest) were sold to Nile River Acquisition

Company (NRAC) as indicated in the table below;

Table 3: Showing total loans assets from closure to 30™ June 2016

statement for the period ended

31st December 2001

Bank Reports Loans and overdraft | Net book value of
as per the financial Loans sold to NRAC
and investigation as at 5™ November
reports 2007

ICB 1CB reports and financial 14,061,924,000° 21,116,137,610

Cooperative | Cooperative bank final report 37,614,151,196° 47,486,731,702
dated 24th August 2001

Greenland Financial statements audrt and 54,771,197,426* 66451,561,576
investigation of Greenland |
bank as at 31* March 1999 . |‘

Total 106,447,272,622 : 135,054,430,888 |

Source Statements of affairs from BOU

[ reviewed the Inventory reports, Statements of affairs, recovery accounts

statements, sale agreements and the relevant sections of the FIS/FIA to establish

whether the Liquidator appropriately managed the sale of the assets and accounted

for the funds resulting from the sale.

*ICB reports and financial statement by lasper - Semu Asseciates for the pericd ended 31" December 2001 (figure excludes provisions) pg

24

* Cocperative bank hinal report by KPMG dated 24" August 2001{figure excludes provisions) pg 5
* Financial statements audit and investigation of Greenland bank as at 317 March 1999 by Delortte and Tauche {tiguwre excludes provisions)

pe 19
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2.3.1

The following matters were observed;
Asset movement schedules/ledgers
Section 33(5)(a) of FIS 1993 provides that where the Central Bank decdes to

liguidate a financial institution, 1t shall realise the assets of the insolvent financial
Institution. In doing so, the Liquidator 1s required to keep proper financial ledgers
and financial records in which shall be recorded all financial transactions relating to

the liquidation.

Period when the liguidation role was outsourced

BOU appointed agents as Receivers to liquidate the assets of the closed banks and
were required to prepare and submit proper financial ledgers and records to facilitate

the winding up process.

In letters dated 30" January 2018, 20™ February 2018 and 10" April 2018, I
requested for the hquidation records and reports to enable me assess the movement
In assets from closure to date. The records show that for the period when liquidation
process was bemng managed by appointed agents of the Liquidator{BOU), the agents
regularly submitted liquidation reports including detailed asset movement schedules
to the Central Bank as indicated In the table below;

Table 4: Showing liquidation agents and the period when they prepared

reports
S/N | Bank Year of | Liquidation Reports submitted
closuref agent
Takeover
1 ICB 18" September | KPMG ICB in hgquidation final report dated
1998 307 September 2001
2 Greenland 1% Aprl 1999 | Delottte and | Greenland bank 1] In
Tauche recewvership/iquidation
- BOU lhgudators report 1 dated
19™ July 1999
- Progress report II dated12™
August 1599
- Progress report III dated 15"
Novermnber 1999
=~ Greenland bank ltd in liquidation
final hand over report dated May
2001
3 Co-operative 19" May 1999 | KPMG Cooperative bank in hguidation final
report dated 24™ August 2001

Source statements of affans



Period when the Central Bank was a liquidator

The period starting 2002 when the liguidation role was performed directly by BOU,
no detalled asset movement schedule/ledgers indicating assets at closure, assets
sold, seling price, period of sale, assets not scid, performing and non-performing
loans were provided to support asset movements in the statements of affairs for the

three (3) closed banks.

For instance, although the statements of affairs as at 30" June 2016° indicated that
all the physical assets and customer loans had been sold, BOU records indicated that
the liquidator did not sell scme of the assets (3 land tities) previously owned by Co-
operative bank as shown In the table below. According to BOU, the titles are still in
custody of the Central Bank.

Table 5: Showing unsold Co-operative bank assets

Registered Volume | Folio Block Plot No | Location
Proprietor

Cooperative 130 2042 16 Masindi Port Rd.
Bank Masind
Cooperative 241 237 Mutungo

Bank

Cooperative 240 237 Mutungo

Bank

Source* BOU correspondence

Because of the incomplete asset movement schedules, I was not able to venfy the
movement of assets from UGX.117,691,652,159 at closure to UGX.19,729,181,000 as
stated in the Statement of affairs as at 30th June 2016.

BOU management explained that it undertakes to provide the full list of all the
recoveries made against loans for the three(3) closed banks. They further indicated
that the three(3)title deeds for the Cooperative Bank Ltd listed in table above were
not sold because of ownership disputes between the bank and a sitting tenant on a
leased property in Masindi and because the two(2) plots in Kampala were just roads

connecting other plots that were subdivided from a larger piece of land.

* Starements of abfairs ot ICE {pg 9} Greenland (pg6) and Coaperative Bank {pg5)
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2.3.2 Sale of Customer loans
Section 33(5) (d} of the Financial Institutions Statute 1993, requires the hquidator to
sell or transfer assets In order to recover the maximum amount so as to settle claims

of an insolvent financial institution,

Delay to sale loan assets

BOU sold majonty of loans for the three(3) banks in 2007 despite the banks closing
In 1998 and 1999. Details of loans that were sold prior to 2007 were not provided

far venfication.

BOU management explained that the mitial recourse of a Liquidator 1s to try and
recover the loans and a substantial part of the portfolic was recovered. It was only
after these efforts had been exhausted that the Iquidator made a decision to sell the
loans however a number of challenges including protracted legal suits and

encumbered collateral deralled BOU from selling off customer loans expeditiously.

Sale of loan assets at a discount

In 2006, BOU designed a strategy to exit the hquidation of the three (3) closed
banks which involved; assessment, evaluation, packaging and bulk selling of the
remaining assets of the closed banks so that the proceeds can be distributed among
creditors. Subsequently, BOU carmed out a competitive procurement process
including public advertisement, evaluation of lidders and selection of a suitable firm

to implement the strategy.

According to a letter ref.EDS.122.6A°, M/S 1.N. Kirkland & Associates was contracted
by BOU on 17" January 2007 to implement an exit strategy for closed banks’
liguidation. The assignments commenced on January 29, 2007 and were expected to

be accomplished within 16 weeks, ending May 2007.

According to a letter ref.EDS.B.65A dated 24" May 20077, IN Kirkland & Associates
evaluated the remaining assets of the closed banks and identified a suitable firm, M/s
Octavian Adwvisors, LP which expressed Interest to purchase these assets at
USD.10.0m from BOU Following further negotiations with BOU, M/s Octavian
Adwvisors, LP registered Nile River Acquisition Company in order to transact with BOU.

* BOU letter ref EDS 122 6A dated 25" september 2007
" BOU letter ref EDS B 65A dated 24 ~ May 2007
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In December 2007, BOU signed an agreement with Nile River Acquisition Company
(NRAC)® to sell the debt portfolio of Greenland Bank, ICB and Cooperative bank at
USD.5.25m (UGX.8,898,736,349). The debt portfolio comprised of Secured, Poorly
secured, Unsecured and Unknown loans amounting to UGX.135,054,430,888°. The

detalls of the loan portfolic are in table below. The sale of the loans to NRAC resulted

In a variance of UGX.126,155,694,539,
Table 6: Showing the loans sold to Nile River Acquisition Company

BANK LOAN PRINCIPAL ACC INTEREST TOTAL LOAN
TYPE
ICB NOT 3,943,062,667 6,519,651,913 10,462,714,580
SECURED
POORLY 2,921,320,393 5,540,326,863 8,461,647,276
SECURED
SECURED 536,245,991 510,386,806 1,046,632,797
UNKNOWN 1,132,241,607 12,901,350 1,145,142 957
SuB
TOTAL 8,532,870,658 12,583,266,952 21,116,137,610
co- T |
OPERATIVE -
NOT 5,698,477,978 8,900,872,847 | 14,599,350,825
SECURED
POORLY 805,041,919 928,523,035 1,733,564,954
SECURED
SECURED 10,056,230,916 13,960,141,344 24,016,372,260
UNKNOWN 6,681,294,448 456,149,215 7,137,443,663
SUB
TOTAL 23,241,045,261 | 24,245,686,441 47,486,731,702
GREENLAND
NOT 14,909,909,096 28,066,214,869 42,976,123,965
SECURED
POCRLY 2,793,672,289 5,671,349,248 8,465,021,537
SECURED
SECURED 3,502,973,476 6,002,560,447 9,505,533,923
UNKNOWN 4,957,748,282 547,133,869 5,504,882,151
SUB
TOTAL 26,164,303,143 40,287,258,433 66,451,561,576
GRAND 57,938,219,062 77,116,211,826 135,054,430,888 |
TOTAL

Saurce Signed agreement between BOU and Nie River Acquisition Company

The loan portfolio sold included secured loans of UGX.34,568,538,980 which had
valid, legal or equitable mortgage on the real property and were supported with
legal documentation'®. I noted that the contract price of UGX.8.898bn represented

26% of the total secured loan portfolio and 7% of the total loan portfolic iImplying

' Agreement signed between BOU and Mile River Acquisition f.ompany
’ Refer to the Agreement Article & 7(B) schedules
Y Definition of secured Inans as per NRAC debt purchase and transfer agreement December 2007 page 9
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that the loans were sold at a discount. I was unable to determine the criteria used by

BOU in deriving the sale value.

BOU management explained that estimating the recoverable amount of a closed
bank’s loan portfolio cannot be done with precision. Because of uncertainty in the
recoverable value and the costs related to recovery, It 1s always true that any buyer
will be unwilling to pay the full book value of a portfolio of bad debts. It is inevitable

that these portfolios will always be sold at a discount.

2.3.3 Funds due from foreign banks
Section 33(5)(a) of FIS 1993 states that where the Central Bank decides to iquidate

a financial institution, 1t shall reahse the assets of the insolvent financial institution.
In order to realise the funds due from foreign banks, the liquidator will formally
communicate to the closed bank’s correspondent bank about the closure and ensure

that the funds are recovered.

A review of the Statements of affairs of ICB and Greenland bank revealed that the
banks had UGX.6,641,367,000 on foreign accounts as at 30" June 2016 (over 17

years after closure). Refer to the table below;

Table 7: Showing amounts held on foreign accounts

Bank Amount as at | Amount as at 30" | Date of | Duration from
date of closure | June 2016(UGX) closure closure to 30"
_ June 2016
ICB 750,425,000 44,672,000 | 18" September | 17 years
1998
Greenland Bank 3,193,173,660 6,596,695,000 | 1% April 1999 17 years
Cooperative Bank 1,313,102,394 0 | 19" May 1999 17 years
Total 5,256,701,054 6,641,367,000

Source Statements of affairs from BOU

I was not avaled with details of the type of foreign accounts heid and ther
respective Certificates of bank balances and as such I could not estabiish the

reconciled balance as at 30" June 2016.

Furthermore, a review of nofe 6.3 of the Statement of affairs of Greenland Bank as
at 30™ June 2016 revealed that BOU made a full provision of UGX.6.596bn'! to write
off funds from six(6) foreign accounts. However, I could not verify the basis for the

full provision.

* Greenland Bank Statement of Affairs as at 30" lune 2016 page 8

12



2.34

2.3.5

BOU management explained that following the conclusion of a court case relating to
Greenland bank funds due from Foreign accounts filed in London UK , funds (less
costs of the legal suit) amounting to UGX.2,616,462,000 were realized and posted

onto the loan recovery account for Greenland Bank, in full and final settlement.

I confirmed that UGX.2,616,462,000 recovered from the Court case was credited on
the Greenland bank Limited loan recovery and collection account no: 312.233001.1
on 31% March 2015% and the balance Is not recoverable. At the time of writing this
report the hquidator had not recovered the funds worth UGX.44,672,000 due from

ICB foreign accounts.

Greenland Equity Investments
Section 33(5) (d) of the Finanacial Institutions Statute 1993, requires that In winding

up the affairs of the insolvent financial institution, the liquidator may selt or transfer
assets in order to recover the maximum amount so as to settle claims of an insolvent

financial institution.

A review of the Greenland Bank Statement of affairs as at 30™ June 2016 indicated
that the bank had an Equity investment in African Export-Import Bank (Egypt) worth
USD.45,000 which had accumulated dividends of USD.22,410 as at 30" November
2015, However, BOU had not sold off the shares,

BOU management explained that the process of selling the shares commenced on

October 30" 2017 and I1s awaiting response from Afrexim bank on sale of the shares.

Utilisation of cash balances on the recovery account
Section 30(3)(b)&(c) of the FIS 1993 provides that in case of a liquidation under this

Section, the depositors shall be entitled to first claim and thereafter all other
creditors shall be ranked in accordance with the law relating to msolvent companies
under the Companies Act. The Board of Directors of the financial institution shall,
before paying creditors holding direct claims and with the approval of the Central
Bank, make arrangements as are necessary to ensure a pro rata distribution among

holders of claims that are likely to be reduced to judgement in a court.

A review of the Statements of affairs relating to ICB, Cooperative bank and
Greenland bank as at 30" June 2016 revealed that a total of UGX.19,536,310,000

12
Greenland hdnk Limited loan recovery and coliection account no 312 233001 1 an 31st March 2015
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2.4

was still held on the closed banks recovery accounts. I also observed that as at 12"
February 2018, the balances had reduced to UGX.19,363,685,364 as indicated in the
table below,

Table 8: Showing the balances on the recovery accounts

Bank Balances as at 30" June 2016 Balances as at 12™
February 20182

ICB 47,397,000 12,256,744

Co-operative Bank 5,335,863,000 5,246,289,573

Greenland Bank 14,153,050,000 14,105,139,047

Total 19,536,310,000 19,363,685,364

Source, Statements of alfairs and recovery accounts from BOU

Although some funds were available to settle the obligations, the Liquidator (BOU)
had not made any further distribution to the creditors since 2008'*. As at 30™ June
2016, the outstanding liabilities stood at UGX.147,057,397,000 as detalled in table 9
below.

BOU management explained that the available funds will be utilized during the
winding up process The cash balances were not fully utilized because there were a
number of outstanding court cases against the liquidated banks and pending creditor

claims presenting potential iability.

Management of liabilities by BOU after closure

I reviewed the Statements of affairs, Inventory reports, and verification reports to
establish whether all habilities at closure and all creditor claims after closure were

properly ascertained, recorded and settled in Iine with Section 34(3) of the FIS 1993.

The Statements of affairs as at 30" June 2016 of the three (3) closed banks
indicated that habilities amounting to UGX.147,057,397,000 were still outstanding"
from a total hability of UGX.207,656,796,459 held at closure. Details are in the
table 9 and appendix 1. Qverall the process of settling liakilities has taken over 17
years and this has affected the winding up process of these banks,

Table 9: Showing liabilities at closure and as at 30" June 2016

Bank Amount at Closure Amount as at 30" June
2016

ICB 40,219,554,000 18,434,839,000

Cooperative 65,208,335,334 16,484,366,000

Greenland 102,228,907,125 112,138,192,000

Total 207,656,796,459 147,057,397,000

Source Statements of affairs from B0/

' Balances as per the recavery account skatements
" Greenland Bank Statement of affairs as at 30 " June 2016 pg 12
. Appendis 1 refers - Liabilities of the closed banks from closure to 2016
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2.4.1

2.4.2

I reviewed the status of liabilites from the time of closure of the banks up to the

recent Statement of affairs (30" June 2016) and observed the following;

Settlement of Claims

Section 102 of FIA 2004 requires the Liquidator to publish an advert in a local
newspaper of national crculation calling upon all creditors Secured and Unsecurad
including depositars to submit to the Central Bank or the Liquidator within one month
from the date of publication a statement of the amount clamed and the particulars

of the claim.

BOU has an internal process of venfying liabilities of closed banks before settlement
of claims. This involves; carrying out inventory of the banks upon closure, placing an
advert on a reputable media, registration of claims by the liquidator (BOU),
constitution of a verfication committee to study the clams submitted by the various
claimants and make a recommendation on how much/many creditor claims should be

honoured or rejected.

The habilities were verified by BOU venfication committee and some claims settled
resulting into an outstanding balance of UGX.147,048,397,000 as at 30™ June 2016.

Included in UGX.147bn 1s UGX 14.89bn not owed to the DPF hence the liabilities are

misstated as noted n issue 2.4.2.3 of this report.

Customer deposit liabilities
Section 30(3)(b) of the FIS 1993 provides that in case of a liquidation under this

Section, the depositors shall be entitled to first claim and thereafter all other
creditors shall be ranked in accordance with the law relating to insolvent companies

under the Companies Act.

A review of the Inventory reports and Statements of affairs of the three (3) closed
banks revealed that the customer deposits amounted to UGX.134,987,688,744 at
closure. The memo ref EDS122.6B dated 31* October 2008" indicated that the
depositors of the three(3) closed banks were verfied and paid in full as pledged by

government (except Government accounts and insiders accounts dentified as per

" BOU internal memo Ref E0S 122 6B —Distubution of closed banks' liquidatian proceeds irc depositars claims
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provisions of section 36(3) of FIS 1993). Details of settlement of depositors are as

per the table below;

Table 10: Showing customer deposits

Bank Gross Deposits as Payable deposits Verified deposits
at 31.12.2005 excluding Gov't

accounts and

Withheld insiders

{UGX.17.5bn) as at

31.12.2005
Cooperative 58,582,635,000 58,582,635,000 55,647,504,742
ICB 18,498,201,000 6,672,998,468 5,122,506,159
Greenland 48,887,900,000 43,026,361,000 40,303,460,420
Total 125,968,736,000 108,281,994,468 101,073,471,321

Source BOU meme ref EDS122 68 and Statement of affars as at 31/12/2005 from 80U

The following were observed;

2.4.2.1 Reconciliation of paid customer deposits and contributions
The funds used to pay depositors were obtained from four (4) sources namely;

GOU, DPF, BOU and insolvent bank-Cooperative (bank assets were used to pay its

own customers). Refer to the table below.

Table 11: Showing source of funds used to settle the depositors

Bank GOUY (bn) DPF * (bn) BOU (bn) Cooperative Total
(bn) contribution to
depositors (bn)
Cooperative 49,126,648,621 1,073,231,645 1,137,399,703 8,101,734,669 59,439,014,638
ICE 3,257,282,358 | 279,745,829 450,000,000 0 3,987,028,187
Greenland | *38,837,069,021 | 1,799,792,511 471,734,636 o| 2271,527,147
Total 91,221,000,000 | 3,152,769,985 | 2,059,134,339 | 8,101,734,669 | 104,534,638,993

Source MOFPED cormmurncation refunding of payments made to account holders of closed banks, memo reference
ACC.414.3 dated 6th March 2017 and BOU memo ref FDS122 88 from 80U

*The schedule to support the balancing figure of UGX 38 838 was not availed

I was unahle to reconcle the variance of UGX.3.461bn arising from the difference

between the total contnbutions to depositors of UGX.104.532bn and total venfied
depositors of UGX.101.073bn.

2.4.2.2 Memorandum of Understanding for GOU intervention of UGX.91.221bn to

settle customer deposits

Section 34(3) of the FIS 1993 requires the Minister from time to time, In

consultation with the Central Bank and by notice in the Uganda Gazette, fix the size

of the fund sufficient to protect the interests of the depositors to be made up by

contributions under Section 35 and may authorise the Central Bank to borrow any

" MOFPEG communication refunding of payments made to account holders of closed banks
* Confirmation ot balance of the detunct banks referance ACE 414 3 dated 6" March 2017
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such amounts as it may require for temporary purposes of making up deficiency in
the fund pending collection of contribution.

In line with the above law, GOU and BOU came up with an intervention policy in
May 1997 which provided that when a bank 1s hquidated, BOU commitment to
depositors would be lmited to the UGX.3m per depositor (Secured deposits)

covered under the Deposit Insurance Scheme (DIS).

According to the financial statements of the DIF for the six years ended 30" June
2000°° (from 30™ June 1994 to 30th June 2000), the balance of DIF at the time of
closure was only UGX.5.841bn.

According to the DPF audited financial statements for years ended 31st December
2006, 2009, 2010, 2012 and 30th June 2017, the total insured deposits of the
three(3) closed banks was UGX.41.152bn.

Therefore the DIF was Insufficent to cover the total insured depositors.
Consequently, Government intervened with a contnibution of UGX.91.221bn in July
2001 to settle both Insured and Uninsured deposits of the three (3) closed banks.
However, 1 was not provided with the Memorandum of Understanding to enable me

assess the terms of lending to BOU and how the funds would be repaid.

BOU management explained that there 1s no MoU between Government and BOU in
relation to the Government contribution towards refund of depositors. Management
further explained that the DPF is now a separate legal entity under the amended

FIA 2004, with its own Board of Directors and Management.

2.4.2.3 Refund of contributions
+ Refund of DPF contributions-UGX.3.151bn
Section 36(5) of the FIS 1993 provides that upon payment of the protected

deposit, the Fund shall be entitled to receive from the financial institution or
Liquidator (BOU) an amount equal to the payment made by the Fund

(contribution} to the protected deposits.

Y GOU and BOU intervention policy dated 217 May 1937
“ BIF financial statement for the six years ended 30™ June 2000 pg9
“' DPF financial statements for the vears ended 31" December 2006, 2009, 2010, 2012 and 30" June 2017
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According to the BOU and DPF records, a sum of UGX.3.151bn was paid from the
DPF towards the Insured depositors of the three (3) closed banks {(See table 11
above). However, I noted that a sum of UGX.25.063bn*’ obtained from the sale
of closed banks assets was used to refund the DPF by the Liqguidator (BOU). This
resulted into an excess refund of UGX.21.912bn which should have been used to

offset Government contrnibution towards Insured depositors as detalled in the

table below.

Table 12: Showing a variance between DPF contributions and refunds

Amou.nt Amount Balance due
contributed by | refunded to to GOU (bn)
Bank the DPF (bn) the DPF(bn)

A B (B-A)
The Co-operative Bank Limited 1073 20,105 19 032
International Credit Bank Ltd 0279 0.808 0529
Greenland Bank 1,799 415 2.351
Total 3.151 25.063 21.912

Source Confirmation of balances of defunct banks ref ACC 414 3 dated 6™ march 2017 from BOU

A review of note 11 and 12 of the DPF financial statements as at 307 June 2017%
revealed that the DPF still owed GOU a balance of UGX.18.75bn In relation to
Government contribution towards settlement of Insured deposits. This amount 1s
still held at DPF account in BOU and will be disbursed to government after the

conclusion of the quidation exercise of the three (3) closed banks.

1 further noted that although the Statements of affairs of the three (3) closed
banks as at 30™ June 2016 indicated that the banks owed UGX.14.89bn to the
DPF (as per the table below), the DPF financial statements for the financial years
ended 31* December 2009, 2010, 2012 and 30™ June 2017 indicated that the
three (3) closed banks did not owe the DPF hence the liabilities are misstated.
Table 13: Showing DPF liability

Bank 2016(bn)
| Greenland 11 410
Cooperative 3.480
ICB 0
Total 14,89

Source Statements of affars as at 307 June 2016 from BOU

~ Canfirmation of balances of defunct hanks rof ACC 414 3 dated 6" march 2017
“* DPF financial statements as at 30th June 2017
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» Refund of GOU contribution-UGX.91.221bn
According to BOU management, Government contribution was to be refunded
from the asset recovery account following the sale of the assets of the closed

banks.

I reviewed the Statements of affairs of the three (3) closed banks as at 30th June
2016 and the DPF financial statements as at 30th June 2017 and noted that
UGX.68.376bn was still outstanding as indicated in the table below.

Table 14: Showing the cutstanding government claim

Government claim Total outstanding (bn)

ICB 11.969
Cooperative 11.086
Greenland 25.571
Due from the 3 closed banks (subtotal) 48.626 |
Due from the DPF - 19.750
Total 68.376

Sourcer Statement of affairs from BOU and DPF financial statements as at 307 June 2017

As indicated above, UGX.19.75bn s still held at BOU and the amount will be
disbursed after the conclusion of the liquidation exercise of the three (3) closed
banks. However, UGX.48.626bn (in the table above) payable by the three (3)
closed banks will not be fully recovered since the remaining assets of the

Insolvent banks are insufficient to settle all the creditor claims.

« Refund of BOU contribution-UGX.2.059bn
According to the BOU memo ref EDS122.6B dated 31% October 2008, BOU's
contribution of 2.059bn was in respect of additional depositor paid after 30" June
2001 whose claims were mainly related to items caught in transit at the date of
each bank’s closure. BOU's contribution was fully recovered from the fund due to

Government at the time of distribution.

Liguidation costs
Section 106(1) of the FIA 2004 provides that a Liquidator shall keep proper financial
ledgers and financial records in a manner prescnbed by the Central Bank in which

shall be recorded all finanaial transactions relating to the liquidation.

BOU closure procedures require the Liquidator to maximise collections and minimise

igquidation costs. The primary goal of bank’s forced liquidation 1s to meet clams of
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hquidated bank’s creditors in a short period of time in line with Section 105 (1) {(b) of
FIA 2004.

However I noted, that BOU did not maintain financial ledgers in relation to the

liquidation costs.

BOU management indicated” that the recovery account records all detalls relating to
liguidation costs, creditor claims settled and proceeds from sale of assets. However,
the recovery account provided did not have a clear description of transactions
relating to liquidation costs. I could not therefore confirm the accumulated hquidation
costs reported in the Statements of affairs as at 30" June 2016. Detalls are shown in
the table below;

Table 15: Showing total liquidation costs

Bank Total liquidation cost Paid liquidation cost | Outstanding ]
Liquidation cost

ICB 2,725,178,759 2,654,897,959 70,280,800

COCPERATIVE 7,076,115,000 6,960,808,000 115,307,000

GREENLAND 8,219,188,000 8,219,188,000 0

TOTAL 18,020,481,759 17,834,893,959 185,587,800

Source Statements of affars as at 307" June 2016 from BOU

2.5.1 Amounts due to Bank of Uganda
Prior to closure, BOU njected a sum of UGX.25.677bn into two closed banks (ICB
and Greenland Bank Limited) to avert a run on the banks. According to the
Statements of affairs of the closed banks as at 30™ June 2016, a sum of
UGX.21.931bn has been outstanding and due to BOU for a period of over 17 years as
Indicated 1n the table below.
Table 16: Showing borrowings due to bank of Uganda
Bank Classificatio | 1998 1999(bn) | 2001(bn) | 2002(bn) | 2005(bn) | 2016(bn)
n of liability | {bn)
ICB Borrawings 1624 0 1.917 1.917 1917 1355
at Bank of
Uganda
Greenlan | Due to Bank 0 24,053 24 053 24 208 24 208 20 576
d Bank of Uganda
Limited L
Total 21,931

Source' statements of affairs from BOU

2

4
OAu and BOU discussian o intarmation request and agreed position dated 20" and 23™ April 2018
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2.6

BOU management explained that BOU has already recovered some of the money lent
to the closed bank through the pro rata distribution to creditors. Just like any other

creditor, the balances are unrecoverable,

Judicial Commission of Inquiry into closure of banks

On 3™ August 1999, the Judicial Service Commuission was tasked by Parliament to

Investigate the closure of Greenland, ICB and Cooperative Banks,

On 7™ November 2000, the Commission of Inquiry submitted a report to Parliament

for debate.

The report highlighted deficiencies in the operations of the financial institutions and
gaps n the Financial Institutions Statute (FIS, 1993) and consequently, made
recommendations that resulted into FIA, 2004 as summarized 1n the table below. A
number of these recommendations were included in the Financial Institutions Act
(FIA 2004) and are being implemented.

Table 17: showing Commission’s recommendations and adoption in the
FIA

supervision of banks and to strengthen BOU's
ntervention policy towards faled banks in
order to protect deposits and public funds,

Standardize Loss Provisioning - Ageing of
advances should be stnctly applied for
automatic trigger of computensed loan loss
provisoning  This  will  give corrective
recagnition of income and will motivate the
banks to push for collection of non-performing
assets  (NPAs) which  they  consider
recoverable.

3 Shareholding In addressing the ownership and management | Section 18-25
of financial msttubons BOU should address
the 1ssue of fit and proper shareholders and
management and also impose restrictions on
the nght of a person to control financal
nstitutions.

S/n | Subject Recommendation Relevant ‘
section of |
the FIA,
2004

1. Capitalization™ To raise the Minimum capital requirements for | Section 26-28

operating financial institution and continuously
review the minimum capital requirements. Section 29-45
2. BOU supervision®® | To strengthen the prudentral regulation and | Section 79-95

5
‘ Judicial Cemmuission of Inquiry into closure of banks, November 2000 section 7 3 4

2
® Judicial Commission of Inguiry into closure of banks, Novemnber 2000 section 7 2 6
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Corparate
governance?’

In addressing the Corporate Governance, BOU
should clearly state the vanious roles of Board
of Directors, Internal and External Auditors so
that they are well defined. The position of
chairman of the Board should not be executive
and should therefore be separate from that of
the Managing Director or Chief Executive
Officer The appointment of external auditors
should continue to be approved by BOU and
should be a reputable firm of accountants and
should be automatically changed after every
five years.

Section 52 -
7

Financial
statements

To clearly defined disclosure and transparency
requrements for financial institutions In the
area of accounts and financial statements

Section 46-51

Review and
Strengthening the
Deposit Protection

fund®®

Management of the Deposit Protection Fund
should be transformed In to an autonomous
scheme with overall oversight by BOU. The
Administering Body of the Scheme should be a
Board of Trustees. Success of the Fund would
be greatly enhanced by a wigorous, creative
and professional invest policy of the Funds’
assets.

Section 108
and Section
108 FIA
amendment
Act

Insider lending™

BOU should lmit and continucusly monitor
Insider transactions.

Section 34

Fraud and

forgeries™

BOU should ensure that internal controls are
designed with the banks and tested on an
ongoing hasis to mimimise fraud and fargeries.
Prosecute the suspects of fraud.

Section 77

Management
Information
systems {MIS)*

To facilitate bank supervision of MIS, all head
Offices of banks in Uganda should be
connected to BOU for online real time data
collecthion for off-site inspection.

10.

Credit
Bureau®

Reference

Consideration should be gwven to preparng,
debating, and passing comprehensive
legislation on consumer protection. Pursuant
to such legislation, BOU (or other appropriate
agency) would then establish a  Credit
reference Bureau to govern the banking
industry 1n accordance with the princples
enshnned In the consumer protection law.

Section 78

11.

Rating of banks*?

Establish penod rating mechanisms for banks.

Section 109
(73

Licensing™

Examine surtability and capacity of applicant to
engage in commercial banking.

Vet applications for branches with reference to
capital

Section 4-17

z Judicial Cemmission of Inquiry into clesure of banks, November 2000 section 7 2 1to7 2 3
% Judicial Cemmuission of Inquiry into clesure of banks, November 2000 section 7 3 12

= Judicial Cemmission of Inquiry into clasure of banks, November 2000 section 7 3 5

30 Judicial Cemmissizn of Inquiry into clesure of banks, November 2000 section 7 2 5

n ludicial Cemmission of Inquiry into closure of banks, Novernber 2000 section 7 3 1
32]ud|cna| Commissien of Inquiry into closure of banks, November 2000 saction 7 4 1

= Judicial Commussion of Inquiry info closure of banks, November 2000 section 7 4 3

u Judicial Cemmissien of Inguiry into clasure of banks, November 2000 section 7 3 2
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Curtal  family banks: 1mpose maximum |
shareholding per “family” |‘

[

Source, Judicial Commussion of Inguiry into claswre of banks, November 2000

Section C

The third section of this report highlights issues raised on Banks closed as
guided by the FIA 2004 where BOU arranged for the Purchase of assets
and Assumption of all or some of the liabilities by other financial
institutions. These include Global Trust Bank, National Bank of Commerce

and Crane Bank.

Under the purchase and assumption arrangement, the Central Bank did
not use the DPF to pay depositors of the closed 3 banks as all customer
liabilities were assumed by the respective purchasers. This is in line with
Section 111C of the FIA 2016 as amended, which provides that payments
out of the fund are restricted to the insured deposits. In the case of
purchase and assumption arrangement, the insurance cover of the existing

customers is moved to the new and assuming bank.

2.7 Global Trust Bank
Global Trust Bank (GTBU) was closed on 25" July 2014 due to undercapitalization

and Corporate Governance weaknesses among other reasons. BOU took over the
management of GTBU in line with Section 88(1) of the Financial Institutions Act
2004. In line with Section 95(1) (b) of the Financial Institutions Act 2004, BOU and
DFCU arranged for the purchase of assets and assumption of all or some of the
liabilities of GTBU.

On 25" July 2014, BOU and DFCU signed a Purchase of assets and Assumption of

t35

llabilities agreement™ where certain assets were transferred and liabilities assumed

by DFCU as per Article 10.2. The remaining assets were to be retained by BOU.

The P&A further provides that Assets in Escrow (part of the Loan Portfolio of GTBU
not assumed by the purchaser as detaled in Annex C) will be managed by the
purchaser as an agent of the Liquidator. Any proceeds realized from the Assets m
Escrow worth UGX.21,430,201,395 (as indicated in the table 22 below) shall be

 GTBU Purchase of assets and assumption of hatilites agreement
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shared between the Liguidator and the Purchaser at a ratio of 65% and 35%

respectively.

The balance of the assets worth UGX.23,091,758,200 were retained and managed by
BOU. The table 23 below refers.

Article 3.4 of Purchase of assets and Assumption of habilities agreement states that
the purchaser shall on the payment date pay to the Liquidator any excess of the
value of the assets transferred in excess of the habilities and the reverse shall apply.
Therefore the net amount payable by GTBU to DFCU was UGX.2,021,252,389 arising
from the difference between assets purchased and liabilities assumed. (Refer to the
tables 18 and 19 below).

BOU undertock a reconciiation of the transactions of the GTB accounts thus
reducing the net payable by UGX.95,125,833. Consequently, GTBU (In Recevership)
paid UGX.1,926,126,556 to DFCU on 8" August 2014.

Table 18: Showing transferred assets as per agreement

Asset Transferred Price as % of | Book Value{UGX) Price {UGX)
Book Value
Performing Loans & QOverdraft B0% 2B,287,640,820 22,630,112,656
Treasury Securities at current | 100% 40,358,656,237
value less WHT on Interest
Less WHT 20% of {314,140,007) 40,044,516,230
SHS 1 57bn
BOU Forex acc balances 100% ©90,885,170 690,885,170
BOU current acc 100% 5,590,305,062 5,590,305,062
Total assets transferred 68,955,819,118

Source: Purchase of Assets amd Assumption of Liabilities Agreement from BOU

The Inventory report as at the time of closure (25 July 2014), indicated that the
total labilities amounted to UGX.75,541,021,000% out of which UGX.70,977,071,507
was assumed by DFCU as indicated in the table below. The balance of the liahilities
was to be settled by the Liquidator after verification.

Table 19: Showing transferred liabilities plus accrued interest as per

agreement

Type of liability Amount transferred

Deposit Liabilities Fixed Deposits 39,725,835,051
Current accounts 15,770,272,684
Savings accounts 14,796,225,606

Total Deposit liabilities 70,292,333,341

Other Liabilities Fixed deposits interest up to 30 08 2014 514,869,783
Written off Loan recovery costs 169,868,383

*GTR Inventory repart 4y at 25" July 2014 prepared in Novarnher 2014
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Total other Liabilities 684,738,166

Total Liabilities transferred 70,977,071,507

Source. Purchase of assets and Assumption of habilities A g’fé’:ﬁ‘?ﬂé‘_ﬂ_f from 80U

On 16" December 2014%, DFCU returned nen-performing loans to the hquidator
(BOU) totaling to UGX.5,971,114,379 in accordance with the Article 8.3 of the PRA.
Consequently, GTBU (in Receivership) was to pay UGX.4,776,891,503 to DFCU which
1s 80% of the book value of the returned portfolio®®. This amount was settled as per
the table below.

Table 20 showing transfer and payment for the assets in Escrow for GTBU
Item Amount Amount (UGX)
(UGX)
80% of the portfolio transferred to the 4,776,891,503
managed book
Less: adjustments
Branch property and equipment transferred (782,255,000)

Prepaid rent (452,396,404 | \
Unpaid cheque (USD4,000) (10,540,000)

Subtotal of the Adjustment (1,245,191,404)
Total amount due to DFCU Bank Ltd 3,531,700,099

paid on 30/12/2014%°
Source GTB Mema ref EDS 122 10R dated 23rd December 201+ from BOU

The Statement of affairs as at 31% December 2017 which provides an overview of
the bank’s assets and liabilities on liquidation was prepared by BOU and audited by
PKF.

I reviewed the Purchase of assets and Assumption of liabilities agreement, Inventory

report, Loan recovery and collection account, Venfication reports and Statement of

affairs of GTBU;

¢ To establish whether proper inventory of the assets and liabilities of the banks
was undertaken at closure in line with section 89(3) of the FIA (2004).

» To establish whether the liquidator appropriately managed the sale of the assets
and accounted for the funds resulting from the sale.

» To establish whether all habilities at closure and all creditor clams after closure
were properly recorded and settled in line with FIA 2004 (Sections 102, 105 and
106)

» To ascertain the total cost of hquidation of the defunct banks.

¥ DFCU Letter to director af commercial hanking date 16" December 2014
‘f DFCL bank Itd transfer and payment for the Assets in Escraw for GTB Memo ref EDS 122 10R dated 23" December 2014
¥ GTBU loan recavery and collection account no 324 233001 1 30™ December 2014

25



2.7.1

My scope did not extend to assessing the management of assets purchased and
liabllities assumed by DFCU.

I observed the following;

Guidelines for selection_of the buyer under purchase and assumption

arrangement
Section 95(1) (b) of the FIA 2004, states that the Central Bank shall within 12

months from taking over as a Receiver arrange for the purchase of assets and

assumption of all or some of the liabilities by other financial institutions.

[ cbserved that there were no guidelines/regulations or policies in place to guide the
identification of the purchasers of GTBU. There were also no guidelines to determine
the procedures to be adopted by the Central Bank in the sale of assets and transfer
of assets or labilities of the defunct banks to DFCU.

Interaction with BOU management indicated that the process of selecting the buyer
commences by identifying and inguinng with potential purchasers in the industry and
sharing with them preliminary information on the bank to be closed. Once the
potentlal buyer expresses credible interest to purchase the bank, the buyer is
required to sign a confidentiality agreement in order to obtain further information on

the targeted bank to facilitate the sale.

I was not provided with records of the procurement process to ascertain the bid
requirements, offers made, list of bidders, evaluation cntena, evaluation report and

negobiation minutes leading to the P&A agreement.

In the absence of guidelines and procurement records, I could not ascertain whether

BOU selected and evaluated the bids in line with the evaluation criteria.

In therr response, BOU management stated that the crcumstances of each bank

resolution differ and cannot always be predicted 1n advance, Far example, the nature

of the global financial crisis which erupted 1n 2007-2008 took all bank regulators by

surprise and required solutions which could not have been anticipated before the

crisis. Drawing up a set of internal policies to guide a P&A and the selection and
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evaluation of bids is unlikely to be helpful and could be counterproductive If it
impedes the flexibility of the BOU to act expediticusly to resolve a falled bank n the
manner which 1s least disruptive and damaging te public confidence and stability of

the banking system.

2.7.2 Sale of Performing Loans at a discount
Section 95(3) of the FIA 2004 states that in determining the amount of assets that is

likely to be realized from the financial institution’s assets, the receiver shall—

(a) Evaluate the alternatives on a present value basis, using a realistic discount rate;
or

{b) Document the evaluation and the assumptions on which the evaluation 1s based,
including any assumptions with regard to interest rates, asset recovery rates,

inflation, asset holding and other costs.

Article 3.1 of the P&A™ states that the hquidator hereby sells, assigns, transfers,
conveys and delivers to the purchaser the nghts, title benefits and interests of GTBU
m and to the assets transferred, in an aggregate amount equal to the sum total
indicated in ANNEX A,

According to ANNEX A" of the P&A, Performing Loans and Overdrafts were
transferred at UGX.22,630,112,656 representing 80% of the book value of
UGX.28,287,640,820. This implies that DFCU acquired the loan portfolio at 20%

discount.

Interviews with BOU management indicated that the transfer price was agreed upon
after negotiations with the purchaser, however negotiations minutes of the P&A were
not provided. Furthermore, the evaluation of the alternatives and assumptions on
which the evaluation was based were not provided for verification. Therefore I could
not determine the justification for transferring the Performing loans at a 20%

discount.

Management explained that estimating the recoverable amount of a closed bank’s
loan portfolio cannot be done with precision. Because of uncertainty in the

recoverable value and the costs related to recovery, it is always true that any buyer

** GBTU Purchase ot essets and Assumption of Labilities agrerement pg3
** GBTU Purchase of assets and Assumption of habilities agreement pgl5
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2.7.3

will be unwilling to pay the full book value of a portfolio of bad debts. It is inevitable

that these portfolios will always be sold at a discount.

Reconciliation of Inventory report and the book values in the agreement
Section 89(3) of the FIA 2004 states that the Central Bank shall as soon as possible

after taking over management of a financial institution, appoint an auditor at the cost
of the financial institution to make an inventory of the assets and liahilities of the

financial institution and submut a report to the Central Bank.

[ reconciled the book values of assets and liabilities in the Inventory report with
those In sales agreement signed at the bank closure date. I noted vanances in the
book value amounts of transferred assets and assumed labilities when I compared
detalls in the Purchase of assets and Assumption of labilities agreement signed on
25™ July 2014, and the Inventory report position as at 25™ July 2014. For example,
loans and overdrafts and government securities differed as indicated in the table
below.

Table 21: Showing variance between book values as per Inventory report
and Agreement

Book value | Variances

amounts as

Book value
amount as

Asset

per Inventory
report

per
agreement

Loans and overdrafts

38,996,191,952

38,174,464,825

821,727,127

Government securrties

40,139,325,000

40,358,656,237

(219,331,237)

Total asset variance

602,395,890

Liabilities

Current accounts

15,751,077,349

15,770,272,648

{19,155,299)

Savings accounts 14,805,1290,769 | 14,796,225,606 8,904,163
Fixed deposit accounts 39,906,847,924 | 39,725,835,051 181,012,873
Total liability variance 170,721,737

Source Assets and Liabiitres Inventory report and Purchase of Assets and Assumption of Liabilities Agreement from
Bou

BOU management explained that the figures n the inventory could not match with
the actual customer deposits and loan listings a basis upon which the P&A was
arrived at. The customer deposits and ioan listings were used in the P&A because
they had the necessary detall. Management further explained that GTBU supervision

reports had indicated inaccurate financial reporting which justifies the variances.
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2.7.4 Management of Assets in Escrow

Section 7.1 of the P&A refers to Assets in Escrow as those managed by the purchaser

as an agent of the Liquidator for the purposes of collection. Total Assets in Escrow
amounted to UGX.21,430,201,395* as shown in the table below;

Table 22: Showing assets in Escrow

ASSET IN ESCROW (LOANS)

AMOUNT

Non-performing loans

E,324,981,701

Portfalio 60 to 89 days past due 836,692,492
Wnitten-off loans 11,543,377,390
Overdrawn Accounts below UGX.500,000 B 725,149,812
Total 21,430,201,395

Source Purchase of assots and assumption of hatilties agreement-Annex C from BOL/

Furthermore Section 7.2 of the P&A states that any proceeds realized from the

Assets in Escrow shall be shared between the Liquidater and the Purchaser at the

ratic of 65%:35% respectively.

According to the monthly collection report from DFCU, a total of UGX.6,297,004,097

has been collected as at December 2017. 65% of these collections amounting to
UGX 4,093,052,663 has so far been recovered and transferred to GTBU recovery
account in BOU. The balance of UGX.15,133,197,298 was yet to be recovered.

2.7.5 Follow up of assets retained by BOU after Purchase & Assumption
According to the Inventory report, I noted that assets worth UGX.23,091,758,200

were retained by BOU upon completion of the P&A as detailed in table below;

Table 23: Showing assets retained by BOU

Asset Type

Amounts at closure (2014)
‘as per inventor report

Cash Balances

6,615,852,200

Amounts due from other banking Institutions.

2,389,619,000

Other Assets

5,191,561,000

Amounts due from group companies, 9,378,000
Property and Equipment 5,683,386,000
Intangible Assets 758,781,000
Deferred Tax 2,443,181,000
Total 23,091,758,200

Source GTBU Inventory report from BOU

The following were abserved;

i. Cash balances

" GTBU Purchase ot assets and assumption of labilitses agreement page &
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According to the Guidelines on closure of deposit taking institutions endorsed
and disseminated by the DCB, all the cash holding by both the cashiers and the
vault officer will be counted, recorded and signed for by all responsible
institution’s officers and the BOU officer-in-charge. The money witl be lodged
into the strong room n the presence of the BOU officer-in-charge. BOU will
arrange for transfer of the money to the Central Bank in a bullion van and

ensure all locks and strong room is checked for any cash.

A review of the documents related to GTBU cash collected at takeover revealed
that GTBU had 23 branches at the time of takeover. I reviewed cash count
certificates countersigned by each party (BOU and GTBU) for the 23 GTBU
branches at takeover and confirmed that cash amounting to
UGX.6,615,852,200 was collected and deposited an GTBU lpan recovery and
collection account nc: 324.233001.1. This account had a balance of
UGX.5,204,415,000 as at 31* December 2017.

ii. Amounts due from other banking Institutions.
Amounts due from other banking institutions worth UGX.2,389,619,000 was

collected and deposited on GTBU loan recovery and collection account. Details
are 1n the table below.

Table 24: showing amounts due from other banking institutions

s/n Bank Amount

1 KCB Bank (U} Limited 32,808,638

2 Centenary Bank 202,159,122

3 Deutsche bank AG, London 1,726,066,257

4 Mercantile Bank 428,585,041
Total 2,389,619,098

Source, 78U Inventory report from BOU

iii. Property/equipment retained at BOU

BOU hired M/s Quickway Auctioneers and Court Balliffs to sell the valued assets
that were retained by BOU (GTBU assets in lquidation). The schedule of
property and equipment auctioned revealed that UGX.879,257,549 was realized
from the sale of 423 property and equipment and the proceeds transferred to

the recovery account®,

“* 318U schedule of propaity and equipment auctinned
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I also noted that some property and equipment was used to offset amounts
payable to DFCU. For example Branch property and equipment valued at
UGX.782,255,000 were transferred to DFCU and paid by offsetting the amount
payable to DFCU*,

According to the statement of affairs as at 31*' December 2017, the balance of
property and equipment retained by BOU had moved from UGX.5.683bn* at
the time of closure to nil as at the date of statement of affairs. However in a
communication ref QWAC/60/14 dated 4™ December, 2017 the auctioneer
recommended M/s Meys Consulting Engineers and Valuers to revalue 119
pleces of equipment which were not sold during an auction held in November
2014 because the offers received were far below the reserve price. At the time
of writing this repert, these items had not been revalued and therefore the

resale process had not commenced.

BOU management explained that revaluation of the assets is part of the

winding up process.

iv. Amounts due from group companies
According to the Inventory report’ the status of the amounts due from group

companies amounting UGX.9,378,000 could not be ascertained due to absence
of supporting transaction documents. In absence of supporting documents, 1

could not establish the correctness of the amounts due from related parties.

BOU management explained that BOU did not find documents in Global Trust
bank relating to these transactions at closure. These amounts will be netted off

from batances due to shareholders.

2.7.6 Settlement of GTBU creditor claims
Section 102 of the Financial Institutions Act 2004 states that the Central Bank or its
appointed Iquidator shall, within a period not exceeding forty five days from the date
of publication of the intention to liquidate a financial institution, for the purpose of

making an estimate of the debts and liabilities of the financial institution, publish in a

" Transter and payment for the assets in Fscrow for GTBU

* GTB nventory repart

" Quickway Auctioneets request to revalue unsold movable assets
Y GTe Inventory repert dated November 2014 page 28
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local newspaper of national crculation a notice calling upon all creditors, secured and
unsecured, including depositors, to submit to the Central Bank or the hguidator
within one month from the date of publication, a statement of the amount claimed

and the particulars of the claim.

According to the statement of affairs as at 31** December 2017 outstanding liabilities
reduced to UGX.2,051,862,000% which comprised of clams venfied and

recommended for payment, cdlaims pending venfication and liquidation expenses.

I noted that BOU published a notice on 2" September 2014 calling upon all creditors
to submit to the lguidator within one month from the date of publication, a
statement of the amount clamed and the particulars of the claim. A verification
committee was subsequently instituted to venfy claims and produced a verification
report summarized in the table of creditor clams below.

Table 25: showing total registered claims

s/n Description Amount

1 Claims verfied and paid 1,775,127,526

2 Claims verfied and recommended for payment 226,275,503

3 Rejected claims 754,477,906

4 Claims pending verification 1,071,240,698
Total 3,827,121,633

Source schedule of creditar claims from BOU

According to the statement of affairs as at 31* December 2017 and the schedule of
creditor claims, the total clams amounted to UGX.3,827,121,633 and all had been
verified as at 31% December 2017%. Included in the total claims are outstanding
claims worth UGX.226,275,503 that were verified and recommended for payment
However these claims have not been settled despite GTBU In receivership holding a
balance of UGX.5,204,415,000 on a recovery account as at 31%° December 2017
Faillure to settle verified claims delays the winding up process resulting into high

liquidation and management costs.

BOU management explaned that the approved creditors amount of
UGX.226,275,503 have not furnished BOU with account details for therr payments.
As part of the winding up process, the liquidator will 1ssue a final call for all the
claims not paid as well as those cdlaims pending full verification on account of missing

supporting documentary evidence.

“* statement of affairs as at 317 December 2017 page 7
“ statement of affairs as at 31st December 2017 page 21
* Statement of affairs of GTAU for the period ended 31 ' December 2017 note 7-page 11
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2.7.7 Legal cases against GTBU
Articie 13.2 of the Purchase of assets and Assumption of liabilities agreement™

provides that from and after the payment date, the liquidator shall indemnify, hold
harmless and defend the purchaser from and against all claims, court cases, loses,
liabilities, demands and obligations which the purchaser may incur or suffer arising

out or resulting from any liability of GTBU not assumed by the purchaser.

A review of legal reports revealed that there were number of court cases™ against
Global Trust Bank which may affect the assets taken aver by the Purchaser and BOU.
[t may also increase the liabilities that will eventually be settled by BOU. Appendix

2 refers.

The court cases may hinder full recovery of assets and increase the habilities to be

settled by BOU hence delaying the winding up pracess.

2.7.8 Cost of Liguidation of GTBU
A review of the statement of affairs of GTBU for the period ended 31% December
2017 was done to ascertan the total hqudation costs incurred from the time of
closure to 31 December 2017°’. It was noted that a sum of UGX.754,346,000 was
incurred by BOU as liquidation costs as indicated 1n the table below.

Table 26: Showing total litigation costs

Particulars Amount
1. Auditors remuneration 120,000,000
2. *Estimated winding up fees 60,000,000
3. *Estimated labiltty from ongoing litigations 165,000,000
4, Lawyers' fees o 409,346,000
Total litigation costs 754,346,000

Source Statement of affairs of GTBU for the period ended 31 Decerber 2017 page 18 from BOU

2.8 National Bank of Commerce
National Bank of Commerce (NBC) was closed on 27" September 2012 due to
undercapitalization among other reasons. BOU tock over the management of NBC in
line with Section 88{1} (a) & (b) of the Financial Institutions Act 2004 and
subsequently placed NBC under liquidation, pursuant to Section 89 (2) (f) & Section
99 (1) of the Act. In line with Section 95(b) of the Financial Institutions Act 2004,
BOU arranged for the Purchase of Assets and Assumption of Liabilities of NBC.

! purchase of assets and assumption of labihties agreement page 9
“* appendi 2 showing GTBU legal cases
** statement of affairs of GTBU tor the period ended 317 December 2017 page 18
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On 27" September 2012, BOU and Crane Bank Limited signed a Purchase of Assets
and Assumption of liabilities agreement® where certain assets were transferred and

liabiltties assumed by Crane Bank Limited as per Article 2 and 3 of the agreement.

Article 3 of the Addendum to the agreement, stated that the Liguidator shall on the
payment date pay to the purchaser a sum of UGX.285,133,824 being the value of

the Liabilities transferred in excess of the assets as detalled 1n tables 27 and 28

below.

Table 27: Showing transferred assets as per agreement
Asset Transferred Price as % of | Book Price (UGX)

Book Value Value(UGX) !

Secured Performing Loans 70% 297,771,411 208,439,988
Treasury Securities 99 97% 8,780,482,861 8,777,541,035
Land 75% 400,000,000 300,000,000
Total assets transferred 9,478,254,272 9,285,981,023

Source Furchase of Assets and Assumption of Liabiibies Agreament from 80U

Table 28: Showing transferred liabilities as per agreement

Type of liability Amount transferred

Type of account

Total Time Deposits

Fixed Deposits

630,189,343

Demand and Savings Deposits

Current Accounts

4,712,832,262

Savings Accounts

4,228,102,242

Total Liabilities transferred

9,571,123,847

Source Purchase of Assets and Assumption of Liabilitres Agreement from BOU

On 25™ October 2012, BOU engaged PWC {an audit firm) to compile inventory of
assets and labilities of NBC as at 27" September 2012 (date of takeover).
Subsequently, PWC prepared an Inventory report which was submitted on 15
January 2013. Total assets and liabilities are as per table 29 and 30 below.

Table 29: Showing total assets as per Inventory report
Asset Type Amounts at closure

(2017) as per
Inventory report
4,227,952,000
982,160,000
8,836,427,000
_1,760,421,000

Cash and Balances with Bank of Uganda

Placement with other banks {Nostro)

Government securities {including interest of UGX.194,181,000)
Loans and advances to customers

Other Assets 409,531,000 |
Property and Equipment 5,526,899,000
Total assets 21,743,390,000

Seurce Assels and Labiities Inventory report from BOL

™ purchase of assets and assuinption of lalilities agreement

34



Table 30: Showing total liabilities as per Inventory report

Liabilities

Amounts at closure (2017) as
per Inventory report

Customer Depasits

9,571,115,000

Other Liabilities

1,943,650,000

Total liabilities

~ 11,514,765,000

Source, Assets and Liabiities Inventory report from BOU

The statement of affairs which provides an overview of the bank’s assets and

labilities an hguidation had not been prepared because the interim court order had

been I1ssuad restraining BOU from taking any further steps in quidation and sale of

NBC or its business or assets to any person including Crane Bank Ltd.

I relied on the P&A agreement, Inventory report, NBC bank statements and other

correspondences related to the takeover;

s To establish whether proper inventory of the assets and habilities of the banks
was undertaken at closure In line with section 89(3) of the FIA (2004).

« To establish whether the liquidator appropriately managed the sale of the assets

and accounted for the funds resulting from the sale.

¢« To establish whether all liabilities at closure and all creditor claims after closure
were properly recorded and settled in ine with FIA 2004 (Sections 102, 105 and

106).

+ To ascertain the total cost of liquidation of the defunct banks.

2.8.1 Sale of secured performing loans at a discount

Section 95(3) of the FIA 2004 states that in determiring the amount of assets that 1s

likely to be realized from the financial institution’s assets, the receiver shall—

{(a) Evaluate the alternatives on a present value basis, using a reahstic discount rate;

or

{b) Document the evaluation and the assumptions on which the evaluation I1s based,

including any assumptions with regard to interest rates, asset recovery rates,

inflation, asset holding and other costs.

Article 3.1 of the P&A™ provides that in consideration of the purchaser’s assumptron

of the habilities, the liquidator hereby sells, assigns, transfers, conveys and delivers

55
NBC Purchase of assets and Assurnphion of habilities page 3
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2.8.2

to the purchaser the nghts, title benefits and interests of NBC in and to the assets

transferred, in an aggregate amount equal to the sum total indicated in ANNEX A.

According to ANNEX A of the Addendum to the P&A*® the Secured Performing Loans
were transferred at UGX.208,439,988 representing 70% of the book value of
UGX.297,771,411. This implies that CBL acquired the loan portfolic at a discount of
30%.

Interviews with BOU management indicated that the transfer price was agreed upon
after negotiations with the purchaser’’, however negotiations minutes of the P&A
were not provided for verification. Therefore I could not determine the justification

for transferring assets at a discount.

BOU management explained that estimating the recoverable amount of a closed
bank’s loan portfolio cannot be done with precision. Because of uncertainty in the
recoverable value and the costs related to recovery, it 1s always true that any buyer
will be unwilling to pay the full book value of a portfolio of bad debts. It 1s Inevitable

that these portfolios will always be sold at a discount.

Land sold at a discount te Crane bank

According to the addendum to the P&A™, Land worth UGX.400,000,000 was
transferred to Crane Bank at UGX.300,000,000. A review of the Inventory report
revealed that the net book value of the leasehold land as at 27" September 2012
was UGX.646,000 with a leasehold improvement worth UGX.1,529,537,000. I noted

that the land was transferred at less than improved value of land by 80%.

BOU management explained that the forced sale value was UGX.310,000,000.
However because of the court injunction®, the sale was never consummated nor did
physical hand over to CBL take place. Given that CBL is now In recevership, the

asset will revert to NBC and will be dealt with once injunction 1s lifted.

** NBC addendum to Purchase of assets and Assumption habilities agreement page 5

* 0AG and BOU discussion on NBE audit information request and agreed positian on 19" Apnl 2018
** NBC addendum to Purchase of assets and Assumption liabilities agreement page 5

* Constitutional apphcation N 01 of 2013
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2.8.3 Assets retained by BOU

According to the addendum to the P&A™ assets worth UGX.12,413,467,589 were

retained by BOU after takeover as indicated 1n the table below.

Table 31: Showing assets retained by BOU

Asset Type

Amounts at closure |
{(2017) as per Inventory
repozt_

Cash and Balances with Bank of Uganda

4,227,952,000

Placement with other banks (Nostro)

982,160,000

Gross loans and advances to customers (UGX 1,964,697,000

1,666,925,589

less UGX.797,771,411)

Other Assets 409,531,000
Property and Equpment (UGX.5,526,899,000 less 5,126,899,000
UGX.400,000,000)

Total Assets B 12,413,467,589

Source. OQAG analysis of P&A and Inventory report from BOU
I reviewed the assets and noted the following;

(i) Cash and Balances with Bank of Uganda

A review of the P&A agreement revealed that cash available at the time of takeover

was retained by BOU.

Immediately after closure of NBC, BOU opened a loan recovery and collection
account on which to deposit cash collections at takeover, proceeds from recovery of
outstanding loans and sale of assets retained by BOU. NBC had clearing accounts

maintained in Uganda shilling and USD before NBC was taken over.

I also reviewed the cash count memorandums, NBC clearing account, NBC current
account and correspondences and nstructions to determine whether all cash

avallable at takeover was collected and banked intact and noted the following;

e On 27" September 2012, BOU staff carried out cash count at the time of
takeover witnessed by representatives of NBC from both Kabale® and Kampala®
branches which totaled to UGX.963,688,087. On 5" October 2012 and 18"
October 2012, all the funds were banked on the NBC loan recovery and collection
account number 315.233001.1 in BOU as indicated In the table below;

I NBC addendum to Purchase of assets and Assumption habibties agreement page 5
*! NBC kabala cash count memorandum and submission sheet to the currancy center
" NBC Kampala cash submissinn sheet to currency center
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Table 32: Showing cash available at takeover and banked

Branches Cash available at | Cash available | Cash  banked | Date of banking
takeover (UGX) at inventory | on recovery
_ date (UGX) | account (UGX)
Kampala 535,006,000 535,006,000 535,006,000 | 5™ October 2012
Kabale 428,682,087 428,682,087 428,682,087 | 187 October 2012
Totals | 963,688,087 963,688,087 963,688,087

Source Inventory report and loan recovery and coflection account from BOU
On 31 October 2012, all the funds In foreign currency at takeover equivalent to
UGX.375,753,000 were translated and banked on the NBC loan recovery and
collection account number 315.233001.1 in BOU as indicated in the table below;

Table 33: Showing cash in foreign currency at takeover

branch Cash available at takeover/inventory date Cash
banked on
recovery
o account
uso GBP EURD KES -~
Kampala 117,195 2,910 2,980 142,250
Kahale 13,506 865 4,715 8,900
Totals 130,701 3,775 | 7,695 151,150
UGX equivalent 330,809,000 | 15,445,000 | 25,009,000 | 4,490,000 | 375,753,000

Source Inventory report, loan recovery and caliection account and cash count memorandums’ from BOU

On 1% October 2012, BOU transferred from NBC USD Bankers Clearing Account
number 315.228011.1 and NBC Current Account number 315.228001.1 funds
totaling to USD.860,401.78, GBP.433.00 and EURQ.585.28 to support CBL in the
payment of foreign currency deposits taken over from NBC. CBL paid back the
equivalent in Uganda shillings UGX.2,176,200,710 to the NBC current account
315 228001.1 at BOU on the same day.

BOU management explained that CBL had taken over forex deposits and wished
to acquire forex assets It therefore requested BOU to allow it acquire the NBC
forex cash at BOU. This was not In the P&A and that is the reason they had to
pay that forex.

[ noted that 3 credits were made on the NBC current account number
315.228001.1 after closure amounting to UGX.2,527,842,035 as indicated in the
table below. However these funds have not been transferred to the loan recovery

and collection account.
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Table 34: Showing movement of funds on the recovery account

Date of | Details Funds not deposited

transaction on the recovery
account

28/09/2012 Credits in the NBC current account after elosure 88,154,186

1/10/2012 Credits in the NBC current account after closure 2,176,200,710

2/10/2012 Credits in the NBC current account after closure 263,487,139

Total - 2,527,842,035

Saurces: NBC current account and Ioan recovery and collection account fram BOU/

BOU management explained that these balances have never been transferred to

the NBC recovery and collection account because of the court injunction

suspending activity in NBC

current/clearing account,

(i)

lquidation and the funds are still

on the

NBC Nostro Accounts and placements with Domestic banks

section 100(2) (k) of the FIA 2004 requires the liquidator to generally realize the

assets of the insolvent financial institution including funds held in banks abroad. The

bank closure procedures also require the Central Bank to formerly communicate to

the closed barnk’s correspondent bank (Nostro and Vostro accounts) about the

closure and ensure no further dealings.

e A review of the Inventory report revealed that NBC had UGX.464,571,000 on 6

foreign accounts in 2 banks as at 27" September 2012 (closure date). Refer to

the table below. At the time of wniting this report, the funds had not been

remitted to the NBC loan recovery and collection account.

Table 35: Showing Cash held

in Nostro Accounts

sfn | Foreign bank Foreign Currency | Amount in | Amount
bank Fareign
account Currency
1 Arab Investment bank 10000416 EUR 2,779 9,031,000
2 Arab Investment bank 10000408 uspo 164,624 416,636,000
3 Giro Commercial Bank 10000076 EUR 6,647 21,602,000
4 Giro Commercial Bank 10000084 GBP 2,487 8,082,000
5 Giro Commercial Bank 10000057 KES 145,314 4,317,000
6 Giro Commercial Bank 10000068 UsD 1,937 4,903,000
TOTAL 464,571,000

Source. NBC Inventory report from BOU

BOU management explained that the balances were not transferred because the

bank resolution process was halted but the balances are still at the correspondent

banks.
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« Similarly, a sum of UGX.517,589,000 was held in 3 domestic banks at the time of
takeover as indicated In the table below. On 4" March 2013, UGX.535,973,164
was recovered from the GTBU fixed deposit of UGX.500,000,000.

Table 36: Showing placements with domestic Banks

S/N | Bank Account Amount in UGX

1 Global Trust Bank N/A 504,000,000

2 Diamond Trust Bank 0103052009 7,563,000

3 Past Bank N/A 9,626,000
TOTAL 517,589,000

Source, NBC Inventory report from BOU

At the time of writing this report, UGX.17,589,000 due from Diamond Trust and

Post Bank had not been recovered from the domestic banks.

(iii) Recovery of NBC assets in Escrow
According to Article 7 of the P&A signed between BOU and CBL to take over the

assets of NBC the purchaser (CBL) was required to take-over the management of
NBC Assets in Escrow as an agent of the Liquidator for purposes of debt collection.
Any proceeds realized from the Assets in Escrow (table below) were to be shared
between the Purchaser and the Liquidator at the ratio of 65%:35% respectively®>.
Table: 37: Showing NBC Assets in Escrow

§/n | Details Amount o
1 Unsecured Performing Loans 499,287,894
2 Secured Non-Performing Loans 338,555,840
3 Unsecured non-performing loans 676,641,667

Total 1,514,485,401

Source! NBC purchase and assumption agreement from 80U

Therefore NBC n receivership was to receive a total UGX.530,069,890 (35% of the

total Assets in Escrow)} upon full recovery of the assets iIn Escrow.

I reviewed the NBC loan recovery and collection account statement for the period 5™
October, 2012 to 18™ April, 2018 and observed that UGX.349,573,866 was recovered
from NBC Assets in Escrow leaving a balance of UGX.180,496,024 as shown In the

table below;
Table 38: Showing recoveries from NBC assets in Escrow
S/n | Recovery date Recovery period Amount recovered
1 31/12/13 January 2013 to December 2013 67,146,265
12 | 29/9/2014 January 2014 to 16" August 2014 240,928,483
3 30/6/15 17" August 2014 to 29" June 2015 41,499,118
349,573,866
Expected 180,496,024
recoveries

Source' NBC loan recovery and colfection account from BOU

"* NBC addendum to the Purchase & assumption dated 27" September 2012 pg 6
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[ also reviewed the agreement between BOU and DFCU for the purchase of assets
and assumption of liabilities of CBL and noted that the agreement did not address
the responsibilities of the management of NBC Assets In Escrow which was

previously managed by CBL.

BOU management explained that BOU as receiver of CBL I1s to get details of the

remaining assets in Escrow from DFCU bank for further management.

2.8.4 Delay in the liquidation process of NBC
I noted that the Court proceedings®™ had taken over 5 years since takeover of NBC

by BOU and had resulted into additional costs incidental to winding up and has also

delayed the process of sale of property and settlement of claims as explained in the

examples below;

+ BOU retained all NBC property and equipment worth UGX.5,526,899,000 as
indicated in the table below:

Table 39 showing NBC property and equipment

Description Amount (UGX)

Computer equipment 272,511,000
Furniture 1,167,908,000
Office equipment 951,677,000
Software implementation 955,839,000
Fixtures and fitbings 594,615,000
Leasehold improvement 1,529,537,000
Leasehold land 646,000
Motor vehicles 54,166,000
Total assets retained 5,526,899,000

Sources' NBC foan recovery and coffection account from SOU

BOU management indicated that some assets were in BOU premises while others
were In the warehouse In Kampala and NBC Kabale branch premises I noted that
the assets were depreciable assets, thus the longer the liguidator takes to

dispose them, the lower the recoverable amount.

e Furthermore BOU paid from the NBC loan recovery and collection account a sum
of UGX.864,953,372 to cater for rent, utilities and security as detailed in the table

below.
Table 40: Showing expenditures after takeover of NBC
Date Description Payee Amount
5-Nov-12 | NBC head office on Yusuf Lule Property services ltd 261,879,085
2-Jan-13 | Utility bill 15/11/2012 NWSC 444,902

* Constitutional application No 01 of 2013
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2-Jan-13 | 201127 UMEME LIMITED 5,146,857
7-Feb-13 | DEC 2012 FXB352 UMEME LIMITED 4,656,934
7-Feb-13 | FXB352 NWSC 467,380
7-Feb-13 | FEE FX 8352 PROPERTY SERVICES LTD 269,425,958
12-Mar-13 | WATER-26/02/2013 NWSC 247,316
12-Mar-13 | 28/2/2013-71173 UMEME LIMITED 3,114,445
15-May-13 | 13-Apr UMEME LIMITED 10,036,154
17-May-13 | FX 8666 PROPERTY SERVICES LTD 347,729,611
30-Jun-13 | Twupatl Industnal park 18,367,644
27-Mar-14 | RENT 6 MONTHS ENDING 20,090,645
90851 FOR 6 MONTHS (01/04-
8-May-15 | 30/09/2015) 25,533,029
30-Jun-15 | JUNE 2015-GUARDS 2,250,000
17-Mar-16 | TENANCY IFQ WARE HOUSE 14,313,551
TENANCY AND RENT PAYMENT
16-May-16 | APR -SEPT 2016 14,121,626
TENANCY FOR W 90 AND RENT
4-Nov-16 | PAYMENT 54,635,108
TENANCY FOR W 91 AND RENT
10-Nov-16 | PAYMENT 29,900,992
28-Nov-16 | NBC BUILDING QCTOBER 2,325,000
9-Mar-17 | GUARDING 1,425,000
EXPENSES FOR GUARDING
10-Apr-17 | FORMER NBC 1,425,000
EXPENSES FOR GUARDING
8-May-17 | FORMER NBC 1,575,000
14-Jul-17 | GUARDING 375,000
11-Sep-17 | GUARDING 1,500,000
TENANCY AGREEMENT FOR WARE
11-Oct-17 | HOUSE UNIT 90 30,818,220
2-Nov-17 | GUARDING 2,100,000
6-Dec-17 | GUARDING 2,925,000
TOTAL 864,953,372

Sources' NBC loan recovery and collection account from BOU

Accordng to the Inventory report, NBC had creditor claims waorth
UGX.1,943,650,000. However, these claims have not been settled as a result of
the Court order®® that halted the winding up process.

According to the Inventory report, NBC had Other assets (mamnly prepad
expenses) amounting to UGX.409,531,000. However, these assets could not be

recovered due to the court order that halted the winding up process

BOU management explained that an intenm order was 1ssued on 28" September

2012 (a day after the takeover) restraiming BOU from taking any further steps in

liquidation and sale of NBC or its business or assets to any person including Crane

Bank Ltd and suspending the Managing Director of NBC. According to the interm

" Constitutional apphcation No 01 of 2013
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order, this instruction shall remain In force for 90 days or such other period as this

Court may order,

Furthermore, BOU management indicated that the Court order had been extended
and that the case was still ongoing. The ruling extended the interim order until the
final determination of the constitutional apphcation no.38 of 2012 or until further

orders of the Constitutional Court®.

2.8.5 Liquidation costs
Section 99(3) of the FIA 2004 states that notwithstanding anything in the Companies
Act, where any proceeding for the liquidation of a financial institution 1s commenced
under tius section, the Central Bank or any other person appointed by the Central
Bank shall be the liquidator of the financial institution. Section 106(1) of the FIA
2004 requires the liquidator to keep proper financial ledgers and financial records in
a manner prescribed by the Central Bank in which shall be recorded all financial
transactions relating to the liquidation. BOU as the liquidator was expected to
prepare and submit proper financial ledgers and records to facilitate the winding up

process.

I noted that the liquidator did not prepare a statement of affairs for NBC and thus 1
could not ascertain the total cost of tiquidation and whether the drawings from the

recovery account after closure were eligible.

BOU management indicated that the non-preparation of the statement of affairs was
due to an intenm njunctive order restraining the hquidator from implementing the

order the resolution of NBC that was served on 28" September 2012.

2.9 Crane Bank Limited
Background
On 16" August 2016%”, BOU signed an MOU with CBL requiring the bank to address
its capital inadequacy and directed CBL to recapitalize with UGX.172bn by end of
October 2016. CBL paid USD.8,000,000 (equivalent to UGX.27bn) in 3 installments
between 23 August and 13" October 2016. USD. 3,000,000 was credited on a CBL
settlement account number 317.144035.1 in BOU and USD.5,000,000 was credited

* Constitutianal apphcation No 01 of 2013
¥ MOU BOU signed an MOU with CBL requiring the bank to address its capital inadequacy
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on a CBL USD account number 1001025020000001. The funds were recognized as
equity ‘shareholders contribution towards capital’in CBL compilation of inventory of
assets, liabilities and equity as at 20™ October 2016.

Subsequently, the following events took place leading to the placing of CBL under
statutory management and eventual completion of the PRA between BOU and DFCU

for the transfer of assets and assumption of habilities of CBL.

» On 16™ October 2016%, CBL applied for a faclity of USD.115m from BOU as a
lender of last resort to help sort out CBL immediate and longer term hquidity

ISSUES,

» On 17" October 2016™, BOU assessed the application and approved a maximum
faclity of UGX.79.2bn repayable over a one year period from the date of this
offer in quarterly installments at an interest rate of CBR plus 5% margin and that
the faality shall solely be secured by third party collaterals of substantial value

and BOU will not accept branch premises as security for the loan facility.

- 0n 19" October 20167, CBL appealed to BOU to reconsider the following;
= To provide the faalty in US Dollars at 2% per annum since most of the
outstanding depositor concerns are in US Dollars.
= To walve any margin on interest since a high interest rate will compound the
Bank's iqguidity challenge.
= To enhance the amount since FIA permits BOU to lend more than what has

been availed.

» On 20" October 2016, BOU tock over the management of Crane Bank Limited
(CBL} pursuant to sections 87(3) and 88(1)(a} and (b) of the FIA,

Pursuant to section 89(2) (g) of the FIA 2004, BOU in a letter ref GOV.122.10G™
dated 20" October, 2016 appointed the Statutory Manager to manage, control
and direct the affairs of CBL.

** apphication ter a facility by CBL Shareholders uf USD 115m dated 16" October 2016

™ Approval of the UGX 73 2bn facility ref EDS 122 106 dated 17" October 2016

" Appeal ta reconsider the facility of USD 115m ref CM/80U/07/16 dated 19" October 2016
T Letter apponting the statutory manager ret GOV 122 10G
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» On 21* October 2016, BOU commenced the injection of iquidity support to CBL

up to 9" January 2017 totaling to UGX.478.8bn.

» On 28" October 2016, BOU engaged PWC to compile inventory of assets and
liabilities of CBL as at 20™ October 2016 {date of takeover). Subsequently, PWC

prepared an Inventory report which was submitted to BOU on 21% December

2016. The detalls of the assets, liabilities and equity as contained In the

Inventory report are as per tables 41, 42 and 43 below,

Table 41: Showing total assets as per Inventory report

Asset Type

Amounts as at 204
October 2016.

Cash and Balances with Central Banks

78,745,732,000

Deposits and balances due from other Banking Institutions

10,003,963,000

Derivatives at Fair Value through Profit or Loss

471,860,000

Government Securities

168,473,514,000

Corporate Bonds

1,772,496,000

Investment in Equity shares

14,750,398,000

Loans and advances to customers (net)

/68,019,675,000

Other assets

9,954,796,000

Corporate tax receivable

13,408,013,000

Property and equipment

72,549,964,000

Operating Lease prepayments

11,5598,442,000

Intangible assets

7,498,668,000

Good will 690,392,000
Investment 1n subsidiaries 33,769,427,000
Total assets 1,191,707,340,000

Source Inventory report — Compilation of assats, habithes and equity from BOU

Table 42: Showing total liabilities as per Inventory report

Amounts as at 20" October

977,187,338,000

Liabilities

o 2016.
Customer Deposits
Deposits  and balances due to other banking
institutions

67,469,787,000

Other borrowings

230,245,319,000

Other liabilities

27,929,999,000

Deferred tax liability

19,823,477,000

Total liabilities

1,322,655,920,000

Source Inventory report — Compiation of assets, habiilies and equity from BOU

Table 43: Showing total equity and reserves as per Inventory report

Liabilities

Amounts at closure as per
Inventory report

Share capital

210,000.000,000 |

Shareholders contribution towards capital

27,021,890,000

Accumulated losses

{370,976,908,000) '

Fair value resarve

3,006,438,000

Total equity and reserves

(130,948,580,000)

Seurce, fnventary report — Compilation of assefs, habiities and eguity from BOU
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~ On 28™ October 2016, BOU engaged PWC to carry out a forensic review of CBL
focusing on a 48 month penod before statutory management which was

completed on 13" January 2017,

- On 28" November 2016, BOU engaged MMAKS Advocates' to provide transaction

advice to take over CBL.

~ On 9" December 2016, BOU through MMAKS Advocates invited 13 bidders to bid
for the purchase of assets and assumption of habilities of CBL. Between 12" and
15" December 2016, BOU issued the Inventory report to 6 bidders after signing
a confidential agreement for them to undertake due diligence on the assets and
liabilities of CBL. Subsequently on 20™ December 2016, two(2) bids were

received and evaluated.

» On 27" December 2016 BOU engaged KPMG to audit CBL annual report and

financial statements for the year ended 31* December 2016.

Pursuant to Section 94 of the FIA, BOU placed CBL under receivership on 20Y
January 2017.

In ine with Section 95(1)(b) of the Financial Institutions Act 2004, BOU entered into
a Purchase of Assets and Assumption of liabilities agreement’ with DFCU on the 25™
January, 2017 where all assets were transferred and liabilities assumed by DFCU
except for the excluded assets and liabilities as per schedule 2 and 3 of P&A as
detalled below. On the same day, BOU signed a UGX.200bn hability agreement with
DFCU to settle the assumed liability within 30 months commencing 1% October 2017.

Excluded Assets

e The nghts of CBL to claim against its shareholders, directors or other parties for
wrongs done prior to takeover date (CBL shareholders interest)

e The nghts of CBL to claim against its shareholders, directors or other partres in
respect of losses occasioned by irrecoverable and or unrecovered loans
advanced or managed imprudently and subseguently written off.

« The nght of CBL to recover insider Ioans that have been identified and amount
to UGX.63.6bn (Insider loans)

" Purchase ot assets and assumption of labilities agreement
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Any credit or refund of any tax in respect of supplies made to or by CBL or
profits or gains made or deemed to have been made by CBL, in each case before

the completion date

Excluded Liabilities

The amount owed by CBL under the BOU faclity in excess of the sum of
UGX.200bn

Terminal benefits and all employment dues of employees terminated by the
Buyer within 2 months from the completion date

Tax llabilities of whatsoever kind to the extent that they do not relate directly to
the assets and/or the liabilities

Liability for payment of ground rent in respect of the Meera Investment Limited
(MIL) properties to the completion date and rent in respect of the other
properties rented by CBL prior to the compietion date

Any other llabihties of CBL not known by the parties at the completion date

DFCU agreed with BOU to pay UGX.200bn hability within 30 months commencing 1%

October 2017 and was to provide security in form of treasury bills {with less than 91

days maturity) on the completion date.

I reled on the P&A agreement, Inventory report, Crane bank (in receivership)

account statements and other correspondences related to the takeover;

To establish whether a proper inventory of the assets and liabilities was
undertaken at takeover by BOU.

To establish whether the Receiver (BOU) appropriately managed the sale of the
assets of CBL in Recewvership,

To establish whether the statutory manager performed his functions in line with
Section 90(4) of the FIA.

To establish whether all liabilities at takeover were properly recorded and settled
In ine with FIA 2004 (Sections 102, 105 and 106).

The findings below are based on the above specific objectives,
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2.9.1 Lack of quidelines for selection of the buyer under purchase and
assumption arrangement
Section 95(1)(b) of the FIA 2004, prowvides that the Central Bank shall within 12

months from taking over as a recewer arrange for the purchase of assets and

assumption of all or some of labilities by other financial institutions.

I observed that there were no guidelines/regulations or policies In place to guide the
identification of the purchasers of defunct banks. There were also no guidelines to
determine the procedures to be adopted by the Central Bank in the sale/transfer of

assets and liabilities of the defunct banks to the identified purchaser.

A review of documentation revealed that the process of selecting the buyer
commenced Dby identifying potential purchasers in the ndustry and sharing
preliminary information on the bank to be closed. Once the potential buyers
expressed credible interest to purchase the bank, they were required to sign a
confidentiality agreement In order to obtain further information on the bank to be
sold.

According to the minutes for the special Board meeting held on 27" January 2017
BOU received expression of interest from 13 institutions and signed non-disclosure
agreements with them. Subsequently, BOU forwarded the report of the nventory of
the assets and liabilities of CBL to the interested institutions and requested them to
submit ther bids. Out of the 13 institutions, only 2 submitted bids (M/s Aethel
Partners LLP and DFCU) to BOU. The bids were evaluated and DFCU was awarded.

However I was not provided with the negotiation minutes leading to the P&A
agreement. In the absence of guidelines and negotation minutes, I could not
determine how BOU selected the best evaluated bidder and how the termis in the

P&A were determined.

BOU management explained that the circumstances of each bank resolution differ
and cannot always be predicted in advance, for example, the nature of the global
financial cnsis which erupted in 2007-2008 took all bank reguiators by surprise and
required solutions which could not have been anticipated before the crisis. Drawing
up a set of internal policies to guide a P&A and the selection and evaluation of bids is

unlikely to be helpful and could be counterproductive If it impedes the flexibility of
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the BOU to act expeditiously to resolve a falled bank in the manner which 1s least

disruptive and damaging to public confidence and stability of the banking system.

2.9.2 Valuation of assets and liabilities at the time of sale
Section 95 (3) (a) and (b) of the FIA 2004 provides that in determining the amount
of assets that 1s likely to be realized from the financial institution’s assets, the
receiver shall evaluate the alternatives on a present value basis, using a realistic
discount rate or document the evaluation and the assumptions on which the
evaluation 15 based, including any assumptions with regard to interest rates, asset

recovery rates, inflation, asset holding and other costs.

On 10" April 2018, I requested for the P&A agreement indicating details of the
assets and labilties transferred to the purchaser (DFCU) to enable me assess
whether the CBL assets and liabilities were transferred after taking into account the
requisite valuation. [ noted that BOU did not carry out a valuation of the assets and
habilities of CBL. In absence of the valuation, I could not establish how the terms for

the transfer of assets and liabilities in the P&A were determined.

In a meeting with the outgoing EDS on the progress of the special audit held on 13"
June 2018 at BOU”’, the EDS explained that BOU did not carry out a valuation of the
assets and habilities of CBL but relied on the Inventory report and due diligence
undertaken by DFCU to arrive at the P&A. Appendix 3 refers.

I also noted that the P&A™ did not have complete details of assets and liabilities
transferred to DFCU with their corresponding values; I was therefore unable to

establish the status of assets and labilities transferred to DFCU.

Although, I was provided with a soft copy of detalls of values of assets and liabilities
transferred to DFCU and those retained by BOU, the information provided by BOU
lacked detalls of loans and advances transferred to DFCU and evidence of a valuation

of the assets before sale hence it was insufficient to respond to my observation.

" Minutes of tha meeting with the outgoing EDS on the progress of the special audit held on 13" June 2018 at BQU
" BOU and DFCU P&A for CBL assets and Labilities
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2.9.3 Loans and advances transferred to DFCU
At the time of takeover by BOU, CBL net loans amounting to UGX.768bn constituted
65% of the total assets. According to the P&A Article 1.1.1(1x)™, the loans and

advances of CBL were transferred to DFCU except the insider loans referred to in
schedule 2 of the P&A™.

In a meeting with the outgoing EDS on the progress of the special audit held on 13"
June 2018 at BOU™’, the EDS explained that BOU relied on the Inventory report and
due diligence undertaken by DFCU to arrive at the P&A.

According to the CBL Inventory report as at 20" October 2016” (position at the start
of statutory management), CBL had Gross Ipans and advances of
UGX.1,096,351,522,000 and made provisions for impairment of loans and advances
of UGX328,331,847,000 resulting into net loans and advances of
UGX.768,019,675,000 as detailed in table below.

Table 44: showing Net Loans and advances as at 20™ October 2016

Details Amount (UGX)
Gross loans 709,667,290,000
Qverdrafts 386,684,232,000
Gross loans and advances 1,096,351,522,000
Less provisions for impairment of loans and advances
General provisions (0 8% of gross loans and advances) {9,084,679,000)
Specific provisions (295,520,248,000)
Interest In suspense {23,726,920,000)
Total Provisions {328,331,847,000)
Net loans and advances 768,019,675,000
Source Report on Compdabion of the iwventory of assets, habuities and Equity of CBL as at 20" October 2016 from

80U

DFCU receved the CBL Inventory report on 12" December 20167 and undertook
due diligence whose results were incorporated in a bid for the purchase of all the
assets and assumption of the liabilities of CBL submitted to BOU on 20" December
2016%.

According to the DFCU Bid, the due diligence conducted indicated net loans and
advances of UGX.576,014,756,000 and the bad book (fully prowvisioned for and

" BOU and DFCU P&A for CBL assets and habilihies page 4

" BOU and DFCU P&A for CBL assets and Labilties page 21

T Minutes of the meeting with the outgaing EDS on the progress of the special audit held on 13" June 2018 at BQU

" Report on Compilation of the inventery of assets , habilities and Equity of CBL as at 20th Qctober 2010, nute 2 3 9 page 16
™ Nyony! Project bidders and Potential bidders - status

* Bid for the Purchase of ali the 4ssets and assumption of the labilities of CBL dated 20th December 2016 page 11
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written off loans) of UGX.485,114,000,000 as detailed 1n the table below based on

the following assumptions and adjustments.

(1) The additional provisions arising from non-performing book as reviewed and
determined in accordance with DFCU’s due diligence of UGX.115,202,951,000
and

(i) 10% discount on the standard book (Net value of loans and advances per CBL
Inventory report) of UGX. 76,801,968,000.

Table 45: showing value of loans and advances as per DFCU Due diligence

report
Details Inventory DFCU bid as at Loans
report as 20/12/2016 (bn) transferred
20/10/2Q16 to DFCU as at
(bn) 27/1/2017
(bn)
Net loans and advances 768 768 529
Adjustments for additional - (115) -
provisions ansing fram non-
performing loans
Discount 10% - {76) -
Net Loans 768 576 529
Bad book (fully provisioned 328 485 570
and written off loans)
Gross Loans and advances 1,096 1,061 | 1,159+
Source Buf for the Purchase of all the assets and assumption of the habiities of CBL dated 207" December 2016 fram
Bau

*the figure includes the CBL nsider loans which were not taken over by DFCU

According to the bid, DFCU offered deferred cash consideration of up to UGX.200bn
based on net recoveries of the bad book (UGX.485bn)™. Additionally, the recoveries
of the bad book would be used to settle CBL liability to BOU to a maximum of
UGX.200bn"™.

Consequently, DFCU agreed to assume the BOU facllity to CBL up to a maximum of
UGX.200bn as per section 2.2 and schedule 3 of the P&A®,

According to the BOU memo from EDS to Governor ref. EDS 122,10G dated 31 July
2017, the bad book was UGX.570.38bn out of the gross loans of UGX.1,159bn. This

bad book was transferred to DFCU to provide a resource for repayment of Ioans of

"' Bid tar the Purchase of all the assets and assumption ot the habilities of CBL dated 20th Decembear 2016 page 8
* Bid for the Purchase of all the assets and assumption of the halulities of CBL dated 20th December 2016 page 11
* purchase of all the assets and Jssumption of the habihties of { BL section 2 2-page B and schedula 3-page 22
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2.9.4

UGX.200bn and bridge the shareholder’'s deficit of UGX.439.72bn at the date of

takeover®.

I could not establish how the consideration of UGX.200bn was derived from the bad
book of UGX.570.38bn.

[ was also not provided with the schedule of loans and the corresponding collateral
transferred to DFCU, therefore I was not able to establish the values and categories
of loans transferred (performing loans, non-performing loans and fully

provisioned/wrnitten off loans (bad bock]}).

Statutory Management
On 20" October, 2016 BOU appointed the statutory manager to manage, control and

direct the affairs of CBL. Section 90(4) of the FIA required the statutory manager to

perform the following duties;

a) Trace and preserve all the property and assets of the institution;

b) Recover debts and other sums of money due and owing to the institution;

c} Evaluate the capital structure and management of the institution and
recommend to the Central Bank any restructuring or re-organization which he or
she considers necessary.

d) Enter into contracts in the ordinary course of the business of the institution,
Including raising of funds by borrowing.

e) Issue a new balance sheet and profit and loss accounts; and

f)  Any other duties that may be assigned to him or her by the Central Bank.

I reviewed the duties of the Statutory Manager to assess his performance during the

statutory management period and the following 1ssues were noted;

2.9.4.1 Terms of service of the Statutory Manager (SM)as per appointment letter

On 10" Aprl, 2018 I requested for the appointment letter and the terms of
reference of the Statutory Manager (SM) to establish total emoluments due to hum,

the reporting lines and key deliverables among others for the period of service.

* assets and habilities of Crane bank before tak e over by DFCU and of DFCU bank at the date of takeover of (BL, ret EDS 122 10G dated
31 July 2017
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BOU provided the appointment letter which indicated that the terms of services
were to be i1ssued in a separate letter®. The letter indicating the terms of service
was provided, however, it did not stipulate the Statutory Managers’ key deliverables
and as such [ could not establish on which deliverables the Statutory Manager’s

performance was measured.

BOU management explained that the terms of service referred to in the
appomntment letter was the letter of remuneration of the Statutory Manager. The
duties of the statutory manager are stipulated in the Financial Institutions Act, 2004

and BOU did not find it necessary to replicate the law within the appointment letter.

2.9.4.2 Preparation of financial statements during statutory management
Section 90(4) {f) of the FIA requires the statutory manager to issue a new balance

sheet and profit and loss accounts.

The report on the compilation of Inventory of assets, liabilities and equity as at 20"
October 2016 indicated that CBL had total assets of UGX.1,191,707,340,000 total
llabilities of UGX.1,322,655,920,000 and a negative total equity and reserves of
UGX.130,948,580,000 at the start of the statutory management period During
statutory management, BOU injected liquidity support of UGX.466,626,262,000.

The Statutory Manager was therefore expected to prepare a new balance sheet and
profit and loss report on events of the statutory management period from 20"
October 2016 to 20™ January 2017 when CBL was put under Recelvership.

The Statutory manager prepared CBL annual report and financial statements for the
year ended 31% December 2016. BOU engaged KPMG to audit the financial

statements®.

The annual report and financial statements for the year ended 31* December 2016
provided were neither signed by BOU nor the Auditors. Furthermore BOU did not
provide financial statements for the period 1% January 2017 to 25" January 2017
(P&A completion date) thus I could not establish the details and values of assets
and liabilities transferred to DFCU.

“ Terms of service of the Statutory Manager
¥ BOL respenses to the amended draft management latter ref DGV 907 dated 2™ July 2013
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2.9.4.3

2944

In absence of the signed financial statements, I was unable to rely on the accounts
to establish the financial performance of CBL during statutory management and its

financial position as at 31% December 2016.

Plan to revive CBL
Section 89(5) of the FIA states that the central bank shall exercise statutory
management over a financial institution for the minimum time necessary to bring

the financial institution into compliance with prudential standards.

In achieving the above function, Section 90(4)(c) of the FIA 2004 requires the
statutory manager to evaluate the capital structure and management of the
institution and recommend to the Central Bank any restructuring or re-organization
which he or she considers necessary and which, subject to the provisions of any

other wntten law, may be implemented by him or her on behalf of the institution.

On 10" April 2018, I requested for the reports of the statutory manager and detalls
of the funds injected into CBL prior to take over (purpose of injection, amount to be
Injected, procedures and approval of the intended injection, recovery plan and how
the injected funds were to be managed) to establish the efforts taken by the

statutory manager to revive CBL.

BOU management did not provide a ptan or assessment detailing efforts to return
the bank into compliance with prudential standards despite funding of UGX.478.8bn
being injected into CBL. In absence of the plan or assessment to revive CBL, I could
not provide assurance as to whether Sections 89(5) and 90{4}(c) of the FIA 2004

was complied with,

BOU management explained that when BOU took CBL into statutory management,
It was found to be grossly insolvent. It 1s not possible to revive a bank with this
level of insolvency and restere it to full compliance with capital adequacy and other

requirements. Therefore BOU pursued other means to resolve the bank.

BOU support to CBL during statutory management

Process of injection of funds into CBL
I observed that BOU did not have a documented process of injection of funds to

support CBL operations during the statutory management. From the review of
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documentation provided and interaction with management, I documented the

process of injection of funds into CBL by BOU as follows;

Process required that a request I1s initiated by the Statutory Manager to DCB
requesting for liquidity support to meet CBL customer demands and other
intervention costs related to statutory management. The requests for liguidity
support were in form of;

s Qutward TT payments

s Qutward RTGS payments

»  Cash reguirements

» C(Cleaning of cheques and

e Letters of Credit

Upon receipt of the request, DCB would forward the request to EDS who would

seek approval from the DG.

Upon approval of the request, EDS would direct EDF or DC to transfer funds to CBL

depending on the nature of the transaction.

The payments would then be processed through either a UGX CBL funding account

number.317.144033.1 or USD CBL funding account number 317.144034.1 in BOU

as follows;

* Funds to cater for outward TTs and LC payments would be credited on account
number 3582025085001 in Standard Chartered Bank New York.

e Funds to cater for RTGs and clearing of cheques would be credited on CBL
accounts held in BOU.

s Funds to cater for cash requirements would be accessed at cash centres across

the country by a representative from CBL.

My scope Iimited me to only;

» Establishing how the Statutory Manager evaluated the capital structure and
management of the stitution and recommendation made to the Central Bank
of any restructuring or re-organmization in accordance with Section 90 (4)(c) of
the FIA 2004.

+  Establishing how much was requested by the Statutory Manager and approved
for support by BOU,
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» Ascertaining how much funds were njected into CBL during the statutory
management pericd.

o  Determining the source of funding, how the funds were drawn from BOU and
transferred to CBL accounts.

s Establishing how BOU was to recover the injected funds from CBL and how

much has been recovered to-date.

In assessing the above, I was unable to examine CBL operations during
Statutory Management to determine that the funds injected reflected the
liquidity shortfall at the time.

Although I was able to review and verify the approved requests for
liquidity support together with the supporting schedules, I did not review
payments made by CBL to the bonafide account holders and/for

respective beneficiaries using the injected funds.

In respect to intervention costs, my scope did not extend to assessing
how the service providers were appointed by BOU and evaluating the
value for money for the services provided. Therefore I could not justify

the costs incurred.

Therefore my findings are based on the scope defined above and the

information availed;

a. Liquidity support and other intervention costs
Section 89(1) of the FIA 2004, states that the Central Bank shall, on taking

over management of a financial institution under section 88 of FIA, have
exclusive powers of management and control of the affairs of the financal
institution. In achieving the above function, Section 90{4) (d) of the FIA 2004
requires the statutory manager to enter into contracts in the ordinary course of
the business of the nstitution, Including raising funds by borrowing on such

terms as he or she may consider reasonable.
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During the statutory management penod, BOU njected funds amounting to
UGX.478,830,609,910% for the purpose of hquidity support and other
intervention activitles. Out of this amount, UGX.466,626,262,000% was
requested by the Statutory Manager and injected into CBL between 21%
October 2016 and 9™ January 2017 as liquidity support. The requests for
hquidity support were in form of telegraphic transfers {(TTs), Real Time Gross
Settlement (RTGS), cash requirements, clearing of cheques and Letters of
Credit (LCs). The balance of UGX.12,204,347,910 was spent by BOU on other
intervention activities such as compilation of Inventory report, forensic review

and investigation, IT support and legal consultancies.

I reviewed the requests for funds by the Statutory Manager, BOU-CBL funding
accounts statements, BOU-DFCU receivable account statements, Inventory
report, forensic investigation repart, BOU Board minutes related to the
resolution of CBL, P&A agreement between BOU and DFCU and the UGX.200bn
llability agreement between BOU and DFCU and noted the following;

» Source of funding
BOU inmjected into CBL a sum of UGX.478.8bn for Iquidity support and other

Intervention costs. I enquired into the source of funding for this purpose.

In the exit meeting held on 22™ June 2018 at OAG, BOU management
explained that as a lender of last resort, the funds were sourced from within

BGU in order to provide liquidity support and maintain financial stability™.

+ Reconciliation of Liquidity support to CBL _during Statutory
Management
The schedule for liguidity support ndicated that a sum  of
UGX.466,626,262,000 was njected in CBL.

A review of the requests made by the Statutory Manager revealed that
UGX.459,507,273,000" was approved by the DG to cater for items such as
telegraphic transfers (TTs), Real Time Gross Settlement (RTGS), cash

7 BOU-CBL funding account statements {UGX accountno 317 144033 1 and USD account no 317 144044 1) and BOU DFCU reconcihation
ol liquidity support after 31/12/2016 {UGX 50 2bn)

* Liguidity suppart to fund CBL operatians

™ Minutes of the exit meehng held on 22nd June 2018 at OAG

i Urgent funds requirements tor CBL hy Statutary manager
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requirements, clearing and letters of credit (LCs) as indicated in the table
below. This therefore resulted into a variance of UGX.7,118,989,000.
Appendix 4 refers.

Table 46 showing liquidity support to CBL

5/n Request detalls Amount drawn

1 Telegraphic transfers (TTs) and LC payments 229,949, 567,000

2 Real Time Gross Settlement (RTGS)/clearnng 141,326,766,000

3. Cash requirement requests 88,230,940,000
Total amount drawn 459,507,273,000

Source urgent funds requirement requests by Statutory Manager

I noted that the variance of UGX.7,118,989,000°! was as a result of foreign

currency gains and losses during the time of imjection

+ Other intervention costs
A sum of UGX.12,204,347,910 was spent by BOU on cther intervention

activities.

A review of Board minutes, BOU correspondences and interviews with BOU
management revealed that in the resolution of CBL by BOU, BOU undertook a
number of activities such as; Compilation of an inventory of assets, liabilities
and equty of CBL, Investigation and Forensic Review, Information
Technology Securnity Testing and Disaster Recovery Gap Assessment,
Provision of IT Technical Support and recruitment and use of a Transaction
adviser, BOU special exercises and statutory management costs.

I reviewed the contracts signed between BOU and the service providers,
performance reports, Invoices, receipts and a detalled statement of account
showing the payments made for their services to date to enable establish the
total intervention costs incurred on the resolution of CBL and outstanding
liability if any. A sum of UGX.12,204,347,910 has been spent on these
activities to-date as per the table below.

Table 47: Showing other intervention costs incurred by BOU

Service provider Activities undertaken and Justification Total Payments
(UGX)
PWC-Compilation of | Apply ther expertise in order to compile an 345,087,788
an inventory of inventory of the assets, llabilities and equity of
assets, labilities and | CBL
equity of CBL
PWC- Investigation | Use therr expertise to conduct a forensic audit
and Forensic Review | for purposes of determining the banks accurate 936,495,046
net worth 1n view of the gross inaccuracies in
statutory reporting identified during the BOU
on-site exammation.

* Crane bank Ltd Funding Account UGX Account Number 317 144033 1
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KPMG- Information
Technology Security
Testing and Disaster
Recovery Gap
Assessment

KPMG was engaged to manage the bank's IT
resources at the time of entry and takeover of
the bank.

To conduct a high level assessment of the
robustness as well as the security of CBL's core
banking system (T24)

To dentify the required nterventions to
implement a fully functional Disaster Recovery
faciity as well as to perform a vulnerability
assessment of the bank's computing
environment

428,892,011

KPMG- Provision of
Information
Technology
Technical Support

Following the takeover, BOU engaged KPMG to
provide IT support to BOU team because BOU
IT team did not have a competent and
experienced resource with requisite expertise
regarding CBL's core banking system (T24).
The confidentiahty of the mnfarmation could
maostly be guaranteed by using an independent
resource It was also difficult to rely on the
staff of CBL

190,479,847

KPMG- Provision of
IT Technical Suppart

The fees were billed as work progressed and
was based on the tme required by the
indviduals assigned te the engagement plus
direct out of pocket expenses and VAT

302,254,958

CBL shareholders

MMAKS Offer legal advice during Intervention, 914,272,722
Advocates- resolution of CBL and advice on the sale of CBL

Transaction adviser | assets and assumption of iabilities

MMAKS Advocates | Commission {5%) of monies recovered from 3,073,618,674

Terminal benefits

5,117,386,364

SEMAGANDA & Valuation and surveying of M™Mr  Sudhir 133,854,299
ASSOCIATES Ruparelia‘s properties - 11n050
MERIDIAN Surveying Of Mr. Sudhir Ruparelia's properties - 21,500,000
SURVEYORS- 11n050 o
Cohen and Collins Legal services (HK$37,977.55) 17,433,000
Salicitors and
Notaries
Facilitation Facilitation for the special exercise (CBL) 720,406,401
Ultimate security Payment to (Statutory Manager Emoluments) — 2,666,800
Guard fees
Total - 12,204,347,910

Source BOU documentation

Recovery of the injected funds
In the event that Central Bank intervenes in the falled bank, Section 93 of the

FIA 2004 guides that all costs of management by the Central Bank shall be

payable by the financial institution and shall be a debt due from the financial

Institution to the Central Bank.

BOU mected into CBL a sum of UGX.478.8bn for liquidity support and other

Intervention costs. Therefore this amount became a lability of CBL to BOU.
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A sum of UGX.126bn had been recovered leaving a balance of UGX.352.7bn
as per the table below;

Table 48: showing recoveries of the injected funds

Amount to be Amount
Sources of recovery recovered recovered Balance due
DFCU - 200bn liability 200,000,000,000 98,359,207,091 101,640,792,909
DFCU - 50 2bn hquidity
support after 31% December
2016 50,206,522,909 27,762,209,084 22,444,313,825
CBL in Recervership 228,624,087,001 0 228,624,087,001
Total 478,830,609,910 | 126,121,416,175 | 352,709,193,735

Source PRA, CSRA agreement, BOU-DFCU Limited recewvable accounts statement, schedule of hguidity
support to CBL and CBL funding account statements and CBL settfement account

According to BOU management, the injected funds were to be recovered

through the P&A and claims against CBL shareholders.

The fallowing were observed;
i. Recovery of UGX.200bn liability from DFCU
Article 2 1 of the P&A provides that on and subject to the terms of this

agreement, the buyer hereby assumes the labilties of CBL with effect
from the completion date and agrees to fully discharge the same on their

due dates (If any) for payment.

Schedule 3 of the P&A ‘summary of excluded liabilities’ provides that the
amount owed by CBL under the BOU facility to be paid by DFCU shall not
exceed UGX.200bn.

Pursuant to schedule 3 of the P&A, BOU signed an agreement with DFCU
for the settlement of the UGX.200bn assumed lability on 25t January,
2017** where DFCU agreed to settle the lhabiity within 30 months
commencing 1% October 2017. Further, DFCU was to provide security in
farm of treasury bills (with less than 91 days maturity) on the completion
date.

I noted that the two parties were complying with the terms of the

agreement.

* BOU-DFCU 1UGX 200bn hability agreement
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According to BOU-DFCU Iimited receivable account statement number
305.144037.1 held in BOU, DFCU has so far pad UGX.98.3bn in 4
instaiments as indicated n the table below. At the time of writing this
report, a sum of UGX.101.7bn out of the UGX.200bn fabity was
outstanding.

Table 49: Showing settlement of the UGX.200bn liability

Sn | Date of payment Details Amount paid

1 1/07/2017 Being recognition of far value 39,436,233,994
adjustments on DFCU
recewable as at 30 June 2017

2 | 4/10/2017 DFCU 1* settlement on loan 18,922,973,097

3 | 31/12/2017 Being  receipt of 2™ 20,000,000,000
instalment from DFCU

4 | 31/03/2018 Being receipt of 3™ instalment 20,000,000,000
from DFCU
Total 98,359,207,091

Source BOU-DFCU Lirmted recenable accounts statement from 50U

Omission of interest from the UGX.200bn liahility agreement

between BOU and DFCU

According to the UGX.200bn hability agreement, BOU agreed that DFCU
pays the assumed hability over a period of 30 months commencing the 1*
day of October 2017. However [ noted that the agreement did not
provide for interest on the outstanding debt despite the long repayment
period. As a result, BOU recognised a loss of UGX.39.478bn n the
statement of profit or loss and other comprehensive income,” and note
22-loans and advances to commercial banks™. BOU based this
computation on significant assumption in determining the fair valuation of
UGX.200bn due from DFCU bank which was discounted using estimated
Treasury Bonds over the two and half year repayment period.

Omission of interest on the outstanding debt in the liability agreement
meant that BOU will bear the risk of loss arsing from inflation and time

value of money.

According to the Board minute no.3758.1 consideration of the brief on
the Crane Bank resofutior! part 5 of the special board meeting no.335
held on 27" January 2017%, BOU Board resolved that UGX.200bn

assumed liability would accrue interest at the Central Bank Rate (CBR) on

¥ statement of profit or lass and other comprehensive incame for the period ended 30" June 2017 page 93
“Note 22-Loans and advances to commercial banks page 130
** Special board meeting ne 335 held an 27 lanuary 2017 page 3
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a reducing balance basis and to be recovered from the claims to be made
by BOU on the Shareholders.

I observed that the Board position to charge interest on the UGX.200bn
hability assumed by DFCU could not be included in the P&A and the
UGX.200bn liability agreements with DFCU since these were signed two
days before the Board meeting. In the exit meeting held on 22" June
2018 at OAG, BOU management explained that the Board was only
Informed to ratify the decisions made by management since the Board

delegates powers to the Governor to make such decisions.

BOU management further explained that the Board resolved to recover
the said interest from the shareholders of CBL and not from DFCU. The

purchase and Assumption agreement had already been signed.

ili. Recovery of Liquidity support injected into CBL after 31

December 2016 of UGX,50.2bn from DFCU
Article 4.2 of the P&A®, DFCU agreed to reimburse BOU the total amount
of the liquidity support to CBL after 31" December 2016 applied to settle

customer deposits and or issue of new loans.

Article 4.5 of the P&A* required that for amounts payable under clause
4.2 above, If a sum payable I1s in excess of UGX.25bn, the buyer will pay
UGX.25bn to the Receiver wittin 7 days from the last day of the
adjustment period and the outstanding amount payable within 3 months

from the last day of adjustment peniod.

Requests by the statutory manager and review of UGX CBL funding
account number.317.144033.1 or USD CBL funding account number
317.144034.1 bank statements indicated that a sum of UGX.50.2bn was
injected into CBL as liquidity support after 31%* December 2016 as shown

In the table below,

" CBL Purchase & Assumption agreement page 8
" CBL Purchase & Assumption agreement page 9
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Table 50: Showing amount injected after 31/12/2016

s/n Date Amount injected
11 3/1/2017 22,041,350,000
p 4/1/2Q17 7,526,591,000
3 9/1/2017 20,638,582,000
Total 50,206,523,000

Source schedide of iquidity support to CBL and CBL funding account statements from BOU

According to BOU management the UGX.50.2bn was settled as per the

reconciliation in the table below;
Table 51: Showing settlement of the UGX.50.2bn injected after

31° December 2016
DUE FROM DFCU uUGx UGX Basis as
per P&A
Balance as at December 31 419,084,016,212
2016
Balance as at January 27 469,290,539,121
2017
January Funding {difference) 50,206,522,909 50,206,522,909
Less:
Operating expense — January 3,194,862,847 Clause
2017 4.1
Termenal benefits 4,890,313,754 Clause
5.3 and
schedule
3
Terrminal benefits (air tickets- 227,072,610 Clause
expatriates) 5.3 and
schedule
3
Shareholdet’s funds 10,183,540,000 Clauses
(USD.3,000,000) 1117
and 2 1
Funds in respect of Non 22,444,313,825 Clause
Performing Assets 4 2(in)
(Guarantees)** and 4 4
40,940,103,036 | (40,940,103,036)
Balance Due from DFCU 9,266,419,873
Bank Ltd (ansing from
reconciliation of the CBL
| funding Account) ]
Add
Amount collected by DFCU on 3,925,000 Schedule
| Insider accounts {(UGX) _ 2 ]
Amount debited off CBL (307,664,787) (303,739,787) | Schedule
accounts by BOU between 2
October and January 2017°¢
Amount to be paid by 8,962,680,086
DFCU

Source Computation of the Amount Debited off OFCU bank Limited’s Accounts from BOU

¥* According to Clause 44 the funds in respect of Non-performing Assets
(Guarantees) of UGX.22.4bn were to be settled by DFCU from time to time based

on recovenes from the assets. At the ime of wribing this report, these funds had

not been recovered.

* Repayment of credit facililies Octobar 2016 to lanuary 26" 2017
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On 9" May 2017, the reconclled amount of UGX.8,962,680,086 was
credited on the CBL Settlement Account UGX number 317.144035.1.

2.9.5 Excluded assets and liabilities

BCOU entered into a Purchase of Assets and Assumption of labilities agreement with

DFCU where all assets were transferred and liabilities assumed by DFCU except the

excluded assets and liabilities as per schedule 2 and 3 of P&A. I reviewed schedule 2

and 3 of the P&A to establish whether recoveries are being made from the excluded

assets and whether all the excluded labilities are being settled. The following issues

were observed;

Excluded assets

The foliowing issues were noted;

CBL insider loans of UGX.63.6bn

According to schedule 2 of the P&A agreement between BOU and DFCU™ and
BOU report on compilation of the inventory of assets, abilities and equity of CBL
as at 20" October 2016', Insider loans amounting to UGX.63,612,647,000
formed part of the excluded assets. The agreement indicated that these were to

be recovered by BOU.

At the time of writing this report, BOU had collected a sum of USD.1,141,102
(equivalent to UGX.4,119,341,355) from these loans leaving a balance of
UGX.59,493,305,645. The loan files and the collateral® are still in BOU custody.

BOU claims against CBL shareholders
According to schedule 2 of the P&A agreement between BOU and DFCU; the

rights of CBL to clam against its shareholders, directors or other parties for
wrongs done prior to takeover date (CBL shareholders interest) and for any
losses occasioned by irrecoverable and or unrecovered lcans advanced or
managed imprudently and subsequently written off would remain with the
Receiver (BOU).

* Schedule 2 of the BOU and DFCU P&A for CBL assers and habilities — exchuded assets page 21
aou report on commlahion ot the inventory of assets, habilities and equity of CBL as at 20" October 2016 page 21

%]}

CBL hst of nsider credit files
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In a Special Board meeting no.335 held on 27" January 2017, the BOU Board
observed that the forensic audit instituted by BOU and undertaken by PWC
identified related party transactions amounting to USD.97m and insider loans of
UGX.63.6bn'"*, Subsequently, the Board recommended that BOU recovers the

funds from the CBL shareholders.

At the time of wnting this report, BOU had collected a sum of USD.15.5m
(approximately UGX.55.9bn) from the CBL shareholders.

iii. Tax refunds
According to schedule 2 of the P&A, any credit or refund of any tax in respect of
supphies made to or by CBL or profits or gains made or deemed to have been
made by CBL, In each case befcre the completion date were excluded from the
P&A and therefore not taken over by DFCU. The tax refund could not be
established because financial statements for the penod ending 31% December
2016 prepared by BOU were not signed by both BOU and the Auditor. Besides,
accounts for the period between 1% January 2017 and 25™ January 2017 (P&A
completion date) had not been prepared at the time of writing this report. I could

not therefore establish the tax refund due to CBL in Recervership.

BOU management explained BOU had procured PWC to audit the Crane Bank
limited for the pericd between 1st January 2017 and 25th January 2017,

Excluded Liabilities

According to Schedule 3 of the P&A agreement, excluded liabilities included,
terminal benefits, tax habilities, liability for payment of ground rent in respect of
the Meera Investment Limited (MIL) properties, rent in respect of the other
properties rented by CBL prior to the completion date and any other liabilities of
CBL not known by the parties at the completion date.

A review of schedules of terminal benefits and correspondences between BOU
and DFCU relating to reimbursement of terminal benefits indicated that
UGX.5,117,386,364 was incurred as terminal benefits for CBL staff.

e Special board meeting ne 335 held on 27" January 2017 page 4
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However I could not establish status of other excluded habilities since the
financial statements for the period ending 31% December 2016 prepared by BOU
were not signed by both BOU and the Auditor. Additionally, accounts for the
period between 1% January 2017 and 25" January 2017 (PRA completion date)
had not been prepared at the time of writing this report.

BOU management explained BOU had procured PWC to audit the Crane Bank
limited for the period between 1st January 2017 and 25th January 2017.

2.9.6 Preparation of a Statement of affairs
Section 99(3) of the FIA 2004 states that notwithstanding anything in the Companies

Act, where any proceeding for the liquidation of a financial institution 1s commenced
under this Section, the Central Bank or any other person appointed by the Central

Bank shall be the liquidator of the financial institution.

Section 106(1) of the FIA 2004 requires the liquidator to keep proper financial
ledgers and financial records in a manner prescribed by the Central Bank in which

shall be recarded all financial transactions relating to the liquidation.

BOU as the hquidator was expected to prepare a statement of affars for CBL in

recevership but this was not done.

BOU management explained that CBL is still under receivership and has not yet
progressed Into liquidation, At the appropriate time, following completion of the

current court cases, a statement of affairs will be prepared In accordance with the

aw.

John F.5. Muwanga
AUDITOR GENERAL

KAMPALA

27" August, 2018
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Appendix 1: Detailed schedules of liability

Bank [ Classification of liability 1998 2001(bn) | 2002(bn) | 2005(bn) | 2016(bn)
{br)
International [ Customer deposits 16 693 18 498 18 498 0 0
Credit Bank | Government claims 0 0 0 18 498 11 969
Limited Balances due to local commercial 1009 1028 1028 1028 0.733
_ banks
Balances due to banks outside 10 697 10,697 10.697 0 0
Uganda
Administered funds 1.295 1.295 1295 1295 0.915
Borrowings at Bank of Uganda 1624 1917 1917 1917 1355
Bills payable 0.776 0.730 0730 1] 0
| Other habihties 0777 2.667 2728 | 24232 2 389
Provisions 3.008 3.570 3634 0 0
Contingent Liabilitres crystailized 4339 13081 13 081 4] 0
Accrued Audit costs 0 0 0 Q 007
Total liabilities 40.218 | 53.483 53.608 | 46.97 18.431
Bank Classification of liability | 1999(bn) | 2001(bn) | 2602{bn) | 2005(bn) | 2016(bn)
The Co- Customer deposits 53382 56 31 0 0 0
operalive Other liabilities and 9304 10 961 5,939 0 0
Bank Limited provisions
Administered funds 2.521 2.508 2.508 0 0
Liguidation expenses 0 4450 4 995 6 960 0.115
Deposit insurance fund ] 0 15.860 23 586 3 480
" Government of Uganda 0 0 32 266 21.894 11,086
PAYE 0 0 0334 0 ]
NSSF 0 0 0 066 Q 0
Carporation tax 0 0 1518 0 0
Clams venfied and 0 0 0 2.916 0979
recommended for payment
Claims pending Verification 0 0 0 3973 0.821
Total 65.207 |  74.229 63.49 | 59.329 | 16.481
Bank Classification of liability 1999 2002 2005 2016
(bn) (bn) (bn) (bn)
Greenland Bank | Customer deposits 64 912 3684 3496 0
Limited Commitments due to other 9,207 9 207 9 207 7 322
banks.
Deposit protection fund 0 15 559 15 561 11 410
Liquidation expenses 0 6.884 8.219 0
Other Creditors. 0 0 0 0122
Other Unsecured Creditors 0 2.162 2.629 27430
MSSF Fund Contribution Q 0008 0008 0007
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Ministry of Finance 0 22 869 22.869 25571
Due to Bank Of Uganda 24 053 24 208 24 208 20.576
Bank of Uganda on account of 0 4.120 4571 0]
depositors
Other bank of Uganda claims 0 0106 0106 0
UCB- Interbank placements 0 16.938 16 938 16 938
Administered Funds 0 2.759 2759 2,759
Interest Payable and other 4 055 0285 0.295 0
Liabilities
Total habilities

102.227 108,799 110.B66 | 112.135
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Appendix 3: CBL Assets and liahilities transferred

S/n | Assets PWC as at DFCU as at
20/10/2016 27/1/2017
(UGX.Bn)
1 Cash and balances with BOU 78.75 56 36
2 DUE FROM Banking Institutions 10 00 1196
3 Denvatives at fair value 0.47 0
4 Government securitres 168.47 166 54
5 Corporate bonds 1.77 0.60
3] Investment In equity shares 14 75 14.17
7 Net loans and advances 768 02 529.92
'8 | Other assets - ,f 9.95 756
9 Corporate tax receivable 1341 0
10 Property and Equipment 72.55 79.22
11 Operating lease prepayments 11.60 11.31
12 | Intangible assets 7 50 0
13 | Goodwill 0.69 0
14 | Investment in subsidiares 33.77 34.32
Total Assets 1191.7 911.96
Liabilities
1 Customer 977 19 674.96
2 Due to banking Institutions 67.47 37.14
3 Due to Bank of Uganda 18.62 200
4 Other borrowings 211.62 10913
5 Other habilities 27.93 36.48
6 | Deferred Tax Liability 19 82 0
Total liability 1322.65 1057.71
Equity and Reserves
1 Share capitai 210.00 210.00
2 Shareholders Capital contnbution 27.02 15.84
3 Accumulated losses (370 98) (439 78) |
4 Farr value reserve 3.01 2.32 |
5 Regulatory reserve 0 0
Total Equity and Reserve {(130.95) (211.62)
Other hiabilities not taken over by BFCU 0 2281
Shareholders’ deficit at takeover (439.72)
CBL Appendix 4: Reconciliation of Liquidity Support to CBL
REF. [ Date of Date of Request usD UGX/USD- Number of
No request Approval UGXx Beneficiaries
equivalent
{'000)
Al 21-Oct-16 21-Oct-16 To serve crane hank branches 77,500,000 16
Al 21-Oct-16 21-Oct-16 To obtain cash dollars from local
banks against RTGS to pay US 2,000 6,888,880
dallar depositors
A2 24-Oct-16 24-Oct-16 Clearing 5,500,000
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A2 24-Oct-16 24-Oct-16 Outward RTGS payments 10,600,000 42

A3 24-Cct-16 24-0Oct-16 | Qutward USD TT payments through 5,870 20,276,389 99
new York

A3 24-Oct-16 24-Oct-16 Letters of Credit Payments 3,780 13,057,027

A3 24-Qct-16 24-Oct-16 | Qutward USD RTGS Payments 1,900 6,563,056 37
{Funds required in Bank of Uganda)

Ad 25-0Oct-16 26-0ct-16 Outward USD TT payments through 3,890 13,452,048
new York

A4 25-Oct-16 26-Oct-16 Outward USD RTGS Payments 4,950 17,117 645 29
(Funds reguired i Bank of Uganda)

A4 25-Oct-16 26-Oct-16 Cash requirement 1,000 3,458,110

A5 26-Oct-16 | 27-Oct-16 Qutward USD RTGS Payments 1,670 5,783,861 29
{Funds required in Bank of Uganda)

AB 27-Oct-16 £B-Oct-16 | Cutward USD TT payments through 1,900 6,580,536
New York

AB 27-0ct-16 28-0ct-16 | Qutward USD RTGS Payments 900 3,117,096
{funds required in Bank of Uganda)

A6 28-Oct-16 28-0ct-16 | Outward RTGs 5,000,000

Ab 28-Oct-16 28-Oct-16 Cash requirement Kampala 3,900,000

At 28-Oct-16 28-Oct-16 Cash requirement Mbale 700,000

Ab 28-Oct-16 28-Oct-16 | Cash requmrement Jinja 400,000

A7 31-Oct-16 31-0Oct-16 Outward USD TT payments 1,850 6,410,528 20

A7 31-Oct-16 31-Oct-16 Outward USD RTGS Payments 1,350 4,677,953 13

(funds required in bank of Uganda)

A7 31-Oct-16 31-0Oct-16 | Outward RTGS 5,600,000

A7 31-Oct-16 31-Oct-16 Cash required (Mbale and Jinja) 1,400,000

A9 1-Nov-16 1-Nov-16 Qutward USD TT payments through 1,260 4,371,381
New York 5 _

A9 1-Nov-16 1-Nov-16 Outward RTGS Payments (funds 220 763,257
required in Bank of Uganda) o

A9 1-Nov-16 1-Nov-16 Funds regquired in RTGS account 1n 500 1,734,675
BOU

Al0 2-Nov-16 2-Nov-16 Outward USD TT payments through 1,030 3,580,579 37
New York

All 4-Nov-16 4-Nov-16 Cutward USD TT payments through 1,160 4,049,931 18
New York

All 4-Nov-16 4-Nov-16 Funds required in RTGS Account in 1,410 4,922,761 6
BOU

All 4-Nov-16 | 4-Nov-16 Cash required 250 872,830

Al12 7-Nov-16 7-Nav-16 Outward USD TT payments through 5,775 20,278,566 20
New York

Al2 7-Nov-16 7-Nov-16 Funds required in RTGS Account in 610 2,141,978 8
BolU

Al3 9-Nav-16 9-Nov-16 Qutward USD TT payments through 3,256 11,436,374 3

_ standard chartered bank New York
Al3 9-Nov-16 9-Nov-16 Funds required in RTGS account In 425 1,452,770 B
_ bank of Uganda

Al4 10-Nov-16 10-Nov-16 | Qutward USD TT Payments through 1,892 6,658,913 18
standard chartered bank new York

Al4 10-Nov-16 10-Nov-16 | Funds required 114 401,224 8

Al5 11-Nov-16 11-Nov-16 | QOutward USD TT payments through 290 1,024,590 16
standard chartered bank New York _

AlS 11-Nov-16 11-Nov-16 Outward USD RTGS 209 738,412 2
payments/clearing/cash

Alé 14-Nov-16 14-Nov-16 | Outward USD TT payments through 629 2,231,786 17

standard chartered bank New York
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Al7 16-Nov-16 16-Nov-16 | Outward USD TT payments through 833 3,340,168 5
standard funds required in New
York
Al18 17-Nov-16 17-Nov-16 | Qutward USD TT payments through 579 2,078,176 20
standard chartered bank
Al19 23-Nov-16 23-Nov-16 | Funds requirement 10,290,000
23-Nov-16 23-Nov-16 | Outward USD TT payments through 4,326 15,677,986 22
standard chartered Bank New York
A20 24-Nav-16 24-Nov-16 | Provisian for clearing RTGs/EFT 10,000,000 18
A20 25-Nov-16 25-Nov-16 | Qutward USD TT payments through 1,413 5,125,573 30
o standard chartered Bank S
A2l 2B-Nov-16 28-Nov-18 | Prowision for cash/clearing/RTGS 10,000,000 4
A21 28-Nov-16 28-Nov-16 Outward USD RTGS 852 3,089,233
payments/cleaning/cash
A22 30-Nov-16 30-Nov-16 Outward USD RTGS 289 1,048,966 2
payments/cleanng/cash
A23 2-Dec-16 2-Dec-16 Qutward USD TT payments through 1,259 4,568,911 46
| standard chartered Bank New York
A24 7-Dec-16 | 7-Dec-16 Qutward USD TT payments through 1,562 5,645,412 13
Standard Chartered Bank New York
AZ5 12-Dec-16 12-Dec-16 | Outward USD TT payments through 3,710 13,302,799 28
chartered Bank New York
AZ6 13-Dec-16 13-Dec-16 | Qutward USD TT payments through 822 2,938,420 30
standard chartered Bank New York
AZ7 15-Dec-16 15-Dec-16 | Qutward USD TT payments through 1,093 3,929,816 19
New York
AZB 16-Dec-16 16-Dec-16 | Qutward USD TT payments through 3,308 11,866,821 21
standard chartered bank New Yark
A29 23-Dec-16 23-Dec-16 | Qutward USD TT payments thraugh 599 2,139,928 21
New York
A29 19-Dec-16 22-Dec-16 | Qutward USD TT payments through 1,547 5,526,658 22
New York
A29 21-Dec-16 21-Dec-16 | Outward USD TT payments through 663 2,368,568 27
New York
A29 22-Dec-16 23-Dec-16 | outward USD TT payments 472 1,686,220
A30 28-Dec-16 29-Dec-16 | NSSF Fixed Deposit 10,000,000 1
A31 27-Dec-16 29-Dac-16 | Payment of Letters of Credit 6,170 22,042,325 5
A32 3-Jan-17 3-Jan-17 Outward USD T¥ payments through 2,080 7,526,397 12
New York
A33 9-Jan-17 9-Jan-17 QOutward USD TT payments through 1,867 6,776,743
New York
A33 9-Jan-17 10-Jan-17 | Provision clearing/cash/EFT/RTGS 13,855,000 10
Total 459,507,273

Schedule A-Documentis Reviewed

S/n

Document reviewed

Purpose

Financial Institutions Act 2004
and the Financal

Statue 1993.

Institutions

expected,

¢ To confirm whether the inventory count was properly undertaken
= To confirm whether the statutory manager performed his duties as

e To ascertain whether the procedures for prepanng the Inventory
reports at closure were followed.

e To confirm whether all the labilities were supported with schedules

and settled in ine with Sections 105 and 106 of the FIA.

» To establish whether funds into and out of the DPF were properly
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managed.
2 Purchase and assumption = To Isolate assets taken over by BOU and how they were recorded
agreements and accounted for,

* To1solate liabities taken over by BOU and how they were recorded
and settled

3 Statements of affairs * To establish whether the liabilities were properly recorded with
detalled schedules.

= To establish the Vanances between the Inventory report and
statement of affairs and followed up through nguiry and document
review

* To establish the total cost arising out of the liquidation process.

= To ascertain the total cost incurred on liquidation and whether the
costs were eligible

4 Inventory reports » To establish whether the inventory was prepared in accordance with
FIA/FIS procedures

* To establish whether the labiliies were properly recorded with
detailed schedules.

* To establish the Varnances between the Inventory report and
statement of affairs and followed up through inquiry and document
review.

5 Bank statements/recovery « To ascertain the total cost incurred on hquidation and whether the
L | account statements costs were eligible.
Schedule B-Persons Interviewed
Sn | Person interviewed Purpose
1 Deputy Governor BOU To cbtain responses tc the matters raised n the draft
management letter
2 Statutory Manager CBL To obtain responses to the matters raised in the draft
management letter.
3 Legal Counsel BOU To obtain responses to the matters raised in the draft
management letter,
4 Incoming  Executive  Director | To obtain information on the resolution of the defunct banks
Supervision BOU
5 Outgoing  Executive  Director | To ascertain the process of CBL resolution
Supervision BOU o
6 Director Commercial Bank To discuss the process of resolution for ICB, Greenland and
Cooperative
7 Deputy  Director  Commercial | To discuss the process of resolution of NBC
Bank
7 Semior Principal Bank Officers | To obtain information on the resolution of the defunct banks
9 Chief Executive Officer DPF To understand the application of the DPF in the resolution of
the defunct banks.
10 | Head of Administraton and | To understand the application of the DPF in the resolution of
Liaison DPF the defunct banks.
11 | Chairman CBL group To obtain clanfication on the information submitted by CBL
shareholders to the Auditor General.
12 | Director CBL group To obtain clanfication on the information submitted by CBL
shareholders to the Auditor General,
13 | CBL lawyer/advisor To obtain clarification on the information submitted by CBL
shareholders ta the Auditor General.
14 | CBL consultant To obtain clarification on the information submitted by CBL

shareholders to the Auditor General,
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