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Executive Summary 
 

Background 

 
i. The Ugandan financial system stands at a crossroad.  It performs a number of 

crucial tasks, such as banking for medium to large corporations, and effectively 

providing payments and savings services to sizeable segments of the population. 

However, much remains to be done to increase the depth and breadth of the financial 

sector in order to contribute to both higher economic growth and increased poverty 

reduction.  Countries with higher levels of financial development experience better 

resource allocation, higher GDP per capita growth, and faster rates of poverty 

reduction.  Thus, achieving a sustainable increase in financial deepening remains an 

important goal for Uganda‘s development agenda. 

 

ii. The majority of the Ugandan population lack financial services.  Despite 

considerable progress in the expansion of Uganda‘s financial services, 62 percent of 

Ugandans (about 18.1 million people) are unserved by any kind of financial institution, 

formal or informal.  Uganda suffers from a low savings rate, low levels of lending, high 

costs, and high margins.  While liquidity within the system is considerable, banks 

prefer to invest in treasury securities rather than servicing a broader segment of the 

enterprise sector. 

 

iii. The local market for term finance remains underdeveloped.  While the financial 

system is able to provide bank financing for segments of the enterprise sector, financing 

for maturities longer than about seven years is largely unavailable.  This is a major 

constraint to the financing of much-needed infrastructure investment and severely 

curtails the development of finance for the housing market.  The dearth of investment in 

infrastructure has repeatedly been identified as a major constraint to economic 

development. 

 

Objectives 
 

iv. The objective of this report is to contribute to the continuing policy dialogue on 

financial sector development.  It is intended that the analysis and recommendations 

from this report will contribute towards the preparation and implementation of the 

National Development Plan (NDP) and the implementation of the Financial Markets 

Development Plan.  

 

v. The Making Finance Work for Uganda report was produced as a result of the 

studies undertaken in Uganda during 2008 and 2009.  The specific topics for the 

studies were identified in consultation with the Ugandan authorities as areas of 

particular relevance in following up on the FSAP Update (2005) and the Country 

Economic Memorandum (CEM, 2007).  The report is part of a broader working paper 
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series that complements the broader review of the financial policy agenda provided in 

Making Finance Work for Africa (Honohan and Beck 2007).  

 

vi. This report has two parts: “Improving Access to Financial Services” and 

“Improving the Supply of Term Finance.”  Thus it continues the approach of Making 

Finance Work for Africa which took a panoramic view of Africa‘s financial systems, 

both at the large scale (―finance for growth‖) and the small scale (―finance for all‖). 

The first part of this report focuses on three ways of improving access: expanding 

access though the banking system, developing rural and agricultural finance, and 

improving payments and remittances systems.  The second part looks at three ways of 

improving the supply of term finance: reforming the pension system, developing the 

housing finance market, and increasing the private financing of infrastructure  

 

Part 1: Improving Access to Financial Services 

 

a. Expanding Access through the Banking System 
 

vii. Uganda’s banking sector is sound, but inefficient.  Banks are well capitalized and the 

nonperforming loans ratio is low.  Deposit levels are growing but still low as well. 

Despite growth in asset levels, this remains a low intermediation banking system. 

 

viii. There are a number of constraints to expansion of lending.  These constraints can 

be grouped into two main categories: (i) legal and regulatory constraints, and (ii) 

information and capacity constraints.  Some of the key constraints include: insufficient 

support for creditor rights, excessive provisioning requirements, and difficulties in 

obtaining land title information.  

 

ix. The report suggests both policy reforms and institutional reforms.  These include 

reviewing unnecessarily restrictive bank regulations and supervisory practices, 

introducing a small-claims procedure system for resolution of commercial disputes, 

expanding the scope of the credit reference bureau to include collection of data on 

nonbank payments, completing computerization of the land and company registries, 

and strengthening the court system by installing computerized case management. 

 

b. Developing Rural and Agricultural Finance 
 

x. Access to finance in rural areas is limited.  According to a 2006 Finscope survey, 62 

percent of Uganda‘s population has no access whatsoever to financial service. The 

divide between urban and rural areas is significant, with 52 percent of the urban 

population and 65 percent of the rural population unserved. The government is 

implementing a Rural Financial Services Strategy that involves having a strong Savings 

and Credit Cooperative‘s (SACCOs) in every sub county. However much remains to be 

done to have promote a savings culture and to have sustainable SACCOs and greater 

financial inclusion.  
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xi.  Agricultural finance is still limited and does not reach the majority of the 

population.  Some of the larger farmers get some funding, but even they do not get 

long- term funding.  Subsistence farmers, who are the majority, get very little short-

term funding, mainly through microfinance institutions (MFIs). The collateral 

requirements of banks are still a hindrance to financing.  The potential for leasing has 

not been fully developed.  

 

xii. The report suggests both policy and institutional reforms to develop rural and 

agricultural finance.  To achieve these reforms, the report recommends that the 

authorities continue the efforts to strengthen the Uganda Cooperatives Savings & Credit 

Union (UCSCU) as an apex institution for SACCOs, promote improved governance of 

SACCOs, enact a leasing law, strengthen the agricultural credit guarantee scheme, and 

facilitate the development of crop/livestock insurance products.  

 

c. Improving Payments and Remittance Systems 

 
xiii.The Bank of Uganda (BOU) has taken some important steps to modernize the 

payment systems.  The program began five years ago with the goal of achieving high 

quality, accessible, reliable, and affordable payment services, increasing confidence in the 

banking system, and reducing the dependency of the Ugandan economy on cash and 

checks. 

 

xiv. However, implementation of this vision appears to be lagging.  In particular there 

are significant delays in enacting payment system legislation.  Despite significant 

progress by the central bank in upgrading the safety and efficiency of the payments 

systems, as yet the efficiency gains from new technology are not being translated into 

lower fees to bank customers.  High bank charges are a major disincentive to the use of 

electronic payment services. 

 

xv. The report suggests both policy and technology reforms to expand the systems.  To 

achieve meaningful reform, the report recommends that the authorities expedite the 

enactment of payments systems legislation, increase access to the payments system to 

include Tier 2 and Tier 3 financial institutions, encourage greater competition to reduce 

bank charges for provision of payment services, require interoperability among bank 

payment switches, and integrate the electronic securities and fund transfer systems. 

 

 

Part 2: Improving the Supply of Term Finance 

 

d. Reforming the Pension System 
 

xvi. There is a need for an overall pension regulatory framework.  The MoFPED is 

already working on a pension regulatory Bill.  This Bill and a set of implementing 

regulations should be enacted and implemented as soon as possible.  The Act should 

give the pension regulator authority over the NSSF, the Public Service Pension Scheme 

(PSPS), and all the occupational schemes.  Having an overarching pension regulatory 
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authority is important to improving the governance of the sector, promoting reform, and 

advancing liberalization. 

 

xvii. The private pension system needs to be fully liberalized.  Currently, private formal 

sector employees are required to contribute 15 percent of their salary to a monopoly 

pension fund, the National Social Security Fund (NSSF).  As a result, NSSF had 

amassed a portfolio worth more than UGS 1.42 trillion (USD 768 million) as of 

September 2009, approximately 5 percent of GDP, making it the only major source of 

term financing in Uganda.  Despite recently improved investment returns, a history of 

repeated governance and management failures has focused the authorities on the short-

term need for strengthening the governance of NSSF. The report supports the intentions 

of the authorities‘ ―once the legal and regulatory foundation for private pension fund 

administration is in place― to remove NSSF‘s monopoly position, with a view to full 

liberalization of private sector pension provision. 

 

xviii. The government’s commitment to public service pension payments is 

unsustainable and undermines confidence in fiscal management.  The government‘s 

commitment to provide public sector employees with an unfunded Public Service 

Pension Scheme (PSPS) has resulted in a large implicit pension debt.   Although the 

government has embarked on an accelerated amortization of historic arrears, according 

to the Ministry of Public Service, new arrears are being accumulated every year, due to 

under-budgeting of the government's commitments.  Changes in the parameters of the 

PSPS will be required to reform the current defined benefit system and move to a 

fiscally sustainable system.  The envisaged reform of the PSPS would alleviate pressure 

on the government‘s financing needs while also contributing to the development of the 

local capital market through gradual transition to fully funded public sector pensions. 

 

e. Developing the Housing Finance Market 
 

xix. The new legal framework could help to expand housing finance. The mortgage act 

was passed by parliament in April 2009 and became and Act in October 2009. The new 

act should help provide a suitable regulatory environment for secured lending.  The 

authorities are encouraged to prepare the rules and regulations for implementation of 

the act. 

xx. The establishment of a liquidity facility could provide long-term funding.  Growth 

of the housing finance market has also been slowed by issues such as the severe 

shortage of long-term funding.  To alleviate this constraint, the authorities are 

encouraged to consider the establishment of a liquidity facility that would allow banks 

to overcome some of the maturity mismatch issues and provide investors and pension 

funds with a supply of bonds, yielding a better return than treasury bills, without a 

significant increase in risk. 

 

xxi. Creative options are needed to address the growing housing gap.  Although the 

Ugandan mortgage market is developing at a steady pace, there is a huge need to 

accelerate the development of housing that can be eligible for mortgage financing.  A 
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large housing gap exists, in terms both of absolute numbers and of the quality of the 

housing stock, which is particularly lacking in urban areas.  

 

f. Increasing the Private Financing of Infrastructure 
 

xxii. The condition of potential issuers is the key demand driver for infrastructure 

finance in Uganda.  The case of the National Water and Sewerage Corporation 

(NWSC) is a good example of a local infrastructure provider with a strong potential to 

attract private financing for a portion of its overall capital investment program. 

Furthermore NWSC is a reformed infrastructure parastatal whose need for commercial 

finance was a driver of its reform process. The preparation of the NWSC bond shows 

that reform issues such as tariff predictability and sufficiency, along with operational 

efficiency, will be the key drivers of demand for private financing.  Critically, the 

capital structure of potential issuers will affect their likely success in raising 

commercial finance.  The removal of legacy debt from the balance sheet of potential 

issuers through equity swaps or otherwise is also critical. 

 

xxiii. There is a need to strengthen the transaction advisory sector.  Potential issuers and 

lenders require good transaction advisory services to make credit decisions.  By placing 

debt in the wider East Africa region, issues of liquidity and completion among investors 

will help to allocate capital more efficiently.  This is particularly relevant where the 

markets are not fully developed (as in Uganda) and market players are not fully 

equipped to evaluate documentation and the structure of financing.  External support 

for transaction structuring and advisory would help to catalyze Ugandan infrastructure 

finance while building capacity in the local advisory sector.  

 

xxiv. Consider developing a term transformation facility.  Ideally, the long-term liquidity 

contained in the unreformed pension sector would be used to provide the required long- 

term finance for infrastructure projects.  However, because of the concentration of that 

liquidity, there is a risk that liquidity will be unavailable when it is required.  As such, 

benefits to the infrastructure sectors could be developed through the development of 

term transformation interventions.  These could include the development of refinance 

options, which allow banks to provide longer-term finance.  Facilities such as the 

Uganda Energy Capital Corporation set up under the Energy for Rural Transformation 

Project (ERT) will be particularly useful in the small project finance segment of the 

wider infrastructure sector. 

 



 

 vi 

Summary of Key Recommendations   
 

Part 1. Improving Access to Financial Services 
 

Expanding Access through the Banking System 
 

 

Area Short Term  

[year 1] 

Medium Term  

[years 2-3] 

Expected Outcomes 
 

Regulations 

 

Review BOU regulations 

requiring minimum 

provisions (fully implement 

IFRS) 

 

Review BOU stipulations 

on branch opening 

requirements.  

 

Revise regulations on core 

deposits to allow a 

proportion to be treated as 

long-term liabilities  

 

Increased lending to MSMEs 

 

Increased longer-term lending  

 

Lower costs for bank 

Increased number of bank and 

MDI branches 

 

Commercial 

Courts  

Install a computerized case 

management system 

 

Present small claims 

procedure system 

regulations to Chief Justice. 

 

 

Implement small claims 

procedure system 

Increased trade credit 

 

Increased MSME lending 

 

Reduced cost of collection 

 

Credit 

Reference 

Bureau 

 

Ensure full participation of 

all financial institutions and 

customers in CRB 

Expand the scope of CRB‘s 

activity to collect data on 

nonbank payments and 

allow nonbank firms to 

obtain credit data  

 

Improved access to trade credit 

by MSMEs 

Branchless/ 

Mobile Banking 

Issue mobile banking 

licenses 

 

 

Issue branchless banking 

guidelines 

 

 

Wide range of mobile and 

branchless banking services 

available 

 

Reduction in bank charges  
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Developing Rural and Agricultural Finance 
 

Area Short Term  

[year 1] 

Medium Term  

[years 2-3] 

Expected Outcomes 
 

SACCOs 

 

 

Submit Tier 4 regulatory bill  

to parliament 

 

Strengthen UCSCU 

 

Set up Tier 4 regulatory 

authority  

 

Complete external audits of 

licensed SACCOs 

 

Increased confidence in MFIs 

and SACCOs 

 

Increased bank lending to 

SACCOs 

 

Leasing 

 

 

Submit leasing bill to 

parliament 

 

 More banks providing leasing 

 

Insurance of 

Crops and 

Livestock 

 

 

Develop crop and livestock 

insurance products 

 

 Increase in number of insurance 

companies providing crop and 

livestock insurance 

 

 

Improving Payments and Remittances Systems 
 

Area Short Term  

[year 1] 

Medium Term  

[years 2-3] 

Expected Outcomes 
 

Legal  

Framework 

Present payment system bill 

to parliament 

 

Strengthen oversight 

capacity at BoU 

 

Secure and efficient payment 

system 

EFT and RTGS Provide Tier 2 and Tier 3 

institutions access to EFT 

system 

 

Upgrade RTGS system 

 

Increase in proportion of 

electronic transfers and reduced 

costs 

 

Faster execution of cross border 

payments 

 

Retail Payments Establish foundation for a 

common switch 

 

 

Require all licensed 

financial institutions to use 

central switch with common 

tariffs for all transfers 

 

Increased usage of ATM and 

POS terminals 

Remittances Prohibit exclusivity 

agreements between banks 

and remittance service 

providers 

 

Improve information on 

remittance flows and costs  

 

Publish information on 

remittance flows and costs 

on a quarterly basis 

Increased number of remittance 

service providers 

 

Increased access to remittance 

services  

 

Reduced cost of remittances 
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Part 2. Improving the Supply of Term Finance 
 

Reforming the Pension System 

 
Area Short Term  

[year 1] 

Medium Term  

[years 2-3] 

Expected Outcomes 
 

Regulatory 

Framework 

 

Submit Uganda Retirement 

Benefits Authority (URBA) 

bill to Parliament 

 

Prepare draft amendments 

to existing legal framework 

(for example trust law, 

CMA act, tax law, 

accounting regulations)  

Appoint URBA board and 

operationalize URBA 

 

Submit draft amendments to 

parliament 

 

Sign MoU between URBA, 

CMA, and UIC to ensure 

coordination among NBFI 

regulators 

 

Issue regulatory guidelines 

for pension schemes (both 

private and public) 

 

Regulated, competitive private 

pension industry catering for 

both mandatory and voluntary 

pension savings 

 

Effective regulatory framework 

and supervision of pension 

products and service providers 

Private Sector 

Pensions 

 

Include private sector 

pension liberalization 

principles in URBA Bill 

 

Delegate NSSF investment 

management responsibilities 

to private asset managers 

 

 

 

Develop and disseminate 

transition guidelines to all 

private schemes 

 

Submit amendments to 

NSSF act to parliament 

 

License all private schemes 

 

 

Less concentrated institutional 

investor base 

 

More choice available to pension 

scheme members according to 

their risk-preference and 

individual circumstances 

 

Regulated competition, leading 

to lower fees, higher returns, 

more transparency, improved 

financial literacy 

 

Public Sector 

Pension Reform 

 

Establish working group on 

PSPS reform. 

 

Undertake diagnostic review 

of PSPS organization and 

processes  

 

Initiate actuarial valuation 

of PSPS ( under a no policy 

change scenario) 

 

Complete actuarial 

valuation 

 

Prepare and present PSPS 

reform options paper to 

cabinet (including 

projections of the expected 

fiscal and welfare impact of 

options) 

 

Submit amended Public 

Service Pensions Bill to 

parliament 

 

 

 

Lower public pension debt and 

fiscal gap 

 

Actuarially more fair and 

fiscally more sustainable pension 

system for government 

employees; 

 

Improved service quality and 

accountability at PSPS 
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Developing the Housing Finance Market 
 

Area Short Term  

[year 1] 

Medium Term  

[years 2-3] 

Expected Outcomes 
 

Legal 

Framework 

Prepare rules and regulations 

for the mortgage act 

 

Present consumer protection 

law presented to parliament 

 

Design legal framework for 

securitization 

 

Increase in mortgage lending 

Valuation Revise valuation policy 

 

Strengthen capacity of 

valuation office 

 

Increased efficiency in 

mortgage transactions 

Financing Develop strategy for long-term 

benchmark issues 

 

Undertake initial design of  

liquidity facility 

 

Issue long-term benchmark 

bonds 

 

Establish liquidity facility 

 

Increased tenure of mortgages 

 

Rental Housing Complete strategy for 

development of  rental market 

 

Develop incentives for 

rental housing 

Increase in construction of 

rental housing 

 

Increasing Private Financing of Infrastructure 

 
Area Short Term 

[year 1] 

Medium Term 

[years 2-3] 

Expected Outcomes 

Capacity of 

Infrastructure 

Providers 

Develop and adopt financing 

policy for parastatal 

infrastructure providers 

 

 

Obtain credit ratings for all 

parastatals providing 

infrastructure services 

 

 

Increased capacity of 

parastatal infrastructure 

companies to manage the 

borrowing process 

Financing Complete NWSC bond 

transaction 

 

Develop asset backed 

securities policy 

 

Prepare design of term 

transformation facility for 

infrastructure (similar to 

Uganda Energy Capital 

Corporation)  

 

Complete preparation of 

another parastatal bond 

transaction 

 

Submit regulations for asset 

backed securities to cabinet 

 

Establish term 

transformation facility (or 

expand Uganda Energy 

Capital Corporation to cover 

other sectors) 

 

Reduced burden on GoU fiscal 

resources to finance 

parastatals 

 

Increased bond financing of 

infrastructure 

 

Increased long-term bank 

financing for infrastructure 

 

PPP Framework Prepare PPP framework 

cabinet paper  

Prepare PPP Bill and submit 

to parliament 

 

Establish PPP unit and 

develop guidelines 

 

Complete  one PPP 

transaction 

Increased capacity to manage 

PPP project development 

efficiently  

 

Increased service delivery 

levels 
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1. Introduction 
 

Objectives 
 

1-1. ―Making Finance Work for Uganda‖ was produced as a result of studies 

undertaken in Uganda during 2008 and 2009 The specific topics for the study were 

identified in consultation with the Ugandan authorities as areas of particular relevance in 

following up on the Financial Sector Assessment Program (FSAP) Update (2005) and the 

Country Economic Memorandum (CEM) (2007).  The report is part of a broader working 

paper series that complements the broader review of the financial policy agenda provided 

in ―Making Finance Work for Africa‖ (Honohan and Beck 2007).  

 

1-2. The objective of this report is to contribute to the continuing policy dialogue on 

financial sector development. It is intended that the analysis and recommendations from 

this report will contribute towards the preparation and implementation of the National 

Development Plan (NDP) and the implementation of the Financial Markets Development 

Plan.
1
 

 

Background 
 

1-3. The 2005 FSAP Update characterized the Ugandan financial system as stable and 

growing, but also small relative to its peers, underdeveloped, and not able to fully support 

economic growth. While recognizing the remarkable progress that the authorities had 

made in implementing the recommendations of the 2001 FSAP and thereby laying the 

foundations for a sound and profitable financial system, the FSAP Update noted that the 

key challenge facing the authorities is to create conditions that would lead to increased 

intermediation, and therefore a greater role for the financial sector in supporting 

economic development. 

 

1-4. The 2007 CEM noted that Uganda‘s financial system is still quite shallow, and 

that considerable benefit, in terms of both higher growth and faster poverty reduction, 

would result from increasing the depth and breadth of the financial sector. The CEM 

highlighted that the binding constraint in the financial system seems to be intermediation, 

rather than the low savings rate: even if banks are provided with additional savings, under 

present circumstances, they prefer not lend them to the private sector. This observation is 

supported by the extreme imbalance between increases in deposits and increases in 

lending to private sector borrowers. 

 

1-5. The Ugandan financial market has a growing commercial banking sector and a 

nascent bond market dominated by a single investor. Local banks tend to have low asset- 

to-deposit ratios, preferring to instead to use their deposits to fund treasury bills and 

                                                
1
 The preparation of the Narional Development Plan (2009–2013) is being led by the National Planning Authority. The 

preparation of the Financial Markets Development Plan (2008–2012) was led by the Bank of Uganda. Its 

implementation is being coordinated by an FMDP steering group at the BoU. 
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bonds. The larger banks have excess liquidity that they are willing to deploy in financing 

medium-term assets (5–7 year tenure). The loan covenants required under such lending, 

however, can be onerous. Given the limited competition within the banking sector (and 

between banks and the wider capital markets) loan spreads remain high.  

 

1-6. While the situation may be improving, Uganda still lags behind many of its 

neighbors with its small financial sector and excessive liquidity.  Uganda‘s ratio of 

private credit to GDP lags below its peers as does its ratio of domestic deposits to GDP. 

Furthermore, Uganda has a low level of access to finance, as shown in Figure 1.3.
2
  

 

1-7. The 2007 CEM also noted that ―the single most important measure to support the 

development of the market for term finance in Uganda will be pension reform. Pension 

reform can have a significant positive impact both in providing protection to Ugandans in 

old age and in stimulating savings and the development of the market for longer-term 

finance.‖ 

 

1-8.  The pension reform process, which had been stalled for several years, gained 

momentum with the cabinet approval in February 2008 of a policy paper on pension 

sector regulation. This is an important first step as it will lead to new legislation to be 

enacted to establish an independent regulatory authority for both public and private 

pension funds. However, for the reform process to be completed, two further important 

steps are necessary: (i) for private pensions, liberalizing the sector by allowing qualifying 

occupational schemes to cease contributing to the NSSF,  and (ii) for public pensions, 

converting the public service pension scheme into a self-sustaining scheme. The creation 

of a multipillar pension system is an important step. Private occupational schemes 

currently hold an estimated value of US$60 million.
3
 Pension providers are natural 

investors for mortgages, given that they have long-term liabilities and seek to bridge their 

mismatch by investing in long-term assets. The key is to ensure that an efficient 

mechanism exists for channeling the pension funds‘ long-term liabilities into the 

mortgage lenders‘ long-term assets. This study examines these issues in detail and 

provides recommendations for implementing such reforms. 

 

1-9. The need for housing finance and investment in housing in Uganda is clear. A 

large housing gap exists in terms of absolute numbers and of the quality of housing stock. 

As with much of Sub-Saharan Africa, there is a trend toward increased urbanization. This 

presents a set of new challenges for urban planners and financial authorities that are not 

being addressed adequately at present. Growth of the housing finance market has been 

slowed by issues such as high interest rates, difficulties in accessing credit, an 

underdeveloped financial system, and uncertainties in the regulatory structure.
4
 This 

                                                
2The Finscope survey 2007 showed that in spite of a strengthened banking, system 62 percent of Ugandans are 

unserved by any kind of financial institution, formal or informal. Of the 38 percent that are served, only 18 percent are 

served by a formal provider (commercial bank, MDI, or credit institution), while 20 percent are served by semiformal 

or informal providers. 
3
 Kalema 2008. 

4
 Extensive studies on the Uganda mortgage market by Finmark Trust (2008) and IFC (2005)  point to a number of 

deficiencies, which, despite some recent changes, remain major obstacles to the development of a widely accessible 

housing finance system in Uganda. 
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study provides a practical framework for the policy and institutional reforms necessary to 

increase the level of long-term financing directed toward housing and housing 

construction.  

 

1-10. The role of private financing of infrastructure development is increasingly being 

highlighted as necessary in the African context.  Despite its limited size, Uganda‘s 

financial sector has the potential to make a meaningful contribution to infrastructure term 

finance as shown in the National Water and Sewerage Corporation (NWSC).  NWSC is 

currently in the final stages of approval for a UGS 100 billion medium-term note program 

to issue relatively long-term listed bonds. Leveraging work undertaken in the context of 

the CEM, and based on recent NWSC experience, the team has identified constraints to 

expanding private financing of infrastructure and provided recommendations for further 

stimulating the development of the Ugandan bond market. 

 

Structure of the Report 
 

1-11. This report has two parts: Improving Access to Financial Services and Improving 

the Supply of Term Finance. The first part focuses on three areas: expanding access 

though the banking system; developing rural and agricultural finance; and improving 

payments and remittance systems. The second part focuses on three key areas: reforming 

the pension system; developing the housing finance market; and increasing the private 

financing of infrastructure.
5
 

 

1-12.  Each chapter has the following structure: the first section provides an overview 

of the chapter topic; the second presents an analysis of the results of the survey (where 

applicable) and interviews, and categorizes constraints; the third section provides 

recommendations to address the constraints. 

 

                                                
5
 The subject of ―Branchless Banking,‖ which was in the original concept note for this study, was not studied. The 

World Bank was informed that GTZ and the Bank of Uganda were going to undertake a study on this subject during 

2008. It is now expected that this study will be undertaken in 2009.  
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2. Expanding Access through the Banking System 
 

2-1. This chapter identifies obstacles to the expansion of financial service provision by 

formal financial institutions. The first section describes characteristics of the banking 

sector, including banking sector soundness and the efficiency of the banking system. The 

second section discusses the findings of the joint World Bank/BOU survey of financial 

institutions. The final section describes a set of recommendations which could assist in 

expanding access to finance through the banking system. 

 

Overview of the Banking Sector 
 

2-2. The Ugandan banking sector has grown rapidly in the last three years. While 

Stanbic has dominated the sector in terms of its overall size and branch network, almost 

without exception all of its competitors (such as Barclays) are seeking to provide greater 

geographical coverage by opening new branches outside Kampala. The driving factor in 

this expansion has been the emergence of strong competition in the corporate banking 

market, which has in turn forced the larger banks to start looking for loan clients well 

below the thin tier of ―blue chip‖ corporate clients they have traditionally served.  

 

2-3. Total assets and deposits have increased by about 20 percent per year. .   

Total lending rose at an average rate of almost 36 percent, as shown in figure 2.1. This 

reflects the physical expansion of the sector in terms of numbers of branches and 

increased efforts by banks to market deposit products to retail customers and private 

sector businesses.  Retail deposits are particularly attractive to banks, because of the low 

rates paid on savings and the wide margins earned from on-lending deposits. This has led 

to a more active approach to increasing deposits. 

 
Figure 2.1:  Growth in Banking System 
 

 
 

Source: Bank of Uganda; World Bank analysis 
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2-4. Lending to government and parastatals accounts for less than one percent of 

total loans. This suggests that the relatively low ratios of loans to total assets and total 

deposits are not caused by the crowding out of the private sector by the state and state-

owned enterprises. Nevertheless, the high real rates of return available from investments 

in treasury bills (above 14 percent) provide banks with an attractive alternative to 

lending, and consequently set a high base rate for all other types of lending. Lending was 

highest to the category ―other services,‖ which includes small businesses, with lending to 

utilities (transportation, communication, water, and electricity) showing an increase in the 

last three years (figure 2.2) 

 
Figure 2.2 Structure of Bank Lending (UGS billions) 

 

Source: Bank of Uganda; World Bank analysis 

 

2-5. Banks continue to maintain high levels of liquidity. While the trends in asset 

and deposit growth would suggest that banks were reallocating assets into lending, the 

ratios of loans to total assets and loans to deposits remains low, at only about 43 percent 

and 69 percent, respectively, at the end of 2008. Banks continued to maintain very high 

levels of liquidity, with the ratio of liquid assets at about 45 percent at the end of 2008 

(table 2.1).  

 

2-6. Banks remain well capitalized. The banking sector‘s capital also rose quickly 

during the period 2006 to 2008, increasing by an average of almost 55 percent per year. 

Average returns on Tier I and Tier II capital were about 32 and 30 percent, respectively 

and were accompanied by significant increases in the amounts of capital invested in 

banks. As a result, total capital ratios remained stable at above 8 percent of assets 

throughout the period (table 2.1). 
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Table 2.1: Trends in the Ugandan Banking System 2005-2008 
 

Ratio      31/12/2005 12/31/2006 12/31/2007 12/31/2008 Mean 

Loans to Deposits 46.34% 55.15% 58.58% 68.56% 57.16% 

Loans to Total Assets 32.58% 36.62% 37.72% 42.61% 37.38% 

Liquid Assets to Total Assets 55.06% 51.91% 51.54% 44.79% 50.82% 

Deposits to Total Liabilities 79.63% 75.37% 73.53% 73.27% 75.45% 

Deposits to Total Liabilities & 

Capital 70.30% 66.41% 64.40% 62.15% 65.81% 

Total Capital to Total Assets 11.72% 11.88% 12.42% 15.17% 12.80% 

Return on Tier 1 Capital 43.02% 36.68% 41.65% 27.67% 37.25% 

Return on Total Capital 28.58% 25.71% 27.65% 20.10% 25.51% 

Return on Assets 3.35% 3.06% 3.43% 3.05% 3.22% 

Total Provisions to Total Loans 10.09% 9.43% 8.44% 7.00% 8.74% 

 

Source: Bank of Uganda, World Bank analysis  

 

 

2-7. The turmoil in the global financial markets has not directly affected Uganda.  

Due to the financial crisis, economic activity in most industrialized countries has declined 

sharply, with financial institutions particularly affected. The financial system in Uganda 

has remained largely stable over the period. There have not been any cases of severe 

liquidity problems, distress or capital inadequacy in Uganda. However, there is still some 

uncertainty over the magnitude of the effect of the global financial crisis on the 

macroeconomy in general, and the financial sector in particular. 
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Table 2.2: Consolidated Balance Sheet of the Ugandan Banking System

ITEM (UGS ‘000) Dec-06 Dec-07 Dec-08

Assets

Cash on Hand 219,257,967           232,387,914           337,381,772           

Due from Bank of Uganda 255,942,087           296,763,249           462,669,790           

Due from Banks & Financial Institutions 830,106,062           962,133,783           1,050,527,067        

Securities 1,009,307,544        1,400,556,263        1,532,841,313        

Total Liquid Assets 2,314,613,660       2,891,841,209       3,383,419,941       

Financing Schemes -                            -                            -                            

Loans, Overdrafts & Discounts 1,632,994,375        2,116,498,574        3,219,281,350        

Administered Advances 69,591,112             57,482,237             185,500,758           

Total Lending Assets 1,702,585,487       2,173,980,811       3,404,782,108       

Investments 2,839,843               3,685,989               21,476,229             

Fixed Assets 232,847,324           248,499,224           376,057,834           

Items in Transit 3,338,066               337,466                   282,200                   

Other Assets 202,643,270           292,209,355           368,754,091           

TOTAL ASSETS 4,458,867,650       5,610,554,053       7,554,772,403       

Liabilities

Deposits 2,961,191,870        3,613,067,008        4,695,566,412        

Certificates of Deposit 50,000                     50,000                     -                            

Borrowings from Bank of Uganda 332,800                   -                            1,485,544               

Due to Banks & Financial Institutions 224,721,254           567,152,679           680,804,284           

Administered Funds 115,130,831           122,909,104           323,709,397           

Bills Payable 38,135,124             26,610,747             24,220,649             

Items in Transit 111,504                   578,083                   234,143                   

Other Liabilities 435,408,569           404,874,568           456,965,313           

Provisions 153,931,078           178,606,945           225,357,167           

Reconciliation Adjustment

Total Liabilities 3,929,013,030       4,913,849,133       6,408,342,908       

Tier I Capital 371,464,655           462,469,967           832,652,074           

Tier II Capital 22,147,707             41,619,298             83,383,902             

Current Year Profit 136,242,257           192,615,656           230,393,518           

Total Capital 529,854,619           696,704,920           1,146,429,495        

TOTAL LIABILITIES & CAPITAL 4,458,867,650       5,610,554,053       7,554,772,403       

Source: Bank of Uganda
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Banking Sector Soundness 
 

2-8. The Banking sector remains sound. The soundness indicators show a consistent 

pattern. The nonperforming loan ratio has hovered between 2 and 4 percent since 2004, 

while Return on Assets has held near 4 percent and the capital adequacy ratio near 20 

percent since 2002. In all, the evolution of the soundness indicators point to a stable 

banking system in Uganda (figure 2.3). 

 
Figure 2.3:  Banking Sector Soundness 

 

 
 
Source: Bank of Uganda; World Bank analysis 

 

2-9. Uganda compares well to other countries. The banking system also appears to 

be sound relative to a number of developing countries (figure 2.4). The capital adequacy 

ratio (CAR) for Uganda is 20.1 percent, higher than most comparators. 
6
 Similarly, at 2.2 

percent Uganda‘s ratio of nonperforming to total loans is the lowest compared to other 

sub Saharan African countries (figure 2.5) 
 

Figure 2.4:  Capital Addequacy Ratio (%) – Regional Comparison 
 

 
 

Source: GFSR; World Bank analysis 

                                                
6
 The CAR is the ratio of banks‘ regulatory capital to risk-weighted assets. 
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Figure 2.5:  Non Performing Loans / Total Loans (%) – Regional Comparison 
 

 
 

Source: GFSR; World Bank analysis 

 

Banking Sector Development and Efficiency 
 

2-10. Uganda performs relatively poorly on development and efficiency indicators. 

International comparisons show a general tendency for more developed banking 

sectors— in terms of deposits and lending relative to GDP—to have relatively low ratios 

of costs to total assets, net interest margins, deposit interest rates, and interest spreads.  

 

2-11. Deposit levels are growing, but are still low. The ratio of bank deposits to GDP 

has grown from 11 percent in 2000 to 16 percent in 2008 (figure 2.6). However it is still  

low compared to neighbors Kenya and Tanzania (38 percent and 24 percent, respectively) 

and also to countries such as Ghana (32 percent), Nigeria (33 percent) and South Africa 

(66 percent).  
 

Figure 2.6 Domestic Deposits/ GDP – Regional Comparisons 

 
 
Source: IFS; World Bank analysis 
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2-12. Uganda remains a low intermediation banking system. Uganda‘s ratio of bank 

credit to the private sector relative to GDP, while growing from 8 percent in 2003 to 12 

percent in 2008, is still low (figure 2.7).  This is in comparison to neighbours Kenya and 

Tanzania (29 percent and 15 percent respectively) and also other sub Saharan Africa 

countries such as Ghana (23 percent), Nigeria (35 percent) and South Africa (79 percent). 

Uganda‘s spreads are also high in relation to the same comparators (figure 2.8) 

 
Figure 2.7 Private Sector Credit / GDP  – Regional Comparisons 

 

 
 
Source: IFS; World Bank analysis 

 
Figure 2.8 Lending – Deposit Spread (%)   – Regional Comparisons 

 

 
 
Source: IFS; World Bank analysis [ note Ghana spread figures not available] 
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2-13. The low levels of intermediation could be attributable to the high interest net 

interest margins. Uganda‘s net interest margin while coming down is higher than that of 

all comparator countries (figure 2.9). Perhaps the high margins could be explained by the 

need to cover the costs of lending to hard-to-serve customers. Uganda‘s ratio of 

overheads to total assets has remained at around 6% and is higher than all other 

comparators except Ghana. (figure 2.10). 

 
Figure 2.9  Net Interest Margin  (%)   – Regional Comparisons 
 

 
 

Net Interest Margin = Net Interest Revenue / Total Earning Assets 

Source: Bankscope; World Bank analysis 

 

Figure 2.10  Overheads / Total Assets   (%)   – Regional Comparisons 
 

 
 

Source: Bankscope; World Bank analysis 
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Banking Sector Efficiency Analysis 
 

2-14. The efficiency of intermediation has not improved over the years. Bank-level 

time series data on deposit and loan rates was provided by the Bank of Uganda.
7
 Spreads 

calculated from those data show no strong trend over time. Spreads in 2008 are at the 

same level as in 2005 (12 to14 percent range), as shown in figure 2.11. There is no 

evidence of a decline in recent years, despite the decline in overhead costs indicated. This 

is the most convincing evidence that the efficiency of intermediation has not improved in 

Uganda in recent years.  

 
Figure 2.9: Spreads between Lending and Deposit Rates 

 

 
     Source: Bank-level data from Bank of Uganda. 

 

2-15. Persistently high spreads reflect a lack of competitive pressure. Arithmetic 

decompositions of banks‘ interest spreads (described in detail in the annex on bank 

efficiency at the end of this report) showed no tendency for overhead costs, the primary 

component of spreads, to decline from 2005 to 2008. Similarly, the portion of the interest 

spreads ascribed to taxes, reserve requirements, and loan loss provisions remained more 

or less stable throughout the period. The end result was a stable interest rate spread in the 

neighborhood of 14 percent. Profit margins, the residual factor in the decomposition 

exercise, hovered from 5 percent to 6.5 percent. If anything, they were larger at the end of 

the period than at the beginning. In all, the decompositions point to a lack of competitive 

pressure in the Ugandan banking sector. 

 

2-16. Market segmentation accounts for much of the lack of competitive pressure. 

The decompositions also reveal that domestic and foreign banks do not tend to compete 

with each other. The overhead costs of domestic banks are actually lower than for the 

                                                
7
 The most reliable available indicator of the efficiency of financial intermediation comes from the spreads 

between the interest rates charged on loans and those paid for deposits. Those figures are based on 

benchmark deposit and lending rates in order to facilitate as consistent a comparison across countries as 

possible. Those benchmark rates, especially interest rates on loans, are likely to be more reflective of the 

situation facing prime customers. 
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sector as a whole, as are their loan loss provisions, indicating that they focus on a credit-

worthy market segment and can do so at relatively low cost. And yet the customers of the 

domestic banks pay substantially higher interest rates on their loans (17-19 percent) than 

customers in the rest of the banking sector, while domestic banks pay only slightly more 

for their deposits than the rest of the sector. Together, these factors produce much higher 

interest spreads for the domestic banks (near 16 percent) than for the foreign banks. The 

largest component of those spreads is profit margins (around 10 percent), yet another 

indication that the domestic banks‘ market niche is not highly competitive. 

 

2-17. Foreign banks operate in a selective, but somewhat more competitive, niche. 

While one might expect that foreign banks would compete for the clientele of the private 

domestic banks, exerting downward pressure on spreads and profit margins, the 

decompositions indicate that foreign banks deal with a very different segment of the 

market. Foreign banks‘ overhead costs are substantially higher than those of the domestic 

banks (6 percent versus 2.5 percent), presumably because their borrowers receive loans 

that are more costly to evaluate and maintain, and yet their spreads are much lower. This 

is true despite the facts that loan loss provisions are slightly higher for foreign banks and 

the rate that they pay for deposits is somewhat lower than domestic banks, both factors 

that should contribute to relatively higher spreads. The relatively low interest spreads of 

the foreign banks can therefore only be achieved by having smaller profit margins, and 

theirs are well less than half of those of the domestic banks. 

 

2-18. While lower than domestic banks, the spreads of foreign banks have not 

declined. There is also no strong pattern with regard to the overhead costs, profit 

margins, or interest spreads of the foreign banks, which have remained around 12-13 

percent since 2005. This persistence is further evidence consistent with market 

segmentation between foreign and domestic banks.   

 

2-19. Spreads have, however, declined for a subset of the foreign banks.  

Regressions that control for more determinants of interest spreads than the arithmetic 

decompositions reveal that a subset of the foreign banks has put pressure on spreads. 

Since 2005, spreads declined for those foreign banks that increased their market shares, 

intermediation ratios (net loans/liabilities), and the ratio of interest income to total 

income. Further analysis reveals that those banks hail from developing rather than 

industrialized countries. It could be that the foreign banks from developing countries 

contribute to lower spreads, but that this comes at a cost in terms of their profitability 

and, ultimately, the stability of the banking sector. Given the weak regulatory capabilities 

of the home countries of some of these banks, this could be cause for concern, and should 

be monitored.  

 

2-20. Foreign banks from industrialized countries pursue a different strategy. The 

regressions also reveal that foreign-owned banks from industrialized countries operate in 

a market niche where cost considerations are much more important in setting spreads 

(that is, overhead costs are a much more pronounced determinant of their spreads than 

those of other banks). In contrast to foreign banks from developing countries, we find no 

significant relationships between spreads and the lending variables, and that the foreign 
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banks from developed countries that were increasing their market share during this period 

were also ratcheting up spreads. Given other indications that these banks operate in a 

very specific market niche, the results could be seen as troubling for that group of clients. 

Finally, the private foreign banks from developed countries have increased their shares of 

lending to traditional sectors such as manufacturing and trade, yet further indication that 

they are concentrating on a narrow market segment. 

 

2-21. Lending by private domestic banks has increased, but spreads have not 

declined. Private domestic banks have seen an increase in their interest income ratios and 

a large jump in their intermediation ratios. Unfortunately, the regressions indicate that the 

jumps were not associated with reduced interest spreads. In fact, private domestic banks 

that were increasing their market shares tended also to increase their spreads from 2005 

to 2008. In addition, private domestic banks saw steep increases in the shares of their 

loan portfolios where increased lending was associated with higher spreads (trade, 

building and construction, and a catch-all category called other lending). Their spreads 

might be sufficient to counter the risks, but it is difficult to know at the current point. 

 

2-22. Interest rates for different sectors do not show any pattern. There were no 

significant changes in the portfolio shares of the banking sector as a whole. And the   

slight changes in portfolio orientation have not coincided with reductions in the interest 

rates charged on loans (figure 2.12).  The only sector that shows a decline in interest rates 

is manufacturing, and its portfolio share has remained stable. Lending rates for 

agriculture are high, but they have always been relatively high, which makes it unlikely 

that they can account for the decline in lending to that sector. The increase in lending to  

the trade and commerce sectors cannot be explained by a decline in spreads which have 

remained at the same level over the past few years. 
 

Figure 2.12:  Average Lending Interest Rate, Selected Sectors 

 
Source: Bank of Uganda; World Bank analysis 
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Constraints to the Expansion of Lending 
 

2-23. The BOU undertook a lending survey in 2007.
8
 In  2008 the BOU published the 

results of ―The Lending Survey for the Second Half, 2006/2007.‖ The survey was 

conducted by the BOU research department. The results of that survey indicated that the 

key constraints to the expansion of lending were (i) insufficient information from 

customers, (ii) unviable business proposals, (iii) lack of adequate collateral, and (iv) 

frauds and delays at the lands office. 

 

2-24. The WB/BOU banking survey was both quantitative and qualitative. For this 

survey the Bank team, with the assistance of the BOU Banking Supervision Department, 

surveyed all 24 formal financial institutions in Uganda during May and June, 2008. The 

goal of the survey was to determine obstacles to lending, and provide the banks with 

several open-ended opportunities to express their views.
9
 The findings generally 

confirm,
10

 and also provide additional depth for the conclusions of, the Bank of Uganda 

Research Department (BOURD) lending survey.  

 

2-25. There is a positive outlook for the expansion of access to finance. The general 

outlook described by senior bank managers for continued expansion of the banking 

system was very positive. Each of the banks interviewed reported that it planned to 

continue to expand both MSME (micro-, small- and medium-size enterprise) lending and 

to open new branches (over 100 new branches planned for 2008)
11

 outside Kampala to 

access new markets.  

 

2-26. However, there are some key constraints to expansion of lending. The 

WB/BOU survey identified ten key constraints. These can be grouped into two main 

categories: (i) legal and regulatory constraints, and (ii) information and capacity 

constraints. Many of these constraints are not new, having been previously identified in 

the FSAP and CEM. 

                                                
8
 Bank of Uganda  (2008). ―The Lending Survey for the Second Half, 2006/07.‖ 

 

9
Although all banks responded, responses to the qualitative section of the questionnaire were generally 

brief and often incomplete, and few banks completed the quantitative sections of the questionnaire because 

of difficulties in segregating lending data according to the size of loan and type of borrower. As a result, 

most useful qualitative information was gathered during interviews conducted in June 2008 with the senior 

management of 12 formal banks. 

 
10

 One exception was the lending survey‘s analysis of the rejection rate for loan applications: the lending 

survey table 2 indicated that for almost all categories of loans, the approval rate for applications was close 

to 90 percent. The WB/BOU survey‘s interviews with banks found that in fact, the real rejection rate for 

would-be borrowers is most likely closer to 30 percent, with the differential being explained by a very high 

informal rejection rate caused by bank officers simply declining to process applications because the 

applications would have no chance of being approved. The BOU Research Department agreed with the 

Bank team that its finding in this regard is likely correct. 

 
11

 The number of branches of Tier 1 institutions increased from 194 in Dec 2007 to 301 in Dec 2008.   
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Legal and Regulatory Constraints 
 

2-27. There is insufficient support for creditor rights. The land and mortgage bills 

under consideration by parliament present a major threat to creditor rights and place 

burdens on the banks which, in combination, may result in a major reduction in lending. 

Borrowers for construction and housing loans, and lending to MSME and moderate- to 

low-income individual borrowers, would likely be severely constricted because they are 

the most dependent on collateral to obtain finance. Some micro borrowers may not be 

affected because they receive loans through group lending that is generally not 

collateralized.  

 

2-28. The legal system is inefficient and ineffective. Despite improvements in the 

functioning of the legal system as a result of the establishment of separate commercial 

courts, creditors still face long delays in being able to enforce debt contracts. Erratic 

decision making by judges often necessitates appeals of what should be routine debt 

enforcement decisions to higher courts. Even at the highest levels, judges make decisions 

which appear to reflect a lack of understanding of the role of debt contracts in the 

economy and the need for firm precedents to create certainty for lenders. Many of the 

banks interviewed said they feel that the unpredictability and inefficiency of the courts is 

indicative of a need for greater training of judges at all levels. Separately, the banks 

indicated that the commercial courts are already becoming clogged by a shortage of 

judges, the lack of a small claims court system to hear low value cases, and a lack of 

computerized case management systems. 

 

2-29. The legal framework has not kept up to date with technological 

advancements. The ability of banks to expand access to financial services using 

technology (for example, telephone and Internet) is limited by the lack of a legal 

framework for electronic transactions. Furthermore, the legal framework for 

advancements in branchless banking is missing. 

 

2-30. The provisioning requirements are stringent. BOU regulations on provisioning 

are not in compliance with International Financial Reporting Standards (IFRS).
12

 As a 

result, banks are required to mechanically calculate provisions based on the number of 

days a credit is overdue, and also to exclude the realizable value of collateral, which 

results in provisioning in excess of IFRS requirements, thus potentially increasing the 

cost of lending to higher-risk borrowers.
13

 The analysis in table 2.5 shows the difference 

between IFRS specific provisions (which are designed to reflect the economically-

required provision against an impaired asset) and the provisions required by BOU 

                                                
12

 Banks prepare their accounts in accordance with IFRS, but the difference between regulatory provisions 

and IFRS provisions is shown as ―Regulatory Reserves‖ in the capital account. 

 
13

 BOU also requires a general provision against credit exposures. This is permissible under IFRS (the same 

approach is taken in a few other developing countries, but not in Kenya or Tanzania) but, as table 3 shows, 

can result in excessive levels of provisioning. 
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regulations. The analysis shows that this difference was an average of about 6 percent of 

total loans for the period 2005 through 2007. 

 
Table 2.5: Excess Provisioning by Ugandan Banks, 2005 - 2007 

Ratio      31/12/2005 31/12/2006 31/12/2007 Mean 

Total Provisions to Total Loans 7.81% 7.41% 7.34% 7.52% 

Specific (IFRS) Provisions to Total 

Loans 1.18% 0.98% 2.54% 1.57% 

Implied Excess Provisions 6.63% 6.44% 4.80% 5.95% 
 

Source: Bank of Uganda; World Bank analysis 

 

2-31. Opening new branches is costly. The BOU stipulates that banking facilities 

should provide security for cash and records as well as providing guidance on staffing of 

new branches. This results in the BOU‘s Banking Supervision Department functioning, in 

effect, as a city building inspector (checking for the installation of sprinklers, alarms, and 

the like). This has resulted in very high costs for new branches. Banks reported capital 

costs of US $35,000 to US $150,000 per new branch opened.
14

 This is compounded by 

high operating costs as a result of BoU guidance on staffing and, increasingly, vigorous 

competition among banks for the limited supply of bank staff, which is driving up wages 

and consequently escalating the costs of staffing. One result of this is that banks face a 

significant barrier to entry in smaller towns and rural areas due to the imposition of high 

costs by this guidance. 

 

2-32. Regulations discourage longer-term lending.  BOU regulations and supervisory 

practices encourage match-funded balance sheets. Given a system-wide paucity of term 

deposits, this encourages banks to only lend short-term (many banks classified any 

lending over 12 months as long term). This negatively impacts the availability of 

appropriately structured lending products for business investment, construction, and 

housing. 

 

Information and Capacity Constraints 
 

2-33. Obtaining land title information is difficult. Improvements are starting to be 

made in the operations of the land registry, but banks still face delays in getting title 

information, particularly because of the centralization of the registry in Kampala and a 

requirement to value each transaction for tax purposes. Computerization of the companies 

register has not yet started, and banks described it as slow and prone to fraud and 

incomplete information. 

 

2-34. Credit information is unavailable. The survey identified this as a major 

constraint. However, the financial institutions were hopeful that the opening of the Credit 

                                                
14

 Some large banks mentioned that part of the high capital costs were to a result their own corporate 

requirements for maintaining an appropriate image. However, even the more frugal banks expressed 

concern about the high capital costs required to open a new branch. The costs are high, considering the fact 

that banks in Latin America and Asia are able to open new rural branches with a capital cost of USD 8,000 

- 10,000. 
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Reference Bureau (CRB) would help to solve this problem by collecting data on all bank 

lending.  Particularly for MSMEs and individuals, the banks highlighted the need to 

expand the CRB—or a private sector alternative—over time, to capture nonbank credit 

and payments data (such as utility payments) that could provide these types of individual 

borrowers with bankable credit histories, and thus improve their access to credit. 

 

2-35. There is no crop insurance. The lack of a system of crop insurance is a major 

barrier to lending to small farmers. Only one bank reported doing any lending to small 

farmers, and bank financing for agriculture is generally limited to lending to 

agroprocessors. These agroprocessors in turn extend credit to farmers to purchase inputs 

such as feed and fertilizer. No information was available on the effective interest rate 

charged for supplying these inputs. 

 

2-36. Financial literacy is limited.  MSME access to credit is limited by a severe lack 

of basic business skills on the part of entrepreneurs. Banks highlighted the need for 

extensive outreach programs to develop skills in the areas of bookkeeping, accounting, 

business plan preparation, and borrower education. Banks identified these issues as the 

driving force behind the high real rejection rate for loan applications discussed above. 

Furthermore, the increasingly critical shortage of trained bank staff reinforces this 

constraint by limiting the availability of staff to work with potential borrowers.  
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Box 2.1: Introduction of Small Claims Courts in the Philippines 

―The small claims court (SCC) will certainly help small businesses settle 

disputes without going through long and expensive legal battles. The 

Supreme Court had recently designated 24 first-level courts in Metro 

Manila and selected cities and municipalities all over the country to 

handle cases involving monetary claims below P100, 000. One of the 

biggest problems faced by small entrepreneurs involves collecting money 

from delinquent clients, bouncing checks and the like. In such disputes, 

one of the main problems is the high cost of litigation (usually from 

attorney‘s fees) as well as the long and arduous legal process which could 

tax the resources of a small-scale businessman who is just trying to 

recover what is due him. The SCC will certainly be favorable to people 

who have limited resources, especially if one considers the possibility that 

the amount of compensation could turn out to be far less than the 

expenses a litigant would have incurred in the process.  ―Small claims‖ 

refers to cases that involve amounts below P100,000, such as debt 

incurred through loans, unpaid mortgages or rentals, and even claims for 

damages to vehicles, property or persons. Perhaps what‘s really striking 

about the SCC is the fact that lawyers will not be needed, since the 

disputing parties will be allowed to represent themselves. In the event that 

a certain party cannot properly present his claim or defense and the judge 

rules that he needs assistance, the court may allow another person to assist 

the plaintiff or defendant – provided that he is not a lawyer. The only time 

a lawyer will be allowed to appear is when he is the plaintiff or defendant.  

The SCC judges will also act as ―interventionist umpires,‖ where they 

will be conducting a ―judicial dispute resolution‖ through mediation, 

conciliation or any other mode to encourage the amicable settlement of 

disputes. But if the contending parties refuse to settle amicably, then the 

judge will schedule a date where the case will be heard and resolved all in 

one day….In the Philippines, it takes five to six years to resolve an 

ordinary case, and if a party decides to go on appeal, this will take another 

five to six years. Ralph Recto (during his stint as senator) had also pointed 

out the need to strengthen dispute mediation and ―barangay-level‖ 

arbitration to lessen the number of cases that are being sent up to the 

courts - which are already facing a shortage of judges. Obviously, the 

sheer volume of cases and the lack of judges to handle them have 

contributed to the huge backlog of cases all over the country. In 2005, 

there were close to 750,000 cases pending in lower courts – and this 

despite the fact that almost 350,000 cases have been disposed of that year. 

In 2007, the backlog in the lower courts remains pretty much the same at 

approximately 700,000 cases. The SCC is one of the things that a lot of 

businessmen and ordinary people have been waiting for, since it does 

away with the high cost of litigation and shortens the legal process which 

can drag on for years considering the huge number of cases that judges 

have to dispense with. And as Chief Justice Reynato Puno had also 

pointed out, the creation of the small claims courts has ―shortened the 

distance between our dream of justice for the poor and the cruel reality on 

the ground.‖ 

Source: Babe Romualdez 7 October 2008. Philippines Star, ―Small 

Claims Court Will Help Small Businessmen.‖    

 

 

Recommendations 
2-37. Based on the 

results of the survey 

and team analysis, the 

team highlighted a 

number of 

recommendations. 

These related to 

specific policy or 

institutional reforms 

that would strengthen 

the ability of banks to 

provide access to 

finance and to improve 

the quality of credit 

provided by, for 

example, extending the 

term of loans being 

made available. The 

recommendations are 

addressed to the 

primary stakeholders in 

the sector—BOU and 

the MoFPED. Policy 

reforms include all 

recommendations 

related to new laws, 

regulations or 

supervisory practices. 

Institutional reforms 

relate to strengthening 

institutions, improving 

information, and 

building capacity. 

 

Policy Reforms 
 

2-38. Enact an 

electronic transactions 

law.  To create a 

supportive legal 

framework for 

innovation, legislation 

to establish a legal basis 

for contracts entered 
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into using electronic signatures should be enacted.  The legislation should incorporate 

consumer protection for electronic transactions covering both bank and nonbank (mobile 

telephone and Internet service) providers. It should also provide a legal basis for existing 

telephone banking and Internet banking products, reducing banks‘ risks in providing 

these services. This should encourage the introduction of a wide range of mobile 

telephone based services, including instant loans, mobile-to-mobile payments, and 

mobile-to-bank-account payments, similar to those provided by M-PESA in Kenya. 

Furthermore, opening the market to nonbanks and requiring adequate disclosure should 

provide a spur to innovation and transparent price competition.  This will assist in 

providing access to the payments system and to banking services for rural areas and 

unbanked urban populations. Consumer protection features would provide sufficient 

disclosure to allow customers to understand costs and comparison shop.  Any funds held 

in accounts operated by nonbank service providers could be protected by some form of 

deposit insurance.  

 

2-39. Establish a small claims procedure system.  A small claims procedure system 

would provide a venue for claims below (for example) UGS 1 million, and provide fast 

judgment in a single hearing. The design of a small claims procedure system should be 

―consumer friendly‖ and the services of a lawyer not required. Judgment is normally 

rendered on the spot after a short hearing to establish the facts of a case (box 2.1).
15

 

Computerized case management systems are used to provide efficient and timely access 

to justice.  Appeal of small claims procedure decisions requires posting of a significant 

bond, which encourages litigants to accept the court decisions as final. By providing a 

cheap, fast mechanism for enforcing small credit claims, small claims procedures 

encourage banks to lend to MSMEs and individuals by lowering the costs, delays, and 

risks attendant on enforcement through the regular commercial courts.  Routing small 

claims to the small claims procedure system should help unclog the commercial courts, 

which are becoming heavily overloaded.  Trade credit should also expand because of the 

reduced cost and ease of collection through such a court.  

 

2-40. Expand the scope of CRB’s activities. The FIA could be amended to allow the 

CRB to collect data on nonbank payments (for example, utility payments and trade 

credit) and to enable development of private sector credit information services. Access to 

credit data would be expanded to nonbank firms seeking data on other firms. With this 

change, banks would have access to significantly greater amounts of data on actual and 

potential borrowers. This would allow improved monitoring of clients to reduce risk and 

allow the development of credit ratings for previously unbanked customers. Furthermore, 

opening the market to competitors to CRB would allow the introduction of new 

technologies, and encourage price competition in the credit information market. MSMEs 

and individuals would be able to establish credit histories using nonbank payments in 

order to qualify for bank credit.  Thus the MSMEs would have improved access to trade 

                                                
15

 The American Bar Association Rule of Law Initiative provides technical assistance (funded by US AID) 

for the establishment of pilot small claims courts. The Philippines pilot program described in box 2.1 

received such technical assistance.  

(See:  http://www.abanet.org/rol/news/news_philippines_small_claims_courts_feature.shtml). 

 

http://www.abanet.org/rol/news/news_philippines_small_claims_courts_feature.shtml
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Box: 2.2:  Estimating Core Deposit Maturity—Best Practice 

 

―A more robust approach is to calculate the average life of every 

deposit on the bank‘s balance sheet (or perhaps some sufficient 

sample, if the total is an intractable number)—an alternative 

would be to calculate the average life of every closed deposit 

during some time period. Obviously either of these approaches 

requires extensive data on deposits, which many banks do not 

collect or keep. 

 

―Many banks are beginning to analyze their core deposits at the 

account level, which should be classified as a ―best practice.‖ As 

they accumulate data, they will be in a position to perform an 

ongoing analysis of the maturity of these deposits. As a result, 

they can have more confidence in their estimates of changes in 

earnings and economic value in different interest rate 

environments. The results of their models will be more useful in 

the bank‘s budget process, to risk managers and to supervisors.‖ 

 

Source: ―Modeling Core Deposits,‖ Craig West, Federal Reserve 

Bank of Chicago, June 2002. 

credit by being able to establish credit histories based on nonbank payments.  Business 

risk for MSMEs would be reduced by being able to access credit histories of potential 

credit-based customers. 

 

2-41. Review BOU’s stipulations on branch opening requirements. If the BOU‘s 

decision making with respect to new branches were limited to deciding if a bank is 

eligible to open a branch on a prudential basis, the cost structure of new bank branches 

would be aligned to the services a bank decides are needed for its location. Since 

alignment of costs should render banks more willing to open more branches, rural and 

marginal urban areas should see improved access as a result of the reduced cost of 

opening branches and limited service offices.  Increased flexibility should allow banks to 

design new means of providing physical access to banking services adapted to local 

market needs. 

 

2-42. Review BOU regulations requiring minimum provisions. By fully 

implementing IFRS provisions with respect to asset impairment, rather than requiring 

minimum provisions, the significant cost of excess provisioning required under present 

regulations would be eliminated.  Lower costs for banks to provide credit, especially in a 

context of intensifying competition within the banking system, should increase lending to 

MSME and individual clients while also reducing lending rates, thereby reducing 

spreads. However, it can also be argued that a significant degree of caution should be 

applied to reducing provisioning requirements in order to take into account: (i) the risks 

posed by the weaknesses in the framework for creditor rights (for example, the realizable 

value of collateral is clearly negatively affected by the uncertainties attached to enforcing 

security), and (ii) the different stages of development of Ugandan banks‘ risk 

management systems. In light of these factors, reductions in provisioning requirements 

should be aligned with both improvements in the creditor enforcement framework and the 

BOU‘s supervisory assessment of each bank‘s risk management capabilities (as the BOU 

moves to implement risk- 

based supervision, it will be 

making such an assessment 

as part of its supervisory 

strategy for each bank). 

Accordingly, changes in 

provisioning requirements 

should be phased in rather 

than introduced all at once, 

and initially restricted to well 

capitalized banks with 

prudent risk management 

systems.   

 

2-43. Explore the 

possibility of treating core 

deposits as long-term 

liabilities. The BOU could 
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conduct a study to determine if a proportion of core deposits could be treated as long-

term liabilities for the purpose of assessing asset/liability matching. If a proportion of 

core deposits were treated as long-term liabilities, banks would be able to increase the 

supply of term funding for investment lending and mortgages while remaining in 

compliance with the BOU‘s requirements for matched asset/liability risk. As described in 

box 2.2, accurately estimating the amount of a bank‘s core deposits requires sophisticated 

analysis; Accordingly, the BOU should mitigate the risks of loosening matched funding 

requirements by restricting the ability of banks to treat core deposits as term funding to 

banks which (i) are capable of carrying out and maintaining the analysis required, and (ii) 

have strong asset/liability management systems in place.  

 

2-44. Study tax incentives for providing access to finance in rural areas.  Tax 

incentives could have a significant impact in reducing the cost of opening rural branches. 

The study could examine whether tax incentives (for example, tax exemptions for income 

earned on small agricultural loans, accelerated depreciation for fixed investments in rural 

branches) could be used to encourage banks to provide financial services in rural areas.
16

  

If the after-tax profitability of rural lending could be increased sufficiently to encourage 

more banks to lend directly to farmers, improved rural access to finance and availability 

of credit for small farmers could increase. 

 

Institutional Reforms 
 

2-45. Complete computerization of land and companies registers. With these 

registers, all land and company records would be computerized and made accessible via 

the Internet.  Liens on land could be registered electronically. As a result, banks and 

borrowers using land as collateral would face significantly lower transaction costs as a 

result of elimination of the delays and costs of verifying company records.  Furthermore, 

computerization of the companies register would help to eliminate a significant fraud 

problem, reducing banks risks.  Finally, MSME and individuals‘ access to credit would 

be significantly improved by allowing land to be efficiently used as collateral. 

 

2-46. Strengthen the court system. There exist multiple ways to strengthen the court  

system. They include the installation of computerized case management systems, both to 

increase the efficiency of the courts and to reduce opportunities for corruption.  

Increasing the number of judges to better match the workload of the commercial courts 

and providing of training for judges in finance and business to improve the quality of 

judgments are also key ways to build capacity. By improving the efficiency of the courts, 

banks would face fewer and lesser delays in enforcing debts, reducing risk and costs and 

making them more willing to lend.  Improved training of judges should result in greater 

consistency of judgments, increasing confidence in the system and reducing costs and 

risks by reducing the need for appeals. 

 

2-47. Develop a pilot program for a crop insurance scheme for small farmers. Such 

a scheme could make the provision of credit to small farmers feasible for banks. A 

                                                
16

 For example, Mozambique provides import duty exemptions for bank branch equipment imported by the 

first bank to open a branch in a rural area. 
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number of innovative crop insurance programs have been introduced in developing 

countries, such as Malawi‘s weather insurance scheme. They have the potential to 

promote the availability of credit for small farmers at commercial bank rates rather than 

higher microfinance rates. 

 

2-48. Establish financial training programs to improve capacity of entrepreneurs 

and MSMEs. Capacity-building efforts could provide training in basic accounting, 

bookkeeping, financial reporting, and basic business planning. Improved understanding 

of financial management should result in the improved quality of credit applications and 

reduce the banks‘ costs of providing small loans, ultimately leading to improved access to 

credit for entrepreneurs and SMEs. Training may also lead to better business 

performance, leading to improved profits and growth as a result of better planning and 

investment decisions.  If banks provide the training themselves, they may improve their 

ability to design and deliver appropriate financial products for entrepreneurs and MSMEs 

by growing more familiar with their target client. The government should explore the 

options available. For example, the International Finance Corporation (IFC) is supporting 

entrepreneur education (including in Uganda) through its SME credit lines for banks, and 

in 2008 the UK Department for International Development (DFID) established the 

Financial Education Fund for Africa to provide technical assistance to both the banks and 

NGOs to increase the availability of training.  
 



 

 25 

3: Developing Rural and Agricultural Finance 
 

3-1. This chapter provides an overview of the status of and constraints to developing 

rural and agricultural finance in Uganda. For rural finance, the chapter focuses on the 

activities of the Savings and Credit Cooperative‘s (SACCOs), which have been identified 

as the providers of choice in the GoU‘s Rural Financial Services Strategy. The first 

section provides an overview, while the second section identifies some key obstacles. The 

third section provides a prioritized framework for improving the efficiency of the system. 

It should be noted that although there is significant overlap between rural finance and 

agricultural finance; the two sub-areas are presented separately for ease of analysis.  

 

Overview  
 

3-2. Access to finance in rural areas is limited.  According to a 2006 Finscope 

survey, 62 percent of Uganda‘s population has no access whatsoever to financial service 

(table 1). The divide between urban and rural areas is significant, with 52 percent of the 

urban population and 65 percent of the rural population unserved.  Among the regions, 

the Central region (excluding Kampala) has the highest proportion of unserved (72 

percent), followed by the East and North, while the Western region has fewer people (50 

percent) who are unserved than any other region with the exception of Kampala.17 

 
Table 3.1:  Financial Access, by Provider Category and Location   

 Population  Total (%) Urban (%) Rural (%) 

Unserved 62 52 65 

 

Formal 

Banks 16 28 12 

MDI 2 3 2 

Credit 

Institution 

0 1 0 

 

Semiformal 

SACCO 2 2 2 

MFI 1 1 1 

 

 

Informal 

 

 

Informal 

(excluding 

ASCAs) 

11 6 12 

ASCAs 5 6 5 

VSLA 1 1 1 
Source: Steadman Group (2007).  

 

3-3. Formal, semiformal, and informal institutions serve the rural population. 
Formal financial institutions include commercial banks and micro-deposit taking 

institutions (MDIs), which are supervised by BoU under the Financial Institutions Act 

2004 and the MDI Act 2003, respectively. Semiformal financial institutions have some 

form of legal status, but are not supervised by BoU. These include SACCOs registered 

                                                
17

 Steadman Group 2007. ―Results of a National Survey on Access to Financial Services in Uganda.‖   Produced for 

DFID Financial Sector Deepening Project/Finscope.   
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under the Cooperative Societies Statute of 1991, MFIs registered under the Companies 

Act (CAP 110, Laws of Uganda 2000) and microfinance NGOs registered under the Non-

governmental Organizations (NGO) Act (NGO Registration Act CAP 113, Laws of 

Uganda). Informal institutions encompass all other member-based associations, including 

village savings and loan associations (VSALs), accumulated savings and credit 

associations (ASCAs), and rotating savings and credit associations (ROSCAs). 

 

3-4. Formal financial institutions are less prominent in rural areas than in urban 

areas.  Although formal institutions are largely found in urban and periurban areas, they 

also serve approximately 14 percent of the rural population. Commercial banks have 

traditionally provided services such as large loans for commodity processing firms and 

trading companies, letters of credit for importers and exporters, and loans to individual 

large farmers.18  Some of them, notably Centenary Rural Development Bank, Global 

Trust Bank (which acquired Commercial Microfinance, Ltd.), and the three MDIs have 

significant outreach into more rural areas. 

 

3-5. Informal institutions play an important role in rural financial service 

provision.  Informal institutions serve approximately 12 percent of the rural population. 

ROSCAs and ASCAs, providing small loans and savings services for rural farmers, 

traders, nonfarm firms, and households are the most common of these informal entities.19  

They enjoy significant advantages in proximity and low cost, but some lack security and 

none can meet the needs of those who want to save or borrow significant amounts of 

money. Loan delinquencies are often high due to poor lending and collection practices 

and a high-risk repayment culture.  

 

Rural Finance 

 
3-6. The GoU initiated a new Rural Financial Services Strategy (RFSS) to expand 

rural financial services through SACCOs.  The initiative to create new and strengthen 

existing SACCOs in every sub county aims at encouraging rural households to hold 

saving accounts and eventually access credit through an established relationship with a 

SACCO.  SACCOs are effective in rural areas because of their simple, cost-effective 

organizational structures, and—as they are member-based and member-governed—their 

ability to respond to client needs.  The GoU has also increased funding to rural areas 

through the Microfinance Support Center Limited (MSCL), which provides wholesale 

lending to SACCOs, who then retail the funds to their members.  The 2006 Finscope data 

show that 2 percent of the rural population is served by SACCOs. This percentage is 

believed to have increased since the new rural strategy was implemented in 2008. 
 

3-7. There are a total of 1,881 registered SACCOs distributed as shown below 

and in maps A and B. The main concentration of SACCOs is in the eastern, central, 

western, and southern regions; in the northern and northeastern regions the concentration 

                                                
18

 Meyer, Richard L. et. al. 2004. ―Agriculture in Uganda: The Way Forward.‖ June.  Financial System 

Development Program Series No. 13 SIDA/GTZ/BoU/KfW  
19

 Meyer, Richard L. et al. 2004. ―Agriculture in Uganda: The Way Forward.‖ June.  Financial System 

Development Program Series No. 13 SIDA/GTZ/BoU/KfW 
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is low. The combined membership is 644,318.
20

 Despite the large number of SACCOs, 

there are still rural areas where they are needed, but none operate. This has hampered 

access to financial services by the rural poor. 

 

             Table 3.2:  Distribution of SACCOs, by District 

REGION No. of  Districts No. of SACCOs 

Kigezi  4 105 

Central  6 210 

Victoria-Masaka 6 136 

Mbale 11 243 

Busoga 7 293 

West nile  7 100 

Karamoja  5 42 

Teso 5 129 

Ankole  6 196 

Bunyoro 5 79 

Luweero 4 61 

Northern  9 162 

Midwestern  5 125 

  80 1881 

 
Source: Department of Microfinance, Ministry of Finance Planning and Economic Development 

(MoFPED) (March 31, 2009) 
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 UCSCU July 2008. 
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Map A: Distribution of SACCOs and MFI Companies in Uganda

Note: NGOs are not counted
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Map B: Coverage of Sub-counties by SACCOs

Note: Sub-counties as of 2001.

 Source: MoFPED 2006. ―Report of a Census of Financial Institutions.‖ 
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3-8. The GoU created a new Department of Microfinance (DMF) in the MoFPED 

to manage the government’s Rural Financial Services Strategy. It also designated 

UCSCU to become the primary apex organization for all SACCOs, and to provide 

advocacy, training, and education for its members—in particular for the establishment 

and strengthening of SACCOs under RFSS.  

 

3-9. Improved operational performance is needed in the SACCO subsector.  Some 

SACCOs and other MFIs have failed to deliver promised services, leaving their members 

without financial services and diminishing confidence in SACCOs and MFIs generally. 

Improvements could be achieved by establishing basic, mandatory prudential standards, 

by enforcing governance and transparency requirements, and by providing technical 

assistance to help meet those standards within an established strategy. This strategy is 

being spearheaded by the Rural Finance Services Programme (RFSP), funded by the 

International Fund for Agricultural Development (IFAD) and managed by the World Bank. 

UCSCU is responsible for the self-regulation and supervision of SACCOs, but lacks 

institutional capacity to carry out these duties.  

 

3-10. SACCOs have no legal or regulatory framework as financial intermediaries. 
With the evolution of microfinance as a profitable business sector, most of the SACCOs 

now are concentrating on mobilizing savings and advancing loans to their members on a 

commercial basis. This has made the Cooperative Statute (1991) inadequate for 

regulating and supervising SACCOs. 

 

Agricultural Finance 

 

3-11. Agriculture is a key sector in Uganda’s economy. It contributes up to 21 

percent21 of GDP, accounts for 48 percent of exports (Uganda Bureau of Statistics 

[UBOS] 2008), provides a large proportion of the raw materials for industry, and 

employs 73 percent of the population aged 10 years and older (UBOS 2005).22 The sector 

comprises mainly small-scale, low-technology farmers with low levels of investment. 

These characteristics, and the sector‘s dependence on rainfed agricultural production, 

contribute to the general perception among formal lenders that agriculture-based clients-

represent high levels of risk.  

 

3-12. Real growth in agriculture output declined from 7.9 percent in 2000/01 to 0.7 

percent in 2007/08 (UBOS 2008).23 This decline starkly contrasts with the same period‘s 

average national GDP growth rate of 6.5 percent and is below the population growth rate 

of 3.4 percent. As shown in table 3.3, the decline affected several subsectors of 

agriculture: cash, and food crops, livestock, and fisheries. 

 

 

 

                                                
21 This is based on the re-based GDP calculation. Under the original series, it was 31 percent. 
22 UBOS 2005. 2002 Population and Housing Census. Main Report.  
23 UBOS 2008. Statistical Abstract.  
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Table 3.3:  Industry, Services, and Agricultural Sector Growth Rates 
Sector 2003/4 2004/5 2005/6 2006/07 2007/08 

Agriculture 1.6 2.0 0.5 0.1 0.7 

Cash crops 7.3 -5.5 -10.6 5.4 2.2 

Food crops -1.5 -0.2 -0.1 -0.9 2.4 

Livestock 4.7 3.0 1.6 3.0 3.0 

Fisheries 9.6 13.5 5.6 -3.0 -12.4 

Industry  8.0 11.6 14.7 9.9 6.4 

Services 7.9 6.2 12.2 8.8 13.0 

Source: Background to the Budget 2008/09 FY 2008. MoFPED.  

 

3-13. The agricultural sector’s contribution to overall growth of GDP is important. 

The sector‘s contribution to GDP growth was projected at 1 percent for 2007/08, 

compared to 3 percent for industry and 3 percent for services—the two more powerful 

sectors in terms of share in total GDP. Though the share of agricultural production in 

total GDP has fallen from its 2002/03 level of 24 percent, it remains a key sector, 

contributing 21 percent in 2007/08 (table 3.4).  
    

 Table 3.4: Sector Contribution to GDP at Current Prices (%) 

Sector  2003/4 2004/05 2005/06 2006/07 2007/08 

Agriculture
/*

 23.8 25.1 24.1 22.5 21.4 

Industry 22.9 23.5 22.8 24.4 24.4 

Services 47.4 45.4 47.2 47.4 49.0 

Source: UBOS (2004 and 2007). Statistical Abstracts *including forestry 

 

3-14. The continued decline in the agriculture sectors’ growth rate and 

contribution to GDP growth raise concerns regarding performance of the sector. 
Agricultural exports (primarily coffee, fish, and flowers24) have traditionally brought 

foreign exchange income into the country. Given the concentration of employment in the 

agricultural sector, the decline in growth is a setback in the drive to eradicate poverty. 

 

3-15. Agricultural finance significantly impacts the overall performance of the 

economy. Given that the majority of all households in Uganda are engaged in agriculture, 

agricultural finance (the subset of rural finance dedicated to financing agriculture-related 

activities, such as input supply, production, marketing, and distribution) plays a critical 

role. Agricultural lending has doubled since 2006 (table 3.5). Still, the vast majority of 

bank funding has been provided in the form of short-term working capital loans to 

nonagricultural sectors.  

 

3-16. Agricultural Credit Facility. The GoU announced in the 2009/10 budget 

speech
25

that it will provide UGS 30 billion for borrowers in the agricultural sector. 

Participating financial and credit institutions will provide an equivalent amount, creating 

a revolving pool of loanable funds amounting to UGS 60 billion.    
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:MoFPED. 
25

 MoFPED Budget Speech 2009/10. 
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Table 3.5: Agriculture Lending by Banks (billions) 

Year 2006 2007 2008 

Agricultural 

Lending 

117 197 236 

Source: Bank of Uganda (2008). Annual Supervision Report.  

 

3-17. The demand for financial services varies among categories of farmers. Three 

broad groups of farmers operate in Uganda: commercial farmers, semicommercial 

farmers, and subsistence farmers. A 2004 estimate cited more than 60,000 farmers and 

fishermen operating on a commercial scale.26 Some demands by larger entities for 

agriculture finance are met, but even for these clients, there is unmet demand for term 

loans and other financial products such as insurance. The demand for funds among 

semicommercial farmers is similar to that of commercial farmers, though on a smaller 

scale. Some farmers in this category are linked to nucleus estates where they are 

outgrowers but still require their own source of funding. Kinyara Sugar, Ltd. in Masindi, 

has an outgrowers scheme for sugarcane. A total of about 3,176
27

 farmers are presently 

supplying 27,000 tons of cane per annum—42 percent of the company‘s annual 

requirement. This has boosted farmer‘s incomes by about UGS 6 billion, in the form of 

loans from KSL to its farmers. 

 

3-18. Subsistence farmers and rural villagers present the greatest challenge  to the 

supply of financial services because they are a high risk.  With more than three million 

households involved in subsistence farming, they are by far the most numerous of the 

farmer groupings. Rural villagers who do not produce enough for market also have 

financing needs.28  There is a great need to develop and disseminate efficient screening 

techniques that can identify creditworthy borrowers among these groups and increase 

their chances of obtaining needed funds.   

 

3-19. Banks primarily finance large agricultural entities. Commercial banks make 

large loans for agricultural commercialization. They finance import and export operations 

and provide services to large farms and major fishing entities, processors, and marketers. 

According to the Finscope study (see table 3.6), 13 percent of agricultural loans were 

provided by banks and other formal financial institutions in 2007. Although the number 

of bank branch networks has increased in recent years, their relevance in the form of 

services to small, dispersed agricultural producers  and marketers is likely to remain 

limited. Two banks that are particularly active in providing agricultural finance are 

Centenary Rural Development Bank and DFCU Bank, both of which take advantage of a 

Danish International Development Agency (DANIDA) fund that guarantees 50 percent of 

the banks loans to agriculture. In the three years since the fund‘s inception, it has 

performed well, with guarantees totalling UGS.28 billion.
29
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3-20. Informal sources play an important role in the provision of inputs.  Funding 

for purchase of seeds and fertilizers comes mainly from informal financial groups and 

other informal sources in rural areas.  Nearly two-thirds of financing for agricultural 

purposes in rural areas, and nearly all of the agricultural financing in urban areas (funding 

traders in agricultural inputs and produce) comes from such informal financial groups as 

ROSCAs, ASCAs, and other sources (table 3.6). 

 
Table 3.6:  Incidence of Borrowing for Agricultural Purposes, by Source and Location   

 
Population  Total (%) Urban (%) Rural (%) 

Formal  

(Banks, MDIs, and credit institutions) 

11 0 13 

Semiformal 

SACCOs and other MFIs 

25 0 31 

Informal Financial Groups 

ROSCAs,  ASCAs, and other informal 

groups 

35 41 34 

Other informal sources 

Individuals, friends, family members, traders 

in fertilizers, traders in seeds, growers, etc 

31 66 21 

 

Source: Steadman Group 2007. ―Results of a National Survey on Access to Financial Services in Uganda.‖  

Produced for DFID Financial Sector Deepening Project/Finscope.   

 

3-21. Microfinance institutions and SACCOs have mixed performance records.   
MFIs make mostly short-term loans, often with group guarantees and frequent payment 

schedules. This type of financing is better suited to trading enterprises with high turnover, 

and not to farming enterprises with more irregular and seasonal cash flows. Some MFIs 

in rural areas have experienced rapid growth and high loan recovery rates, demonstrating 

a demand for services in these areas. SACCOs also provide agricultural finance in the 

rural areas. However, as mentioned earlier, they need improved performance to play a 

broader role in the sector.    
 

3-22. Leasing for agricultural finance has been limited.   Although leasing has a long 

history in Uganda, leasing of agricultural machinery and equipment has been limited. 

Leasing affords the lessee the advantage of possessing the asset to generate revenue 

without paying for it with up-front capital. The asset becomes the collateral and the 

farmer gets the benefit of using productive assets without necessarily owning it.30 

However, tax treatment of leasing is one of the many factors that have inhibited growth 

of leasing in Uganda. The absence of a strong secondary market for leased equipment 

also affects development. 

 

3-23. Efforts have been made to broaden the usage of warehouse receipts. Until 

recently, larger traders were the primary recipients of bank advances secured by 

warehouse receipts. The Ugandan government started a program in 2001 to widen the 
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scope of warehouse receipt system by implementing a regulated warehouse receipt 

system.  In May 2006, in response to a key requirement of the banks, government passed 

the Warehouse Receipt System Act and created a regulatory authority for the system 

called the Uganda Commodity Exchange (UCE).  The UCE has designed and put in place 

the general regulatory system and developed the contractual framework governing the 

operation of licensed warehouses; developed grading systems for grains and drafted the 

standards for coffee, cotton, beans, maize and rice; implemented a form of electronic 

warehouse receipts for Uganda; and managed the development of the electronic system 

linked to that of South Africa.31 

 

Constraints 

3-24. This section discusses key constraints to the expansion of rural finance, focusing 

on problems affecting SACCOs and impediments to increasing access to agricultural 

finance.  

 

Rural Finance  

3-25. A legal and regulatory framework for Tier 4 institutions as financial 

intermediaries is lacking.   During 2009 MoFPED has been working on preparing a Tier 

4 regulatory bill for presentation to parliament. When approved, a new Tier 4 Act will 

allow for all MFI‘s (including SACCOs) to be formally regulated, supervised, and 

considered as financial cooperatives. Currently, there is no effective supervisory function 

for SACCOs and no monitoring system for supervisors. 
 

3-26. Capacity to supervise and regulate SACCOs is low. UCSCU was chosen a year 

ago by the government as the main apex entity for all SACCOs in the country.  It does 

not currently possess a national apex structure that can be responsive to the needs and 

issues of SACCOs at the regional and local levels. UCSCU needs to be strengthened to 

deliver services to its members on a sustainable basis, especially in terms of strategic 

planning, operational procedures, experience and training of new staff.  Strong regional 

networks of SACCOs that would facilitate a more effective interaction between UCSCU 

and its members, as well as with other national structures and programs, are absent.  
 

3-27. Financial products are limited. Other than basic savings and loan products, few 

other financial services are available to SACCO members, particularly for those involved 

in the agriculture sector. There are no insurance products, including for crops and 

livestock. Limited financial literacy in rural areas also constrains SACCO activities.  

 

3-28. Human resources and skills are often lacking. SACCOs often lack qualified 

staff to manage their operations. Despite their rapid growth, limited skills development 

opportunities for SACCOs are available. A cooperative training college exists, but this 
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expertise is limited to those few who already have a basis of training. There is insufficient 

pool expertise to push development forward on the scale required. 

 

3-29. Basic infrastructure and MIS technology are inadequate. Many rural areas are 

quite remote and lack good roads and power. Mobility is often a problem as roads are not 

passable in the rainy season. Without power, computers and mobile phones that have 

become a regular part of financial service provision in Uganda cannot be used.   SACCOs 

could utilize technology-driven remote access to serve clients in areas away from their 

physical presence. However, where packages are available and affordable, there is often 

inadequate expertise within the SACCOs to fully utilize these tools. 

 

3-30. The availability of credit information continues to be problematic for MFIs, 

including SACCOs. It is difficult to obtain reliable credit information when considering 

an applicant for a loan. The lack of a national ID compounds the problem by making it 

difficult even to verify the identity of a prospective borrower. While the recently 

launched Credit Reference Bureau should reduce this problem nationally, MFIs are not 

members of CRB.  
 

Agriculture Finance 

3-31. Collateral remains a key impediment to agriculture finance.  The present 

status of land titling, registration and security of land tenure prevent the use of land as 

collateral for loans.32  To engage in agricultural lending, Centenary Bank has accepted 

collateral such as dated checks, equipment acquired through micro-leasing and animal 

traction loans for purchase of ox ploughs and oxen.  DFCU Bank has also used the 

leasing of machinery and equipment to expand access to finance. There is also scope to 

improve the efficiency and lower the cost of managing stored products as collateral, to 

enable more traders to take advantage of warehouse receipts. 

 

3-32. Agricultural leasing has been constrained by unsupportive taxation.  The 

growth of the leasing portfolio in Uganda has been limited.  All interest payments for 

leased VAT-exempt assets are subject to VAT of 18 percent, whereas if these assets are 

borrowed as loans, they have no VAT on interest payments. This makes leasing, which is 

otherwise a suitable financial mechanism for all types of businesses, less attractive than it 

should be and more expensive than a loan. The capital allowance (wear and tear) on 

equipment is for income tax purposes allowed to the lessee, who in most cases does not 

keep records and therefore cannot benefit from the allowance.  Other impediments to 

agricultural leasing include the fact that agricultural equipment is often small, relatively 

inexpensive, and not easily identifiable, and costs to repossess assets in rural areas are 

higher than in urban areas.33 

 

3-33. The scale of warehouse receipt operations has been limited by lack of 

economies of scale and limited tolerance for risk from banks.  Warehouse receipt 

systems favor major scale economies, both in terms of managing warehouses and 
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providing regulatory oversight or certification. The management and regulatory costs 

associated with servicing small and large warehousing sites are not very different.  Banks 

have demonstrated limited tolerance for risk from the agricultural sector, and will only 

lend to farmers or traders with contracts for selling produce. Initial findings indicate that 

the banks are showing strong interest, but are concerned that the system should be 

sufficiently regulated by UCE to minimize performance risk and risk of fraud at the 

producer level, and to facilitate the liquidation of collateral quickly and at low cost.
34

 

 

3-34. Factoring has been limited by insufficient credit information about 

companies.  Factoring enhances cash flow by enabling suppliers to be paid by the bank 

upon presentation of invoices for goods supplied.  The bank is then paid by the buyer of 

the goods.  Factoring is not frequently used as a formal product among banks, although it 

can be used by both new and mature companies. Invoices are discounted but the volumes 

are small. The main impediment to factoring is that there is no credit rating for factoring 

companies; it is difficult, or impossible, to determine the inherent risk in the invoices 

being discounted.  

 

3-35. Long-term funds. There is limited availability of long-term funds for agriculture. 

Periods given by FIs are short—less than 12 months. This is mainly for working capital. 

FIs mention that agriculture entails high risk due to weather, disease, and post-harvest 

handling, storage, and market conditions. They also complain about recipients not 

paying, but this is being addressed by the introduction of the Credit Reference Bureau. 

 

3-36. The funds for agricultural credit guarantees scheme are limited. A partial 

agricultural credit guarantee mechanism, funded by DANIDA, has reportedly been 

successful, as already noted. The risk is shared on a 50-50 basis between the banks and 

guarantor. More capital is needed to increase the guarantee fund and incentivize banks to 

participate. 

 

Recommendations 

3-37. A number of specific policy and institutional reforms would strengthen the ability 

of providers to supply access to finance and to improve the quality of services provided.  

The recommendations below are focused on strengthening SACCOs and the supply of 

agricultural finance, and should be addressed by the primary stakeholders in the sector—

BoU and the MoFPED. Policy reforms include all recommendations related to new laws, 

regulations, or supervisory practices. Institutional reforms relate to strengthening 

institutions, improving information, and building capacity. 

 

Rural Finance  
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3-38. Strengthen UCSCU as an apex organization for SACCOs. The GoU has been 

undertaking this activity under the IFAD funded Rural Financial Services Program. This 

activity should be continued so that UCSCU can provide the necessary support to 

SACCOs with the ultimate aim of having strong sustainable SACCOs that can be 

licensed once the regulatory framework is in place.  

 

3-39. Institute a legal and regulatory framework for Tier 4 institutions, including 

SACCOs.  Well directed political will and changes in the regulatory environment could 

create the necessary momentum for investment into the rural finance sector to begin 

scaling up to the levels necessary to close the gap. The MoFPED should present to 

parliament the draft legislation for regulation and supervision of Tier 4 institutions. A 

suitable regulatory structure in the form of an independent Tier 4 Regulatory Authority 

(Tier 4-RA) should be established once the Tier 4 Bill is passed by parliament. 

 

3-40. Develop an interim supervisory function for Tier 4 institutions including 

SACCOs. While waiting for the creation of an independent Tier 4-RA, the supervision of 

the SACCOs and other Tier 4 organizations should be assumed by the DMF at MoFPED. 

DMF should also work on the licensing criteria and the regulatory and supervision 

frameworks to effectively supervise SACCOs. DMF is planning to undertake a survey of 

existing SACCOs in the country for proper classification for regulation and supervision 

purposes.  

 

3-41. Promote external audits of SACCOs. Licensed SACCOs will require two-year 

audits of their accounts. The Performance Monitoring Tool (PMT) developed by the 

Association of Microfinance Institutions of Uganda (AMFIU) is an effective management 

tool that is used to collect data and generate reports to show performance. The DMF 

should verify the proper execution and completion of these audits.   

 

Agricultural Finance 

 

3-42. Institute an independent leasing law.  A well drafted leasing law governing 

leasing operations should be of substantial benefit to the industry. Contractual provisions 

between parties (the lessor and the lessee) currently present challenges, as enforcing them 

can become an extremely lengthy and costly process. The legislation is particularly 

important to small businesses that require simple documentation. This will ultimately 

lead to simpler and shorter lease contract documents.   

 

3-43. Develop cost-effective crop and livestock insurance products.  Reducing yield 

risk through crop and livestock insurance could potentially have significant impact in 

Uganda—particularly because it is the only country in the region capable of producing 

two crops a year (for most crops). A cost-effective means of reducing production risk, 

such as index-based (weather-based) insurance, would substantially mitigate the risk a 

lender perceives when lending to farmers. Donors are looking into the relative 

importance of different sources of risk in Ugandan agriculture, for example, price 

volatility versus yield variability. Livestock insurance policy was available in the past 

from the (then) National Insurance Corporation; it was discontinued because of low 
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demand, despite its profitability. The policy was a mortality cover only for cross-bred 

cattle (not indigenous breeds). The biggest population of cattle is indigenous and that is 

what the small farmers have.  . Life insurance could also be explored when linked to term 

loans as a way of mitigating the risks faced by lenders. 
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4: Improving Payments and Remittances Systems  
 

4-1. This chapter first provides an overview of the current payment, remittances, and 

securities settlement arrangements in Uganda, and then moves to future implementation 

plans. Following these are the results of an assessment based on international standards 

and best practices, identification of key challenges for the improvement and future 

development of the payment, remittances, and securities clearance and settlement 

arrangements. The final section provides recommendations that can provide tangible and 

timely results in the short to medium term and contribute to significant enhancement of 

the systems.  

 

Overview of the Payments System 
 

4-2. BOU provides the interbank settlement infrastructure. This allows final 

settlement of the main payment systems in central bank money. The main cashless 

payment instruments available in Uganda are large-value credit transfers, checks, 

electronic retail debit and credit transfers, and payment card systems.  

 

4-3. BOU has taken some important steps to modernize the large value payment 

system.  A realtime gross settlement (RTGS) system was launched by BOU in 2005. The 

system allows secure electronic interbank and third-party customer transfers with 

immediate finality across the counterparty accounts at the central bank. Furthermore, the 

system is now integrated with the central securities depository for government and central 

bank securities, which ensures the settlement of government securities transactions on a 

delivery versus payment (DvP) basis.  

 

4-4. The operations of the RTGS system are generally compliant with 

international standards for risk mitigation and efficiency. To encourage timely 

initiation of payments throughout the day, the BOU has implemented a tiered pricing 

structure. Three payment windows have been defined, with transaction fees ranging from 

UGS 750 to 1,500, depending on the time of day. These relatively low fees were designed 

to encourage migration from checks and promote the use of the RTGS system for 

interbank and third-party payments. However, third-party users (bank customers) have 

not benefited from this pricing structure, as banks still charge high fees, ranging from 

UGS 10,000 to UGS 100,000 per transaction. 

 

4-5. The liquidity optimizing feature of the RTGS is not operational. BOU postponed 

the commissioning of the liquidity optimizing feature of the RTGS system, choosing instead 

to enforce the prefunding requirement in order to encourage the banks to prioritize their own 

payments before transmitting payment requests, rather than relying on the system‘s queuing 

capability. In addition, the BOU believes that the current high levels of liquidity in the 

banking system make liquidity optimization less critical. This policy could be revisited in 

light of current liquidity pressures worldwide. 
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4-6. The BOU has also implemented an electronic retail payment system. This 

system is meant to improve the efficiency of the clearing process and to expand 

electronic check clearing nationwide in order to reduce and standardize the clearing 

period for checks to T+3. Electronic debit and credit payment instructions are settled 

through an electronic funds transfer system for retail payments.  

 

4-7. In recent years, there has been a steady migration from checks to electronic 

instruments. This has been aided by the BOU‘s July 2007 imposition of a UGS 20 

million limit on checks processed in the electronic clearinghouse. The table below shows 

the declining trend in check usage and the increase in RTGS transactions. 

 
Table 4.1:  Non-Cash Payment Instruments 

Value of Transactions 

(UGS in Billions) 

Volume of Transactions 

 2006 2007 2008  

 

 2006 2007 2008 

 

RTGS 40,402 

80.9% 

61,167 

87.1% 

55,603 

86.0% 
RTGS 169,655 

9.1% 

229,477 

11.6% 

229,059 

6.5% 

EFT 123 

0.9% 

1,799 

2.5% 

4,501 

7.0% 
EFT 167,021 

9.0% 

398,439 

20.0% 

1,872,830 

53.5% 

CHECKS 9,438 

18.2% 

7,279 

10.4% 

4,535 

7.0% 
CHECKS 1,523,348 

81.9% 

1,357,817 

68.4% 

1,397,954 

40.0% 

TOTAL 49,963 

100% 
70,245 

100% 
64,639 

100% 
TOTAL 1,860,024 

100% 
1,985,733 

100% 
3,499,843 

100% 

Source: Bank of Uganda. 

 

4-8. The card infrastructure is quite limited, and card-based systems are not 

integrated. The infrastructure consists of 340 ATMs and 279 POS terminals. A private 

entity, Bankom, operates a switch under an exclusive license from the BOU.  The license 

was granted on the expectation that all banks would use Bankom‘s switch infrastructure, 

and that this would contribute to the wider distribution and use of payment cards and 

other electronic payment services. The envisaged system-wide interoperability has not 

yet been achieved, however, as only the smallest banks use the Bankom network. 

Participating banks charge high fees, especially on interbank transactions, which makes it 

uneconomical for customers to use other banks‘ machines. Both factors have contributed 

to a low usage of ATMs and POS terminals. 

 

4-9. Mobile payment services are not yet available. At least one 

telecommunications company is preparing to launch a mobile payment service. The BOU 

is committed to making mobile payment services available to rural and unbanked citizens 

as a cornerstone of its strategy to promote and encourage the wider use of banking 

services and ultimately increase access to finance. However, the BOU has not yet 

determined the appropriate legal and regulatory framework under which mobile payment 

service providers would operate.  

 

4-10. There is an “unofficial” foreign currency payments system. Customers 

maintain foreign currency accounts with the local banks, and there is an ―unofficial‖ 

clearing among banks where foreign checks are exchanged. The BOU does not 

participate in this clearing, nor does it receive reports of the outputs from the process. 
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Information on the number and value of items cleared is therefore not available, but is 

said to be significant.  

 

4-11. The government is the single largest user of the payments system. The 

treasury has made significant progress in reducing the use of checks for government 

payments and is executing the bulk of its payments electronically. Already, salaries of 

public employees are paid by direct credit transfers in commercial bank accounts. This 

not only makes the internal operations of the treasury and government agencies more 

efficient, it also provides a major opportunity for commercial banks to attain the critical 

mass of customers to achieve viability in the development and delivery of new electronic 

payment instruments such as payment cards and direct credit and direct debit services. 

 

4-12. Government accounts are held in the central bank. In addition, the BOU is 

spearheading a project which will give the treasury origination access for the transfer of 

funds via the interbank settlement system. It is also envisaged that eligible microfinance 

institutions will be linked to the payments system so that payees/recipients who do not 

maintain traditional bank accounts can receive payments electronically and in a timely way.  

 

4-13. International remittances are increasingly relevant for Uganda. In 2006, 

remittances received represented 8.7 percent of the GDP, while those sent by migrants in 

Uganda amounted to 3.5 percent of the GDP. From an end-to-end perspective, the 

remittance market in Uganda is mainly cash to cash, and there are no reliable estimates 

on the average cost of sending money into the country, as approximately 80 percent of all 

remittances are deemed to be channelled through nonlicensed entities and/or through 

individuals. On the basis of the figures provided by the various remittance service 

providers (RSPs) interviewed, the team calculated a cost range from a minimum of 6 

percent to a maximum of 14 percent. 

 

4-14. The licensed remittance sector is dominated by a limited number of big 

players. These are mainly money transfer operators (MTOs) such as Western Union and 

MoneyGram, both of which are affiliated with large financial conglomerates and to the 

postal system. Most of the agreements between local agents and international MTOs are 

service-based agreements in which the international companies provide their partners 

with their collection network and local agents disburse the remittances to the final 

beneficiary in Uganda. Banks, in particular, rely on the international platform and 

collection network of major international MTOs. Smaller remittance service providers 

(RSPs) usually only have local representation in foreign exchange bureaus. 

Constraints to the Expansion of the Payments System 
 

4-15. The Bank team identified a number of constraints to the expansion of the 

payments system. These can be grouped into two main categories: (i) legal and regulatory 

constraints, and (ii) infrastructure, information, and capacity constraints. 

 

Legal and Regulatory Constraints 
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4-16. There is no comprehensive payments systems law. At present there is no 

comprehensive law to support payments, remittances, and securities settlement 

arrangements. A payments system bill has still not yet been drafted, while companion 

bills governing electronic transactions and securities transactions have remained in draft 

form for several years. As a result of this void, the BOU is in the main relying on the law 

of contract. This is generally inappropriate, given that contract law does not provide the 

level of legal protection necessary to secure payment and settlement arrangements. 

Furthermore, contract law does not address important issues such as (i) clarity of timing 

of final settlement, especially when there is an insolvency; (ii) legal recognition of 

(bilateral and multilateral) netting arrangements; (iii) recognition of electronic processing 

of payments (for example, can electronic signatures/documents be used as evidence in the 

court of law?); (iv) absence of any zero-hour or similar rules; (v) enforceability of 

security interests provided under collateral arrangements, and of any relevant 

repossession agreements; (vi) protection from third-party claims on securities and other 

collateral pledged in a payment system; (vii) payment system oversight powers of the 

central bank; and (viii) regulation of the remittance market and RSPs. 

 

4-17. BOU does not have formal and explicit powers to perform payment system 

oversight. Even though BOU currently carries out many of the typical oversight 

functions, this is not explicitly provided for in legislation. Such authority normally 

derives from statute and could be addressed in the new legislation.  

 

4-18. Access to the electronic funds transfer system is inequitable. Licensed deposit-

taking institutions have different levels of access to the interbank settlement systems. 

Only Tier 1 institutions have direct access to these systems, with all other institutions 

participating through them. Tier 2 and Tier 3 institutions, though supervised by the BOU, 

are not permitted to operate accounts with the central bank. The tiered access to the core 

payment infrastructures gives Tier 1 institutions an unfair advantage over Tier 2 and 3 

institutions. In addition, this system may be hindering competition, limiting consumer 

access to payment services, and keeping the price of payment services high.  

 

4-19. Charges for electronic payment services are high. BOU provides the interbank 

settlement infrastructure that allows final settlement for the key retail systems in central 

bank money. However the high charges levied by banks for payment services are a 

disincentive to their use, and frustrate the BOU‘s intention that the benefits of the 

enhanced payments infrastructure be passed on to users. In particular, the BOU has 

moderated its charges to the commercial banks in an effort to encourage migration from 

checks, and to promote the use of the RTGS system for interbank and third-party 

payments. Banks have not, however, reciprocated to reduce their RTGS customer 

charges. These fees can be up to 100 times the BOU charge to the bank. 

 

4-20. Lack of effective oversight of the payment system. High bank charges have 

long operated as a disincentive to the use of payment and banking services and have 

stymied growth in the use of electronic instruments. Within the ambit of its oversight 

role, the BOU would normally seek to promote competition in the provision of payment 
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services and ensure the protection of consumer interests. This is especially important 

given the absence of a formal ―competition authority.‖ 

 

4-21. The oversight of remittance service providers needs to be strengthened. 

Different RSPs interviewed had adopted manuals, codes, and good governance 

procedures, and stated that their employees have been properly trained. However, 

although every RSP is required to comply with internal AML/CFT guidelines issued by 

the BOU, the practical enforcement of these guidelines is in doubt. Most of the RSPs 

interviewed had no clear idea how to address possible warnings of suspicious transactions 

and were unsure of the detailed procedures to be followed in reporting such activity. 

 

Infrastructure, Information, and Capacity Constraints 
 

4-22. Lack of an integrated service platform for card payments. Card payment 

systems in Uganda are for the most part a collection of individual services and 

instruments provided by commercial banks and nonbank financial institutions.  The 

significant variation among banks in the charges they levy for ATM use, and the 

relatively high commissions paid by merchants for POS transactions—on average 5 

percent—effectively neutralize the intended benefits of interoperability. 

 

4-23. Bankom has an exclusive license to operate a central card switch, but 

interoperability has still not been achieved. Four years ago, the BOU issued an 

exclusive license to Bankom, a private company, to operate a central card switch in order 

to achieve interoperability among the banks‘ card-based systems. (The license expires in 

November 2009.) Bankom utilizes a shared electronic transaction switching network that 

allows withdrawals at cash dispensers (ATM); electronic funds transfer (EFT); facilitates 

payments through debit point of sale (POS) terminals; and effects settlement between 

members. Debit cards used for withdrawing cash or making payments in this EFT/POS 

environment are fully interoperable among Bankom members, providing customers the 

added convenience of being able to make and receive payments at any participating bank.  

 

4-24. The Bankom license has not been effective in rationalizing payment service 

provision. So far, only five smaller banks have joined, so a significant proportion of bank 

customers are not provided with the envisaged convenience of being able to access a 

wider network of ATMs and POS terminals. The larger banks have been unwilling to 

participate, as for some, the size of their ATM operations rivals or exceeds the size of the 

Bankom network. The market remains segmented, so that even among the Bankom 

participants, utilization of other banks‘ machines is low and declining sharply (table 4.2).   

 
Table 4.2: Bankom’s Interbank Settlement Totals (in UGS millions) 
 2006 2007 2008 2009 (upto oct) 

Total 11,772 16,904 1,964 1,340 

Average Monthly 981 1,408 163 111 

Lowest Monthly 298 558 14 18 
Source: Bank of Uganda. 
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4-25. Bankom’s viability is threatened. The low network usage is due, inter alia, to 

the fact that transaction fees tend to be particularly high on interbank transactions. 

Significantly, for a four-week period during April and May 2008, no interbank usage was 

recorded among the participant banks, which suggests that customers are either using 

their own bank‘s machines or none at all. As a result of the foregoing, Bankom‘s viability 

is threatened, customers are not afforded the convenience of a wider network of ATMs 

and POS terminals, and the authorities‘ goal of wide reach and full geographic coverage 

of electronic payment services in Uganda, especially to the unbanked rural populace, is 

not being achieved.  

 

4-26. Overall card usage is low, but there is potential to leverage the credit bureau 

infrastructure to expand access to, and use of, cards. At the end of 2007, 1.5 million 

cards had been issued and 340 ATMs and 279 POS terminals were deployed by banks. 

For POS terminals, this is a ratio of less than 10 terminals per 1 million persons, 

extremely low compared to other countries in Africa: 130 POS terminals per 1 million 

inhabitants in Zimbabwe, 350 in Egypt, 500 in Morocco, and nearly 14,000 in South 

Africa. One significant recent development in Uganda is the commissioning of the Credit 

Reference Bureau (CRB), which uses smart-card technology. The significantly higher 

cost of this technology may not be justified unless these cards are used for multiple 

purposes. In particular, smart-card technology could be used for payment services (as a 

debit card) and as a national identification card. One well-known benefit of smart-card 

technology is improved security (with associated fraud reduction), and the possibility of 

use of "offline" card transaction approvals, so unreliable telephone communications 

becomes less of a problem.  

 

4-27. Tax collection arrangements are inefficient. In contrast to electronic 

government payments, the current arrangements for tax collection are inefficient and 

costly to both the Uganda Revenue Authority and the taxpayer. URA maintains over 60 

accounts at commercial banks, to which all payments are credited. Separate accounts are 

held at the various branches of each bank. This appears to be a legacy arrangement which 

predates the modernization and integration of the banks‘ internal systems—which now 

make possible seamless intrabank/interbranch transfers. The operation of such a large 

number of accounts is unnecessary, inefficient, and costly. In addition, the fees charged 

by banks to receive these payments appear to be unreasonably high, ranging from UGS 

1,000 to 2,000 per transaction.   

 

4-28. There are risks in the securities settlement process. Securities settlement 

arrangements in Uganda do not comply with the CPSS-IOSCO Recommendations for 

Securities Settlement Systems, the international standards for this segment of the 

National Payments System. The Uganda Stock Exchange (USE) currently engages in a 

very cumbersome settlement process. Checks are exchanged among brokers for 

settlement of equity trades. Settlement is performed on a gross basis. USE is not currently 

permitted to operate an account at the central bank. It does not utilize an electronic 

depository and there is currently no DvP settlement for capital market trades, with the 

resultant settlement risk and delays. The USE has indicated that it plans to implement a 

depository. These plans have reportedly been stalled pending the passage of enabling 
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legislation to support securities market arrangements. The current (low) level of trading 

on the USE and the current size of Uganda‘s capital and money markets do not seem to 

support the operation of two depositories.  

 

4-29. Infrastructure for cross border transactions is inadequate. The clearing of 

foreign checks currently occurs between banks on an informal basis. BOU is not 

involved, and information on the number and value of items cleared is therefore not 

available, but is said to be ‗significant.‘ Funds from these foreign checks are subject to 

fairly long hold times that can be up to several months. Although development of the East 

African Payment System (EAPS) is progressing, the system is not yet operational.  When 

online, it will reduce foreign exchange risk in intraregional transfers. Harmonization is 

envisaged in the areas of high-value payment systems, automation of clearinghouse s, 

payment system risk management, legal frameworks, and operational standards.  

Uganda‘s RTGS system will need to be upgraded to integrate fully with the EAPS when 

it is implemented. 

 

4-30. There is no adequate network of disbursement points for remittances. 

Although many market players have been seeking innovative mechanisms to expand the 

network of remittance disbursement points, including the use of correspondent agents and 

the expansion of the ATM network, there is still a recognized need to expand service 

levels out of the metropolitan area. In Uganda this is critically important, due to the 

difficulties in reaching remote areas and isolated villages. In those areas, the cost of 

receiving remittances can be multiplied; this is where the illegal market has its main 

source of profit, providing informal services that cannot be replicated by financial 

institutions. Uganda‘s banks do not seem keen to exploit the potential of leveraging 

remittances to develop client profiles, then using this information to provide broader 

banking services (such as consumer credit) and expand their customer base.  

 

4-31. The remittance sector lacks transparency. RSPs are legally obligated to be 

transparent in remittance transactions. Commercial banks and other regulated financial 

institutions that provide remittance services are obliged to publicly disclose their tariffs for 

all the services they provide to the public, including remittances. Disclosure of fees, 

exchange rate, speed, and service level seem to be in place, and this information is made 

available to consumers at the point of distribution, while RSPs provide this data to 

customers in a written form. However, disclosure of fees only partially reveals the cost of 

making remittances. In 98 percent of remittance transfers, the amount is remitted in 

Ugandan shillings, so that part of the remittance cost is concealed in a currency conversion 

operation. And there is room for greater compression of remittance costs, as phone channels, 

Internet, and other means of communication are not being used to their full extent. 

 

4-32. Competition in the remittance sector is limited. Most of the agreements between 

local agents (banks) and international MTOs are service-based agreements. Competition is 

hindered by the Ugandan authorities‘ permitting (or not disallowing) exclusivity agreements 

that require distributing agents to work with only one money transfer operator. This is a 

major impediment to further cost reduction for remittances in several countries like Uganda, 

as it discourages competition among MTOs. 
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Recommendations 
 

4-33. Based on their analysis and the survey results, the team has highlighted a number 

of recommendations. The following recommendations are categorized on the basis of the 

five General Principles and two Roles of the Public and Private Sector identified in the 

report General Principles for International Remittance Services, published by the World 

Bank and the Committee on Payment and Settlement Systems. The recommendations are 

related to specific policy or institutional reforms that would strengthen the payments 

systems and hence contribute to improving access to finance. The recommendations are 

addressed to the primary stakeholders in the sector—BOU and the MoFPED. Policy 

reforms include all recommendations related to new laws, regulations, or supervisory 

practices. Institutional reforms relate to strengthening institutions, improving 

information, and building capacity. 

 

Policy Reforms 
 

4-34. Enact a new payment systems law.  Authorities and stakeholders have indicated 

their intention and desire to upgrade the legal framework and should move quickly to 

enact the new legislation for the payment and settlement systems.  Given the time needed 

to implement new legislation, work in this area should commence immediately, with the 

contracting of an international legal expert to help develop the legislation. The legal 

framework should :  

 

 Support key aspects of the payment and settlement processes, as well as 

others related to securities settlement, such as: the protection of customer 

assets (particularly against insolvency of custodians); immobilization and 

dematerialization of securities; validity of netting arrangements; the 

holding, transfer, pledging, and lending of securities (including repurchase 

agreements and other economically equivalent transactions); liquidation of 

assets pledged or transferred as collateral; and protection of the interests of 

beneficial owners, among others. 

 

 Establish clear responsibilities, vest authority for oversight of the payment 

and settlement systems in the central bank, and include provisions that 

satisfy the legal and regulatory requirements for electronic banking, 

including mobile banking 

 

 Provide the legal basis for technological advances and support the 

operation and future development of the system, while ensuring that risks 

are adequately mitigated. In addition to the legislation, regulations will be 

required to allow the BOU, as overseer, to react to the changing 

environment through the issuance of rules and directives and the 

imposition of sanctions. As the mobile payments industry is faced with 

two regulatory environments—telecommunications and banking—
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dialogue between the two sets of regulators and between the regulators 

and service providers is critical to develop appropriate regulations and 

ensure the potential of mobile transactions is realized 

 

 Remove inconsistencies and lack of clarity from various laws and legal 

concepts affecting the operation and performance of the clearing system.  

Contract laws, company laws, bankruptcy and insolvency laws, custody 

laws, and property laws may have a bearing on the operation and 

performance of the clearing system. Other legal pieces, not yet available in 

Uganda and which have an important effect on payment system services in 

general, and remittances in particular, are economic competition law and 

consumer protection laws and regulations, among others. 

 

4-35. Increase the Bank of Uganda’s oversight capacity and enhance the governance 

arrangements within the National Payments System.  BOU should ensure it has 

appropriate and adequate capacity to carry out the oversight function. It will require 

additional staff with expertise in policy, economics, legal, operational, and technical aspects. 

The BOU also needs to encourage collaboration and cooperation among stakeholders, 

including joint education and promotion campaigns. The team recommends that the 

authorities challenge the bankers as a group, ideally through the Bankers Association, to 

collaborate, even while competing, in order to achieve specific financial inclusion targets 

and the overall goals of the payment system reform effort. Through the National Payments 

Council (NPC), banks could be encouraged to endorse and buy in to what is now seen as 

exclusively BOU‘s vision for the national payments system. The NPC provides a formal 

forum, under the chairmanship of the BOU, to bring together and resolve the competing and 

conflicting interests of all stakeholders within the payments infrastructure. 

 

4-36. Establish a formal complaints resolution mechanism/body for the financial 

sector. The creation of a dedicated and independent ombudsman‘s office can be an 

effective way to resolve consumer disputes and build trust in formal (institutional) 

payment system channels.  Public disclosure of conflict resolution mechanisms, including 

the specific role and powers of the ombudsman, will ensure that providers, regulators, 

and users of the payment systems know what action to take, or body to appeal to, when 

problems arise in the payment systems.  

 

 

 

 

 
Figure 4.1: General Principles of International Remittance Services 

 

Principles 

 

Transparency and consumer protection 

General Principle 1. The market for remittance services should be transparent and have adequate 

consumer protection. 
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Payment system infrastructure 

General Principle 2. Improvements to payment system infrastructure that have the potential to increase 

the efficiency of remittance services should be encouraged. 

Legal and regulatory environment 

General Principle 3. Remittance services should be supported by a sound, predictable, 

nondiscriminatory, and proportionate legal and regulatory framework in relevant jurisdictions. 

Market structure and competition 

General Principle 4. Competitive market conditions, including appropriate access to domestic 

payments infrastructures, should be fostered in the remittance industry.  

Governance and risk management 

General Principle 5. Remittance services should be supported by appropriate governance and risk 

management practices.  

Roles of remittance service providers and public authorities 

 Remittance service providers should participate actively in the implementation of the General 

Principles  

 Public authorities should evaluate what action to take to achieve the public policy objectives 

through implementation of the General Principles. 

 

 

4-37. Expand access and competition in the payments system. The RTGS system, a 

systemically important payment system, should be characterized by fair and open access 

and appropriate governance arrangements. Clear and objective participation criteria for 

potential new entrants should be developed and published by the BOU. The following 

changes should be considered:  

 

 Tiers 2 and 3 institutions could be permitted to operate accounts
35

 with the 

BOU and have direct access to the electronic funds transfer systems (retail and 

high value) if they can meet proportionate risk management and operations 

criteria. For instance, routing remittance transfers as credit transfers through 

networks offered by Tier 2 and Tier 3 banks could leverage the network 

effects of the infrastructure that is already in place and expand outreach.  

 

 The range of primary dealers could be expanded to include Tier 2 and Tier 3 

entities, thereby enhancing competition, not only with respect to payment 

services but in the development of the secondary market for securities as well.  

These entities may be differentiated in the extent of collateral required to 

mitigate settlement risk, and in their access to central bank liquidity.  This will 

enhance competition in the provision of high-value (third party) payment and 

settlement services, and contribute to more competitive pricing for these 

services.   

 

4-38. Implement strategies to reduce charges for certain payment transactions. At 

minimum, BOU can mandate limits on RTGS charges, as these can be justified on the 

                                                
35 More stringent terms would be applied to these accounts, for example, no access to central bank liquidity intraday. 
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basis that the system is provided by BOU, for very modest fees. Banks‘ RTGS customer 

charges of UGS 10,000 up to UGS 100,000 seem unreasonable relative to BOU‘s charge 

of UGS 750 to UGS 1,500. Additionally, it is appropriate to delay any further reduction 

of the check threshold until banks have reduced and streamlined their charges. Lastly, 

BOU can encourage banks to reduce their charges through moral suasion, or direct such 

reduction
36

 so as to foster widespread use of electronic instruments. ATM/POS consumer 

and merchant fees also need to be monitored and addressed as necessary. 

 

4-39. Achieve interoperability in retail payment systems. Mandating the use of the 

Bankom switch to achieve interoperability among the banks‘ card-based systems is 

inconsistent with the BOU‘s oversight role (to promote competition) and the free market 

principles it espouses.  The BOU should evaluate Bankom operations (its technical and 

operational capacity and its governance arrangements) and if deemed adequate, acquire 

majority (or full) control and take over operations. This could involve Bankom becoming 

an operator of other parts of the payments system, such as the electronic clearinghouse. 

Simultaneously, the BOU could use moral suasion to encourage banks to participate in 

the Bankom switch, and secure their agreement at the outset to take over the BOU‘s 

equity stake in Bankom.  Alternatively, the banks could be mandated to establish and use 

a central switch, Bankom‘s or another, within a specified timeframe. The BOU‘s 

involvement is recommended and required to (i) coordinate all efforts so that a real 

national system for retail payments is implemented to avoid duplications and misuse of 

infrastructure and resources; (ii) ensure that the system operates optimally by securing the 

participation of all banks and other major participants; (iii) ensure that effective standards 

(for example,. standardization of bank accounts) and infrastructure agreements are 

implemented; and (iv) determine the guiding principles for interbank and final user fees, 

conflict resolution mechanisms, and so on.. 

 

4-40. Encourage collaboration among banks to optimize the usage of ATMs and 

POS terminals. Debit cards could be issued routinely when accounts are opened. The 

use of POS terminals in particular could be promoted through a joint advertising and 

education campaign, targeted to merchants as well as consumers, to create awareness of 

the new payment instruments and circuits and provide information on their features and 

benefits. Payment service providers should be encouraged to agree on developing a set of 

incentives for consumers as well as merchants to use these services.  Leveraging the 

credit bureau smart-cards for other purposes could be considered in a few years, after the 

UCB is fully operational. 

 

4-41. Formalize a local clearing arrangement for foreign checks. The BOU can 

leverage the existing administrative arrangements for local check clearing to establish a 

formal clearing for foreign currency checks issued by or drawn on local banks. Appropriate 

rules relevant to foreign items would be required; these can be incorporated into the existing 

clearinghouse rules. This arrangement will expedite funds availability, allowing banks to 

standardize and reduce the hold period on these foreign items, which is said to average 

several months. Eligible items could include (i) drafts/checks drawn by local banks in major 

                                                
36

 This was successfully implemented in Australia, where the Reserve Bank imposed limits and reduced the 

interchange fees for card transactions. 
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foreign currencies; (ii) drafts/checks drawn by account holders in major foreign currencies 

on their accounts at local commercial banks; and (iii) checks drawn on ―payable through‖ 

accounts maintained by local commercial banks with overseas correspondents.  

 

4-42. Improve the overall efficiency and safety of the remittance market with 

additional oversight for RSPs.  A first priority is the promotion of competition in the 

remittance market.  It may be helpful for the BOU to work to implement the international 

standards in the field of remittances, the CPSS-World Bank General Principles for 

International Remittance Services. In keeping with these standards, the BOU should 

consider prohibiting exclusivity agreements for remittance distributing agents, as they are 

an impediment to greater competition and lower prices. Exclusivity agreements that 

require distribution agents to work with only one money transfer operator are important 

obstacles to further cost reduction for remittances. If a remitter abroad wants to send 

money to a place in Uganda where there is only one distributor, and if the latter is obliged 

by an exclusivity agreement with an international money transfer operator, the remitter 

has no choice but to work with the latter. From another perspective, exclusivity 

agreements can impede new potential distributors from achieving the volume of 

transactions and network efficiencies that would make their presence in the market 

viable, making it virtually impossible to enter the market.  

 

4-43. Develop minimum performance levels for RSPs. In addition to meeting their 

legal obligations, RSPs could be encouraged to adopt rules and internal standards that 

guarantee minimum levels of performance in areas including: (i) the maximum time 

necessary to carry out transfers; (ii) information about the differences in delivery time for 

less-expensive services; (iii) information that must be included in transaction receipts; 

(iv) an explanation of exchange rates and commissions to be charged; (v) procedures for 

presenting complaints and the process to resolve them; and (vi) safety measures, 

including the segregation of clients‘ funds from those of the service provider. RSPs 

should be involved in developing sound governance mechanisms. As payment service 

providers, they have a particular responsibility to ensure that both they and any capturing 

or disbursing agents they use comply with applicable regulations, including AML/CFT 

rules. 

 

4-44. Enhance regulations on remittance services. The criteria for obtaining an RSP 

license should be objective, clear, and publicly available, and as far as possible, should 

regulate according to type of activity, not type of entity carrying it out.  Regulations should 

not aim to apply all rules for deposit institutions to all types of RSPs, only the more 

pertinent regulations complying with existing laws should be applied. It is important not to 

stymie innovation in drawing up the rules. Care needs to be taken to heed the business 

models of nonfinancial RSPs, (that is, telecommunication companies) so that regulation 

does not create unnecessary barriers to entry.  Whenever possible, the application of any 

regulation should allow RSPs with few resources to comply gradually and progressively. 

Regulation should not limit the activities that RSPs can carry out (that is, payment of 

invoices, sale of related products, exchange services).  

 

Institutional Reforms 
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4-45. Upgrade the RTGS system to implement multicurrency functionality and a 

liquidity optimization module.  Within the region, there is agreement to implement an 

East Africa payments system and a cross-border model to eliminate foreign exchange risk 

in intraregional transfers. The RTGS system will need to support credit transfers in other 

countries‘ currencies so cross border foreign exchange transactions are settled safely and 

efficiently on a payment-versus-payment basis. Implementing such an arrangement 

would make it more important to address legal issues associated with foreign 

jurisdictions, as new issues will arise with operating with multiple currencies and across 

borders. It is also timely for the BOU to implement liquidity optimization mechanisms in 

the RTGS system so that liquidity is managed more efficiently.  

 

4-46. Create an electronic depository for equities and introduce a new trading 

platform to facilitate the efficient settlement of trades.  An electronic depository for 

equities, linked to the RTGS system, will facilitate the settlement of trades on a DvP 

basis. The feasibility of utilizing the existing BOU depository for equities, as well as 

government securities, should be carefully assessed, and USE‘s planned implementation 

of a new depository be deferred pending this evaluation. This is especially relevant in the 

context of the proposed implementation of a regional depository. To ensure the smooth 

operation of securities clearing and settlement systems, it is proposed that the BOU co-

operate with the capital markets regulator (CMA) and where appropriate, with other 

relevant authorities, to address these problems and issues of common interest. A new 

trading platform for the secondary market trading of government securities should be 

introduced, for both outright transactions and repurchase agreements. An electronic 

trading system is also needed for equities. A unified trading platform, if properly 

managed, allows for greater market efficiency. Participants post bid and ask prices 

continuously and settle transactions more efficiently. This eliminates information 

asymmetries and allows for more efficient price discovery than is achievable with 

bilateral phone calls in an over-the-counter market, and will foster the development of the 

financial markets. An efficient secondary market for government securities will provide 

more liquidity, make primary debt issues more attractive to the market, and provide more 

information to the central bank on the liquidity exchanged among financial institutions 

and the possible needs for intervention.  When linked to the electronic securities 

depository and the RTGS system, this trading platform would support efficient trade 

initiation and the straight-through processing of securities market transactions. 

Additionally, to ensure that the goals of risk reduction and enhanced efficiency are 

achieved, the team recommends that the BOU mandate primary /money market dealers to 

settle all securities trades, including repurchase (repo) transactions within the depository 

and through the RTGS system. 

 

4-47. Improve the efficiency of government tax collections. The Uganda Revenue 

Authority (URA) should begin the process of discontinuing the legacy arrangements for 

payments transfers and rationalize and reduce its operational accounts. The electronic 

funds transfer system facilitates interbank settlement and obviates the need for these 

multiple accounts. Also, banks‘ internal systems are now integrated, allowing seamless 

intrabank transfers.  The Perago Pay upgrade will level the playing field among banks 
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and increase efficiency in payment flows, as transfers to the URA account(s) at the BOU 

will be made continuously, so lower idle balances (float) will be maintained in bank 

accounts.  In addition to expanding the range of options and convenience points for tax 

payments, efforts should also be made to reduce fees charged to taxpayers. URA reports 

average monthly collections of over UGS 250 billion. This can be used as leverage to 

induce banks to reduce fees charged to taxpayers for collecting taxes. 

 

4-48. Promote knowledge and awareness of payment systems through educational 

campaigns.  As part of its oversight function, BOU should conduct educational 

campaigns so that the population (individuals, corporate entities, merchants) sees the 

benefits that can accrue to them, and to the economy as a whole, through greater access, 

more convenient access points for payment initiation and receipt, and active use of 

electronic payment instruments and the clearing and settlement systems. The public 

should be informed by means of an ongoing program of the rules and standards of the 

payments system. Financial education programs are key to improving customers‘ 

understanding of financial services such as remittances.  Providing such education 

through the Ministry of Foreign Affairs‘ new Diaspora Unit would create greater 

awareness of the safer, cheaper, and faster ways to send money home. Education could 

also be provided on the possibilities of linking remittances to other financial services 

such as deposit accounts, microfinance, and SME lending. RSPs also have a role in 

engaging in ground-level education of remittance recipients to promote the use of 

efficient payment instruments and the use of broader banking and financial services. In 

all these areas, the market as a whole could benefit from cooperation between the 

Bankers‘ Association and remittance industry representative bodies to identify common 

interests.  

 

4-49. Promote transparency by publishing remittance costs.  The BOU, the Ministry 

of Foreign Affairs, and other government agencies could play a key role in advancing 

transparency by producing and publishing tables with comparative information on costs 

and other relevant variables. To ensure the widest reach, all relevant dissemination 

channels should be used (for example, leaflets, newspapers, the Internet, consumer 

friendly phone number, and so on), both in Uganda and in the main sending countries, 

through consular offices, migrant associations, and other bodies. In several countries 

around the world, authorities are already engaging in this exercise. The World Bank has 

launched an online database containing detailed information on the cost of sending 

money in 120 corridors worldwide. The Bank of Uganda could either take into 

consideration the applied methodology to set up a similar database or could include the 

information on the main corridors in Uganda in the database hosted by the World Bank. 

 

4-50. Facilitate competition in disbursement of remittances. BOU, the Ugandan 

Bankers Association, and the Ugandan Money Transmitters Association could 

disseminate information to increase awareness of the remittances market in Uganda and 

the different business opportunities available, and to facilitate dialogue among national 

and regional or international counterparts.  In particular, the involvement of Posta 

Uganda, MFIs, and SACCOs in the remittances market could potentially expand the 

available disbursing network. Improved competition could lead to the involvement of 
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Posta Uganda, which has an extensive network of postal delivery outlets down to sub 

county level. Improved competition among existing money transfer services, coupled 

with direct access to the national payment system, could significantly reduce many of the 

logistical problems Uganda faces in remittances delivery. The role of authorities working 

together with RSPs is fundamental in the implementation of international standards and 

best practices in the field. The National Payments System Council can be a useful forum 

to discuss possible actions and coordinate efforts to ensure international remittances 

policy is consistent, as it must be.  

 

4-51. Improve information on remittance flows. BOU, working with the Uganda 

Bureau of Statistics (UBOS), could develop more comprehensive statistics on remittance 

flows and on organizations providing remittance services and remittance-related 

activities. This would help give the financial sector reliable, official information on the 

different aspects of the remittance business. The Ministry of Foreign Affairs has just 

begun to create an official network of Ugandans abroad, through the creation of a 

designated Diaspora Unit. Its main objectives could be not only to maintain and reinforce 

links between Ugandans living abroad and their home country, and provide assistance to 

migrants in a number of areas, but also to promote awareness of safer, cheaper, and faster 

ways to send money home.  
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5. Reforming the Uganda Pension System  
 

5-1. The first section of this chapter provides an overview of current pension schemes 

and the regulatory framework in Uganda. The second section discusses key challenges to 

the pension sector. The last section provides recommendations for pension reform, in 

light of current pension-related government proposals and efforts to liberalize the pension 

sector overall. 

 

Overview of the Pension System 
 

5-2. The Ugandan pension system serves a small portion of the population. For 

private sector employees, the primary fund is the National Social Security Fund (NSSF) 

to which all formal sector employees are obliged to contribute. Many private sector 

employers have also set up occupational schemes to accumulate additional pension 

benefits for their employees.  For public sector employees, the main scheme is the Public 

Service Pension Fund (PSPF). Additional schemes include an armed forces scheme and a 

local government scheme. The characteristics of the major pension schemes in Uganda 

are described in table 5.1. The NSSF does not cater to firms with fewer than five 

employees, to self-employed individuals, or to informal sector enterprises. 

 

5-3. The NSSF is a defined contribution provident fund. It collects mandatory 

contributions at a rate of 15 percent of gross employee wages, 5 percent of which is 

deducted from employees, topped up by 10 percent paid by their employers. NSSF 

operates on a defined contribution basis, that is, as an investment fund where accrued 

balances can only be withdrawn at retirement.  As such, its assets and liabilities are by 

definition matched. The fund does not guarantee a rate of return on the contributions it 

collects. Therefore, there are no contingent liabilities that would need to be covered by 

the scheme sponsors or a pension administrator.  

 

5-4. The NSSF has approximately 300,000 members. It pays lump sum benefits to 

an average of 1,200 members every month. Total assets under management were UGS, 

UGS 1.42 trillion (USD 768 million) as of September 2009, approximately 5 percent of 

GDP, making it the only major source of term financing.  Assets were invested in: fixed 

income (government bonds), 70 percent; real estate, 20 percent; equity, 10 percent. 

Historically, NSSF‘s returns on its investment portfolio have been lower than expected, 

and often negative in real terms, largely reflecting poor returns on its investments and 

high operating costs. This has led to disillusionment among both individual members and 

sponsoring employers, who view NSSF as little more than a tax. This also prompted more 

employers to set up occupational schemes. 

 

5-5. There are more than 50 private sector occupational schemes. It is estimated 

these schemes have an estimated value of UGS 120 billion. Most large employers, such 

as the Bank of Uganda and the telecommunications companies, operate such schemes. In 

addition to the single-employer schemes, there is also one multi-employer pension fund, 

which is organized and operated by Alexander Forbes an international company which 
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provides risk and insurance services. Participation in these schemes is voluntary; both 

employees and the employer make contributions (in addition to the mandatory NSSF 

contributions). The presence of these schemes is a result of the historically weak/negative 

investment returns on NSSF's asset portfolio that have severely eroded public confidence 

in NSSF's ability to provide old-age income security to formal sector employees. 

 
Table 5.1:  Ugandan Pension Schemes 

 
 National  Social 

Security Fund 

(NSSF) 

Occupational 

Provident Schemes  

Public Service 

Pension Fund 

(PSPF) 

Armed Forces 

Pension Scheme 

General 

Population 

Served  

Private sector 

employees 

Private sector 

employees  

Public sector 

employees 

Public sector 

employees 

Specific 

Population 

Served 

All private sector 

employees of 

companies with 

more than five 

employees 

Employees of private 

sector firms that elect to 

contribute funds in 

addition to NSSF funds 

Civil servants, 

public 

employees, 

teachers, police 

officers 

Military officers 

# Members Approx. 300,000 N/A (approx 50-60 

schemes) 

Approx. 250,000 N/A 

Financing of 

Benefits 

Mandatory 

contribution 

Voluntary contributions Non-contributory 

(budget-

financed) 

Non-contributory 

(budget-financed) 

Type of Benefit Defined 

contribution 

Defined contribution 

and defined benefit 

Defined benefit Defined benefit 

Legal 

Framework 

NSSF act Uganda insurance act or 

unregulated 

Pensions act Armed forces 

pensions act 

 
Source: Ministry of Finance Planning and Economic Development.  

 

5-6. The PSPS, a defined benefit scheme funded by the budget, is the primary 

scheme for public sector employees.  It is a non-contributory scheme that promises the 

participant a specific amount at the time of retirement.  It covers approximately 250,000 

active civil servants, public employees, teachers, police officers, and municipal workers, 

and pays pension benefits to approximately 56,000 pensioners.  

 

5-7. The PSPS pays benefits in the form of both annuities and lump sums. The 

payout rules for benefits (old age, survivor, and disability) are unusual, because at 

retirement, beneficiaries receive one-third of the present value of their expected future 

pension as a lump sum and are paid an annuity based on the remaining two-thirds of 

accrued entitlements. After the first fifteen years of retirement, the annuity is recalculated 

as if no lump sum payment had been made at retirement.  

 

5-8. Other public sector schemes are operated by the armed forces and local 

governments. Little information is available about these schemes, but since they operate 

on a defined benefit basis, it is expected that they have accrued certain unfunded 

liabilities. To what extent the central government is liable for their obligations is unclear. 

However, it can be assumed that the army scheme is fully underwritten by the central 

government. 
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Constraints to Pension Sector Development 

 
5-9. There are a number of constraints impeding the development of a fully mature 

and functioning pension sector. Although the essential elements and players are in place, 

to initiate funded pension reform and create more competition, the industry must develop 

and broaden further.  The constraints identified by the team are summarized below in two 

areas: (i) legal and regulatory constraints, and (ii) financing and capacity constraints. 

 

Legal and Regulatory Constraints 
 

5-10. There is no overall regulatory framework. NSSF and PSPS are regulated by 

separate laws. NSSF is governed by a board and reports to the Minister of Finance, while 

PSPS
37

 is under the direct control of the Ministry of Public Service. No universally 

applicable regulation exists for any other pension scheme;  indeed, the concept of 

pension schemes, pension funds, or other pension products and providers has yet to be 

legally defined and protected against misuse. Occupational provident funds, set up as 

deposit administration funds, are regulated by Uganda‘s insurance act, but no legislation 

exists to ensure the exclusivity of this legal form. If an employer decides to set up a 

scheme for his workers according to the provisions of the Insurance Act, then the scheme 

is licensed, regulated, and supervised by the Uganda Insurance Commission. Since no 

other laws exist in these areas, an employer or financial service provider who wishes to 

offer pension schemes or other pension products, or who would like to follow different 

operational procedures and invest assets outside the restrictions of the Insurance Act, can 

easily do so by giving the scheme or product a different name.  

 

5-11. NSSF has a monopoly over mandatory pension contributions. This leads to 

NSSF being the biggest ―institutional investor‖ in Uganda. It has the size and clout to 

make or break bond issues. But with its poor track record in investment, and shaky 

governance structure, it is not the best vehicle for investing and allocating scarce long- 

term funds.  

 

5-12. NSSF is a de facto publicly managed fund. NSSF is a sui generis institution, 

regulated by a dedicated article of law, the NSSF Act of 1985. Its problems, including 

recent cases of alleged fraud as well as poor investment performance, are related to 

shortcomings in its governance structure. Although not directly under government 

management, the composition, selection, and rules of accountability of its board make it a 

publicly managed provident fund. This kind of structure has often failed in other 

countries. 

 

Financing and capacity constraints 
 

                                                
37

 The PSPS is technically not even a fund. It is a ―scheme‖ that has to be transformed into a fund with an appropriate 

governance structure.  
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5-13. The generous benefit rules of the PSPS have created a large pension liability. 

The rules include the age of retirement, required length of service, accrual rate, 

assessment base, and indexation of benefits in service. They have resulted in a large 

implicit pension liability equal to approximately 27 percent of GDP. The PSPS arrears as 

at mid-2007 were estimated at UGS 280 billion.
38

 The government has embarked on an 

accelerated amortization of the arrears, and it is expected that by the end of this fiscal 

year (June 2009) all historic arrears will have been cleared. However, according to the 

Ministry of Public Service, the agency overseeing PSPS, at the same time that the historic 

arrears are cleared, new benefit arrears of approximately UGS 60 billion will be accrued 

by mid-2009.  The new arrears, which partially offset the amortization of the old ones, 

are attributable to insufficient resource allocations in the 2009 budget.  

 

5-14. The number of service providers is limited. Presently, there are four asset 

managers that manage the assets of occupational pension schemes.  Each has been 

licensed by the Capital Markets Authority (CMA) in the last three years. One of these, 

African Alliance, has begun to manage and distribute retail investment funds as well. 

Two banks (Barclays and Stanbic) provide custody services to these pension funds. The 

insurance market, especially life insurance, is also underdeveloped.  No annuity products 

are available commercially, and the life insurance market consists of group term life 

policies.  Uganda does not have a single qualified actuary, which is particularly 

problematic for the government.  Whereas private sector entities can always find and hire 

such experts abroad, this constraint is serious for the Uganda Insurance Commission. 

 

5-15. Capital markets lack depth. Uganda‘s capital markets, both for fixed income 

and equity, are very shallow. Only six local stocks and a few cross-listings are listed on 

the Uganda Securities Exchange. Turnover and capitalization are meagre. The 

government securities market is also thin. Once a greater demand from pension funds 

emerges for investable securities, this level of domestic supply will be insufficient. Even 

today, with such a low level of assets under management, fund managers complain that 

they cannot always purchase what they wish. The supply of other instruments, such as 

corporate bonds, is practically nonexistent. Pension funds (including NSSF) invest in 

property as well, but this segment is not securitized. The funds buy property directly, 

which is questionable for various reasons, including asset valuation and liquidity. A 

number of pension funds diversify by investing regionally, typically in Kenya. 

 

Recommendations 
 

5-16. Based on interviews, analysis, and comparison with global good practice, the 

team has highlighted a number of recommendations. These relate to (i) policy reforms to 

improve the overall framework, (ii) reforms of private sector schemes, and (iii) reforms 

of public sector schemes. 
 

Policy Reforms 
 

                                                
38

 The team observed that the Ministry of Public Service and MFPED had different estimates of the pension arrears.  
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5-17. Develop a long-term pension policy.  Uganda has yet to establish a long-term 

pension policy, which makes discussion about particular schemes, reforms, and options 

difficult. A pension policy could provide useful guidance in areas such as which groups, 

if any, should be mandated into pension schemes, and the appropriate level of mandatory 

pension savings and contributions. Pension policy would also address the level of budget 

subsidy the government is able and willing to devote to giving incentives, the form such 

incentives could take (tax incentives, matching contributions, and the like), the expansion 

of coverage, and how the government wishes to balance the welfare of retired civil 

servants and the minority of formal sector employees with the needs of the vast majority 

of the population. This policy could then serve as guidance for practical questions 

concerning targeted coverage and replacement rates.  

 

5-18. Prepare a high-quality pension regulatory act.  The MoFPED is already 

working on a pension regulatory act, which, with a set of implementing regulations, 

should be enacted and implemented as soon as possible. The act should give the pension 

regulator authority over the NSSF, PSPS, and all occupational schemes. Having an 

overarching pension regulatory authority is important for improving the governance of 

the sector, promoting reform, and advancing liberalization. At the same time, it is 

important that the principles of universal applicability of the regulations and the freedom 

to choose among providers are enshrined in the act. Such liberalization, whether partial or 

full, can only occur when there are regulated private pension schemes that are ready to 

accept members—and their account balances and new contributions—and invest them 

safely and efficiently, as prescribed by a uniformly applicable pension law. Every 

permissible retirement savings instrument (including guaranteed schemes offered by 

insurance companies and individual retirement accounts) should be regulated in the 

regulatory act, which reference other laws whenever possible (such as accounting, audit, 

custody, and so on) in an effort to avoid different laws regulating the same issue.   

 

5-19. Reconsider the decision to establish a specialized pension regulatory 

authority. While it is very important to have an independent pension regulator, it is not 

necessary to set up a new, specialized agency to perform this role. The team believes that 

it would be more effective and efficient to expand the role of the Capital Markets 

Authority to include oversight of pension schemes and their service providers. This view 

is broadly shared by the industry, as well as by some GoU officials. Building a strong 

pension regulatory authority may prove difficult and time-consuming. Using the structure 

and capacity of the CMA can make the process run more smoothly. Furthermore, to avoid 

the possibility of regulatory arbitrage, and to maintain uniform legal standards and 

requirements, the new pension regulator would in any case need to rely on the CMA in 

terms of licensing, regulating, and supervising fund managers and custodians. Similarly, 

in the payout phase, at least as pertains to annuities, the pension regulator needs to rely on 

the Uganda Insurance Commission. Under these conditions, creating a new agency— 

which will have a vested interest in carving out a regulatory niche—sounds impractical 

and unnecessary. Finally, it would take, under the best of circumstances, at least five 

years for a new regulator to become effective.  Thus, it is unclear how the current 

proposal of a new regulator would contribute to the expedient implementation of pension 

reform and ensure the security and safety of pension savings. 
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5-20. Develop a trust law and a custodian law. Pension regulations rely on and refer 

to existing laws.  It is neither feasible nor desirable to make the pension act the primary 

regulatory instrument of areas which have general applicability outside the pension 

system or the private pension industry. In this respect, Uganda‘s lack of a trust law and of 

a law defining custodians and custodial duties is a cause for concern. The two most 

important players in terms of fiduciary duties, with the means and capacity to ensure the 

safe accumulation of contributors‘ funds, are the board of trustees and custodians. Their 

roles cannot be substituted by expanding or defining other stakeholders‘ rights and 

obligations differently. Until these two areas are properly regulated by legislation, the 

idea of the safe functioning and effective supervision of pension schemes will fall short. 

 

5-21. License all schemes and providers.  Once the new pension regulatory 

framework is in place, all schemes and providers wishing to continue operating will need 

to be licensed. Consequently, the private pension law will need to prescribe clear 

transitional provisions, including the period within which existing schemes, funds, and 

providers have to comply with the new regulations. These transitional provisions will 

need to apply to all schemes, including NSSF and PSPS. 

 

Private Section Pension Reforms 
 

5-22. Improve the governance of NSSF. Independent trustees should be appointed to 

its board to assist in decision making and to function as whistleblowers. Given the highly 

politicized nature of this institution, and the small, closely-knit nature of the Ugandan 

political and business elite, it is recommended to appoint foreign experts, with established 

track records and reputations to protect, as independent trustees. This will make them 

more likely to represent members‘ interests above any other consideration. These experts 

should be from countries with an established private pension market operating within a 

legal tradition similar to that of Uganda. 

 

5-23. Allow for full liberalization of the sector. Liberalization involves allowing 

employers and employees the option of making mandatory contributions to funds other 

than NSSF. These could be single-employer occupational funds or multi-employer funds. 

If employers are allowed to do this, they would have the choice whether or not to 

continue with voluntary contributions. Two modes of liberalization have been discussed 

in Uganda. One is partial liberalization, whereby employees have the option to make new 

mandatory contributions to NSSF or a new fund, while past contributions remain with 

NSSF. In full liberalization, the past contributions can be moved from NSSF to another 

fund. From the perspective of members, the main difference between partial and full 

liberalization is that full liberalization allows members to stay with NSSF if its 

performance is convincing, but switch the management of their pension savings to an 

alternative fund manager if NSSF‘s performance is regarded as less effective. Partial 

liberalization forces members to keep a potentially significant portion of their retirement 

savings with NSSF regardless of its performance.  Thus, for members, full liberalization 

is clearly superior to partial liberalization. With respect to partial versus full 

liberalization, divergent opinions exist, primarily driven by stakeholders‘ interest in 
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maintaining or changing the status quo. However, the small investment management 

industry may be more interested in maintaining the NSSF monopoly than in dealing with 

a more fragmented market.  Thus, the entire investment industry may not necessarily 

favor liberalization, and it is expected that incumbent investment service providers 

already working for NSSF would be particularly disinterested in dismantling the NSSF 

monopoly. 

 

5-24. Define the future role of NSSF. It is difficult to identify areas where, following 

the introduction of the new pension regulatory framework, NSSF would be able to 

demonstrate comparative advantages. At the same time, it is possible that NSSF could 

remain the most experienced and effective pension scheme and be the dominant market 

player—through competition instead of administrative rules. Another option is for the 

GoU to play a more developmental role and focus its efforts on two key areas: (i) 

broadening the coverage to employees in firms with fewer than five employees, and (ii) 

designing and implementing an approach for serving informal sector employees and 

employers.  
 

5-25. Develop a vision of the liberalized pension sector and its operation. With a 

clear vision and blueprint, the different elements of the liberalization process can fit 

together well. The following factors need to be considered in the context of liberalization 

of mandatory pension savings.  First, liquidating individual account balances prior to 

members‘ switching may have a pronounced impact on liquidity and asset prices. Second, 

the rationale for liberalizing the pension market is to allow choice among financial 

service providers of different performance and operational standards and fee levels. As 

part of this process, service providers will need to gain skills in providing sufficiently 

diverse products and services.  Third, liberalization will have an impact on tax policy, tax 

administration, labor regulations, and banking—areas outside of pensions where 

regulations may need to be amended to reflect changes in the pension system.  Fourth, 

collection mechanisms will need to be redesigned to deal with the potential to have 

pension accounts maintained at numerous institutions. The advantages and disadvantages 

of centralized versus decentralized collection must be considered, as well as the 

possibility of using the tax office or a dedicated agency (contribution clearinghouse) for 

this purpose.  Lastly, liberalization will make the difference between institutional and 

functional (product-based) regulation and supervision more pronounced.  A clear 

understanding, preferably delineated by law, of the division of labor and responsibilities, 

and modes of cooperation among financial sector regulators, will be crucial if the 

retirement market is to be supervised effectively. 

 

5-26. Carefully define the design parameters of the liberalized system: Some 

specific recommendations for the design are:  

 Maintain the requirement of a mandatory contribution. Absent a 

major cultural shift, pension savings are unlikely to become the preferred 

method of accumulating wealth. Pension savings are inaccessible for 

extended periods (until retirement), and people may not be convinced to 

lock their savings into institutions which may or may not continue 

operating in a prudent manner. Furthermore, few Ugandans are 
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sufficiently well-off to risk not having access to savings accumulating in 

pension products when hardship strikes. Therefore, it is important that the 

requirement of a mandatory contribution be maintained. 

 

 Limit the number of mandatory pension accounts to one.  For the sake 

of administrative simplicity (including tax administration), the number of 

mandatory pension accounts should be limited to one, except for the 

transition period when members may, as a result of graduated liquidation, 

have a residual account balance with NSSF while their ―live‖ pension 

account is already with a different scheme/fund. 

 

 Define the requirements for funds to be eligible to receive mandatory 

contributions. Defining permissible retirement products also entails 

determining which service providers and products will be permissible for 

accumulating mandatory pension savings. This is important from the 

perspective of tax policy, tax administration, and regulating investments, 

withdrawals, and guarantees. This will also require a legal framework 

governing investment funds, fund managers, and permissible annuity 

products. As a consequence of allowing defined contribution funds, at 

retirement, permissible annuity products will have to be purchased from 

licensed annuity providers (life insurance companies). 

 

 Permit only defined contribution schemes to collect mandatory 

contributions.  Only defined contribution occupational pension schemes 

operating as trusts, and open pension funds operating as specialized 

investment funds, should be permitted to collect mandatory contributions. 

Employers operating defined benefit schemes should be required to set up 

a separate defined contribution scheme to collect mandatory contributions.  

This will make liberalization more practical, as portability is less 

complicated with defined contribution schemes. 

 

 Require private pension funds to employ external asset managers, 

custodians, and administrators.  This would apply to both single- 

employer funds and multi-employer funds. This limits the board‘s 

fiduciary duties to exercising due care in selecting and contracting service 

providers and to establishing service standards, investment policies, and 

other issues related to scheme governance.  

 

5-27. Implement the transition to a fully liberalized system gradually. The 

transition to a fully liberalized system will have its challenges. These need to be tackled, 

and the process will need to be carefully managed to ensure that employees and 

employers do not get discouraged. Some initial specific recommendations include:  

 

 Liquidate account balances at NSSF gradually.  In the first months after 

switching is permitted, a large number of NSSF affiliates may choose to 

switch, which may cause downward pressure on asset prices. As the 
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liquidation deadline approaches, newly established pension schemes will 

have a chance to force lower prices, which will create a demand equal to 

the supply of assets to be liquidated by NSSF. It will also be in their 

interest, as depressed prices will help to present their future investment 

performance in a better light. Therefore, a graduated liquidation of account 

balances at NSSF should take place, putting a ceiling on the share of 

securities (by asset class) that can be liquidated at any given period. The 

period may be defined as a month, quarter, half-year, and so on. 

 

 Impose a two-year minimum period of fund affiliation.  This would 

avoid frequent switches and minimize associated costs.  In terms of 

switching among schemes, the actual change of affiliation and redirecting 

new contributions should happen immediately, that is, the technologically 

shortest possible time, but no longer than 30 days after the member 

indicates his intention (which may be limited to a particular period of the 

year). Transfer of balances, under ordinary circumstances, should occur no 

later than 45 days after the member‘s indication to change affiliation, and 

on the basis of the latest valuation date (asset value at valuation date plus 

contributions collected). 

 

 Increase the frequency of asset valuations.  This issue also impacts how 

transfer of assets occurs.  In developed markets, assets under management 

are typically valued at market prices on a daily basis, except for direct 

investment in real estate—an asset class that is much smaller in mature 

market pension portfolios than in Uganda (or other African countries). If 

valuation dates are infrequent but switching happens continuously, 

members‘ account value will have a somewhat arbitrary relationship to its 

liquidation value, and the regulator will need resort to some artificial 

valuation technique, such as last market value plus real value of 

contributions received in the interim.  

 

 Involve a custodian bank in the trading of securities.   Particularly for 

securities held in other parties‘ name, this should occur under all 

circumstances. Custodians compare portfolios to legal instructions 

provided by the investors (scheme trustee, in this case) and execute only 

those trades which meet all legal and other requirements to the custodian‘s 

satisfaction. If switching among pension schemes is permitted, the role of 

custodians will be even more important, as the former and new scheme‘s 

custodians will have to make sure that the liquidation, transfer, and re-

investment of individual accounts takes place in an orderly and safe 

manner.  Thus, making sure that all schemes, including NSSF, employ a 

custodian bank is crucial for the successful liberalization of the mandatory 

pension system. 
 

Public Service Pension Reforms 
 



 

 64 

5-28. Reduce unfunded pension liabilities for PSPS.  The primary objective of any 

reform of PSPS should be to reduce unfunded pension liabilities. The PSPS is 

accumulating unfunded public pension liabilities at a rapid rate. As the budget cannot 

finance these liabilities, the PSPS in its current form is fiscally unsustainable. However, 

reducing benefits, and hence liabilities, is feasible only with regard to those employees 

who have not yet retired and who, because of their age, have the time and capacity to 

make up for any loss suffered as a result of changing the pension rules of the current 

system. To reduce PSPS liabilities, the GoU should:  

 

 Delink the age of retirement from civil service/public employment 

from the age of eligibility for pension withdrawals. Eligibility for 

pension benefits should be made conditional on reaching 60 years of age, 

even if the person has retired earlier from civil service. 

 

 Reduce the calculation (assessment) base. Instead of using the member‘s 

final salary to calculate the pension assessment, move gradually toward 

using career average earnings.  

 

 Reduce the accrual rate of 2.4 percent, possibly according to a sliding 

scale (with younger members‘ accrual at a lower rate than older members). 

 

 Apply price- rather than wage-indexation to all pension benefits. 

 

 Change the current rule requiring one-third of the expected pension 

value to be paid out as lump sum at the time of retirement, making the full 

entitlement payable as a life annuity. 

 

5-29. Consider converting the PSPS to a two-pillar, defined benefit plus defined 

contribution scheme. This was previously recommended in the FSAP and a follow-up 

study.
39

 The MPS has developed a proposal based on this concept. Under the proposal, 

employees eligible for PSPS would be required to contribute 5 percent of their salary, 

augmented by another 10 percent paid by the employer (that is, from the government 

budget).  For those earning below a yet unspecified threshold, all contributions would be 

directed to the defined benefits pillar. Those earning above the threshold would be in a 

―hybrid‖ system where the contributions would be split (probably 7.5 percent–7.5 

percent) between the defined benefit and defined contribution pillars. Since the threshold 

would be fixed in nominal terms, wage growth would put more and more people into the 

hybrid system. The proposal does not discuss some crucial parameters, such as the 

eligibility and accrual rules of the new contributory defined benefit or the threshold 

determining whether an employee contributes to the defined contribution pillar or not. 

Under the current MPS proposal, there are two factors that will define the speed of 

building up defined contribution assets: the income thresholds above which employees 

start contributing to the defined contribution pillar and the share of contributions directed 

to the new pillar. 

                                                
39The World Bank 2005. ―A Simulation Analysis of the Public Service Pension Scheme in Uganda.‖ 
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5-30. Carefully calculate the fiscal consequences of the new scheme. The current 

proposal keeps the defined benefits at the level of the current scheme, and hence is 

unlikely to have any significant impact on the budget or unfunded liabilities. With regard 

to the contribution to be made, it is expected that employees will only make their 5 

percent contribution if there is first a 5 percent increase in wages. Hence, there would be 

no budget savings. And with regard to the benefits, if the parameters are not changed, the 

benefits would remain the same and would keep accruing. Since the new defined benefit 

rules and the structure of the reformed PSPS have short-, medium-, and long-term 

implications, it is advisable that all proposals be prepared jointly by MPS and MFPED, 

and be accompanied by detailed fiscal projections, including sensitivity analyses. 

 

5-31. Place the new PSPS under the purview of the new pension regulator, without 

special provisions.  Pension schemes catering to civil servants are often regulated 

separately from private occupational schemes.  If the state, in its role as employer, were 

subject to the oversight of the pension regulator, this would be highly commendable and 

in line with international best practices. This would also mean that the PSPS will need to 

prepare standard financial statements. The balance sheet of the defined benefit pillar will 

show a very large liability and no assets. As the new, contributory pillar is introduced, the 

stock of net (unfunded) liabilities may increase or decrease, depending on whether new 

defined benefit rules are actuarially neutral, worsen the balance sheet, or gradually reduce 

total unfunded liabilities. 
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6:  Developing the Housing Finance Market  
 

6-1. The first section of this chapter describes the current environment in which 

lenders operate to provide housing finance and construction finance. The second section 

draws from a World Bank/Bank of Uganda survey to identify some of the key obstacles 

preventing the housing finance system from increasing its breadth and depth. The third 

section provides a prioritized framework for improving the efficiency of the system. 

 

Overview of Ugandan Housing Finance 
 

6-2. The Uganda mortgage market is relatively small and underdeveloped. 
However, it is growing steadily. The number of loans outstanding rose to 3,700 by mid- 

2008 (from 2,000 a year ago), and the value of the loans outstanding reached almost 1 

percent of GDP. Table 6.1 provides a comparison to other Sub-Saharan African markets. 

 
Table 6.1 Mortgage Debt to GDP–2007 

 

 Mortgage 

Debt/GDP 

US $ GDP/Head 

(2007)  

Nigeria 0.5% 944 

Uganda 1.0% 382 

Senegal 2.0% 941 

Ghana 3.9% 749 

Namibia 20.0% 3,502 

South Africa 34.0% 6,185 

     Source: Various sources compiled by World Bank. 

 

6-3. Access to mortgage finance is limited. Of 5.2 million households in the country, 

only 0.6 percent can access mortgage loans through commercial banks, 19.9 percent can 

access housing microfinance loans through microfinance deposit taking institutions, 7.2 

percent can access loans from microfinance institutions and savings and credit 

cooperatives, 10.3 percent can access loans through savings and credit cooperatives only, 

and 62.3 percent have no access to financial services. 
40

 

 

6-4. The range of mortgage products is varied.  They are typically offered for up to 

20 years to maturity and at variable rates. A standard loan-to-value (LTV) ceiling is 70 

percent of the appraised value of the property. Interest rates are still relatively high at 

between 16 and 18 percent. Loans are repaid in equal monthly installments, with the 

monthly payment not exceeding 40 percent of the ascertainable monthly income. Loans 

are available for construction, for house purchase, for incremental construction (10-year 

loan only and for shorter term, less than 10 years) and equity release mortgages 
                                                
40

 See Kaleema 2008. 
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(maximum LTV of 60 percent and for shorter terms also). Land loans are also available 

with a maturity of just 4 years and a rate of 20 percent. Finally, buy-to-let loans are also 

available, which allow prospective landlords to invest in rental properties. 

 

6-5. Housing demand is growing, and a large housing gap exists. The country‘s 

population is expected to grow from 26 million now to 45 million in 2020, and the 

urbanization rate—about 15 percent in 2002, as compared to an average of 37 percent in 

Sub-Saharan Africa—can only increase. The present housing gap, both in quantity and 

quality, is estimated to be at least 300,000 housing units per year overall, 70 percent of 

which should be built in urban areas. The formal sector could contribute significantly to 

closing this gap if it were able to better service groups further down the income 

distribution scale.  

 

6-6. Housing supply is increasing but still lags behind demand. The Commissioner 

for building at the Ministry of Works and Transport says the housing industry witnessed 

impressive growth in the 2007/2008 fiscal year—13 percent up from 11.3 percent during 

the previous year. However, it is still well short of reaching a level of construction which 

even stabilizes the housing gap. On the supply side, the improvement of lending 

conditions would have a strong impact, not just on the purchasing capacity of the 

borrowers, but also by providing increased liquidity to private developers for residential 

development.  

 

6-7. Construction costs continue to rise. The problem is compounded by the fact that 

Uganda is landlocked. Staple products such as cement, tiles, and steel mostly must be 

imported, which adds to building material costs. For example, cement is shipped to 

Mombasa in Kenya and then transported by road, which can double the price. There are 

efforts to source primary materials locally and to construct cement plants, but this will be 

a gradual change.
41

 Construction costs are further inflated by the acute skills shortage of 

qualified builders, plasterers, project managers, bricklayers, electricians, plumbers, and 

the like. There are very few training facilities in Uganda; without the human resources 

needed, it will take much longer to scale up construction of housing. 

 

6-8. The owner occupancy rate is falling. A further trend, linked to growing 

urbanization and reflecting the rising cost of land, is that the owner-occupation rate is 

falling as individuals opt to rent. This reflects the increasing levels of urbanization. The 

proportion of people renting houses rose to 65 percent in 2002/03 from 14 percent in 

1992/93.
42

 However, in rural areas the home ownership rate is still around 90 percent. 

 

6-9. Policymakers are taking concrete actions to increase the flow of investment 

into housing. A key development has been the reduction in of Value Added Tax (VAT) 

charged on housing from 18 percent to 5 percent. The step was taken to encourage 

development of large-scale, well-planned residential areas. This reduction demonstrates a 

willingness on the part of the GoU to grow this sector, even at the short-term cost of 
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 Uganda Clays, Ltd. at Kajjansi, the manufacturers of clay-based products like tiles and bricks, has commissioned a 

new factory in Eastern Uganda that will increase production of these materials. 
42

 Uganda National Housing Survey 2002/03. 
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some tax revenue. The reduction will cost the government an estimated UGS 2 billion in 

revenue annually.  

 

6-10. The banks are also responding. A recent notable development is the increased 

appetite of banks to engage in retail business, both on the lending and the deposit side. 

More banks have applied to the BoU to take on a mortgage business, and there is rapid 

branch expansion by a number of the major banks. Increasing their outreach enables them 

to access greater numbers of savers and increase their level of deposits. 

 

6-11. New real estate developers have entered the market. Some of the developers 

are backed by foreign capital. They vary in size, and while there is still a focus on the 

luxury side, as the market expands a move down-market will inevitably occur. These new 

entrants alone do not yet provide the necessary production capacity to close the housing 

gap in Uganda, but this interest seems to be indicative of confidence in the prospects for 

the house-building sector, as well as a reflection of the potential profitability of real estate 

development. This should have a positive effect in terms of competition in the sector, in 

increasing capacity, and in bringing in innovations.
43

 

 

6-12. The capital market is expanding. Another positive development on the funding 

side has been the expansion of the capital markets, with a number of corporate bond 

issuances and plans to tap these as a source of funding by a number of banks.  There is 

still much to be done, but as liquidity grows it will become easier for banks to raise 

longer-term funds and even look to start a secondary mortgage market. 

 

6-13. Housing microfinance products are being introduced. A growing number of 

institutions are expanding their product ranges into housing micro-finance products. This 

is the case both for some banks, microdeposit institutions (MDIs) and microfinance 

institutions (MFIs). The types of products on offer include small loans targeted at 

incremental construction without the need for collateral. The main constraint on further 

growth of this product range is a BoU restriction that the term of lending by these 

institutions cannot exceed five years. 

 

Constraints to the Expansion of Housing Finance 

6-14. Constraints to housing finance are present in every step of the lending 

process. There are several constraints that in combination prevent banks from making the 

necessary level of returns on lending for housing finance to allow them to expand 

significantly into this sector. The obstacles are present at every stage of the lending 

process, and affect obtaining collateral,  the registration process, obtaining long-term 

funding, assessing credit risk, and the foreclosure process. 

                                                
43

 A good example of this is the proposal by Avarts Housing, Ld. and the Good Earth Trust to start developing low-cost 

ecohousing units in Uganda. The houses are targeted at the affordable housing market with a sales price in the range of 

UGS 17.25 million. One of the new technologies being promoted as part of the initiative is the use of interlocking soil 

stabilized blocks that provide an alternative to increasingly expensive traditional bricks. 
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6-15. The constraints were identified through the WB/BoU banking survey.  For 

this survey, which was both quantitative and qualitative, the Bank team, with the 

assistance of the BoU Banking Supervision Department, surveyed all 24 formal financial 

institutions in Uganda during May/June 2008. The goal of the survey was to determine 

obstacles to lending and provide the banks with several open-ended opportunities to 

express their views.
44

 The findings generally confirm, and provide additional depth to, 

the conclusions of the BoU lending survey.45 

 

6-16. The survey identified 10 key constraints. The constraints can be grouped into 

four main categories: (i) legal and regulatory constraints, (ii) information constraints, (iii) 

financing constraints, and (iv) housing supply constraints. 

 

Legal and Regulatory constraints 
 

6-17. Implementation of the new Mortgage Act. There is no question that the 

mortgage act of 1974 was in dire need of modernization. During the course of writing this 

report, the mortgage bill was passed in March 2009 and became an Act in October 2009. . 

The Act consolidates the laws relating to mortgages, revamp the mortgage industry, and 

make a law that is consistent with the constitution and the land act. The mortgage act is 

certainly to be welcomed, and the version passed by parliament resolved many of the 

proposed amendment issues that threatened to make mortgage lending uneconomical for 

banks. Most notably, clauses that would give courts unilateral rights to change mortgage 

contract terms for a borrower in default have been removed. Additionally, the issue of 

spousal consent has put greater onus on the borrower making a full declaration. Fines or 

even imprisonment can result from failure to disclose full marital status and enter into a 

loan without full spousal consent. The challenge now is to prepare the necessary 

regulations for the act and to begin implementation.  

 

6-18. Mortgages on customary land – A large proportion of land in Uganda is 

―customary,‖ which can be owned either communally or individually. The bill has 

differentiated between ownership types for this land, allowing mortgages only on 

individually owned customary land. There was a concern that allowing mortgages on 

communally owned land could result in banks taking over tribal land that is seen as a 

public good for the entire community. 

6-19. Length of mortgage foreclosure process – Until the new law is tested through 

the courts, it is difficult to fully know the impact on the time and cost of foreclosing on a 

property. However, the mortgage act as passed would result in a slight increase in the 

time—from 21 to 45 days—between serving a notice of default and being able to take 

further action.. On the whole, the ‗power of sale‘ mechanism in the act is a strong one, 

which should make foreclosure a reasonably straightforward process. 

                                                
44Although all banks responded, responses to the qualitative section of the questionnaire were generally brief and often 

incomplete, and few banks completed the quantitative sections of the questionnaire because of difficulties in 

segregating lending data according to the size of loan and type of borrower. As a result, most useful qualitative 

information was gathered during interviews conducted in June 2008 with the senior management of 12 formal banks. 
45

 Bank of Uganda Lending Survey 2006/07. 
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6-20. Uncertainty regarding the land act amendment bill. The discussions around 

the land act amendment bill are highly political in nature. It is beyond the scope of the 

study to comment on the rights of bona fide tenants to land that they already regard as 

theirs in most senses, even if it is not formally recorded as their land. A major land 

reform was initiated in the 1998 land act and the subsequent 2002 strategic land plan, 

however it is clear that these have not fully achieved their intended objectives. The 

team‘s main observations on the bill are:  

 Any new reform should ensure first that a degree of equity is included 

between long-term sitting tenants and land-owners. Each should have the 

right to a fair hearing and be able to rely on a process to resolve any 

disputes. The reestablishment of district land boards may be the most 

appropriate forum to resolve some of these issues.  

 Uganda needs large tracts of land to be made available for development to 

develop its housing supply at a sufficient pace and scale. One of the 

concerns under the current proposals is that landowners may not have the 

ability to fully develop their land because of residual claims by tenants. 

Again, a fair process is needed, but ultimately compulsory purchase orders 

or some form of arbitrated compensation may be necessary to free up the 

necessary land. This could also be a role for reestablished district land 

boards. 

 An issue that is deeply rooted in the current discussions of the land act 

amendment bill is that of land administration. The original land act, while 

deficient in some respects, did provide for the creation of district land 

boards. These have been set up and are operational all over the country. 

This will solve land allocations and resolve land disputes. For land to be 

used easily and efficiently as collateral throughout the country, many of 

these land allocations issues will need to be resolved, which will allow a 

move from sporadic registration (that is, on a case-by-case basis) to a 

more comprehensive systematic registration process. Aside from the 

primary benefit of providing security of tenure to many land- and 

homeowners, it will create a pool of properties for banks to lend against. 
 

 A final consideration is the need for transparency. As the district land 

boards have been  reestablished it should be very clear what their remit is, 

what powers are delegated to these boards, and how they are to be held 

accountable for their actions. Likewise, the vested interests of many 

defaulters (including some members of parliament) may result in 

legislation which is too consumer friendly, and will push lenders away 

from entering the mortgage lending business. 

 

Information Constraints 
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6-21. Slow property registration. The ability to use real estate in the form of land or 

buildings as collateral promotes growth. It allows borrowers to leverage one of their few 

assets, while banks are able to lend with greater confidence in an environment where 

credit information is lacking and credit risk high. Borrowing collateralized by real estate 

is still relatively uncommon in Uganda for companies and individuals. This can in part be 

attributed to the slow property registration process. The table below from the World 

Bank‘s ―Doing Business‖ report ranks Uganda at 166 of 178 countries in terms of the 

cost, number of steps, and time required to register property.
46

 A fundamental 

impediment to the registration process is the delay caused by the lack of capacity of the 

Chief Valuer‘s Office. At present every property transaction has to be independently 

valued by the Chief Valuer‘s Office for the purposes of levying stamp duty. Lack of 

capacity in the office means that this process can be extremely slow. The ―Doing 

Business‖ survey shows that this single step takes by far the most time to achieve, on 

average, compared to the 12 other steps. Some of the capacity issues arise from a 

shortfall in trained surveyors, which is not helped by the lack of a training course in 

Uganda for this profession.
47

  

 
Table 6.2:  Registering Property 

 

 Ranking 

(out of 178) 

Number of Steps Number of Days Cost as % of 

Property 

Sudan 29 6 9 3.3 

Botswana 34 4 30 4.9 

Malawi 90 6 118 3.4 

Mozambique 105 8 42 5.4 

Kenya 115 8 73 4.1 

Zambia 119 6 70 9.6 

Tanzania 157 10 123 5.5 

Uganda 166 13 227 6.9 

Sub-Saharan Africa - 7.0 104.6 11.1 

OECD - 4.9 28.0 4.6 

Source: ―Doing Business,‖ World Bank. 2008. 

 

6-22. Unreliable property registration. The responses submitted to the WB/BoU 

banking survey suggest that the delay in obtaining title is significantly better than the 

―Doing Business‖ survey suggests, and for most of the banks the timing does not seem to 

                                                
46

 Some progress is occurring in computerizing title documents. Computerization should yield multiple benefits in 

terms of accuracy of the records, speed of searching, and reduced cost. With support from the World Bank‘s Private 

Sector Competitiveness Project II (PSCPII), the Ministry of Lands is improving some of the systems and processes, but 

as with all titling projects, the results take time. Nevertheless, a backlog of registrations has been cleared, regional 

offices are being upgraded, a land information system is coming online, and processes across the board are being 

improved 
47

 However, at the time of writing, a course which had closed several years ago is being re-initiated at the University of 

Makerere. The IFC‘s Uganda Mortgage Project is also actively providing training in property valuation skills. 
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be the key issue. The main concern is the reliability of the title. The title may prove 

incorrect either because of errors in the search and registration processes or because of 

fraud. The high incidence of invalid titles taints every title to some degree, even valid 

ones. From a bank‘s perspective, the value of the collateral has to be discounted to allow 

for the possibility of fraud, or extra expenses need to be incurred either by the bank or the 

borrower to perfect the title. 

 

6-23. Difficulties in assessing credit risk. A final obstacle raised by a number of 

lenders to explain their reluctance to engage in the mortgage market is the difficulty in 

accessing reliable information in the underwriting process. It is hoped that the recently 

launched Credit Reference Bureau will resolve this problem. It may take a year or two for 

credit histories to build up and for the database to grow into a tool capable of 

significantly lowering credit risk at the mortgage underwriting stage. Other issues that 

have been raised and are seen as concerns are the lack of a national ID scheme, which 

makes it difficult to verify the identity of a borrower. Secondly, the lack of a civil registry 

makes it difficult to assess civil status of potential borrowers. If the provisions in the draft 

law go through, this will put a significant onus on the bank to find a way to check 

whether a prospective borrower is married and if spousal consent has been obtained. 

 

Financing Constraints 
 

6-24. There is a lack of long-term funds. The problem is twofold: first, the absolute 

lack of long-term funds due to the absence of private or public contractual savings 

products, and second, for those limited long-term funds that do exist, there is reluctance 

to invest over the long term. Given the relative macroeconomic stability of Uganda over 

the last decade, investors should now feel more comfortable about taking a long-term 

view. The National Social Security Fund (NSSF) has in the past been an investor in real 

estate, but on its own account, as a developer of residential and commercial real estate, 

rather than as a provider of long-term funds. It is currently engaged in discussions to 

make more funds available to the banking sector for investment in real estate, but even 

the NSSF funds are limited relative to the financing needed to close the housing gap. 

Housing Finance Bank (HFB) is by far the largest provider of housing finance in Uganda, 

accounting for around 70 percent of the entire market. It is a state-owned institution, but 

does nevertheless operate on a market basis. In August 2007 it accessed the capital 

markets in a corporate bond issue of UGS 30 billion. It was clear from the pricing of that 

issue that the market does not consider it to have a full guarantee from the government of 

Uganda. Even though they raised a bond, their main constraint is access to long-term 

funds to finance their business.  

 

 

 

Housing Supply Constraints 
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6-25. High cost of infrastructure for development. Developers have to cover the full 

cost of infrastructure development, which makes it difficult to create affordable housing. 

Infrastructure includes construction of access roads, provision of utilities (water and 

electricity), and the addition of drainage and sewerage facilities. For large developments, 

it is likely that any water treatment facility would also have to be paid for by the 

developer and would thus be included in the price of units for sale. The infrastructure is 

typically built by the utility company and paid for by the developer. The utility company 

gains ownership over the asset once completed. The extra cost of infrastructure can be 

prohibitive and for large developments requires a large upfront investment that 

developers may not have or may not want to risk. 

 

6-26. Lack of credible developers/builders. Uganda suffers from a shortage of 

developers who have the capacity to engage in large-scale construction projects. This is 

the root cause of the housing supply problem, which is then exacerbated by lack of 

financing from banks. Developers lack many of the necessary project management skills, 

financial discipline, and technical knowledge to be seen as attractive credit risks by 

banks. This means that the only way to finance projects is through equity investments by 

the developers. The inability to leverage banking finance acts as a major constraint to the 

growth of the sector. Real estate development is an industry that is very dependent on 

cash flow and has long lead times between initiating a project and seeing final returns. 

Not having financing available creates a major barrier to enter the market, and for those 

who do, it is an added cost which will be reflected in the pricing of the units they 

produce. 

 

6-27. Lack of real estate training. Activities which would be expected in an active real 

estate development market, such as research and development or market surveys, are also 

absent. No real estate education courses are available in Uganda, which means that 

expertise is limited to those few developers who have been able to build experience of 

their own, and Ugandans who have had the opportunity to study abroad or nonresidents. 

Overall this is an insufficient pool of expertise and talent to push forward development on 

the scale required. 

 

6-28. Lack of large-scale development. All of the issues detailed above conspire to 

make large-scale developments almost nonexistent in Uganda. It can be difficult to obtain 

the necessary land, financing can be problematic, and the cost of developing the 

infrastructure restricts affordability and thereby the potential clientele. In addition to the 

weak project management skills of contractors and developers mentioned earlier, the 

logistical coordination of suppliers may not be sufficient to handle large-scale projects. 

However, without a major scaling up of development, many economies of scale, such as 

reducing some of the fixed costs of infrastructure, will not be attained. Without a 

significant scaling up in housing production, it is unlikely that affordable housing can be 

produced in the numbers necessary in a viable way. 

 

Recommendations 
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6-29. Based on their analysis and the results of the survey, the team has highlighted a 

number of recommendations. These relate to specific policy or institutional reforms that 

would strengthen the ability of banks to provide access to finance and to improve the 

quality of credit provided by, for example, extending the term of loans being made 

available. The recommendations are addressed to the primary stakeholders in the sector—

the BoU and the MoFPED. Policy reforms include all recommendations related to new 

laws, regulations, or supervisory practices. Institutional reforms relate to strengthening 

institutions, improving information, and building capacity.
48

 

 

6-30. Well directed political will and changes in the regulatory environment could 

create the necessary momentum for investment in the housing sector to start scaling up to 

the levels necessary to close the housing gap. The way forward will need to include 

measures to increase the amount of financing directed at the supply of housing and 

funding to create effective demand for housing. This means creating a mortgage market 

accessible to a broader swathe of the population and creating the rights conditions for 

banks to finance increased levels of development. 

 

Policy Reforms 
 

6-31. Resolve land act amendment bill issues.  The passage of the mortgage bill is a 

major positive step that will resolve some of the uncertainty preventing some lenders 

from fully committing resources to developing a mortgage product. Further work is 

required on the land act amendment bill to ensure that landowners are fully able to 

develop their land and construct homes on them by accessing long-term finance from the 

financial system. 

 

6-32. Establish consumer protection rules. Much of this can be done without the need 

for a legal framework, through a voluntary industry agreement. The key to ensuring it is 

properly applied and implemented is to have a monitoring system with the option to pass 

it into law if the voluntary system does not deliver the desired results. The measures 

could include guidelines on information provision, transparency of charges and  

comparability of rates; on best practice for handling delinquent loans, including 

forbearance practices; on creation of an ombudsman to hear complaints, and on allowing 

consumers a cooling-off period. 

6-33. Review valuation policy. Consider whether a formal valuation is required in 

every instance by the Government Value‘s Office. Could the transaction value be used as 

the tax base? This is the standard practice in most countries, and although it can 

encourage values to be illegally under declared, it is possible to put in preventive 

safeguards. Rather than value every property, this could be done on a sample basis. The 

samples could help build a database of values that would provide a rapid way to check 

the values of properties not subject to full valuation. 

                                                
48

 Implementation of the recommendations can be supported by existing initiatives such as the IFC‘s Uganda Primary 

Mortgage Market Initiative (UPMMI), the World Bank‘s Private Sector Competitiveness Project II (PSCPII), and the 

project funded by FIRST focusing on specific aspects of the Ugandan housing finance system. 
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6-34. Consider establishing a liquidity facility. The facility would allow banks to 

overcome some of the maturity issues and provide investors and pension funds with a 

supply of simple bonds yielding a better return than treasury bills without a significant 

increase in risk. A further advantage of a liquidity facility would be to leverage the short- 

term deposit base. By providing a safety net protecting banks from liquidity concerns, 

lenders can engage in a higher level of maturity transformation, thereby making better 

use of limited retail deposits. 

6-35. Develop savings products with longer terms. A range of new savings products 

could be considered, including saving for housing schemes. These products are already 

present to some extent in the informal/semiformal sector, but rarely for housing. Other 

products could include the expansion of term deposits, such as certificates of deposits. In 

this context, the scope of the existing deposit protection scheme should be reviewed to 

see if it is adequate and provides enough of a safety net to create trust in the banking 

system. 

6-36. Consider making longer-term benchmark issues. The pricing of long-term 

funds is very difficult and cannot be done accurately without a yield curve. The Bank of 

Uganda/Ministry of Finance should give consideration to making longer-term benchmark 

issues to build sufficient liquidity in long-term debt to get pricing points for a yield curve. 

 

6-37. Allow for advance sales of unbuilt properties. Making advance sales of unbuilt 

properties easier and more secure is another means of reducing the financial risk for 

banks. Ensuring that a proportion of a development is pre-sold, and that future cash flows 

are guaranteed by deposit payments, provide some comfort to the bank that a 

development will be successful. A number of measures are necessary to allow pre-sales 

to take place in secure way for the bank, the developer, and the end customer. The main 

one is the ability to create an escrow account to protect the deposits of prospective 

buyers. The deposit should be ring-fenced and not be accessible to the developer or used 

as security by the developer. This can be done through a law, or in the case of Uganda, it 

is likely that a secure contractual form can be achieved. Other options could also be 

assessed, such as a mutual insurance scheme for developers or a surety bond system to be 

provided by specialized insurance companies. Both of these schemes provide some 

guarantee the development will be completed even if the developer goes out of business. 

 

6-38. Privatize the Housing Finance Bank (HFB). The government-owned HFB is 

the largest provider of housing finance in Uganda. While HFB does operate along market 

lines at present, no compelling reason exists for it to remain in public hands. Privatizing 

HFB may present a number of benefits, including improved access to capital markets for 

raising equity. If HFB is to scale up its lending business to more than a few thousand 

loans, it will need a significant capital injection. Fiscal constraints may prevent the 

government from providing the necessary levels of investment as and when it is needed. 

Private sector ownership may also help in terms of defining more innovative strategies, 

partnering with private sector developers, or partnering with a bank as a distribution 

channel. These benefits are separate from the removal of credit risk from the 

government‘s balance sheet. Although at present HFB operates on market lines, the 



 

 76 

experience with state housing banks
49

 around the world is that during downturns, it is 

politically very difficult for an entity known to be state owned to enforce its debts, and 

when necessary to repossess homes. 

 

6-39. Review the urban planning strategy. Improving access to long-term finance 

alone cannot resolve all the issues preventing the housing gap from being closed. A 

coordinated approach is necessary to link together the financing aspects of housing and 

an urban planning strategy. Urbanization is going to increase in the coming years, and 

this will necessitate new approaches in terms of urban planning. Land will need to be 

made available for new construction, but it will also have to be used in a smarter way, 

with higher density construction. This is necessary to maximize the value of expensive 

urban land parcels and to facilitate the development of utilities. Overarching much of the 

discussion on urban policy are land issues. There is a need to carry out a detailed 

inventory of public land assets. The government could then consider making more 

effective use of this land, by auctioning off tracts of land to developers.
50

 

 

6-40. Promote other forms of tenure. The promotion of rental housing should also be 

considered as part of an integrated urban housing policy. Mortgages and home ownership 

alone are unlikely to resolve the issues in cities like Kampala, where the majority of 

people rent their properties. Further work should be done to consider whether the right 

policy framework and mix of incentives exists to encourage landlords to develop good 

quality rental accommodation. Questions that should be considered are: how can 

landlords be incentivized to upgrade their properties, or connect them to utilities? Can 

investors be encouraged to put money into rental housing through schemes such as real 

estate investment trusts (REITS)? 

 

6-41. Consider a formal registration for mortgage brokers. This could be 

accompanied by a set of regulations. A voluntary code of conduct or certification scheme 

may not be sufficient, given the high levels of fraud already present in the housing 

market.  

6-42. Design a legal framework for securitization. This would be complemented by 

originating standardized mortgages and by collecting data, which will allow investors to 

assess the quality of the underlying mortgage assets. This should be seen as a long-term 

initiative which will only come into force when the mortgage market has grown 

significantly and reached a critical mass, allowing securitization to become economically 

viable. 

 

Institutional Reforms 
 

6-43. Improve knowledge of mortgage lending in the judiciary. Many lenders have 

observed that the judicial system seems to invariably favor the borrower when it comes to 
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 See Chiquier and Lea 2008, chapter 10 by Olivier Hassler and Bertrand Renaud, ―State Housing Banks.‖ 
50

 An example of this policy being implemented can be found in Egypt. The government has held a series 

of auctions to sell off large parcels of state-owned land to developers as a means of encouraging developers 

to put land to the specific use of building residential housing.  
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court cases. Judges should receive training to understand the importance of having legally 

enforceable collateral. Consumer protection measures can provide some counterbalance 

to a more rigorous enforcement of the secured lending laws. 

 

6-44. Strengthen capacity of the government Valuer’s Office. There is a lack of 

qualified surveyors, which means that the workload is beyond what can comfortably be 

handled by the government Valuer‘s Office. The reintroduction of a surveying course 

should help in increasing the number of qualified professionals. 

 

6-45. Increase level of data and market information.  A common problem in 

developing mortgage/housing markets is the lack of data or information to help guide 

policy makers and regulators. Uganda does collect some information, but this is often 

insufficient, not timely, or not on a sufficiently regular basis. A particular need exists for 

more information on the housing market. The information provided by the housing 

census is useful, but is difficult to track over time or to use as a market indicator. The 

improvements in the land registry should enable an upgrade in information provision on 

housing transactions. This should include data on number of transactions, property prices, 

regional breakdowns, and sales by type of housing (for example, single-family house or 

apartment). A working group should be formed on the topic of housing and housing 

finance statistics to catalog the data currently available from various sources and prepare 

a gap analysis setting out data needs. The working group should contain a combination of 

public and private sector actors. Likewise, the solutions should include measures 

designed to improve the functioning of the market by providing credible and timely 

information and longer-term strategic information to serve policymakers. 

 
6-46. Support development of industry professionals. For housing finance to grow in a 

sustainable way, it needs the support of a number of professionals who each play an 

important part in the secured lending process. These professionals include realtors, 

valuation professionals, mortgage brokers, bailiffs, and insurers. Likewise, the 

construction and real estate development sector is facing a great shortage of skills at 

every level, from project managers to craftsmen. Specific suggestions include: 

 

 Facilitate trade associations or professional group for many of these 

categories. These groups are necessary to create balance in these sectors 

and to coordinate activities such as training, data collection, certification, 

and conferences. A number of these are now being created, notably the 

Association of Estate Agents of Uganda (AREA) and the Mortgage 

Association of Uganda (MAU). These should be supported as a way of 

developing best practices and providing policy makers and development 

organizations with a single counterparty. 

 

 Develop training programs for the various professionals. Industry bodies 

should take the lead in assessing the training needs for the development of 

their sectors. For surveyors, a program is being reestablished and will 

provided a much needed increase in the number of professionals able to do 

property valuations.  
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 Introduce a real estate development course. This would help to ground 

developers in the necessary skills to manage a development project. These 

skills would include elements of project management, finance, human 

resources, and marketing. The recent creation of a real estate developers 

association could be the necessary catalyst to help push for such a course and 

to help design some of its key features. It is recommended that the Real 

Estate Developers Association come up with proposals and initial design 

concepts for such a qualification in Uganda. 

 

6-47. Strengthen capacity of lenders. The banks also need to upgrade their 

knowledge, capacity, and products for lending to developers. They need to be able to 

monitor and understand construction projects, build up experience in underwriting 

developer loans, and be able to disburse in tranches as projects evolve. 
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7. Increasing the Private Financing of Infrastructure 
 

7-1. This chapter discusses the financial capacity of infrastructure providers to engage 

in local long-term debt financing for their capital development plans. Specific focus is on 

parastatal infrastructure companies and their capacity to raise debt. The use of special 

purpose vehicles, particularly in the case of public private partnerships, is not discussed 

in detail, though this avenue of infrastructure development will become increasingly 

relevant as the balance sheets of the utility infrastructure providers take on debt for 

expansion of assets in the short-term. The first section reviews the key infrastructure 

sectors and providers and their current financing strategies. The second section assesses 

the constraints to private financing of infrastructure, using the lessons from the case of 

the upcoming National Water and Sewerage Corporation (NWSC) bond transaction. The 

final section discusses recommended actions to increase the private financing of 

infrastructure.  

 

Overview 
 

7-2. Infrastructure providers in Uganda are primarily monopolies. There are two 

organizational forms that exist—the parastatal monopoly provider and the independent 

project operator. The water, electricity transmission, and transport sectors all have single 

monopoly, government-owned service providers, while energy generation and 

distribution are undertaken by private sector ‗project‘ operators. Detailed descriptions of 

the sectors, providers, tariff structures, financial position, and capital requirements are 

provided in annexes 1 to 4.  

 

7-3. Infrastructure service providers require long-term debt at, ideally, fixed 

interest rates. There are four primary sources of financing for infrastructure providers. 

These include two public sources—the treasury and foreign donors—and two private or 

commercial sources—loans from commercial banks and bond issuances on the capital 

markets (or through private placements). Further nuances of private borrowing from the 

bond markets are whether the bonds are issued directly by the infrastructure provider 

(corporate bonds) or issued by the treasury (sovereign debt), and where the proceeds are 

on-lent to infrastructure providers. Issues linked to treasury intermediation are 

summarized in box 7.1 below. 

 

7-4. Public funding from foreign donors has its disadvantages. The development 

finance institutions (DFIs) are able to mobilize required funds using subsovereign, 

borrower-targeted products, often at rates lower than available in the local market. 

However, this funding is characterized by long approval lead times, frequent currency 

risks, and onerous loan covenants. Dependence on such funding also prevents the 

development of local long-term funding sources. Foreign donor inflows can also create 

excess liquidity, which may lead to pressure on the exchange rate.  Increased domestic 

demand increases the supply of nontradables at the expense of tradables, leading to real 

exchange rate appreciation and reduction in export competitiveness.  However, it may be 

possible to mitigate these demand effects by targeting capital investments to increase 
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supply-side productivity.  By intermediating liquidity and savings toward infrastructure 

investments, local financial markets increase the absorptive capacity of the economy, 

thereby reducing the risk of Dutch disease.
51

 

 

 

Box 7.1: Corporate (subnational) versus Sovereign Debt for Infrastructure Finance 

 

Some commentators argue that instead of infrastructure providers borrowing directly, the treasury 

(with its higher credit rating) should borrow funds from the capital markets and on-lend these 

funds to parastatal and other potential borrowers. The pooling and diversification logic that this 

implies is particularly attractive where there are a number of smaller potential borrowers that 

would face very high costs in accessing the capital markets, for example, where local 

governments may be looking to issue debt. Even where small issuer size makes pooling efficient, 

a separate institution is more efficient to act as a financial intermediary than the treasury. 

Essentially a number of risks are associated with treasury intermediating funds to public 

borrowers: 

 

Moral hazard –If treasury lends to a parastatal, there is a risk that such funding is perceived as 

soft or grant funding by the ultimate borrower. It is not prioritized as a core operating cost and 

repayment risk is increased. This factor is fundamentally affected by the accountability 

framework affecting the parastatal.  

 

Complexity – Where the issuer is relatively large (as is the case with NWSC), intermediation will 

add complexity and cost without the associated economies of scale. Ultimately this will increase 

cost of borrowing to the utility.  

 

Lack of planning independence – By using the MoF/treasury to provide due diligence associated 

with intermediation, there is a risk that planning systems at the parastatal level are undermined. 

This will possibly lead to the erosion of planning capacity. Fundamentally, in the case of NWSC, 

corporate reforms (including the development of a board to oversee operations) necessitate that 

planning and financing decisions happen at the corporate rather than treasury level. The board of 

directors is the key agent charged with preserving shareholder value, as is the case in any normal 

private corporation. The continued efficacy of a well-functioning board is the foundation of the 

continued success of NWSC‘s operations.  

 

7-5. Private financing from commercial banks is limited. Infrastructure providers 

can be attractive borrowers for bank lenders. Given the daily cash flow associated with 

the utilities bill collection process, and possibilities of assigning particular receivables, 

lenders can be very secure about their payback if debts are structured well. Utilities often 

access a number of banking services (collection services, cash management, working 

capital, and the like) so they can have good bargaining power with banks where the 

various portfolio services are being procured together. Bank loans also allow for a 

drawdown of the loan (over, for example, the construction period) where interest charged 

is on outstanding principal only. These advantages, however, do not compensate for a 

fundamental constraint faced by the banks: the nature of their short-term liabilities. Due 

to the nature of the deposits financing most bank lending, the ability of banks to offer 

long-term fixed rate finance is very limited. In Uganda, the banks may be able to issue 
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loans with seven-year tenures, but only at a floating rate. Even this relatively long tenure 

is a direct result of the considerable liquidity in the Ugandan banking sector. 

Furthermore, loan covenants required by banks may be overly restrictive and limit a 

utility‘s ability to raise further debt finance as it requires.  

 

7-6. The bond market is ideally suited to provide funding to infrastructure 

service providers. By intermediating between institutions with long-term liabilities (such 

as pension funds and insurance companies) and borrowers requiring longer-dated fixed-

rate debt, the bond market in many countries is a major financier of infrastructure. 

Further, the bond market provides for a further diversification of lenders, reducing the 

flexibility risk that defines borrowing from one banking agency. It is not uncommon in 

Uganda for bonds to have 10 or more buyers. Bond issuances, however, are complex and 

time consuming, and due to their structure, induce a ‗negative carry,‘ whereby funds 

being held prior to being spent attract interest payments (in contrast to bank loans where 

unspent funds are not drawn down and so do not attract interest charges).  A summary of 

bond issuances to date in Uganda is presented in the table below. 

 

Table 7.1: Bond Issuances in Uganda 

  Bond Size   Interest Rate Listing   

Issuer Name (bn UGS) Tenure Floating / Fixed Status Issue Date 

Stanbic Bank 

30 

(indicative) 10   Upcoming 

Housing Finance 

Company Uganda 30 10 Fixed 13.05%(3 tranches) Listed 

Dec 07 to Jul 

08 

Standard Chartered 23 10 

182 day t-bill + 1.25% / 

15.75% Fixed Listed Jan-06 

EADB 20 7 182 day t-bill + 0.75% Listed Dec-05 

UTL 30 5 182 day t-bill + 1.65% Listed Sep-03 

MTN (Tranche 3) 2 4 182 day t-bill + 1.75% Not listed Dec-01 

MTN (Tranche 2) 2.5 4 182 day t-bill + 1.75% Not listed Nov-01 

MTN (Tranche 1) 5 4 182 day t-bill + 1.75% Not listed Aug-01 

PTA 10.36 5 182 day t-bill + 1.75% Matured Mar-99 

EADB 10 4 182 day t-bill + 2.00% Matured Jan-98 
Source: Capital Markets Authority, Uganda 

 

7-7. Bond financing can be cheaper than bank borrowing. Early indications 

suggested that in terms of interest rates, the cost of borrowing through bond instruments 

in Uganda would be lower than bank borrowing by about 2 percent per annum when 

looking at corporate borrowings at the long end of the yield curve (tenures of 7-10 years).  

Further, the bond market could finance tenures of up to 10 years. Interestingly, financial 

origination costs (at about 1-1.5 percent) are also lower for bonds than most bank loans 

(1.5 percent+). Nonfinance costs of  bond origination, however, can be considerable. In 

contemplating a bond transaction, capital markets regulation must be followed. The 

Ugandan Capital Market Authority is the primary regulator of debt instruments. The 

CMA application fee is 0.1 percent of issue size. If the bond is to be listed, the Ugandan 

Stock Exchange must approve the bond prospectus or information memorandum. Listing 

fees are 0.1 percent of total issue size up to a maximum charge of UGS 20 million. 

Issuance costs for two recent bonds in the Ugandan market are shown  below. 
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Table 7.2: Issuance Costs for Recent Bonds 

Bond 

Bond 1 –  

% of Issuance 

Cost 

Bond 2 –  

% of Issuance 

Cost 

Issue Size - - 

Application & listing fees 

payable to CMA & USE 0.20% 0.20% 

Professional & advisory fees 

paid to all advisors 0.74% 0.90% 

Printing costs / miscellaneous 

costs 0.05% 0.04% 

Total Issuance Costs 0.99% 1.14% 
Source: Capital Markets Authority, Uganda 

 

7-8. The success of bond issuance depends on the liquidity available with 

institutional investors. In Uganda, the unreformed pension sector has led to a 

concentration of liquidity with the National Social Security Fund (NSSF). The NSSF 

does not have very rigid investment guidelines or asset allocation rules and as such, either 

listed or privately placed infrastructure related debt can attract their investment. Smaller 

pension funds have also participated in bond issuances in the past, however, the NSSF 

has acted as a de facto underwriter for most issues.  Recently, the NSSF has been 

engaged in an enquiry into its investment decisions. This enquiry has left the fund 

without a functioning investment committee, essentially removing the considerable 

liquidity it holds from the market. Given the dearth of corporate bond issues in the 

country however, the appetite of remaining investors for corporate and infrastructure debt 

is considerable—but this short-term limitation of NSSF‘s ability to invest in debt 

instruments may limit the success of bond issuances in the country. In the longer-term, an 

unreformed pension sector poses a liquidity risk to potential issuers of debt instruments.  

 

7-9. Increasingly, regional investors are looking for debt instruments in countries 

outside of their own. Investors in Kenya (where a considerable portion of the total 

pension assets are under private management) and specialized funds based in South 

Africa are looking to purchase debt in other African countries. Liquidity in Kenya also 

poses an opportunity for Ugandan debt issuances in that the pension sector regulator in 

Kenya, the Retirement Benefits Authority (RBA), classifies Uganda and Tanzania as on-

shore investments. The RBA requires that at least 85 percent of pension assets be 

invested onshore, and due to the limited number of debt instruments in Kenya, there is 

appetite to place some of the considerable pension liquidity in instruments issued in 

Uganda.  Until recently, global liquidity had also contributed to interest in African 

corporate debt denominated in local currency. Hedge funds based in North America and 

Europe were actively seeking debt in a variety of countries, due to the perceived lack of 

correlation between those countries and the global economy. Recent events, in the form 

of the global credit crisis, have reduced this liquidity, preventing such cross border 
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investments in foreign currencies where there is no currency swap market. A key feature 

of such cross border investments is the currency risk taken by the investor. Given the 

dearth of currency-hedging products available in Africa, limiting exposure to currency is 

not possible in many cases. Most debt investors require extra yield to compensate for the 

additional risk being taken. 
 

Constraints 
 

7-10. There is considerable potential for bond financing for infrastructure in Uganda. 

Liquidity in the capital markets is relatively high. Both the pensions and banking sector 

are over-reliant on treasury bills for longer-dated assets. There is therefore considerable 

interest in diversification into corporate bonds. Corporate bonds issued to finance 

infrastructure are of particular interest to the pensions sector, given the longer required 

tenure, which matches their liability profile. However, there are a number of constraints 

to facilitating such finance. These have been identified by the team‘s analysis and also 

through team member support to the ongoing NWSC bond issue (discussed in detail in 

annex 1). The constraints have been grouped into (i) institutional constraints, and (ii) 

financing constraints.  

 

Institutional Constraints 
 

7-11. The condition of potential issuers is the key demand driver for infrastructure 

finance in Uganda.  The case of the National Water and Sewerage Corporation (NWSC), 

which is discussed in detail later in this chapter, is about a local infrastructure provider 

with strong demand for commercial finance to develop at least a portion of its overall 

capital investment program.  Key issues affecting the demand for such finance are linked 

to wider reform areas. NWSC provides a case of a reformed infrastructure parastatal 

where the need for commercial finance was a driver of its reform process. Therefore, 

reform issues, such as tariff predictability and sufficiency and operational efficiency, will 

be the key drivers of demand going forward. Critically, the capital structure of the 

potential issuers will affect their likely success in raising commercial finance. The 

removal of legacy debt from the balance sheet of potential issuers through equity swaps 

or otherwise is also critical, as this will provide the equity cushion required by lenders 

even where cash flows are strong. The table below summarizes the nature of the funding 

required, and key issues linked to that borrowing, for the different infrastructure sectors 

reviewed in this report. 

 

 

 
Table 7.3: Infrastructure Financing Needs and Key Issues 

Sector Service 

Provider 

Nature of Debt Finance 

Required 

Key Issues 

Water NWSC Capital finance for 

network expansion and 

rehabilitation 

Commercial finance must target viable 

investments due to rigid (if predictable) tariff 

structure 

 

 

Small IPPs Debt (possibly in hard 

currency) required on a 

Limited long-term liquidity and experience in 

project finance with the banking sector 



 

 84 

 

 

 

 

Electricity 

project finance basis means that support (in project development) 

and credit enhancement may be required 

Uganda 

Electricity 

Transmission 

Company, 

Limited 

Transmission expansions 

linked to significant 

increase in generation 

capacity 

Exposure to tariff risk, as both generation and 

distribution companies are protected  

Legacy debt on balance sheet 

Umeme Distribution investments 

required by concession 

contract 

Limited interest in expanding distribution 

network given limited bulk energy supply in 

country 

 

 

 

Transport 

Roads 

Authority 

Investment in 

maintenance (as major 

capital investment is 

largely treasury financed) 

Uncertain whether any leveraging is really 

necessary given scale of funds availability 

Civil Aviation 

Authority 

No immediate new 

financing required, 

however debt 

restructuring necessary 

Cash flows make debt service difficult 

Limited ability to increase revenues  

Source: NWSC, UMEME, UETCL, UNRA and CAA 

 

7-12. Sector reform processes are needed to increasing viability. Sector reform can 

contribute to creating bankable issuers. The role that longer-term sector reform plays in 

the infrastructure sectors is critical in the development of viable debt issuers. Pre-

conditions to successful bond issuance are driven by classic sector reform issues such as 

tariff reform, regulatory regime, corporate governance mechanisms and autonomy, and 

capacity to plan investments.  

 

7-13. Limited transparency in tariff setting can pose a significant cash flow risk for 

infrastructure providers. Power Purchase Agreements (PPAs) for energy generators 

and tariff indexations, like that of NWSC, limit such risks. In Uganda, UETCL is 

probably most exposed to such tariff risk, linked to it being situated between energy 

generator and distribution company. Where energy costs are not being passed completely 

through to the customer, it is likely that financing the mismatch in costs will be the 

responsibility of the transmission company, which may or may not get a reliable subsidy 

to do this. Over time, with the country‘s generation mix shifting to sources driven by 

fixed cost, exposure to variation in input prices should stabilize energy costs and so 

reduce risk to the transmission company.  

 

7-14. Infrastructure providers may not have absorption capacity. Many of the 

infrastructure providers discussed here have articulated capital investment plans that are 

far larger than historical levels. This, together with risks linked to infrastructure 

development more generally, implies that there is a risk that funds, once raised, are not 

used, or are used poorly. This is especially an issue for the use of bond finance, where 

significant negative carry can be associated with project delays. A core reform issue, 

then, is to ensure that projects are well prepared and capacity is allocated to the 

implementation of projects prior to the drawdown of funds. Further, by structuring 

financing to be timed with capital plans, this risk can be reduced. The use of medium-

term note programs may be beneficial in this context.  
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Financing Constraints 
 

7-15. The approval process can be complex, leading to delays in raising finance. 
Given the innovative nature of bond issues into a nascent capital market; approval 

processes are not fully standardized. Given this uncertainty, initial debt issuances in 

Uganda will receive increased scrutiny from regulators and the Ministry of Finance 

(where issuer is a parastatal), effectively increasing transaction costs. Once an issuer is 

established, this time frame is likely to be reduced. By seeking approval for bond 

programs linked to their capital investment plans, utilities can get the most from the long 

and complex regulatory process. Figure 4.1 shows a continuum of bond market 

development. As markets get more developed, the focus of support will shift from 

developing issuers to come to the market toward assisting market regulators and policy 

makers to develop interventions that increase market efficiency. Uganda is on the left 

hand side of the figure currently. As such, focus is required at the sector and issuer levels 

to increase issuances into the nascent capital markets. The increase in frequency of such 

issues will naturally highlight wider financial markets issues such as CMA approval 

processes and pricing, pension reform, and the development of a government yield curve 

to act as a pricing anchor.  

 

Figure 7.1: Bond Market Development Continuum 

 
7-16. The structure of the pensions sector adds considerable liquidity risk to 

potential bond issuers. The short-term nature of bank deposits implies a liquidity risk to 

banks lending long-term. Given the concentration of liquidity at the NSSF, there is a 

concern that if NSSF becomes unable to make investment decisions, potential bond 

issuers will experience considerable difficulty in placing their debt in the market. Given 

the large-scale and often multiyear investment projects that infrastructure providers are 

exposed to, this risk can be expensive and a significant deterrent. 

 

Sector/Issuer Level Support Capital Markets Support 

Small transactions 

Infrequent issues – illiquid 
market 

Larger transactions 

Issuer benchmarks created by 
frequent issues 

Bond Market Development 
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7-17. The advisory services market in Uganda is nascent. The role of financial 

advisors is critical in the issuance of either bond debt or in securing a loan. Advisors have 

the critical role of handholding new issuers (which defines the Ugandan potential pool) 

and connecting them to the capital markets.  In the case of a bond, advisory services are 

required by the Capital Markets Authority, whereas in the case of loan finance, these 

services are optional, but can add value due to the specialized nature of the product being 

secured (long-term finance). Mortgage Brokers of East Africa (MBEA) are the leading 

corporate finance and advisory firm in the country, having been involved in all bond 

issuances to date and many other additional corporate financings. More recently, African 

Alliance (operating in 14 countries across Africa) and Dyer and Blair (of Kenya) have 

invested in local presence in the market; these should help deepen the market for 

financial advice and increase skills capacity.  Given that the overall capital markets are 

relatively shallow in Uganda, successful bond issuances are relationship driven in 

addition to being driven by the credit quality of the issuer and instrument. The primary 

function of the financial advisor therefore is blunted. 

 

7-18. Credit enhancement facilities are unavailable. Another factor affecting the cost 

and ability to place corporate or infrastructure debt in Uganda is the use of credit 

enhancements. Particularly given the short-term nature of bank deposits and wider 

economic risks in the country, tenure extension products are perceived as having value. 

Such products would ensure lenders that in the case of a liquidity event, they would have 

the option to sell a long-term asset. In its simplest form, the liquidity facility could be a 

refinancing of the debt, though this is relatively inefficient as it does not make use of 

what liquidity there is in the market and does not achieve any leverage from public funds 

used to provide long-term liabilities to banks.  Investors may require some sort of credit 

guarantee to insure against credit default of the issuer. In Kenya, where there has been a 

de facto requirement of such guarantees on bond issuances, there is an expectation from 

investors that such guarantees will be present. Uganda does not have a market culture of 

demanding such credit enhancements, but where the issuer or instrument is of perceived 

marginal creditworthiness, such products may add value. In the case of NWSC, the 

usefulness of a credit guarantee as a credit risk-sharing device has not been stressed by 

any investors.  It has been recognized, however, as potentially providing a way to achieve 

some degree of political risk cover. The perspective among investors has been that if they 

engage an international credit guarantee (such as those offered by bilaterals and 

multilaterals), the government will be less inclined to interfere with the operations and 

debt servicing of the issuing entity. In a counterintuitive way, some investors also 

consider different international guarantees to be of different quality, based on the 

international rating supporting them, even though the international ratings may be above 

the Ugandan Sovereign rating (implying that they would all carry a local AAA rating). 

For instance, investors may prefer a US government backed guarantee to one issued by 

Guarantee companies as it carries a higher international rating.  

 

Recommendations 
 

7-19. By developing a series of infrastructure finance transactions in Uganda, the 

capital markets will increase their capacity to finance both infrastructure and other 
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sectors. Liquidity will find a home and infrastructure development will be accelerated. A 

number of actions can facilitate this process. 

 

 

Institutional Reforms 
 

7-20. Improve the financial position of the infrastructure providers. Each of the 

providers could use support to asses— and if appropriate—restructure its portfolio. For 

example, in the case of UETCL, a large portion of the company‘s fixed assets have been 

recorded at their book values under UEB ownership, and while no formal revaluation has 

been done since, it is thought that the company‘s assets are worth more than their book 

value.
52

  Proper evaluation of assets could therefore create a significant revaluation 

reserve that would boost the value of the company‘s equity. 

 

7-21. Conduct capacity-building efforts for potential issuers. Issuers in Uganda, as 

was the case with NWSC, will benefit from specific capacity-building efforts around 

optimization of their financing. Such support should include discussion with other 

potential infrastructure issuers within the country, but also sharing experiences with good 

practice issuers, in the region and further afield. Such efforts should be in the form of 

specific handholding support to issuers to ensure they move speedily through debt 

management strategy development and into the capital raising process. Such handholding 

support also has a significant role to play in the development of public-private 

partnerships in the country. Ideally, a central institution could both provide debt raising 

advice to corporate infrastructure providers and enter into joint ventures with the private 

sector or structure other forms of PPPs. Such a unit could further advise line ministries in 

the structuring of their PPPs. A support unit such as this could be viewed as a PPP unit 

with an expanded mandate to support capital raising efforts of parastatal infrastructure 

providers, as well.  

 

7-22. Obtain independent views on infrastructure performance. For those seeking 

project or balance sheet finance, credit ratings will provide comfort to potential lenders 

through their independent assessment of financial performance. Even though these are 

traditionally used for capital markets ratings, local banks, due to their unfamiliarity with 

infrastructure finance issues, would benefit from the additional information provided by 

credit ratings. For parastatals, credit ratings provide independent analysis to shareholders 

(the government) and will allow easier discussions with treasury on the provision of no 

objections to pursue commercial financing. Thus far, only NWSC has obtained a shadow 

credit rating. A structured support to develop such credit ratings will expedite these 

benefits.  

 

7-23. Conduct capacity building efforts for financiers. Lenders lack familiarity with 

project finance and the financial structures used for utility borrowers. Enhancing 

infrastructure and project evaluation skills will allow lenders to approach transactions 

with more confidence and may allow them to make better pricing decisions.  

 

                                                
52 Discussion with UETCL Deputy Managing Director August 29, 2008. 
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7-24. Provide support to the transaction advisory sector. Potential issuers and 

lenders require good transaction advisory services to make credit decisions. By placing 

debt in the wider East Africa region, issues of liquidity and completion among investors 

will help allocate capital more efficiently.  This is particularly relevant where the markets 

are not fully developed (as in Uganda) and market players are not fully equipped to 

evaluate documentation and the structure of financing. External support for transaction 

structuring and advisory would help to catalyze Ugandan infrastructure finance while 

building capacity in the local advisory sector.  

 

Financing Reforms 
 

7-25. Develop term transformation facilities. Ideally the long-term liquidity 

contained in the unreformed pension sector could  be used to provide the required long-

term finance for infrastructure projects. However, because of the concentration of that 

liquidity, there is a risk it will be unavailable  when it is required. As such, debt access by 

the infrastructure sectors could be developed through the construction of artificial term 

transformation facilities. These could include, as in the energy sector, the development of 

refinance options, which allow banks to provide longer-term finance and so compete with 

naturally long-term liquidity such as that in the pension sector. Such facilities would be 

particularly useful in the small-project finance segment of the wider infrastructure sector. 

Under the second phase of the Energy for Rural Transformation (ERT) project, an 

updated refinance instrument will be used. Liquidity guarantees will be offered in the 

place of direct refinance at the point of loan origination. Essentially such facilities 

remove the internal refinance risk faced by banks when they use short-term liabilities to 

fund long-term assets.  Such facilities carry considerable startup costs, but provide the 

possibility of catalyzing a culture of lending long term, which could benefit the pension 

sector by providing long-term assets matched to their long-term liabilities. To avoid 

contingent liabilities on the treasury balance sheet, such options or guarantees need to be 

funded and so housed in their own corporate entity. A pilot example is the Uganda 

Energy Capital Corporation (UECC), which was created expressly to provide liquidity 

guarantees under ERT II.  

 

7-26. Develop credit enhancement facilities. Credit enhancements will also be 

required in some cases to address perceived credit quality issues with issuers and the debt 

instruments they issue. 

 

7-27. Mitigate currency risk.  The creation of specific currency-risk mitigation 

instruments will be critical to leverage regional liquidity pools. Policies should also focus 

on encouraging potential issuers to seek funds locally, rather than from development 

finance institutions or in international currencies. It is not advisable to pass currency risk 

to the customer when local currency funding could prevent it altogether.  Intermediation 

for infrastructure finance by local financial markets will also increase the absorptive 

capacity of the economy and help avoid problems created by excess liquidity.   
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 Annex B. Banking Sector Efficiency   
 

B-1. In this section, we begin by offering a simple decomposition of Ugandan 

banks‘ interest spreads to better understand the factors driving their persistently 

high levels (see figure 2.7 in the text). In the decomposition exercise, we follow 

the method used in Beck and Fuchs (2004), subtracting the interest rate paid for 

deposits from the ex ante interest rates charged on loans. We have unusually high-

quality data on the ex ante interest rates charged for loans—by duration, recipient 

sector, and currency—that enable us to calculate a weighted average interest rate 

charged by each bank in each quarter. The spreads in figure 1 and table 1 are a 

weighted average for the banking sector as a whole (rather than a simple average 

across banks).
53

 

 

B-2. Banks charge higher interest rates to riskier borrowers in anticipation of 

defaults, and so we therefore account for loan loss provisions in the 

decomposition. We also account for overhead costs, taxes, and required reserves, 

all factors that contribute to higher spreads. The overhead costs are those 

attributable to loans, which we identify by calculating the share of loan interest 

revenue in total revenue. Profit margin is a residual after adjusting for loan loss 

provisions, the tax rate, reserve requirements, and overheads.
54

 

 

Table B.1: Decomposition of Weighted Average Spread, All Banks 

 

2005 

Q4 

2006 

Q4 

2007 

Q4 

2008 

Q2 

Average Lending 

Rate 14.66 15.17 15.31 16.72 

Average Deposit 

Rate 1.57 1.70 2.00 1.97 

Spread 13.09 13.48 13.31 14.75 

Overhead Costs 4.77 4.09 3.47 4.66 

Loan-loss Provisions 1.17 0.74 1.67 0.72 

Reserve Requirement 0.17 0.19 0.22 0.22 

                                                
53

 For each quarter, we first calculated the total value of loans (similarly for deposits) at a given interest rate 

across all banks. We then applied the appropriate interest rates to those values and summed across all 

interest rates. We then divided that figure by the total value of loans (or deposits). 
54

  The formula we use is: 

 

Profit margin = (1-tax rate) x (weighted average lending rate – weighted average deposit rate/(1 – Reserve 

Requirement) – operating costs/loans – loan loss provisions/loans) 

 

The tax rate is calculated from actual tax payments. The reserve requirement is 10 percent. Operating costs 

are those attributable to lending, and thus are equal to the share of income from lending multiplied by total 

costs. 
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Taxes 2.01 1.85 1.51 2.51 

Profit Margin 4.97 6.61 6.44 6.65 

 

B-3. While table 1 indicates a reduction in overhead costs from 2005 to 2007, 

that figure increased in 2008. The most recent figures are for the second quarter of 

2008, rather than the end of the year, so they could be less accurate. However, the 

quarterly decompositions in figure 1 also show no strong tendency for overheads 

to decline. Similarly, the portion of the interest spreads ascribed to taxes, reserve 

requirements, and loan loss provisions remained more or less stable throughout 

the period. The end result was a stable interest rate spread in the neighborhood of 

14 percent. Profit margins, the residual factor in our decomposition exercise, 

hovered from 5 percent to 6.5 percent. If anything, they were larger at the end of 

the period than at the beginning. In all, the decompositions point to a lack of 

competitive pressure in the Ugandan banking sector. 

 

Figure B.1: Decomposition of Weighted Average Spread, All Banks 

 

 
 

B-4. There are also indications that the banking sector is segmented so that 

domestic and foreign banks do not tend to compete with each other. Table B.2 

shows the decomposition of the interest spreads of domestic banks. Their 

overhead costs are actually lower than for the sector as a whole, as are their loan 
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loss provisions, suggesting that domestic banks focus on a creditworthy market 

segment and can do so at relatively low cost. 

 

Table B.2: Decomposition of Weighted Average Spread, Domestic Banks 

 

2005 

Q4 

2006 

Q4 

2007 

Q4 

2008 

Q2 

Average Lending 

Rate 17.97 17.07 19.15 18.44 

Average Deposit 

Rate 2.19 2.30 2.37 2.31 

Spread 15.77 14.77 16.78 16.13 

Overhead Costs 3.02 2.30 2.52 2.74 

Loan-loss Provisions 0.95 0.39 0.49 0.38 

Reserve Requirement 0.24 0.26 0.26 0.26 

Taxes 2.96 1.98 1.50 3.34 

Profit Margin 8.60 9.84 12.01 9.42 

 

B-5. And yet table 2 also shows that customers of the domestic banks pay 

substantially higher interest rates on their loans (17-19 percent) than do customers 

in the rest of the banking sector, while domestic banks pay only slightly more for 

their deposits than the rest of the sector. Together, these factors produce much 

higher interest spreads for the domestic banks than for the foreign banks. Both 

table 2 and figure 2 indicate that the largest component of the domestic banks‘ 

interest spreads is their profit margins (around 10 percent), and figure 2 makes it 

clear that those margins have not declined. Spreads therefore remained stubbornly 

high (near 16 percent) throughout the period.  

 

Figure B.2: Decomposition of Weighted Average Spread, Domestic Banks 
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B-6. The spread decompositions therefore indicate that domestic banks 

generate high profit margins from a group of borrowers that repay their loans at a 

high rate. One would expect foreign banks to compete for this clientele, exerting 

downward pressure on those spreads and profit margins, and yet the 

decomposition of the interest spreads of foreign banks in table B.3 suggests that 

they deal with a different segment of the market. Foreign banks‘ overhead costs 

are substantially higher than those of the domestic banks (6 percent versus 2.5 

percent), and yet their spreads are much lower. This is true despite the facts that 

loan loss provisions are slightly higher for foreign banks and the rate that they pay 

for deposits is somewhat lower than domestic banks, both factors which should 

contribute to relatively higher spreads. The relatively low interest spreads of the 

foreign banks can therefore only be achieved by having smaller profit margins, 

and theirs are well less than half of those of the domestic banks. 

 

Table B.3: Decomposition of Weighted Average Spread, Foreign Banks 

 

2005 

Q4 

2006 

Q4 

2007 

Q4 

2008 

Q2 

Average Lending Rate 12.31 13.38 12.93 15.24 

Average Deposit Rate 1.47 1.60 1.93 1.90 

Spread 10.84 11.78 11.00 13.34 

Overhead Costs 6.04 5.81 4.08 6.22 

Loan-loss Provisions 1.33 1.08 2.40 1.01 

Reserve Requirement 0.16 0.18 0.21 0.21 
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Taxes 0.96 1.07 0.92 1.64 

Profit Margin 2.34 3.64 3.39 4.26 

 

B-7. Table B.3 and figure B.3 show little difference in the spreads of the 

foreign banks and their determinants over the period. Figure B.3 indicates that 

there were some subperiods in which overheads appeared to be declining, but all 

of them were eventually met with a sizable increase. There is also no strong 

pattern with regard to profit margins, and interest spreads remained around 12-13 

percent throughout the period. This persistence is further evidence consistent with 

market segmentation between foreign and domestic banks.   

 

B-8. The relatively high overhead costs and low profit margins for the foreign 

banks could be consistent with the idea that they deal with a set of ―blue-chip‖ 

clients whose projects are more costly to evaluate and maintain. Relative to that 

limited client pool, there appear to be enough competing foreign banks to produce 

low spreads. However, it is also possible that there are different types of foreign 

banks pursuing different strategies with differing levels of success. Recent 

research suggests that foreign banks tend to perform better compared to domestic 

banks when coming from a high-income country, but worse when coming from a 

developing country (Claessens and Van Horen 2009). Since the foreign banks in 

Uganda come from both developed and developing countries, this factor could be 

relevant. Moreover, some of the foreign banks from developing countries are 

actually partially state-owned banks, such as KCB Uganda, which is an offshoot 

of Kenya Commercial Bank. That is, these are state-owned banks that have set up 

operations outside their national borders.
55

 It seems likely that the banks from 

developed countries could be pursuing the blue-chip strategy described above, 

while those from developing countries might be engaged in different activities. 

High overheads and loan loss ratios for that second group might reflect 

inefficiency and relatively poor credit allocation.  

 

 

 

 

 

Figure B.3: Decomposition of Weighted Average Spread, Foreign Banks 

 

                                                
55

 In addition to KCB, this category includes Banque du Caire of Egypt and Tropical Bank of Libya. 
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B-9. Two tentative conclusions from the simple decomposition exercise are that 

there is (i) little competitive pressure in the Ugandan banking sector, as reflected 

in the persistence of high interest spreads and their determinants, and (ii) market 

segmentation between the foreign and domestic banks, as reflected in different 

spread levels and determinants of those spreads. In the next section, we build 

regression models to test these ideas more formally, and to explore whether the 

differences between foreign and domestic banks can be explained by the types of 

activities that they pursue. 

 

Spread Regressions 

 

B-10. The regression model is based on that in Martinez Peria and Mody (2004) 

for developing countries in Latin America and in Beck and Hesse (2009) for 

Uganda:
56

 

 

                                                
56

 That model is motivated by the dealership model of banks spreads developed in Ho and Saunders (1981), 

in which banks are risk-averse dealers trying to balance loan and deposit markets. Because loan requests 

and deposit flows can be asynchronous, spreads are seen as fees charged by banks for the provision of 

liquidity under uncertainty. See Martinez Peria and Mody (2004) for further description of the model and 

extensions by other authors. 
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—where the interest spread is calculated as described above for bank i at time t. 

Overheads are the ratio of overhead costs to total assets. As in the simple decomposition, 

we expect that higher overheads costs are passed on to borrowers in the form of higher 

spreads. Liquidity is the ratio of liquid assets (cash and deposits with other banks) to 

deposits. In the Latin American context, high liquidity was thought to inflict a cost on 

banks, since a bank must forego the opportunity to hold a higher-yielding instrument. 

Thus, Martinez Peria and Mody (2004) hypothesize that banks will try to transfer this 

cost to borrowers, resulting in a positive association between liquidity and spreads. 

Similarly, those authors hypothesize that there is an opportunity cost associated with 

holding excessive capital, and thus they expect a positive relation between equity (bank 

capital plus reserves, over total assets) and spreads.  

 

B-11. Provisions are the ratio of loan loss provisions to total loans, our measure 

of portfolio quality. As described above, we expect that higher loan provisions 

reflect riskier borrowers, which raises ex ante interest rates charged on loans, 

resulting in higher calculated spreads. Market share is the bank‘s share of total 

banking sector deposits, our measure of bank size. To the extent that larger banks 

can take advantage of economies of scale, we would expect market share to be 

negatively related to spreads. This is consistent with some of the regression 

results in Beck and Hesse (2009) for Uganda from 2000 to 2004. Martinez Peria 

and Mody (2004) note, however, that market share could also be equated with 

market power, and thus the ability to charge higher rates on the loans. The 

coefficient on this variable will therefore indicate which of these two hypotheses 

is better supported by the data. 

 

B-12. We control for bank orientation using interest income, the ratio of total 

interest income to operating income, and intermediation, the ratio of net loans and 

advances to total liabilities. Using bank-level data across countries, Laeven and 

Levine (2005) demonstrate that specialized loan-making banks have different 

performance characteristics than specialized investment banks, and that loan-

making banks tend to have a higher share of interest income. We expect 

competitive pressure in the lending market to be better reflected in the banks 

specialized in that area, and thus we expect a negative association between 

interest income and spreads. Similarly, we expect those banks that lend a 

relatively high share of their available liabilities to be most responsive to the same 



 

 99 

competitive pressures, and thus a negative relation between intermediation and 

spreads. 

 

B-13. Following the literature, in some specifications we include a control for 

banking sector structure and three macroeconomic control variables. Herfindahl is 

a standard index of sector concentration, which we calculated based on bank 

shares of total deposits.
57

  If deposits are concentrated in the hands of a few 

banks, those banks might be able to drive up lending rates, as they control the 

supply of funds. We would therefore expect a positive relation between 

concentration and spreads. The macroeconomic controls are the T-bill rate, 

inflation, and industrial production. The T-bill rate is the rate of interest on short-

term treasury bills, which is included as a proxy for the marginal cost of funds 

faced by banks. Inflation is included because price shocks might not be passed 

through equally to the nominal lending and borrowing rates, and thus these 

differential effects would be reflected in the spread. Industrial production is an 

index measuring the change in industrial production, which is included to capture 

business cycle effects that are reflected in spreads. As an economy slumps and 

production slows, borrowers become less creditworthy, and thus banks must 

charge higher lending rates, which are then reflected in higher spreads (all else 

equal). 

 

B-14. Finally, Foreign is a dummy variable equal to 1 if a bank is owned by 

foreign interests. The coefficient on this variable therefore is intended to capture 

any differences in spreads between foreign and domestic banks that are not 

accounted for by the other explanatory variables. Summary statistics and 

correlations for all of the variables in the regression analysis are presented in table 

B.4. 

 

  

                                                
57

 The index is calculated by summing the squared market shares of all banks. 
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Table B.4: Summary Statistics, Correlations 

Variable 

Descriptive 

Statistics 
Correlations 

M
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n 

Stand

ard 

Devi

ation 
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ad 
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d 
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uidit

y 

Equ

ity 
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n-
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isio

n 
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shar

e 
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rest 
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me 

Inte

rme
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on 

Fore

ign 

Herf

in-

dahl 

inde

x 

Real 
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bills 

rate 

Infl

atio

n 

Ind

ex 

of 

ind 

pro

d 

Spread 
0.

15 
0.05 1.00             

Overheads 
0.

02 
0.01 

0.36

4**

* 

1.00            

Liquidity 
0.

54 
0.27 

-

0.32

*** 

0.07

5 
1.00           

Equity 
0.

14 
0.08 

0.23

4** 

0.16

3* 

0.35

3**

* 

1.00          

Loan-loss 

provisions 

0.

02 
0.03 

0.15

1* 

0.08

7 

-

0.09

6 

0.13

2 
1.00         

Market share 
0.

07 
0.08 

-

0.26

*** 

-

0.08

9 

-

0.16

0* 

-

0.50

*** 

-

0.03

5 

1.00        

Interest 

income 

0.

73 
0.11 

-

0.01

4 

-

0.67

*** 

-

0.22

2** 

0.03

7 

0.05

7 

-

0.12

0 

1.00

00 
      

Intermediati

on 

0.

45 
0.17 

0.11

4 

0.03

5 

-

0.38

*** 

0.03

2 

0.05

5 

-

0.12

9 

0.09

51 
1.00      

Foreign 
0.

72 
0.45 

-

0.19

3** 

-

0.06

5 

0.15

4* 

-

0.38

*** 

-

0.00

5 

0.20

2** 

-

0.21

1** 

-

0.21

5** 

1.00     

Herfindahl 

index 

0.

16 
0.004 

0.03

3 

0.01

1 

0.11

2 

-

0.06

7 

0.01

9 

0.02

0 

-

0.02

33 

-

0.13

0 

0.01

2 
1.00    

Real T-bills 

rate 

0.

06 
0.02 

0.11

1 

-

0.05

5 

0.00

9 

-

0.03

3 

0.03

1 

0.01

1 

0.01

13 

-

0.01

9 

0.01

6 

0.33

5**

* 

1.00   

Inflation 
0.

02 
0.02 

-

0.09

1 

0.05

3 

-

0.03

7 

0.05

1 

-

0.03

8 

-

0.01

5 

-

0.00

8 

0.04

8 

-

0.01

5 

-

0.41

*** 

-

0.95

*** 

1.00  

Index of 

industrial  

prod 

13

6.

2 

8.95 
0.05

1 

0.07

3 

0.01

7 

0.11

0 

-

0.05

5 

-

0.01

2 

-

0.11

73 

0.07

9 

-

0.01

9 

-

0.25

*** 

-

0.13

9 

0.22

7** 

1.0

0 

***, **, * denotes significance at the 1, 5, and 10 percent levels, respectively. 

 

Regression Results 

 

B-15. The base results appear in table B.5. All models are estimated via OLS, 

and models 2 and 4 include bank-specific fixed effects.
58

 In those models, the 

estimated coefficients therefore reflect departures from each bank‘s average 

spread for the period.  The models also include year and quarter dummies to 

capture trends and shocks that affected all banks. The insignificant coefficients on 

                                                
58

 As described in the tables, in our models standard errors are clustered at the bank level. 
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the year dummies tell a story consistent with the decompositions: interest spreads 

remained more or less at the same level over the period. 

 

B-16. The simplest OLS specification (column 1) confirms a number of the 

hypotheses described above. There is a strong positive relationship between 

overhead costs and interest spreads, as there was in Beck and Hesse (2009) for the 

period from 2000 to 2004. The equity ratio is positively associated with spreads, 

as was true in Martinez Peria and Mody (2004) for Latin America. Banks‘ market 

shares, interest income ratios, and intermediation ratios are all negative, as 

hypothesized, but only the intermediation ratio is significant. 

 

B-17. There are also some results that do not confirm our hypotheses. First, the 

liquidity ratio, which we hypothesized as representing an opportunity cost to 

banks, does not have the anticipated positive coefficient, but rather a negative and 

significant one. We interpret this as a sign that the banks that were best able to 

attract deposits during this period, and thus were flush with liquidity, were also 

the ones that tended to charge lower spreads. Second, loan loss provisions are not 

significantly linked to interest spreads, though the decompositions revealed that 

these were low and uniform across banks, and so it is little surprise that they do 

not explain significant variation in our regressions. Finally, the coefficient on the 

foreign ownership dummy variable is insignificant, suggesting that the other 

factors that we control for in the regressions explain the lower levels of spreads 

for foreign banks summarized in the decomposition exercise. 

 

B-18. In the simplest regression that includes bank fixed effects (column 2), 

most of the bank-level variables that were significant in the simple OLS 

regression (overheads, liquidity, and equity) are insignificant, and loan loss 

provisions remain insignificant. Since coefficients from that model summarize the 

effect on spreads of departures from bank-specific means on those variables, the 

lack of significance is consistent with the stagnation suggested by the 

decompositions. By contrast, the overhead cost ratio was positive and significant 

in the fixed effects regressions in Beck and Hesse (2009) for the period 2000 to 

2004, indicating that reductions in overheads during that period were associated 

with declines in spreads. 

 

B-19. There are, however, some variables in the fixed effects regression that are 

significant. Among the bank-level variables, the ratios of interest income and 

intermediation are significant and negative, suggesting that those banks that 
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increased their lending activities during this period reduced their interest spreads. 

At the same time, the market-share variable is positive and significant, indicating 

that the banks that were growing most rapidly were increasing their interest 

spreads.  

 

 

 

 

 

 

 

 

 

 

Table B.5: Base Regressions 

 OLS Fixed effects OLS Fixed effects 

 (1) (2) (3) (4) 

Overheads 4.8711*** 0.4375 3.7402*** 0.8707 

  (0.7824) (1.2941) (0.951) (1.2454) 

Equity 0.2632*** -0.0233 0.1459*** -0.0149 

  (0.0444) (0.0906) (0.0476) (0.0926) 

Liquidity -0.0831** 0.0026 -0.0541** 0.0019 

  (0.0305) (0.0093) (0.0256) (0.0097) 

Loan-loss provisions 0.0013 -0.0861 -0.0456 -0.0757 

  (0.0715) (0.0656) (0.0532) (0.0658) 

Market share -0.0440 0.4368*** -0.0439 0.2684* 

  (0.0558) (0.1521) (0.067) (0.1426) 

Interest income -0.0045 -0.1397*** 0.0137 -0.1476*** 

  (0.0452) (0.0481) (0.038) (0.049) 

Intermediation -0.0975*** -0.0676** -0.0923*** -0.0595* 

  (0.0245) (0.0326) (0.0284) (0.0314) 

Foreign 0.0127   0.0074   

  (0.008)   (0.0118)   

Herfindahl index 0.0107 -0.3223 -0.1500 -0.3122 

  (0.8084) (0.6147) (0.9043) (0.6379) 

Real T-bills rate -0.1584 0.2622 -0.1969 0.1093 

  (0.5324) (0.3986) (0.4986) (0.3911) 

Inflation -0.3082 0.1608 -0.3023 0.0679 

  (0.5586) (0.4072) (0.5466) (0.3989) 

Index of industrial production -0.0011 -0.0010 0.0000 -0.0006 

  (0.0019) (0.0015) (0.0019) (0.0014) 

year==2006 -0.0149 0.0050 -0.0172 -0.0009 

  (0.0174) (0.0089) (0.0133) (0.0085) 

year==2007 0.0139 0.0223 -0.0045 0.0117 

  (0.0419) (0.0294) (0.0384) (0.0268) 

year==2008 0.0126 0.0167 -0.0194 0.0005 

  (0.0558) (0.0353) (0.0514) (0.0325) 

Portfolio share (govt)     0.6858 0.2531 

      (0.5056) (0.4467) 

Portfolio share (agric)     0.1468* 0.0109 

      (0.0744) (0.0417) 

Portfolio share (manuf)     0.1379** 0.0454 

      (0.0584) (0.0378) 

Portfolio share (trade)     0.1962*** 0.0712* 

      (0.0508) (0.0361) 

Portfolio share (transport)     0.0926* 0.0262 
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      (0.052) (0.034) 

Portfolio share (building and construction)     0.2270*** 0.1057** 

      (0.0554) (0.0439) 

Portfolio share (other)     0.2100*** 0.0840** 

      (0.0436) (0.0379) 

Constant 0.3273 0.4221* 0.0307 0.3314 

  (0.2464) (0.2213) (0.2622) (0.2195) 

Observations 178 178 178 178 

Number of banks 18 18 18 18 

Adjusted R2 0.4418 0.7858 0.5718 0.8067 

***, **, * denotes significance at the 1, 5, and 10 percent levels, respectively. Reported in the parentheses are p-values 

computed using standard errors clustered at the bank level. 

 

 

B-20. When we include variables summarizing the composition of banks‘ loan 

portfolios (models 3 and 4), results are similar to the base results, though some of 

the significant coefficients are a bit smaller. In both the OLS and the bank fixed 

effects regressions, the coefficients for construction and building, trade, and a 

catch-all category called ‗other‘ lending, are positive and significant. The OLS 

results indicate that the spread levels in those sectors tend to be higher than in 

others, while the fixed effects regressions indicate that banks that increased their 

lending shares to those sectors during this period also tended to have higher 

spreads. Since these regressions already control for bank-level and 

macroeconomic fundamentals, and many of those variables remain significant 

when we control for portfolio shares, the fixed effects results suggest a true 

change in activities. At the same time, the positive coefficients for those sectors 

are consistent with some banks lending to new borrowers at higher interest rates, 

rather than lowering rates for the existing pool of borrowers. 

 

B-21. When we allow the determinants of spreads to vary by ownership type, 

most of the coefficients for the foreign banks are insignificant, indicating that 

similar factors play a role in pricing loans for both types of banks. For example, 

overheads are significantly associated with higher spreads for both foreign and 

domestic banks.
59

 But there are also some revealing differences that speak to the 

market segmentation described above. First, the foreign ownership dummy 

variable is now negative, in line with the decompositions described above, though 

admittedly the coefficient does not achieve significance. More importantly, the 

market share variable is positive and highly significant, indicating that the largest 

domestic banks charge the highest spreads (column 1). The effects are 

economically large: an increase in market share by 10 percent is associated with a 

6 percentage point jump in the spreads of domestic banks.  

                                                
59

 More precisely, the insignificant coefficient on foreign*overheads means that we cannot reject the 

hypothesis that the positive relationship between overheads and spreads holds for both foreign and 

domestic banks. 
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B-22. By contrast, the coefficient for market share is negative and highly 

significant when multiplied by the foreign ownership dummy. This coefficient 

needs to be evaluated jointly with the one for the simple market share variable. 

Those two coefficients are of opposite signs, and the one for foreign banks is 

larger (in absolute value). When summed, the coefficients are negative and 

significant (at the ten percent level), indicating that there is a negative relationship 

between market share and interest spreads for foreign banks. The results are 

consistent with the idea that the domestic banks with the largest market shares 

have the highest interest spreads. Below, we explore whether the activities of 

those banks are markedly different from foreign banks and other domestic banks. 
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Table B.6: Determinants of Interest Spreads, by Ownership Type 

 OLS Fixed effects 

 (1) (2) 

Overheads 3.5118*** -0.4623 

  (0.3903) (1.1028) 

Equity 0.2547*** 0.0946 

  (0.0442) (0.1603) 

Liquidity -0.0042 -0.0009 

  (0.0081) (0.0101) 

Loan-loss provisions -0.0046 0.0044 

  (0.0276) (0.0334) 

Market share 0.5693*** 0.9842* 

  (0.1174) (0.5239) 

Interest income -0.0710 -0.0523 

  (0.1064) (0.0662) 

Intermediation -0.0804*** 0.0517 

  (0.026) (0.053) 

Foreign -0.2621   

  (0.2197)   

Herfindahl index -0.6737 -0.4209 

  (0.6806) (0.6338) 

Real T-bills rate -0.6976 -0.7295* 

  (0.4465) (0.4229) 

Inflation -0.8365* -0.9130** 

  (0.4483) (0.4546) 

Index of industrial production -0.0006 -0.0012 

  (0.0018) (0.0015) 

Foreign * Overheads -1.3312 1.7360 

  (2.3131) (2.0264) 

Foreign * Equity -0.1624* -0.1675 

  (0.0928) (0.1486) 

Foreign * Liquidity -0.0882*** -0.0148 

  (0.0296) (0.0211) 

Foreign * Loan-loss provisions -0.0294 -0.2728* 

  (0.1608) (0.1617) 

Foreign * Market share -0.6743*** -0.6985 

  (0.1597) (0.5612) 

Foreign * Interest income 0.0437 -0.1291 

  (0.1181) (0.084) 

Foreign * Intermediation -0.0225 -0.1283** 

  (0.0575) (0.0602) 

Foreign * Herfindahl index 0.7513 -0.0253 

  (1.1217) (0.7895) 

Foreign * Real T-bills rate 0.8311 0.9805** 

  (0.5251) (0.4896) 

Foreign * Inflation 0.9066 1.1272* 

  (0.6328) (0.6065) 

Foreign * Index of industrial production 0.0013*** 0.0010** 

  (0.0004) (0.0004) 

Portfolio Shares Included? YES YES 

Year Dummies Included? YES YES 

Quarter Dummies Included? YES YES 

Constant 0.2870 0.3422 

  (0.2409) (0.2278) 

Observations 178 178 

Number of banks 18 18 

Adjusted R2 0.6176 0.8163 
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***, **, * denotes significance at the 1, 5, and 10 percent levels, respectively. Reported in the parentheses are p-values 

computed using standard errors clustered at the bank level.  
 

B-23. The models with ownership interactions also reveal which banks were 

responsible for the significant relationships in the base regressions. For example, 

equity was positively associated with spreads in the base regressions. In table B.6, 

column 1, the simple equity variable is positive and significant, while the 

interaction with foreign ownership is negative and significant.
60

 The pattern 

indicates that domestic banks are responsible for the positive relationship in the 

base regression. By contrast, the interaction term is negative and highly 

significant for liquidity, while the simple liquidity variable is insignificant. And 

so, it was the foreign banks that were flush with liquidity that had lower interest 

spreads. Finally, the intermediation ratio is significantly negatively associated 

with spreads for both ownership types—all banks that lent a higher share of their 

deposits tended to charge lower spreads.
61

 

 

B-24. The fixed effects regression (column 2) also shows that many of the 

results in the base regressions were driven by domestic or foreign banks, but 

rarely by both. For example, the negative relationship between spreads and 

intermediation ratios is driven by the foreign banks. The same is also true for the 

ratio of interest income.
62

 These results suggest that competitive pressures were 

more pronounced in the lending markets in which foreign banks participated. By 

contrast, as in the OLS model, the relationship between changes in market share 

and increased spreads holds for domestic banks but not for foreign ones. 

 

B-25. As a final empirical exercise, we divide the foreign-owned banks into 

three categories—those with owners from industrialized countries, those with 

private owners from developing countries, and those owned by governments of 

developing countries—and re-run the models in table B.6 with interaction terms 

for each of the three categories. Rather than present the full specification, we 

present the effect of each variable on the spreads of each bank ownership type. 

What appears in table B.7 is the coefficient for each variable for each ownership 

category and a test of whether the coefficient is different from zero. P-values 

appear in parentheses below the coefficients. 

                                                
60

 We cannot therefore reject the hypothesis that there is no relationship between equity and spreads for 

foreign banks. 
61

 The simple intermediation coefficient is negative and significant, while the coefficient for 

intermediation*foreign is insignificant. Thus, we cannot reject the hypothesis that the relationship is the 

same for both bank types. 
62

 This is harder to see from table B.6. The simple interest income variable and its interaction with foreign 

ownership are negative, but neither is significant. However, when we sum those coefficients, the result is 

significantly less than zero, indicating that a negative relation holds for foreign banks. 
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B-26. These results enable us to further pinpoint the type of banks that are 

responsible for the significant relationships in our base regressions. In panel A, 

which summarizes the results from the OLS model, the positive relationship 

between overhead costs and interest spreads is much stronger for foreign banks 

from industrialized countries than for the other bank groups. This could reflect the 

importance of recovering the substantial costs associated with serving a relatively 

―blue-chip‖ clientele. 

 

Table B.7: Determinants of Interest Spreads, by Bank Ownership Type 
 Panel A. OLS     Foreign, Developing Country 

 Private Foreign   State- 

 Domestic Industrialized Private Owned 

Overheads 3.7014*** 6.7777*** 1.4316 -13.2690*** 

  (0.3900) [0.0006] [0.5364] [0.0000] 

Equity 0.2676*** -0.1288 -0.3673 -0.0950 

  (0.0535) [0.3218] [0.2054] [0.4036] 

Liquidity -0.0005 -0.0222 -0.0689*** -0.0676* 

  (0.0063) [0.1613] [0.0089] [0.0998] 

Loan-loss provisions -0.0033 -0.3970*** 0.3305 0.9813** 

  (0.0254) [0.0000] [0.1254] [0.0314] 

Market share 0.5879*** -0.1587*** -0.2637*** -0.6347 

  (0.0700) [0.0006] [0.0061] [0.7803] 

Interest income -0.0795 -0.0841 -0.0359 -0.0327 

  (0.1180) [0.2028] [0.6548] [0.6402] 

Intermediation -0.0941*** -0.0229 -0.2468*** 0.1827*** 

  (0.0318) [0.2814] [0.0007] [0.0073] 

Herfindahl index -0.6673 -1.0202 0.3822 -1.0552 

  (0.6924) [0.3661] [0.7145] [0.4538] 

Real T-bills rate -0.9866** -0.3054 0.2544 -0.6675 

  (0.4363) [0.6685] [0.6898] [0.3747] 

Inflation -1.0255** -0.2922 0.6258 -1.0210 

  (0.4279) [0.7095] [0.4591] [0.2835] 

Index of industrial production -0.0022 -0.0009 -0.0007 -0.0013 

  (0.0018) [0.6117] [0.6951] [0.3889] 

     

     

 Panel B. Fixed Effects     Foreign, Developing Country 

 Private Foreign   State- 

 Domestic Industrialized Private Owned 

Overheads -0.1001 2.4436 4.6166 -6.6224 

  (1.1684) [0.3053] [0.1753] [0.1945] 

Equity 0.1482 -0.0712 -0.1719 -0.1632 

  (0.1641) [0.6630] [0.6175] [0.3238] 

Liquidity 0.0014 0.0018 -0.0078 -0.0627* 

  (0.0116) [0.9237] [0.8444] [0.0732] 

Loan-loss provisions 0.0128 -0.4813*** 0.3344 0.5108 

  (0.0379) [0.0061] [0.2367] [0.5121] 

Market share 0.8655 0.4946** -0.5905 -7.6979* 

  (0.6065) [0.0282] [0.2039] [0.0635] 

Interest income -0.0379 -0.0363 -0.1897** -0.1616 

  (0.0784) [0.6430] [0.0331] [0.2427] 

Intermediation 0.0266 -0.0465 -0.1947* 0.1007 

  (0.0584) [0.4075] [0.0814] [0.2578] 
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Herfindahl index -0.3291 -0.7268 0.2539 -1.3492 

  (0.6782) [0.4043] [0.7952] [0.3687] 

Real T-bills rate -0.7649 -0.2405 0.4115 -0.7570 

  (0.5072) [0.7010] [0.4771] [0.4675] 

Inflation -0.9297* -0.2788 0.7173 -1.0470 

  (0.5329) [0.6932] [0.2958] [0.3641] 

Index of industrial production -0.0014 0.0002 -0.0004 0.0002 

  (0.0018) [0.9175] [0.8282] [0.9224] 

 

B-27. As was clear from the regression in table B.6, private domestic banks were 

responsible for the positive relationships with spreads for the equity and market 

share variables. In table B.7, we see that the equity variable is negative and 

insignificant for all three types of foreign-owned banks. In stark contrast to the 

private domestically owned banks, privately owned foreign banks from both 

developed and developing countries show a negative and significant relationship 

between market share and interest spreads. The negative relationship between 

liquidity and spreads is driven by foreign banks from developing countries, 

especially those privately owned. Finally, the negative relationship between the 

intermediation ratio and spreads is also driven primarily by the privately owned 

foreign banks from developing countries, though there is also a significant 

(though much less pronounced) relationship for private domestic banks. 

 

B-28. In all, the results from the OLS regression summarized in table B.7, panel 

A, indicate that privately owned foreign banks from developing countries are 

responsible for increased intermediation and lower interest spreads. In contrast, 

the foreign-owned banks from industrialized countries seem to operate in a 

market niche where cost considerations are much more important in setting 

spreads. The results from the regression with bank fixed effects (panel B) further 

support this impression. The interest income and intermediation ratios are 

negative and significant only for private foreign banks from developing countries, 

indicating that those that were increasing their lending were also reducing their 

spreads during this period. For foreign banks from developed countries, we find 

no significant relationships for the lending variables, and in fact, the market share 

variable is positive and significant, indicating that foreign banks from developed 

countries that were increasing their market share during this period were also 

ratcheting up spreads. Given the other indications that these banks operate in a 

very specific market niche, the results could be seen as troubling for that group of 

clients. 

 

Table B.8  Market presence and lending activities of banks under different types of 

ownership. 

     Foreign, Developing Countries 

 Domestic Foreign Private State 
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  Industrialized 

  

    

 2005q3 2008q2 2005q3 2008q2 2005q3 2008q2 2005q3 2008q2 

Total loans, millions (sum) 232 529 197 399 58 178 12 33 

Market share (sum) 0.15 0.20 0.43 0.41 0.39 0.35 0.02 0.03 

Interest income (mean) 0.74 0.79 0.78 0.68 0.70 0.78 0.71 0.72 

Intermediation (mean) 0.44 0.64 0.41 0.46 0.40 0.40 0.34 0.40 

Portfolio shares (weighted sum)                 

 - government 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.00 

 - agriculture 0.25 0.11 0.10 0.04 0.23 0.07 0.03 0.06 

 - mines 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00 

 - manufacturing 0.11 0.05 0.19 0.26 0.19 0.20 0.04 0.06 

 - trade 0.19 0.24 0.07 0.12 0.22 0.20 0.34 0.18 

 - transportation 0.06 0.03 0.17 0.10 0.15 0.03 0.00 0.05 

 - building 0.03 0.06 0.06 0.04 0.04 0.03 0.05 0.11 

 - other 0.36 0.51 0.41 0.44 0.16 0.47 0.53 0.55 

Source: Bank of Uganda: World Bank Analysis 

B-29. To put our results in context, table B.8 provides information on market 

presence and lending activities of banks under different types of ownership. 

Private foreign banks from developing countries have been losing market share to 

private domestic banks and foreign banks owned by governments of developing 

countries. The market share of foreign banks from developed countries has 

remained more or less the same. While the private foreign banks from developing 

countries have increased their interest income ratio, private domestic banks have 

seen a similar increase in their interest income ratio and a large jump in their 

intermediation ratio. Unfortunately, the regressions indicate that the jumps were 

not associated with reduced interest spreads for private domestic banks. 

 

B-30. It is also revealing that the private domestic banks have seen large 

increases in the share of their loan portfolios devoted to trade, building and 

construction, and ‗other‘ lending. To a lesser extent the same is true of the state-

owned banks from other developing countries.
63

 Recall from the base results that 

these were the three categories where increased lending was associated with 

higher spreads. These spreads might be sufficient to counter the risks, but it is 

difficult to know at the current point. Finally, the private foreign banks from 

developed countries have increased their shares of lending to traditional sectors 

such as manufacturing and trade, yet further indication that they are concentrating 

on a narrow market segment. 

 

B-31. At first blush, our results on the relative dynamism of private foreign 

banks from developing countries would seem to be at odds with the cross-country 

                                                
63

 Again, these are KCB, Banque du Caire, and Tropical. 
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results in Claessens and Van Horen (2009), who find that performance tends to be 

better for foreign banks from developed countries. We should emphasize that 

those authors define performance more broadly to include measures of 

profitability and they consider issues related to stability. Here we confine 

ourselves to a study of efficiency as measured by spreads. It could be that the 

foreign banks from developing countries do contribute to lower spreads, but that 

this comes at a cost in terms of their profitability and, ultimately, the stability of 

the banking sector. However, the analysis in the text suggests that a lack of 

stability is a much less serious concern than lack of banking sector growth in 

Uganda. Also, the CVH (2009) analysis is based on cross-country regressions that 

summarize average relationships that might not reflect the situation in all 

countries. In particular, the colonial roots of foreign banks in many African 

countries, including Uganda, might have produced a group of banks from 

industrialized countries that are narrowly focused on only a subset of potential 

borrowers. At the very least, our results point out that the private banks from 

developing countries are taking a different approach in Uganda than are the 

others. 
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Annex C: Overview of Water Sector Infrastructure 
 

C-1. The Ministry of Water and Environment (MWE) is the ministry in charge of 

water services in Uganda. Its primary responsibility is for policy setting and developing 

regulatory frameworks for the sector. Rural,64 small towns, and urban water are treated 

separately with different implementation modalities, technology options used for service 

delivery, and levels of financial sustainability. 

 

C-2. The Directorate of Water Development (DWD) within the MWE is responsible 

for providing technical oversight for all water services development. It provides support 

in the form of standards development and capacity building for local governments, which 

are the implementing agencies for rural water supply services.65 Given the small scale and 

high level of grant finance in this subsector, commercial financing opportunities for rural 

water projects are not analyzed here.  

 

C-3. The National Water and Sewerage Corporation (NWSC) is responsible for 

providing ‗urban‘ water. It serves 23 towns and almost 2 million people through about 

200,000 connections. NWSC of Uganda was created in 1972 by decree. The NWSC Act 

Chapter 317 of 1995 further clarifies the roles and responsibilities of NWSC as a body 

corporate.   

 

NWSC Financial Performance 
 

C-4. NWSC has demonstrated considerable improvements in financial performance 

over the past 10 years. Gross turnover has increased from UGS 22 billion (USD 13 

million) to UGS 79 billion (USD 47 million) since 1998. Key financial indicators for the 

past three years are shown below.  Turnover continues to increase, driven primarily by 

increasing the number of connections. There continues to be a large service backlog 

(coverage is 71 percent of the urban population) and rapid urban growth rate (projected to 

be over 5 percent until 2030)66 in NWSC‘s service area. If capital investment persists, the 

observed growth in turnover will be maintained for the foreseeable future.  

 

                                                
64

 A number of different infrastructure options are developed by local governments for the rural population. While 

most of the infrastructure is in the form of point sources (springs, wells, boreholes, and so on), local governments also 

support the construction of piped water systems (both gravity and pumped) in the country‘s rural growth centers.  

NGOs also construct rural water supplies that are coordinated by the Ugandan Water and Sanitation Network, their 

umbrella organization.    
65 A variety of institutional models are being used for water supply provision in the small towns sector . Modalities tend 

to be project based. GoU/donor projects provide funds and implementation units to develop the systems for small 

towns. Systems generally include water treatment, reticulation, and both individual household and shared connections.  

There are 160 small towns in the country;113 have piped water systems. Coverage is relatively low at 46 percent.   

Performance varies considerably in this subsector. In all, 69 small towns are monitored by the MWE. Unaccounted for 

water is on average 26 percent of production and revenue collection efficiency is at 85 percent. Management contracts 

with private sector operators are used to encourage operational efficiency and recent renegotiations of these contracts 

has increased performance incentives by linking remuneration of the contractors with revenues levels they manage to 

collect. 
66 UN Population Division estimate at globalis.gvu.unu.edu/. [[provide full URL]] 
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C-5. Over the past 10 years NWSC has achieved a number of significant operational 

improvements. It is now one of the best performing water utilities in Africa and its newly 

created External Services department provides considerable advisory inputs to utilities in 

the region. The corporation has reduced nonrevenue water in its system from over 50 

percent to 32 percent. The number of customers has increased to 200,000 from less than 

100,000. Staff per thousand connections has reduced from 35 to 7. The corporation has 

also been ISO 9001 certified. Current water access in large towns stands at 72 percent of 

the total population.  

 

Figure C.1: Water Sector Schematic  

Water sector map

Im
p

le
m

e
n

ta
ti
o

n
 

b
y
 p

ri
v
a

te
 s

e
c
to

r

Im
p

le
m

e
n

ta
ti
o

n
 a

t 

g
o

v
e

rn
m

e
n

t 
le

v
e

l
 P

o
lic

y
 &

 r
e

g
u

la
ti
o

n

Ownership: GoU. Management: GoU

Ministry of 

Water, & 

Environment

Directorate of 

Water 

Development

Ownership: GoU. 

Management: autonomous body of GoU

Directorate of 

Water Resources 

Management

Creation of national policies & 

standards

Managing, monitoring & regulation of water resources by 

issuing water use, abstraction & waste water permits 

National Water 

& Sewerage 

Corporation

Rural 

water

Urban 

water

Water for 

production

Private 

operators in 57 

small towns

Monitoring 

& 

assessme

nts

Regulation
Water 

quality

Planning, implemenation, & supervision of 

delivery of urban, rural & production water 

in non-NWSC areas

Supplier of water & 

sewerage services in 23 

major towns

 
 

C-6. Profitability indicators remain strong despite the increased connectivity (which 

could otherwise imply an erosion of revenue per connection). Operating margins are high 

compared to other well-performing utilities in Africa.67  Similarly, NWSC‘s collection 

performance outperforms its peers, though at 133 days it reflects the traditional 

                                                
67 Based on a draft creditworthiness review conducted by Global Credit Ratings (South Africa) of NWSC, NCWSC 

(Kenya), AWSB (Kenya), ONEA (Burkina Faso), SDE (Senegal), SONES (Senegal), SONEDE (Tunisia) commission 

by the Water and Sanitation Program–Africa. 
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receivable management challenges faced by water utilities in general. Prepayment 

agreements are in place with government accounts to reduce the likelihood of these 

contributing to increasing receivables. 

 

C-7. The tariff structure used underpins the utility‘s performance. NWSC operates 

under a tariff regime that is formula-driven and requires parliament to ratify any changes. 

This provides protection against key cost drivers such as inflation but limits NWSC‘s 

flexibility. The tariff is designed to cover operational, depreciation, and some capital 

costs (a summary of NWSC‘s tariff indexation formula is provided in  table A1.5). 

 

C-8. Over the 1980s and 1990s, a number of concessional loans were on-lent to 

NWSC. As of June 2006, there was an outstanding principal of UGS  85 billion  (USD 50 

million) and accrued interest of UGS 68.6 billion (USD 40.4 million).  The servicing of 

this debt had been frozen as per government performance contracts with NWSC in order 

to allow for cash surpluses to be used to invest in infrastructure. On May 30, 2007 cabinet 

approved (and parliament subsequently ratified on February 14, 2008) the capitalization 

of the outstanding debt (both principal and interest) by converting it into equity. NWSC 

therefore is currently debt free and fully financed by equity. Going forward, the 

company‘s policy of matching the rate of return of specific investments with the cost of 

funds used to develop assets will ensure that such an accrual of outstanding debts is 

avoided.   

 

NWSC Capital Expenditure Plans 
 

C-9. NWSC‘s capital investment plan focuses on improving existing water 

infrastructure, especially in Kampala, and on extending services to high growth and 

unserved areas that have recently been transferred into the corporation‘s portfolio. 

Targeted investments include system upgrades in Kampala to address infrastructure 

backlogs (for example, water losses from dilapidated infrastructure) as well as 

investments to satisfy unmet demand.   

 

C-10. The strategy to finance various investments is guided by the investment plan and 

an internal prioritization process that focuses on the viability of the project as well as its 

relevance to existing and future customers. The focus is on ensuring that there is a 

positive net present value for all investments and no erosion in NWSC ‗s profitability.  

 

C-11. The source of finance used to fund various investments depends, therefore, on the 

rate of return anticipated from the project. Where projects will drive returns 

commensurate with commercial capital costs, commercial finance will be mobilized to 

fast-track those investments. Such investments will include the rationalization of high 

cost infrastructure (for example, optimization of bulk water intakes to reduce treatment 

costs, replacement of old and inefficient electromechanical equipment, and so on) and 

investments that yield high marginal revenues at a relatively low marginal cost (for 

example, network infilling where bulk capacity is sufficient).  
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Table C.1.: Key Financial Indicators for the National Water and Sewerage Corporation 

 
Notes: 

a- Figures are given in USD (exchange rate of 1,700 UGS: USD). 

b- FY06 and 07 include value of assets transferred from GOU. 

c- Assets were revalued upwards in FY08. 
 
Table C.2: Summary of NWSC’s Capital Expenditure Plans 

 
 

C-12. Over the past three years, NWSC‘s capital works have been financed through 

internally generated resources from cash flow (91 percent), donor grants (7 percent) and 

government grants (2 percent). NWSC has also relied on donor projects funded outside of 

their own cash flow.  

 

C-13. Given the dearth of concessionary funds from donors or the government budget, 

and the reliance on internally generated funds to expand the corporation‘s asset base, 

there has been a strategic review of various leveraging options available to NWSC. 

Project Name

Estimated Cost 

(m Ushs)

Mukono Network Densification 14,380          

Bushenyi Water supply Project 2,740            

Gulu water supply and sewerage project 14,800          

Arua water supply and sewerage project 1,861            

Sewerage works Kasese, Arua, Bushenyi 12,500          

Kampala Network Restructuring and Expansion 78,900          

Electrical Mechnaical Equipment 9,300            

Gaba III 282               

Entebbe Kampala Corridor 4,564            

Construction of Kampala Jinja intake inner Bay 20,000          

Kampala Sanitation Project 120,714        

Kampala Urban Poor Project 1,500            

Buloba Water Supply 275               

Lugazi Water supply system 2,000            

Fort Portal W&S Expansion 2,000            

Kasese WSP 2,000            

Mbale Rehabilitation and Expansion (Bond) 4,000            

Other Projects (other NWSC Towns Expansion) 3,001            

NWSC Minor Works+ purchase of Prop&equip 62,413          

TOTAL 357,229       

 FY06 FY07 FY08 

(unaudited)  

Core Incomes
a
 (USD million)  33.7  40.1  46.6 

Turnover growth 13% 19% 16% 

Earnings Before Interest, Tax, Depreciation, 

and Amortization (EBITDA) (USD million) 

8.3 10.7 14.5 

Net Cash from Operations (USD million)
b
 10.4 20.0  7.5  

Operating profit (%) 7.0% 9.7% 12.9% 

EBITDA: Revenues 23.9% 26.4% 31.1% 

EBITDA: Assets 5.1% 5.4% 5.9%
c 
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Grants and concessional finance are not available in sufficient quantities to impact the 

corporation‘s service backlog. 

 

Financing NWSC Capital Expansion 
 

C-14. The financing of capital expansion in the water sector will require considerable 

resources, as suggested in the preceding section. NWSC will consume a considerable 

share of these resources and its financial viability, relative to the small towns, makes it a 

more likely candidate to access term finance. Due to its increasingly good financial 

performance, from the perspective of cash flow, the utility is in a position to explore 

commercial debt finance for at least a part of its capital investment plan (where 

investments are likely to generate sufficient returns to justify the higher cost of capital 

associated with commercial finance). One key constraint to accessing commercial finance 

however, was legacy debt on the corporation‘s balance sheet.  

 

C-15. In preparing the utility to access commercial finance, considerable levels of grant 

funds have been made available, primarily by KfW- Kreditanstalt für Wiederaufbau. 

These funds have been used to extend bulk water intakes further into Lake Victoria, 

construct a new treatment works (Gaba III), and improve different aspects of network 

performance. These grants essentially acted to remove some of the infrastructure backlog 

associated with years of insufficient capital investment (or years where depreciation 

exceeded capital investment).  

 

C-16. A number of financing options present themselves, as discussed below. Direct 

financing is not an optimal option, given restrictions placed on nonconcessional foreign 

borrowings associated with the Highly Indebted Poor Countries (HIPC) Initiative. 

Further, the NWSC Act differentiates between local borrowings and those from outside 

of the country. Due to macroeconomic management and contingent fiscal risk 

considerations, foreign borrowings require both a ministry of finance approval and also a 

central government guarantee. This has specific implications for development finance 

institutions who aim to provide financing at pseudo commercial rates.  

 

C-17. The NWSC act discusses the power of the corporation to borrow. These powers 

are vested in the board of directors and should be in accordance with the responsibilities 

of NWSC as spelled out in the act. Further borrowings should be along the plans laid out 

in the three-year corporate plan. The terms and conditions of any borrowings, if locally 

sourced, are subject to approval (under the act) of the board of directors.  

 

C-18. Strategically, in accessing debt markets, NWSC would aim to draw down funds as 

an when they are needed. This, however, comes at some increased cost and risk 

compared to borrowing the total quantity of funds required at once. In developed 

financial markets, where refinancing risk is lower, an infrastructure corporation may use 

a short-term facility to fund infrastructure development and then use issuances in the 

capital markets to refinance the construction facility into a longer-term finance facility. In 

less developed markets (such as Uganda), the refinance risk associated with such 

strategies probably exceeds the likely benefits.  It is probably most appropriate, therefore, 
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for utilities to limit their capital spending to the amount of long-term finance they are 

able to raise.  

 

Bank Financing Options 
 

C-19. In financing its capital works, NWSC has two primary sources of commercial 

finance (in addition to DFI funds, which are able to circumvent rules governing external 

finance). In evaluating its options, the corporation sought indicative term sheets from 

local banks. A summary of these terms are presented in table C.3. 

 
Table C.3 : Indicative Commercial Bank Terms & Conditions Given to NWSC 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: NWSC 

 

C-20. Loan covenants tended to be restrictive. Often banks were approaching the 

request for loan funds as an opportunity to control operational accounts of the utility, for 

the extra liquidity it would provide. In one case, a bank required cash collateral to be held 

against the loan in a current account. This provides the bank with considerable security at 

a considerable opportunity cost to NWSC. 

 

Bond Financing Options 
 

C-21. NWSC considered raising infrastructure bonds on the local capital markets as an 

alternative to bank financing. In deciding to explore a bond transaction, a number of key 

factors were considered advantageous to NWSC: 

 Tenure – Ugandan banks were able to offer debt facilities with a 

maximum of seven years tenure. Early discussions with potential bond 

Bank

Interest 

Rate

Fixed/ 

Floating

Effective 

Interest 

Rate 

(current) Tenor

Upfront 

charges

Other 

Charges

Frequenc

y Collateral Notes

Bank Loan 1 14.0% Fixed 14.0% 4 or 7 1.00% GoU guarantee

Bank Loan 2 2.5% Floating 15.4% 4 or 7 1.70%

May be able to offer fixed rate finance in early 2007 - 

offer a floating convertible to fixed

Bank Loan 3 16.0% Fixed 16.0% 4 or 7 0.75% 0.35% quarterly NWSC assets + LOC from GOU Up to 1 year grace period

Bank Loan 4 3.0% Floating 15.9% 4 or 7 0.75% 0.35% quarterly NWSC assets + LOC from GOU Up to 1 year grace period

Bank Loan 5 14.0% Fixed 14.0% 4 1.50% NWSC assets 

Required 1.5 billion Ushs in current account - Priced off 

364 t-bill - currently at 12.4%

Bank Loan 6 2.5% Floating 14.9% 4 1.50% NWSC assets

Required 1.5 billion Ushs in current account - Priced off 

364 t-bill - currently at 12.4%

Bank Loan 7 3.0% Floating 15.4% 7 1.50% NWSC assets

Required 1.5 billion Ushs in current account - Priced off 

364 t-bill - currently at 12.4%

Bank Loan 8 2.5% Floating 15.4% 4 NWSC assets and cash flow lock

Bank Loan 9 3.0% Floating 15.9% 7 NWSC assets and cash flow lock

Bank Loan 10 14.0% Floating 14.0% 5 2.00%

NWSC assets (at least 1.5x 

value of facility) Amount offered is 750000USD

Bank Loan 11 3.0% Floating 15.9% 15 1.00% 1% uncertain NWSC assets etc

Will use internal reference rate (subtract 50 basis 

points) - appraisal fee of 1% will be charged - EADB 

procurement rules
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investors suggested that a bond issuance would allow for tenures of at 

least ten years, and possibly longer in subsequent issues. 

 Currency – While domestic banks were able to provide local currency 

facilities, DFIs were constrained in this regard. NWSC felt, correctly, that 

given a revenue base in Ugandan shillings, foreign currency exposure was 

not prudent. 

 Flexibility – The issuance of a bond allowed for a flexible amortization 

schedule and reduced covenant constraints. Local banks would require 

onerous loan covenants which would restrict the corporation‘s cash 

management. 

 Cost – Given limited competition in the local banking sector, initial 

investigations suggested that the bond market, by competitively placing 

the debt, would allow for lower-cost debt. Since a bond issuance would 

provide access to institutional funds (seeking to match their longer-term 

liabilities), a fixed interest rate was likely to be available, easing long-term 

debt service planning for the corporation.  

 

C-22. Upon consideration of the options, NWSC‘s board of directors decided to explore 

the development of a medium-term note (MTN) program along the lines of the very 

successful program used to raise capital finance by the City of Johannesburg. An MTN 

program allows the debt issuer to raise debt in a series of tranches as and when the funds 

are required. The issuer takes liquidity risk, as there may be limited appetite for its debt 

when it is required. However, the issuer avoids negative arbitrage associated with raising 

large amounts of debt and then holding the funds until they are required for use. Further, 

an MTN program allows the issuer to raise debt quickly as a master prospectus is used for 

each subsequent tranche, with only financials updated. By varying details in the relevant 

pricing supplement, the issuer is able to raise debt with the conditions it requires under 

the master prospectus. Given the nascent development status of the Ugandan capital 

markets, NWSC believed an MTN program would expedite the issuance of debt tranches 

beyond the initial tranche.  

 

C-23. The MTN program envisages UGS 100 billion (about USD 60 million) of debt 

issued over 3 years. The size of the program is in line with NWSC‘s commercial capital 

investment plans. The MTN program‘s proceeds will only be focused on commercially 

viable projects so as to prevent the erosion of the firm‘s financial health. Where the 

government requires investment with an explicitly social (and financially unviable) 

mandate, NWSC will try to source funds whose costs match the projected financial 

returns of those social investments.  

 

C-24. A draft information memorandum has been prepared and reviewed by the Uganda 

Securities Exchange and the Capital Markets Authority (CMA). Provisional approval has 

been granted by both bodies subject to a ‗no objection‘ by the ministry of finance; it 

should be forthcoming, given the recent debt conversion. While this is not a statutory 

requirement for the debt issuance, it is within the CMAs prerogative to request such 

further documentation.  The perceived rationale for this request relates to the pioneering 

nature of the bond and its relatively large size. 
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C-25. NWSC is also pursuing a corporate entity credit rating. This rating will provide 

clear indications to the market as to the credit quality of the utility. It will also provide a 

diagnostic for internal management controls and reforms. Critically, such independent 

reviews of performance and the impacts of that performance on creditworthiness are 

likely to provide, in the medium term, the best indication to shareholders that financial 

management (including debt finance management) is acceptable. In the UK, for instance, 

the water regulator requires that water utilities maintain an investment-grade level rating. 

 

C-26. Upon receiving the no objection from the MoFPED, final, unconditional 

approvals from the financial regulators will be granted. The first tranche of the MTN 

program will be marketed to potential investors, who, as discussed above, are likely to 

include both those in Uganda and possibly investors in other countries interested in 

gaining exposure to UGS-denominated corporate debt. Successive tranches will be 

structured to reflect the objectives of NWSC. NWSC is considering issuing a retail 

tranche aimed to tap the considerable liquidity, as demonstrated by recent equity 

offerings in the region, of that investor segment. 

 

Lessons Learned 
 

C-27. The pilot NWSC transaction presents a number of key lessons around the issuance 

of domestic currency denominated debt in Uganda.  

 

 NWSC provides a case of a reformed infrastructure parastatal that demands 

commercial finance.  The case study shows that the utility reform agenda leads to 

increased bankability and the development of potential issuers. In moving toward 

market finance, however, utilities will require a second generation of reform (around 

issues of improved project level capital planning, treasury management, and so on), 

both in anticipation of raising finance and in a post-transaction sense. Reform issues 

such as tariff predictability, and sufficiency and operational efficiency, will be the key 

drivers of demand going forward. 

 

 The process of developing infrastructure transactions in Uganda is long. As the 

market is relatively new, any bond issuance will set a new norm. The time needed for 

capital markets transactions can be considerable. 

 

 The unreformed pension sector in the country poses a significant liquidity risk, and in 

a certain sense imposes a limitation on potential bond market benefits. In most 

countries, bond markets provide a diverse mix of lenders and so reduce the 

concentration risk associated with bank borrowing.  

 

 For such finance to have a developmental impact on the market, it will need to be in 

local currency. Where revenue streams have currency adjustment pass-through (such 

as with the electricity sector), there is limited incentive to prepare local currency 

issues. This needs to be modified, as it is inefficient to pass currency risk to the 

customer where local currency pools could prevent its development in the first place.  
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Table C.5:  Tariff Structure of NWSC 

T1 = T0 (A∆I + B∆FI∆FX + C∆K) 

Where: 

T1 = Indexed tariff for the next year 

T0 = Tariff level at end of year zero  

A = Proportion of tariff associated with local salaries and locally sourced 

goods based on audited financial accounts of the previous year 

∆ = Change 

I = Domestic retail price index as published by the Uganda National 

Bureau of Statistics and based on the underlying inflation rate 

B = Proportion of the tariff associated with foreign costs, that is, foreign 

inputs in the production process, based on the audited financial 

accounts of the previous years  

FI = Foreign retail price index based on the United States Bureau of Labour 

Statistics 

FX = US Dollar to Uganda Shilling exchange rate based on the Bank  of 

Uganda mid exchange rate as at the 30
th

 June of each financial year 

C = Proportion of tariff associated with electrical power, based on the 

percentage of electricity cost to total cost as a proxy, based on audited 

financial accounts of the previous year  

K = Price of electrical power per unit. 
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Table C.6:  NWSC Summary Financials & Ratios     

 

 
 

 All figures in UGX billions

Balance Sheet summary 2008 2007 2006 2005 2004

Non-current Assets 430.7 356.0 241.7 236.1 196.9

Current assets 52.3 49.9 37.4 37.4 28.8

Of which inventory 9.1 7.9 7.5 7.4 3.8

Total Assets 483.0 405.9 279.1 273.5 225.7

Shareholder's equity 314.8 251.8 78.0 90.3 65.9

Long-term liabilities 149.9 141.2 79.8 94.9 92.1

Of which, deferred income 121.6 116.2 22.1 0.6 0.6

Current liabilities 18.3 13.0 121.2 88.3 67.7

Of which, current portion of long-term 

debt 0.0 0.0 41.4 18.9 14.3

Total Liabilities 483.0 406.0 279.0 273.5 225.7

Total outstanding interest bearing debt 

+ interest 0.0 0.0 153.6 144.2 134.3

Income Statement summary

Water & sewerage 79.3 68.2 57.3 50.9 39.1

Other income 1.5 1.0 0.6 1.6 2.3

Deferred income recognised 3.3 1.2 0.6 1.3 1.2

Total revenue 84.1 70.4 58.5 53.8 42.6

Operating, admin & staff costs -68.4 -52.4 -44.5 -40.5 -31.6

Depreciation -12.4 -11.5 -9.8 -9.5 -9.7

Net operating income 3.3 6.5 4.2 3.8 1.3

Finance (expenses )/income 0.5 0.4 -9.2 -9.3 -7.0

Of which interest 0.0 0.0 9.0 10.1 7.7

Reversal of impairment charge 26.2

Net profit (Loss) before tax 3.8 6.9 -5.0 20.7 -5.7

Tax (charge) / credit 0 -5.8 -12.2 3.7 0.0

Net profit (Loss) after tax 3.8 1.1 -17.2 24.4 -5.7

Cash Flow Statement summary

Net cash from operating activities 14.8 14.8 9.1 10.6 12.6

Net cash used in investments -16.6 -10.7 -10.8 -18.7 -10.8

Net cash from financing activities 0.6 0.4 0.8 5.4 1.6

Cash & equivalents at 30th Jun 9.4 10.7 6.2 7.1 9.8

Year ended 30
th

 June

 Key financial ratios

Liquidity & debt ratios 2008 2007 2006 2005 2004

Debt / Equity Ratio - - 1.97 1.60 2.04

Debt Service Cover Ratio - - 0.36 0.71 0.92

Current Ratio 2.86 3.84 0.31 0.42 0.43

Quick Ratio 2.36 3.23 0.25 0.34 0.37

Profitability and asset use ratios 2007 2006 2005 2004

EBITDA / Revenue 19% 26% 24% 75% 27%

Net profit / Revenue 4.5% 1.6% -29.4% 45% -13%

Asset Turnover Ratio 0.16 0.17 0.21 0.19 0.17

Year ended 30 th  June
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Annex D: Overview of Electricity Sector Infrastructure 
 

D-1. The electricity sector in Uganda today is dominated by private companies 

operating in the generation and distribution subsectors, while a government owned 

company manages the transmission subsector, and the Electricity Regulatory Authority 

(ERA) oversees and guides the operations of the sector overall.  The key issues affecting 

the sector are: a low electrification rate estimated at 9 percent of the population; low 

generation capacity with a peak shortfall of up to 150MW; the high cost of energy due to 

overreliance on diesel-generated thermal energy; and substantial technical and 

nontechnical distribution losses amounting to 37 percent of energy produced.   

 

D-2. The entire electricity sector was initially managed by the state owned Uganda 

Electricity Board (UEB).  In 2001 however, as part of the reform process, UEB was 

broken up into three different government-owned companies with separate 

responsibilities for the generation, transmission, and distribution of electricity: the 

Uganda Electricity Generation Company, Limited (UEGCL), the Uganda Electricity 

Transmission Company, Limited (UETCL), and the Uganda Electricity Distribution 

Company, Limited (UEDCL).  The operations of UEGCL and UEDCL were 

subsequently leased to private companies through concession agreements, while the 

responsibility for transmission of bulk electricity remained with UETCL.  A number of 

independent power producers (IPPs) were also licensed by the ERA to meet the growing 

demand for energy.   

 

D-3. Further reform was undertaken to address the low electrification rates in rural 

areas, estimated at less than 1 percent under the UEB era,68 by establishing the Rural 

Electrification Agency (REA) that is mandated to initiate rural electrification projects, 

subsidize their costs,  install and maintain the rural transmission network, and monitor 

and evaluate rural electricity providers.  Additionally, the Energy for Rural 

Transformation (ERT) project was developed as a three-part program that incorporates 

the activities of a variety of stakeholders, including the REA as a key implementing 

agency, to increase electricity access in rural areas as part of GoU‘s poverty eradication 

strategy.  The target rate for rural electrification set by the ERT program is 10 percent by 

2012, and by the end of 2005, rural electricity access had increased to 3 percent.69  The 

ERT program is funded by the International Development Agency (IDA) and the Global 

Environment Fund (GEF).  In addition to main-grid and off-grid network investments, the 

project also finances small-scale renewable energy projects. 

 

D-4. As a result of increasing access to electricity countrywide, and the fact that 60 

percent of medium-sized firms and 92 percent of large firms rely on the use of internal 

generators to provide supplementary power at triple the cost of power from the grid, 

demand for electricity is estimated to be growing at up to 11.5 percent p.a70.     

 

                                                
68 World Bank PAD No 23195-UG; Electricity for Rural Transformation Project. 
69 ERT Factsheet. 
70 Country Economic Memorandum Vol II pg 169; World Bank Report No: 39221-UG. 
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Regulatory Framework 

 
D-5. The overall electricity sector policy maker is the Ministry of Energy and Mineral 

Development (MEMD); the sector is governed by the Electricity Act of 1999, which 
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Ownership: 100% GoU

Eskom Ltd
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manage Nalubaale & Kiira dams
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Governed by REB & financed by REFOwnership: GoU. Management: GoU
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Functions: Owner & operator of national distribution network

IPP
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Electro
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established the Electricity Regulatory Authority (ERA). The ERA commenced operations 

in 2000 and its functions include: licensing the generation, transmission, distribution, 

sale, import and export of electricity; establishing tariff structures and approving tariffs; 

developing and enforcing industry performance standards; and responsibility for ensuring 

consumer protection.   

 

D-6. On the generation side, ERA issues prospective project developers one-year 

permits to conduct commercial, technical, financial, environmental, and social feasibility 

studies, which are reviewed by the authority.  If a feasibility study meets ERA and 

MEMD criteria for approval, a project is issued a license to carry out the planned 

development.  Large-scale electricity projects are initiated by government and put 

through the ERA regulatory process, while private investors are encouraged to go 

through the ERA process for licensing small-scale renewable projects that have either 

already been identified by ERA or are brought to its attention by intending developers.  

The operations of the transmission company, the national distributor, and off-grid 

operators are also licensed and monitored by the ERA.    

 

D-7. Tariffs71 form the revenue base of all companies operating in the sector, all of 

them determined and reviewed by the ERA depending on the revenue requirements of 

each individual company.  These are described in detail by subsector in the tariff section 

later in this annex. 

 

Power Generation 
 

Overview 
 

D-8. The River Nile is Uganda‘s principal source of renewable energy, with an 

estimated potential of over 2000MW.72 The government‘s medium-term electricity 

generation strategy (2007–2011) is to develop three large hydro plants, at Bujagali, 

Karuma, and Isimba, to supplement existing hydro generation at Nalubaale and Kiira 

power stations in Jinja, which have an installed capacity of 180MW and 200MW 

respectively, and are owned by UEGCL but managed by Eskom, Ltd. of South Africa 

under a 20-year concession agreement effective 2002.  Further medium-term electricity 

generation initiatives include government entering PPP type arrangements to develop 

small-scale renewable energy projects supplying at least 50MW to the national grid, and 

enhancing the promotion of solar photovoltaic and solar water heaters in homes to reduce 

peak power demand.73 

 

D-9. Although the combined capacity of Nalubaale and Kiira power stations is 

380MW, in practice they can manage to generate only about 140 MW of power because 

of low water levels at Owen Falls, which have forced the Directorate of Water Resources 

                                                
71 Report 57/01 Amended Regulatory Framework for Uganda; ECON Centre for Economic Analysis; ERA website; 

review of available PPAs; World Bank Energy for Rural Transformation PAD. 
72 The Energy Policy for Uganda; MEMD September 2002. 
73 Ministry of Energy & Mineral Development Annual Report. 2006. 
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Management (DWRM) to restrict the volume of water released through the dams.74  The 

drop in generating capacity caused severe shortages of electricity that were partly 

addressed by leasing two 50MW alternative diesel oil (ADO) thermal energy plants from 

Aggrekko, Ltd., a Scotland-based IPP.  The first of these plants was set up at Lugogo in 

Kampala in April 2005 and connected directly to Kampala‘s distribution network, while 

the second was set up at Kiira Power Station in November 2006 to supplement the supply 

of power to the national grid.  Each plant was leased for a period of three years, hence the 

Aggreko 1 project, which commenced in 2005, was decommissioned at the end of August 

2008.  A new 50 MW ADO thermal plant at Mutundwe in Kampala has, however, been 

set up by the same company to replace the plant at Lugogo from September 2008.  

 

D-10. At a current estimated cost of UGS 476/kWh (USD 0.238/kWh) however, the 

variable cost of energy from ADO is greater than the bulk supply tariff for electricity 

supplied to the national grid.  In an attempt to reduce thermal energy costs, ERA has 

licensed a number of heavy fuel oil (HFO) plants, which are expected to supply energy at 

a variable cost of UGS 400/kWh (US$ 0.200/kWh),75 however, these are interim 

measures to supplement the shortage of hydro power because the electricity tariff only 

supports a variable generation cost of UGS 260/kWh (US$ 0.13/kWh.)76  The first 50MW 

HFO plant is currently undergoing testing and is expected to be commissioned in 

September 2008.  This plant has been built by a Norwegian company, Jacobsen Electric, 

on a Build Own Operate and Transfer (BOOT) arrangement with GoU.  

 

D-11. Assuming an annual growth rate of 11.5 percent as estimated in the World Bank‘s 

CEM, current peak demand could be in the region of 460MW; UETCL, however, 

estimates 2008 unconstrained peak demand to be 410MW.77 The existing capacity and 

supply to the national grid in Uganda as of the end of August 2008 is detailed in annex 7. 

  

Financing Generation Capacity 
 

D-12. Looking to the future, generation capacity will be financed on a project finance 

basis in general in two major market segments, often utilizing the private sector, as well. 

Large-scale projects will attract international finance and are likely to tax local liquidity 

if they were to depend on it for finance. Smaller projects, especially those depending on 

renewable energy sources, could possibly rely more heavily on local currency finance. A 

key driver required to promote the use of local currency finance will be a shift away from 

PPAs denominated in USD. This section discusses the financing of smaller scale projects, 

given the greater likelihood of dependence on local liquidity pools.  

 

D-13. The Energy for Rural Transformation Project, (now under design for a second 

phase) sought to promote local currency debt finance for small generation companies by 

using a refinance facility to provide increased liquidity to debt providers. Participating 

Financial Institutions (PFIs) are availed funds at the prevailing (at time of contract) 

                                                
74 REA strategic plan 2003-2013 revised Dec 2006. Page 22. 140MW current production rate estimated by ERA. 
75 Actual rate for diesel thermal and assumed rate for HFO thermal excluding capacity costs; Electricity Generation & 

Finance Plan 2008/9–2010/11, May 2008; sub-group of Energy & Mineral Development Sector.  
76 Tullow Oil, Plc. drilling and development activity report. October 2007. 
77 UETCL Deputy Managing Director. 
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weighted average term deposit rates calculated and made public by the BoU. The funds 

can either be on a floating (re-set annually) or a fixed basis and are disbursed in either 

local or foreign currency. The maximum tenure of finance is 15 years; BoU will 

refinance a maximum of 90 percent of the total loan size. In practice, the pre-selected 

projects negotiated with potential PFIs to select the actual PFI to provide finance.   The 

borrowers are expected to contribute a minimum of 25 percent of the cost of the 

project/assets to be acquired, using debt originating from the ERT I Refinance Facility, and 

maintain at all times a maximum debt equity ratio of 3:1 during the period of the loan.  

The borrower is also expected to maintain a minimum debt service cover of 1.5 times and 

a minimum liquidity ratio of 1.0.78  The table below summarizes key aspects of the 

refinance used by the two projects that have thus far used the facility. 

 
Table D.1: Major Beneficiaries of the ERT I Refinance Facility 
Project Lender Amount 

refinanced 

(USD) 

Tenure of 

loan 

Base interest 

rate (at 

signing) 

Lender 

margin 

Fixed/ 

floating 

Kakira EADB 7.730 m 10 years ~7% 3% Floating 

WENRECO Barclays 3.735 m 15 years ~7% 2% Fixed 

Source: 

D-14. Going forward, provided that small-scale renewable energy sources remain a key 

feature in the government‘s energy strategy, it is likely that considerable local currency 

finance could be required for such projects. Annex 1 summarizes projects under 

development (as permitted or licensed by the Energy Regulatory Authority) suggesting 

that there could be considerable demand for finance from this subsector.  

 

D-15. To catalyze demand for finance from small-scale energy providers, lenders (either 

from banks or directly from the capital markets) will require a deeper understanding of 

project finance. In developing such capacity in the financial markets, some support may 

be required. Tenure extensions where the banks are intermediating deposits may be 

required but need to be structured more efficiently than a simple refinancing. Also, early 

experience with ERT I suggests that some credit enhancement may be required to 

overcome difficulties in managing projects as opposed to balance sheet debt A credit 

enhancement package (including both liquidity and partial credit risk protection) will be 

included in ERT II. This protection will help local banks extend the tenure of finance 

they can offer and will also address perceived excessive construction phase 

implementation risks.  

 

D-16. The support provided by ERT I has helped local generators access local currency 

debt, though it is through the maturity transformation of short-term bank intermediated 

deposits. In the longer term, the capital market, with its appetite for longer-term assets, 

should play a larger role in financing energy expansion.  

 

Transmission 
 

Overview 

                                                
78 ERTRF Regulations. Bank of Uganda. July 2002. 
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D-17. The transmission of bulk electricity in Uganda is done through the high- voltage 

national grid, rated at 33 kVa to 132 kVa, which is owned and maintained by the 

government-owned UETCL.  The company effectively purchases over 99 percent of 

electricity generated in Uganda and distributes it by way of bulk sale to the national 

distributor.   As of September 2007, the national grid comprised 1,366 km of 132kV,38 

km of 66kV high-voltage network, and 12 primary substations.  In rural areas, REA is 

responsible for installing low-voltage transmission lines, and by the end of 2007 had 

made investments in building mini-grids at Kalangala and Ngoma, and in installing the 

following transmission lines: Kakumiro–Kibaale, Kibaale–Kagadi, and Rukungiri–

Kanungu. It outsources maintenance of these to the private sector.  

 

D-18. Investment in building transmission capacity hinges on the development of 

generation capacity, which is why Power Purchase Agreements (PPAs) are signed with 

new generators before construction of any planned project commences.  The heavy 

investment in generation anticipated over the next five years is expected to triple the 

country‘s hydro capacity and to provide thermal energy from Uganda‘s own oil 

resources, measures which should boost the energy supply by sufficient amounts to allow 

for greater electrification within the country and facilitate the net export of energy to 

neighboring countries.   

 

D-19. However, only small investments have been made in the transmission grid in the 

recent past, and it is poorly equipped to handle increased loads.  The grid currently 

suffers network constraints, and 80 percent of its overhead lines are more than 45 years 

old; as of the end of 2007, the transmission network suffered from a 29 percent overload 

on the Owen-Falls–Kampala North high-voltage line, low voltages at Mbarara North 

substation, overloaded transformers at Tororo substation, and beyond-limit fault levels at 

Lugogo and Kampala North stations.79  Average transmission losses are reported to be 

around 3.6 percent80 and of late, UETCL has experienced a surge in the difference 

between volume power sales and purchases, which suggests greater inefficiencies in both 

transmission and distribution. 

 

Financing Transmission Capacity 
 

D-20.  UETCL, as the single transmission services provider in the country, could in the 

future be a significant issuer of local currency debt. The company has considerable 

capital investment plans, as suggested below, with a planned capital funding gap of about 

60 percent of UGS 1,200 billion (USD 600 million), This does reflect a considerable 

increase over past capital investment (ostensibly linked to the acceleration in generation 

capacity efforts in the country).  

 

D-21. Investment in transmission capacity has thus far been largely funded by the 

treasury through budget support to UETCL, international development partners, and to a 

lesser extent to REF.  UETCL in particular has also used debt from GoU and the 

                                                
79 UETCL Grid Development Plan. 2007–2022. 
80 Average transmission loss in MWh for the 1st Quarter 2006–1st Quarter 2008 as recorded by ERA. 
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Norwegian government to finance part of its capital investment program, and the 

company intends to use the treasury as its main source of external funding for the next 

five or so years81.  Lines of credit worth UGS 150 billion (USD 75 million) for the 

construction of transmission lines and USD 31.5 million for rural electrification have 

been established with the African Development Bank, and GoU is in negotiations with 

the government of Norway to establish a line of credit worth USD 40 million to finance 

the Karuma Interconnection project.  Finance for the development of the rural 

transmission network is closely tied with the sale of bulk electricity, as there is a 5 

percent levy on bulk power sales allocated to the development of rural electrification.  

 

 

Table D.2: UETCL’s Capital Expenditure Plan 2007 - 2013
79

 

 
 

 

UETCL – Financial Capacity to Raise Debt 
 

D-22. Between 2004 and 2007, UETCL‘s annual gross energy sales grew at a CAGR 

(compound annual growth rate) of 71 percent to UGS 360 billion (180 million), but its 

cost of sales grew at a CAGR of 144 percent to UGS 286 billion.  Profitability was 

severely affected in 2005 when thermal energy was introduced into the supply mix, 

causing losses which continued into 2006 and resulted in only negligible profits in 2007.  

The company‘s operating, administration, and staff costs remained fairly constant 

throughout the period, averaging UGS 15.7 billion for the four-year period 2004 to 2007, 

                                                
81 UETCL corporate business plan. 2007. 

Project Nature of works
Estimated Total 

project cost

% planned GoU 

funding

Bujagali HEP plant 97.5 Km transmission lines, substations, 

equipment & civil works

84.47$                   22%

Karuma HEP plant 444 Km transmission lines, substations, 

equipment & civil works

119.90$                 11%

Thermal Plant at Kaiso-

Tanyo

273 Km transmission lines, substations, 

equipment & civil works

60.91$                   100%

Re-Investment 261 Km Tororo-Opuyo-Lira transmission 

line

35.10$                   23%

System extensions 618 Km transmission lines, substations, 

equipment & civil works

160.14$                 57%

Regional power trade 354 Km transmission lines & equipment 88.88$                   9%

Power IV Equipment 16.18$                   19%

Various small-scale UETCL 

projects

Rehabilitation, extensions, substations & 

equipment

37.23$                   100%

602.81$              

238.44$              40%

Total financing required:

Of which planned GoU funds:
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although these costs dropped from 26 percent of total costs in 2004 to only 4.7 percent in 

2007.  The company currently has a staff base of 223 contract employees and a further 

231 employed on a casual basis.82  

 

D-23. As of 31
st
 December 2007, UETCL had total debt of UGS 79.3 billion 

outstanding on its balance sheet, the bulk of which relates to term loans provided by GoU 

and the Norwegian government; a book value of equity of UGS 89.5 billion;and a total 

asset base of UGS 323 billion, 44 percent of which relates to noncurrent assets (see 

appendix 1B for list of debtors and terms and conditions of outstanding loans).  The 

company has maintained short-term liquidity throughout the four-year period analyzed 

(2004–2007), even when stagnant dues to and from related parties UEGCL and UEDCL 

are removed from its balance sheet, although it is noteworthy that UETCL‘s quick ratio 

has steadily declined from 1.96 in 2004 to 1.19 in 2007. 

 

D-24. The declining liquidity is largely due to the impact of high input costs from 

thermal energy on the company‘s cash flows, which caused a net operating cash outflow 

of UGS 81 billion between 2005 and 2006, resulting in negative debt service cover in 

both these years and a net operating loss of UGS 30 billion in 2005.  Although the 

company did have sufficient cash reserves to meet its debt obligations, the government 

deferred its debt service payments in 2005, 2006, and 2007.  The company returned to 

profitability in 2007 and generated UGS 22 billion cash from operations, giving it 

sufficient debt service cover of 2.2 times. (Refer to table A2.4 for summary financials). 

 

Issues Affecting UETCL’s Debt Carrying Capacity  
 

D-25. Impact of tariff rebates. The volatility observed in the company‘s operating cash 

flow appears to be closely linked with government subsidies and tariff rebates.  As long 

as thermal electricity continues to be a major part of the company‘s energy purchases, 

volatile oil prices will continue to impact cash flow, yet the Bulk Supply Tariff (BST) 

cannot be altered in quick response to commodity price fluctuations because of 

government concerns about increased energy costs in the economy.  While private 

companies in the generation and distribution subsectors seem to be well protected from 

commodity price and exchange rate fluctuations by means of ERA tariff mechanisms, 

UETCL is bearing the burden of sector losses.  At the same time however, for UETCL to 

be financially viable, it is essential that the tariff structure enables the company to earn an 

income that properly values the goods and services it provides.  This could include ex 

ante agreement on subsidies required to maintain more stable prices. 

 

D-26. Restructuring of legacy debt. Included as part of short-term assets and liabilities 

are amounts of UGS 36.8 billion and UGS 31 billion, respectively, that refer to related 

party financial obligations arising from government rebates to electricity consumers in 

2001.  Restructuring focused on ridding the three energy parastatals of these obligations 

has already been suggested by industry stakeholders and should be implemented as soon 

as possible.  There is no movement in these balances, and continuing to keep these 

                                                
82 ERA statistics for 1st Quarter 2008. 
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figures on UETCL‘s balance sheet when there is clearly no intention that they will be 

settled hinders financial planning. 

 

D-27. Capacity to take on more debt. Although the company‘s debt to equity ratio has 

steadily increased from 0.45 in 2004 to 0.89 in 2007, it does have a stable business model 

and its investments are made in core infrastructure assets that are generally not subject to 

sharp fluctuations in value unless major changes in technology occur.  These factors, 

coupled with the fact that average gearing ratios in infrastructure sectors can comfortably 

be as high as 3:1 (debt:equity), afford UETCL the opportunity to target a higher debt 

ratio.  Furthermore, a large portion of the company‘s fixed assets have been recorded at 

their book values under UEB ownership, and while no formal revaluation has been done 

since, it is thought that the company‘s assets are worth more than their book value.83  

Proper evaluation of assets could therefore create a significant revaluation reserve that 

would boost the value of the company‘s equity. 

 

Distribution 
 

D-28. Under the terms of the concession agreement with UEDCL, Umeme is obligated 

to invest a minimum of USD 65 million in upgrading the distribution network in its first 

five years of operation.  By the start of 2009, the company had invested USD 46 million 

in the network and operational assets.   

 

D-29. The incentive for Umeme to invest in network expansion at present is constrained 

by the power supply problems that have afflicted the country since it took over operations 

of the distribution network from UEDCL.  But assuming that the supply problems 

afflicting the country are addressed in the medium term through the range of initiatives 

being undertaken in the generation subsector, the biggest challenge facing the electricity 

sector is the expansion of the distribution network.  The network currently suffers from 

years of neglect of maintenance, inadequate investment, poor management practices, and 

antiquated billing and accounting systems.84  Yet the low electrification rate of 9 to 10 

percent, coupled with a growing economy and increasing urbanization, points to the 

existence of sufficient latent demand that could boost volume energy sales in the coming 

years if the distribution network is upgraded and its coverage expanded.   

 

D-30. Umeme, due to its legal investment requirement, is potentially also a significant 

issuer of local currency debt. However, this demand for infrastructure finance will be 

constrained until new generation capacity is made available through Bujagali and other 

generation projects under development.  

  

                                                
83 Discussion with UETCL Deputy Managing Director.  August 29, 2008. 
84 Bujagali PAD. 
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List of Generation Projects Licensed by the Energy Revenue Authority 

 

D-31. The following table lists the generation projects that have been licensed by the 

Energy Revenue Authority (ERA). Licensing signifies that the research and approval 

phases have been completed, power purchase and sale agreements have been negotiated 

where applicable, and the respective companies have been granted permission to 

implement the projects.   

 
Project Capacity & Source License Issue Date / Notes 

Bujagali Energy, Ltd. 250 MW Large hydro Licensed 1 June 2007. Expected to commence 

operations Dec 2010. 

Jacobsen Electro at Namanve 50 MW–HFO thermal Licensed 1 August 2007. Currently undergoing 

testing and expected to commence operations in 

September 2008. 

Electromaxx plant in Tororo 10 MW–HFO thermal Licensed 1 March 2008. No further information 

on expected date of commencement. 

Sugar Corporation of Uganda 

Limited Cogeneration project, 

Lugazi 

3.5MW–Bagasse  Licensed 1 January 2006. No further 

information on expected date of 

commencement. 

Hydromax Limited, Buseruka, 

Hoima 

9MW–Micro hydro Licensed 1 November 2007. Expected to 

commence operations 2009. 

China Shan Sheng Industry Int 

(U), Ltd., Kikagati HEP Project, 

Isingiro 

10MW–Micro hydro Licensed 1 January 2007. Expected to 

commence operations 2010. 

West Nile Rural Electrification 

Company, Ltd., Nyagak HEP 

Project, Nebbi 

3.4MW–Micro hydro Licensed 12 March 2003. Expected to 

commence operations December 2007. 

Tronder Power, Ltd., Bugoye 

HEP Project, Kasese 

13MW–Micro hydro Licensed 1 April 2008. No further information 

on expected date of commencement. 

Eco Power (U), Ltd., Ishasha 

HEP Project, Rukungiri 

6.6MW–Micro hydro Licensed 1 July 2007. Expected to commence 

operations 2010. 

TOTAL 355.5MW  

 

 

D-32.   The following projects have been granted ERA permits valid for one year to 

carry out feasibility studies but have not yet been licensed by ERA to implement their 

projects. Many of the permits have since expired, and the expiry date is given below. 
 

 

Project Capacity & Source Permit Expiry Date/Notes 

Norpak Power, Ltd. project at 

Karuma Falls 

Phase 1: 105 MW  

Phase 2: 150 MW  

Large hydro 

ERA Permit expired 22 May 2008.  

GoU in negotiations to arrange project finance. 

Energy Systems for Africa, Ltd. 

project at Namugoga, Busiro 

50MW–Solar  ERA Permit expired 31 July 2007.  

 

Kabale Energy, Ltd., Kabale 30MW–Peat-fired plant ERA permit expires 31 Oct 2008 

Aldwych International in Aswa-

Lolim area 

50MW–Biomass fired plant ERA permit expired 1 January 2008 

China Shan Sheng Industry Int. 

(U) Ltd Nshungyezi HEP 

Project, Isingiro 

22MW–Mini hydro (own 

distribution => only excess will 

be sold to national grid 

ERA permit expires 31 January 2009. Only 

expected to be implemented on completion of 

Kikagati project. 

Energy & Power Developments, 

Ltd. 

10-20MW–Biomass & 

municipal solid waste 

ERA permit expired 1 January 2008 

Empower Ltd. (Umeme HFO) 10 MW–HFO thermal ERA permit expired 31 May 2008 

Invespro Uganda, Ltd., Njeru, 

Jinja 

10 MW–HFO thermal ERA permit expired 5 February 2008 

Kalangala Infrastructure 2-3MW–Solar, diesel & ERA permit expired 31 March 2008 
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Services, Ltd. biomass 

South Asia Energy Management 

Systems Mpanga HEP Project, 

Kamwenge 

18MW–Micro hydro ERA permit expired 1 January 2008 

South Asia Energy Management 

Systems, Kyambura Gorge HEP 

Project, Bushenyi 

5.2MW–Micro hydro ERA permit expired 1 January 2008 

Mt Elgon Hydro Power 

Company, Ltd. Muyembe – 

Sirimityo HEP Project, Mbale 

9MW–Micro hydro ERA permit expired 1 September 2004 

Eco Power (U), Ltd. Kakaka 

HEP Project, Kabarole 

7.2MW–Micro hydro ERA permit expired 30 July 2007 

Uganda Energy for Rural 

Development, Ltd. R. Mahoma 

HEP project, Kabarole 

3MW–Micro hydro ERA permit expired October 2006 

Adjumani Rural Electrification 

Company, Ltd., Moyo 

1MW–Micro hydro ERA permit expired 28 February 2008 

Uganda Sustainable Energy 

Company, Ltd. Nyamabuye 

Mini-HEP Project, Kisoro 

2.2MW–Micro hydro ERA permit expired September 2006 

 

 
Table D.3: Existing Capacity and Supply to the National Grid in Uganda (August 2008) 
Company Source Max Installed 

Capacity 

Approx Volume 

Sold to National 

Grid 

Notes 

Eskom, Ltd. Large hydro 380MW 140MW As of Aug ‘08, ERA reports 

capacity varies 120–

150MW, UETCL estimates 

low hydrology at 140MW 

Aggreko, Ltd. at 

Kiira Power Station, 

Jinja 

Thermal diesel 50MW 50MW  

Aggreko, Ltd. at 

Mutundwe, Kampala 

Thermal diesel 50MW 12MW Plant not complete as of end 

Aug ‘08, but 100% capacity 

is expected on completion. 

Plant replaces Lugogo 

50MW diesel which is being 

decommissioned.  

Kakira Sugar Works, 

Ltd. 

Bagasse 18MW 12MW  

Kilembe Mines, Ltd. Micro hydro 5MW 4MW  

Kasese Cobalt 

Company, Ltd. 

Micro hydro 10MW 2MW Supply to grid varies  

2–3MW 

TOTAL as of Aug 

2008 

 513MW 220MW  

 

Once the 50MW HFO thermal plant at Namanve and the diesel thermal plant at Mutundwe become fully operational, 

the maximum expected supply capacity to the national grid should be 308MW, which amounts to approximately 82 

percent of the peak demand requirement estimated at between 360MW to 390MW by end 200685 

                                                
85

 Energy Institute of Uganda. 

http://www.energyinstug.org/index.php?option=com_content&task=view&id=10&Itemid=25 
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Tariff Structure in the Electricity Sector   

 
Generation 

D-33. In the case of large hydros, payment for bulk electricity supplied to the national 

grid is determined according to a capacity price based on the generator‘s revenue 

requirement.  The capacity price is paid per kW per hour and is reviewed annually and 

adjusted quarterly for changes in tested capacity, inflation, and exchange rate.  The 

revenue requirement is made up of the following cost components, and differs according 

to the operational setup and cost structure of the generator: 

 The investment component 

 The operating and maintenance (O&M) component  

 The concession fee or lease component  

 Other costs such as regulatory fees and loyalties. 

 

D-34. In the case of thermal energy supplied to the national grid, an additional energy 

charge is levied, made up of an O&M component and a fuel component, which covers the 

cost of fuel logistics as well as the mean of platts pricing for diesel fuel.  The portion of 

the revenue requirement that is designated ―foreign exchange based‖ is indexed to the 

USD/UGS exchange rate, while the portion not indexed to the exchange rate is indexed to 

Ugandan inflation.  The licensee has the right to apply for tariff adjustments in addition to 

the quarterly adjustments under circumstances of extraordinarily high inflation or sudden 

movements in foreign exchange rates.  By linking earnings under PPAs to hard currency, 

the ERA encourages foreign investment in electricity generation while allowing 

companies to borrow at lower interest rates. 

 

 

Transmission 

 

 

D-35.   The ERA establishes a Bulk Supply Tariff (BST) that is levied by the 

transmission company on electricity distributors for power purchased from the national 

grid.  The BST is a time-of-use energy charge, with peak, shoulder, and off-peak prices 

maintained at a constant ratio of 120:100:74. This is determined by the revenue 

requirement of the transmission company, which includes: 

 Net power purchase costs, that is, total cost of power purchased from generators and 

imports less export revenues 

 O&M expenses of the transmission company 

 Allowance for debt service. 

 

D-36. The BST is updated on a quarterly basis to reflect actual costs and volumes of 

power purchases and exports, while the revenue requirement of transmission is reviewed 

on an annual basis to reflect the effects of inflation and changes in foreign exchange 

rates.  

 

Distribution 
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D-37.   End user tariffs levied by Umeme, Ltd., the national distributor, vary according 

to customer category, that is, domestic or industrial.  ERA determines the tariff according 

to the following factors:   

o Revenue requirement of the distribution company, which constitute: O&M costs 

indexed to inflation and exchange rates; depreciation; return on assets; return on 

working capital; allowance for bad debts and distribution losses;  income tax 

o Allocating this revenue requirement to the different customer categories  

o Converting this revenue requirement into fixed, energy, and capacity tariff as 

appropriate for each tariff category. 

 

D-38.    End user prices are updated on a quarterly basis to reflect changes in the BST, 

inflation, and exchange rates.  Umeme has the right to apply for tariff adjustments in 

addition to the quarterly adjustments under circumstances of extraordinarily high 

inflation or sudden movements in foreign exchange rates.  Tariffs charged by off-grid 

licensed operators, such as WenRECO, which generates, transmits and distributes 

electricity on its own network, are established by ERA on the basis of the tariff 

methodology described above. 

D-39.  

 

 

 

Table D.4: UETCL Summary Financials & Ratios 
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All figures in UGX billions

Balance Sheet summary 2007 2006 2005 2004

Non-current Assets1
142.8 112.1 109.0 100.5

Current assets less due from UEDCL 143.8 162.3 129.1 133.9

Amount due from UEDCL 36.8 36.8 36.8 36.8

Of which inventory 2.7 2.8 2.7 3.0

Total Assets 323.4 311.2 274.9 271.2

Shareholder's equity 89.5 88.5 88.9 108.3

Long-term liabilities 84.8 66.6 65.9 65.1

Current liabilities less due to UEGCL 118.1 125.1 89.1 66.8

Amount due to UEGCL 31.0 31.0 31.0 31.0Of which, current portion of long-term 

debt 9.2 7.3 5.1 8.0

Total Liabilities 323.4 311.2 274.9 271.2

Total outstanding interest bearing debt + 

interest 79.3 59.0 55.6 49.2

Income Statement summary

Gross Energy sales 359.8 192.2 101.7 71.2

Tariff rebate -117.9 -92.9 -25.4 0.0

Government subsidies 76.4 150.3 38.5 0.0

Other income 5.0 4.1 4.3 4.1

Total revenue 323.3 253.7 119.1 75.3

Cost of sales 286.0 225.6 103.3 19.7

Rural electrification levy 11.3 8.3 21.1 18.7

Operating, admin & staff costs 15.1 14.3 18.7 14.7

Depreciation 5.1 4.8 4.7 4.2

Net operating income 5.8 0.7 -28.7 18.0

Finance expenses 4.5 0.5 1.1 3.0

Of which interest 2.1 2.4 2.3 2.8

Net profit (Loss) before tax 1.3 0.2 -29.8 15.0

Tax (charge) / credit -0.4 -0.6 10.3 -5.1

Net profit (Loss) after tax 0.9 -0.4 -19.5 9.9

Cash Flow Statement summary

Net cash from operating activities 22.5 -30.3 -50.9 53.3

Net cash used in investments -35.8 -7.8 -13.2 -15.8

Net cash from financing activities 20.3 3.4 8.3 10.3

Cash & equivalents at 31
st

 Dec 29.3 22.3 57.1 113.0

Year ended 31 st  December

 Key financial ratios

Liquidity & debt ratios 2007 2006 2005 2004

Debt / Equity Ratio 0.89 0.67 0.63 0.45

Debt Service Cover Ratio 2.18 -2.88 -6.57 5.19

Current Ratio 1.22 1.30 1.45 2.00

Quick Ratio 1.19 1.27 1.42 1.96

Profitability and asset use ratios 2007 2006 2005 2004

EBITDA / Revenue 3% 3% -19% 29%

Net profit / Revenue 0.3% -0.2% -16% 13%

Asset Turnover Ratio 1.11 0.62 0.37 0.26

Year ended 31 st  December
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Annex E: Overview of Roads Sector Infrastructure   
 

Overview 
 

E-1. National roads are the focal point of Uganda‘s road network, with Kampala‘s 

paved road network carrying 28 percent of total traffic and other national roads carrying 

57 percent.86  Planning for the maintenance and development of the network is guided by 

the Roads Sector Development Program (RSDP), which was initiated in 1996/97 with the 

implementation of RSDP1, a 10-year program estimated to cost USD 1.5 billion at the 

time.  RSDP1 was replaced after five years of operation, having received cumulative 

funding of USD 305 million. The figure below gives an overview of the roads sector 

structure. 

 
Figure E.1: Roads sector schematic 

 

 
 

E-2. The overall roads sector regulator is the Ministry of Works and Transport.  The 

mandate to maintain and develop the national road network rests with UNRA while other 

                                                
86 Updated 10-year Road Sector Development Program (RSDP-2: 2001/02–2010/11). March 2002.  
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roads fall under the jurisdiction of local government.  A summary of the authorities 

responsible for various roads is presented below.87  

Table E.1: Responsibility for Road Networks 
Portion of road network Responsible Authority 

10,800 km of national roads (2700 km 

paved; 8,100 km gravel) 

UNRA 

27,500 km of district roads Ministry of local government 

4,300 km of urban roads Urban Councils 

30,000 km community access roads Lower tier of local government responsibility (LC 

III) 

6 ferry crossings Ministry of Works & Transport (others are 

privately owned) 

 

Financing of the Roads Sector 
 

E-3. The roads sector is financed through a combination of treasury and development 

partner finance.  Maintenance and rehabilitation is classified as recurrent expenditure 

while network improvement is classified as development expenditure.  A summary of 

planned finance measures for the ten year period 2001/02–2010/11 under RSDP2 is 

presented in table A3.3. 

 

E-4. The anticipated finance gap at the inception of RSDP2 amounted to USD 925 

million over the 10 year period; however, there has been a considerable increase in funds 

for roads made available by the treasury, with a total sector budget allocation of USD 637 

million for works and transport for FY2008/09, of which USD 385 million is for roads 

network development and USD 94 million is for road maintenance.  Roads network 

development is 47 percent donor-funded through the treasury, while only 14 percent of 

road maintenance is funded by development partners.  UNRA is currently developing the 

RSDP 3 capital development program for the roads network,which is not expected to 

include plans for which financial commitments have not been secured from either the 

treasury or donors.88  This is in light of previous experiences under RSDP1 and 2, for 

which the implementation of sector plans was inhibited by a lack of funding.   

 

E-5. With the introduction of the road fund, which is expected to become operational 

in July 2009, road user charges in the form of a fuel levy, license fees, tolls, and fines are 

to be credited to a separate road fund account with BoU and used specifically for road 

maintenance activities.  MoWT had requested an annual budget for road maintenance of 

UGS 202 billion, while MoFPED has committed UGS 191 billion (USD 112 million) as 

initial funding for the Road Fund once it becomes operational.  Once implemented, the 

fuel levy on diesel and petrol sales is expected to make up the bulk of the Road Fund‘s 

                                                
87 Source: Road Fund website; www.unra.go.ug. 
88 Engineer David Luyimbazi‘s presentation at JSTR 2008. 
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income, although modalities of how the system will actually work are still being worked 

out by the ministries of finance and works and transport.
89

   

 
Table E.2: Capital Expenditure Plans under RSDP2 

 
 

Potential for Private Financing 
 

E-6. The roads sector is characterized by considerable financial requirements and 

considerable financial resources. Challenges facing the sector appear to center more on 

operational and absorptive capacity issues, resulting from the inadequacy of the local 

construction industry to absorb budgeted resources, rather than on the availability of 

finance. As such, the role that the capital markets (or local banking sector) can play in the 

short term is likely to be limited. The fuel surcharge collected could provide a revenue 

stream for the roads fund to leverage, however, it remains uncertain as to whether large-

scale road maintenance contracts will be required, and whether such leverage will be 

efficient in the short term.  

 

                                                
89 Joint Transport Sector Review Workshop. 2008. 

Figures in USD thousands

Type of expenditure Est total cost GoU Donors Shortfall

National

Finance measureNetwork

Recurrent 542.18$           472.16$          61.41$          8.61$              

Improvement 1,042.04$        116.17$          410.82$       515.05$          

Total for national roads 1,584.22$        588.33$          472.23$       523.66$          

Est total cost Shortfall

District, urban District roads 510.00$           284.18$          

& community Urban roads 65.00$              15.42$            

access roads Community access roads 2.00$                -$                

(Recurrent only) Total for DUCAR network 577.00$           299.60$          

Est total cost GoU Donors Shortfall

Institutional development 118.84$           16.38$             102.46$          

& capacity building

Est total cost GoU Donors Shortfall

Grand total for roads sector 2,280.06$        882.11$          472.23$       925.72$          

National

277.40$                                    

GoU & local authorities

49.58$                                      

225.82$                                    

2.00$                                        
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Annex F: Overview of Airports Sector Infrastructure 
 

Overview 
 

F-1. The civil aviation sector in Uganda is governed by the Civil Aviation Authority 

(CAA), an autonomous organization owned by GoU that is mandated to regulate air 

transport, provide air traffic and air navigation services, and to own, operate, and develop 

airports around the country.  The civil aviation sector in Uganda is regulated by the Civil 

Aviation Authority Act Chapter 354, which provides for the CAA to promote the safe, 

regular, secure, and efficient use and development of civil aviation inside and outside 

Uganda.  The CAA was created in 1991. 

 

F-2. The authority‘s activities are concentrated at Uganda‘s Entebbe International 

Airport, which is managed by CAA, and which handles practically all international 

passenger and air cargo traffic in the country.  CAA has awarded concessions to private 

companies to run certain non-core functions at Entebbe, such as ground handling services 

and parking lot management.  Additionally, there are 13 small aerodromes operated by 

CAA at: Arua, Gulu, Kasese, Kidepo, Soroti, Mbarara, Masindi, Jinja, Lira, Moroto, and 

Kisoro, which are used to ferry passengers and minimal volumes of cargo around the 

country by light aircraft; the first five facilities listed are designated entry and exit points 

to handle cross-border air traffic within the region, although only Arua and Gulu 

currently operate as entry/exit points, because of cross-border traffic with Sudan.  There 

are also a number of privately owned airstrips dotted around the country that are licensed 

by CAA, for example, Kajjansi and Kakira. 
 

Capital Expenditure 
 

F-3. CAA‘s long-term capital investment program was adjusted in 2006/07 and 

2007/08 to accommodate upgrades and improvement at Entebbe International Airport in 

preparation for the CHOGM summit held in Kampala in November 2007.  A total of 

UGS 71 billion was invested in financial years 2006/07 and 2007/08, the bulk of which 

went toward upgrading and modernising at Entebbe.  These investments included: 

acquisition of a new ATC radar system and automatic weather observation system; 

procurement of two aerobridges, two conveyor belts, and an escalator; IT upgrades; and 

significant refurbishments throughout the airport‘s main building and grounds.  As a 

result of the improvements made at Entebbe, other capital investments planned by CAA 

were delayed, and the authority is now in the process of developing a new long-term 

capital expenditure program.  The immediate capital expenditure budget for the financial 

year 2008/09 is in table A4.1.90 Two other major items of capital expenditure budgeted 

for financial year 2007/08 that have not been implemented are in table F.2.91 
 

 

                                                
90 CAA Budget estimates. 2008/09. 
91 CAA 5-year business plan 2007/08 to 2011/12. 
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Financing Civil Aviation Infrastructure 
 

F-4. Since its inception in 1991, CAA has been financed by the treasury and by soft 

loans from the Spanish and Danish governments to GoU that were on-lent to CAA.  

Additionally, CAA has received grants of FF 27.5 million from the French government, 

USD 0.94 million from USAID, and USD 0.4 million from Safeskies, Ltd. to fund 

specific capital developments at its facilities.  These grants are being amortized in CAA‘s 

books of accounts over the useful lives of the assets acquired.   

 

F-5. By 2006, the company had a total asset base of UGS 90 billion but a debt burden 

of UGS 152 billion or USD 81.2 million (USD 51.8 million principal + USD 29.8 million 

accumulated interest) from loans originating from the Spanish and Danish governments.  

Civil Aviation sector map
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CAA‘s equity at the time consisted of government contributions totalling UGS 38.7 

billion that had been wiped out by accumulated losses of UGS 99 billion, giving the 

company a negative book value of equity.  In a financial restructuring measure approved 

by parliament in 2005/06, CAA‘s outstanding debt was converted into equity and its 

assets were revalued, effectively leaving it debt-free with a book value of equity of UGS 

272 billion.92   

 
Table F.1: Capital Expenditure Plans for CAA 

  Capital expenditure item 

Total est cost in UGS 

billions 

1 

Buildings, taxiways, pavements & other 

airport facilities 25.38 

2 Other capital projects 3.09  

3 Electrical, electronics & mechanical 7.36 

4 Rescue & fire equipment 4.09 

5 Security equipment & facilities 2.13 

6 Air navigation equipment 2.72 

7 Computerisation 0.77 

8 Upcountry airports 24.45 

9 Other capital costs 1.45 

  GRAND TOTAL 71.44 

  USD equivalent  $ 42,023,529  
 

 

Table F.2: Capital Expenditure Plans for CAA 

 

 
 

 

F-6. With a clean balance sheet, CAA entered into a loan agreement to borrow UGS 

72 billion from a syndicate of banks led by Stanbic in 2006/07 in order to finance its 

medium-term capital expenditure program.  By June 30
th

 2006, CAA had drawn down 

UGS 60.5 billion of this amount, largely to finance developments at Entebbe Airport, 

giving the company a debt to equity ratio of 0.27.  The treasury also provided CAA 

grants amounting to UGS 13.7 billion to help finance CHOGM related expenditure, 

which, coupled with the drawn down amount from Stanbic Bank, is approximately 

equivalent to the UGS 71.2 billion investment expenditure made by CAA in the two 

financial years 2006/07 and 2007/08.93   

                                                
92 CAA financials 2006. 
93 CAA draft financials for 2007/08. 

Capital expenditure item

Total estimated 

cost (USD)

New cargo centre at Entebbe 25,000,000$        

Free trade zone at Entebbe Airport 18,670,000$        

TOTAL 43,670,000$     
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F-7. CAA was generating operating profits prior to 2006, but it has incurred operating 

losses of UGS 5.1 billion in both 2006/07 and 2007/08.  It has, however, generated 

positive cash flow from operations, because approximately one-third of its operating 

expenses relate to noncash items, that is, charges for depreciation and doubtful debts.  

Prior to undergoing financial restructuring in 2006, CAA generated an operating profit of 

9 percent and 13 percent in 2003/04 and 2004/05, respectively. However, with a debt 

service cover of 0.28 and 0.18 in both these years, it was not generating sufficient cash to 

meet its debt obligations.  The company was also illiquid during this period, with a 

current ratio of less than 0.40.   

 

F-8. Through financial restructuring in 2005/06, the company‘s debt was converted 

into equity by way of a GoU debt swap, and the book value of its equity was further 

enhanced after its assets were revalued.  CAA then entered into a loan agreement with 

Stanbic Bank to borrow a total UGS 72 billion, USD 20 million of which was 

denominated in US dollars and UGS 36 billion of which was Uganda shilling 

denominated.  The term of the loan is for seven years with a two year grace period during 

which time only interest is payable, and is subject to a floating interest rate charge of TB 

+ 3.25 percent on the UGS component and LIBOR + margin on the USD component.  

However, the loan was availed to CAA only on the basis of an undertaking by the 

treasury to repay UGS 54.4 billion of the principal amount due on the loan in four equal 

installments of UGS 13.6 billion.94  Additionally, CAA has an interest liability owed to 

Bank of Uganda on loans written off under the restructuring plan.   

 

F-9. CAA‘s post-restructuring debt service cover was 0.7 times in 2006/07 and 2.7 

times in 2007/08; however, only interest due on the Stanbic loan and the residual interest 

due to Bank of Uganda were owed during this period.  Hence, while CAA‘s 2007/08 free 

operating cash flow was sufficient to meet its interest obligation, it is not adequate to 

meet the principal repayments on the Stanbic loan that begin to fall due in 2008/09.  And 

while the company‘s short-term liquidity situation has improved considerably since 

restructuring, with a quick ratio of 3.5 as of 30
th

 June 2008, this is likely to deteriorate 

considerably once the principal repayments on the loan fall due in 2008/09 if budgetary 

support from the treasury is not forthcoming.  A summary of CAA‘s financials is 

presented in A4.3.  

 

F-10. In the absence of budgetary support from the treasury, CAA‘s cash flows are 

insufficient to meet its current debt service obligations; hence, the company is reluctant to 

take on more debt and is currently looking to refinance the Stanbic loan in order to reduce 

its debt repayment burden.95  

 

F-11. Refinancing the existing Stanbic loan is likely to reduce costs. Key considerations 

of this cost reduction will be center around the ability of CAA to extend the debt tenure. 

The capital markets again are likely to be better placed to provide longer-term finance 

than the local banks. Given the relative weakness of CAA‘s cash flow, borrowing costs 

                                                
94 CAA budget 2008/09 and communication with Emmanuel Kiberu, CAA. 
95 Communication with Emmanuel Kiberu, CAA. 
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will be higher due to increased credit risk. The purchase of credit guarantees may provide 

some overall cost reduction. A fundamental aspect linked to CAA‘s use of commercial 

centers on its weak cash flow, and improving this should be considered a precursor to any 

further commercial finance activity.  
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Table F.3: Summarized Financials: CAA 

 

 
 

All figures in UGX billions

Balance Sheet summary 2008 2007 2006 2005 2004

Non-current Assets 265.6             225.6             218.4             50.8               53.4               

Current assets less inventory 58.7               72.5               64.4               37.8               32.3               

Inventory 0.6                 1.2                 1.2                 1.2                 1.2                 

Total current assets 59.4               73.7               65.7               39.0               33.5               
Total Assets 325.0             299.3             284.0             89.8               86.9               

Total capital & reserves 234.9 254.1 272.1 -60.2 -67.7 

Long-term loans 60.5 23.1 0.0 51.1 58.8

Deferred income 12.7 4.2 0.9 1.3 1.1

Current liabilities 16.8 17.9 11.1 97.5 94.7

of which, Current portion of long-term 

debt 0.0 0.0 0.0 39.1 34.0

of which, loan interest provision 2.2 2.3 2.7 50.5 47.6
Total liabilities 325.0             299.3             284.0             89.8               86.9               

Total outstanding interest bearing debt 

+ interest -                0.0 140.8 140.4

Income Statement summary

Operating income 56.9 44.6 42.7 41.7 42.1

Less operating expenses -49.0 -49.8 -42.8 -36.4 -38.4 

Depreciation -13.1 -9.1 -7.4 -6.6 -6.6 

PROFIT/(LOSS) FROM OPERATIONS -5.1 -5.2 -0.1 5.2 3.7

Finance Costs and Exchange Differences -5.8 -0.9 5.6 2.7 14.6

Of which interest 5.0 1.0 0.0 4.5 4.6

PROFIT/(LOSS) BEFORE TAXATION -10.9 -6.1 5.6 7.9 18.3

Income Tax 0.0 -9.5 0.0 0.0 0.0
NET PROFIT /(LOSS) -10.9 -15.6 5.6 7.9 18.3

Cash Flow Statement summary 2008 2007 2006 2005 2004

Net cash from operating activities 14.5 1.3 6.4 12.4 19.6

Net cash used in investments -56.0 -28.6 -0.1 -3.8 -7.0

Net cash from financing activities 2.0 -2.3 0.0 -9.9 -7.8

Cash & equivalents at 30th Jun 10.8 8.9 11.0 11.1 12.7
Debt related cash flow 

Long-term loans -0.1 -0.4 0.0 -7.6 -14.0

Medium-term loans 37.4 23.1 0.0 0.0 0.0

Short-term loans 0.0 0.0 0.0 5.1 2.9

Year ended 30 th  June

 Key financial ratios
Liquidity & debt ratios 2008 2007 2006 2005 2004

Debt to Equity Ratio 0.27 0.10 0.01 -2.34 -2.07

Debt Service Cover Ratio 2.72 0.71 2.38 0.18 0.28

Current Ratio 3.54 4.11 5.93 0.40 0.35

Quick Ratio 3.50 4.04 5.82 0.39 0.34
Profitability and asset use ratios

EBITDA / Revenue 12% 9% 30% 46% 70%

Net profit / Revenue -9% -12% 0% 13% 9%

Asset Turnover Ratio 0.18 0.15 0.15 0.46 0.48

Year ended 30 th  June


