
PARLIAMENT OF UGANDA

REPORT OF THE COMMITTEE OI{ COMMISSIONS, STATUTORY
AUTHORTTTES AND STATE ENTERPRISES (COSASE)

ON

IAL AUDIT REPORT OF THE AUDITOF, GENERAL ON DEFUNC

BANKS

(

0)

A
Et
J

@

wtr.
p

,t*
\

Office of the Clerk to parliament

February,2019
1.r

Page 1 of 56 hhJq

fu--
\

W"*<5-:&'- & t*



Bn

BoU
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CID

LIST OF ACROITYMS AND ABBREVIATIONS

Billion

Bank of Uganda

Crane Bank Limited

Central Bank Rate

Criminal Investigations Department

Committee on Statutory Authorities and State Enterprises

Deposit Insurance Scheme

Deposit Protection Fund

Executive Director, Supervision

COSASE

DIS

DPP

EDS

GBL Greeniand Bank Limited

GTBU Global Trust Bank Limited

ICB I nternational Credit Bank

FIA F inancial Institutions Act, 2004 &'
FIS Financial Institutions Statute, 1993
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1.O, Introduction
Rt. Hon Speaker and Honor.able Members,

Having received numerous complaints about the closure of commercial banks
by the Bank of uganda vide letter Ref:AB:70/2gg/01 dated 28th November,
2017, the committee on commissions, State Authorities and State Enterprises
(cosASE) requested the Auditor General to undertake a special audit on the
closure of commercial banks by Bank of Uganda.

section 13 (3) of the National Audit Act, 20og empowers parliament or the
Minister to request the Auditor General to conduct a special audit and to make
a special audit report. In this respect, it should be noted that under section lB
of the Act, the Auditor General is empowered to iirquire into, examine,
investigate and report as he considers necessary, cn the expenditure of public
monies disbursed, advanced or guaranteed to a private organization or body in
which Government has no controlling interest.

This report covers a total of seven (7) defunct banks that were closed du
the period 7993 to 2Ot6.

These banks include:-

1 . Teefe Trust Bank

2. International Credit Bank
3. Cooperative Bank

4. Greenland Bank

5. Global Trrst Bank Uganda

6. National Bank of Comm

7. Crane Bank Limited
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2.O: Objectives of the Investigation

The objectives of the enquiry were as follows;

1. To establish whether proper inventory of the assets and liabilities of the
banks was undertaken at closure in line with section g9 (3) of the FIA,
2O04 and section 32 (3) ofthe FIS, 1993

2. To establish whether the Liquidator appropriately managed the sale of
assets and accounted for the funds resulting from the sale and whether
the Receiver appropriately transferred assets under the purchase and
Assumption Agreement

3. To ascertain whether the liabilities and all the creditors, claims after
closure were properly ascertained, recorded and settled

4. To ascertain whether the funds from the DPF/DIS were properly used to
settle insured deposits of closed banks

5. To establish the total cost ol liquidation of the defunct banks
6. To establish whether the statutory Managers performed the functions in

line with the FIS t 993 and FIA, 2004 and ascertain the total cos
incurred by BoU during the intervention period.

7. To carry out any procedures that may be appropriate in the
circumstances irD
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3.O: Methodology

In a letter dated AB:70/ 288 I 01 dated 2gtr November, 2orz the parliamentary

committee on commissions, statutory Authorities and state Enterprises
(cosASE); requested the Auditor Gerreral to undertake a special audit on the
closure ol commercial banks by Bank of Uganda.

The clerk to Parliament and her technical oflicers, ofhce of the Auditor Gen
and the clD PAC squad assisted the committee during the proceedings in
keeping custody of confidentiai documents, verification of the documen
tabled, and fcllow-up of other functions as assigned from
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During the probe, the Committee interfaced with the following-

a

a

Board, Management and retired officers of the Bank of Uganda.

Shareholders ancl former Board members of the defunct banks except
Teefe Trust Ba.nk.

Hon. MatiaKasaija, Minister of Finance, planning and Economic
Development

Ms. J.N. Kirkland Associates

Ms. SIL Investments Ltd

DFCU Bank Ltd

MMAKS Advocates

Uganda Registration Services Bureau (URSB)

Mr. Chris Tushabe

Mr. Ssekiziyivu

Mr. Bitwire

Mr. Charles Owor, former Corporation Secretary, Cooperative Bank Ltd.

a

a

a

a

a

Uganda Cooperative Alliance Members &
4.O: FINDINGS ACCORDING TO AUDIT OBJEC

6 4.1: TO ESTABLISH WHETHER pROpER II{t/Et{TORy OF THE ASSETS AND
LIABILITIES OF THE DEFUNCT BANKS WAS UNDERTAKEN AT
cLosuRE IN LINE WITH SECTION 89 (3) OF THE FIA, 2OO4 AND
sEcTroN 32 {3) OF THE FrS, 1993

M
Rt. Hon. Speaker and Members, t--

+1

r?
To answer this audit objective, like ali other objectives, the committee
interrogated the closure of all banks and interacted with kev stakeholders.

Htl
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Wtr.",r.r, 89 (3) of the FIA, 2004 provi,Ces that: cry\

\A"Ptw Page 7 of 56 (+



" (3) The Central Bank shall as soon as aossible after taking ouer
management of a ftnancial institutiory appoint an auditor at the cost
of the financial institution to make an i.nuentory of the assets and.

liabilities of tlrc ftnancial institution and subm-it a report to the central
Bank".

Further, Section 32 (3) of the FIS, 1993 provides thar:
"The Central bank mag, in carrying out its duties as receiuer, either
alrange a merger uith another financial institution, in which case the
acquiring financial institution wiII assume all recorded deoosit liabilities
of the insolxent financial institution or proceed uith tiquidation of the
insoluent financial institutto n".

The Auditor General at page 5 of his speciai audit report observed that the
documentation relating to Teefe Trust Bank specifically the inventory report,
loan schedules, customer deposit schedules, statement of affairs and
reports supporting assets and liabilities taken over by BoU was not availed
him. As a result he observed, that he could not fu1fil the specific audi
objectives.
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In the case of the International Credit Bank (lC the Auditor General, at page

6 of the special audit report observed that he was never availed with the
inventory report although the other required statutory documents were avaiied.

Inventory reports were availed in respect of Greenland Bank, cooperative
k, Global Trust Bank, National Bank of Commerce and Crane Bank Ltd.

The purpose of conducting an inventory under the herein above
provisions is to ensure that the assets and liabilities of the insolvent linan
institution are properly recorded in order to aid in decision making. It also
determines the value of the assets and liabilities of the financial institution.
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Further, it forms rhe basis for accountability to both the shareholders and
other stakeholders.

BoU Management Response:

The management explained that they would continue to search in the archives
for the inventory. Management subsequently forwarded a balance sheet
prepared by a Bank of uganda staff which the committee rejected as not being
sufficient as it lacked the fundamental components of an inventory.

Committee Observations

The Committee observes that-

1. Teefe Trust Bank Limited:
The Auditor General was not availed with an inventory report contrary to
Section 32 (3) of the FIS, 1993. The comrnittee observes that whereas
BoU claims that the bank was closed under the provisions of the
Banking Act, 1969 which did not require preparation of an inventory,
the closure was actually in November 1993 pursuant to the FIS, 1993,
which required the Central Bank to prepare an invenrory as soon as
possible after taking over of the firrancial institution. whereas the
Central Bank provided a balance sheet,

not an inventory as required by the law.

w serve that the same was
(

ry

W

The committee further observed that there are no documents relating to
the post closure and managemerrt ol reefe Trust Bank assets and
liabilities. This further complicates the process of winding up inciuding
resolving claims and some securities st r in possession of the central
Bank.
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2. International Credit Bank Limited:
No inventory report was availed in respect of ICB but an inception report
for liquidation by the Liquidation Agcnt (KpMG) dated 30*' september
2001. An inception report for liquidation is a means of ensuring mutual
understanding of the consultant's plan of action and timeline for
conducting the liquidation. It also provides additional guarantee of
adherence to, and interpretation of the TORs. Indeed the inception
report is not an inventory as it lacks the fundamental components
including but not limited to the list of depositors, book values of the
physical assets, cash balances, balances due from other banks, list of
assets and liabilities. without a proper inventory report, BoU did not
know what it was taking over in terms of entiret5z of assets and value.
Accordingly, BoU acted in breach of section 32 (3), of the FIS, 1993.

3. Co-operati'.re Bank Limited:
','he Bank was closed on the 19ft day of May 1999. The date for the
Attditors' appoirrtment was not ascertained by the Committee but a
report was issued in June 1999. considering that a report was ava ed in
June i999, a month after closure, the committee observes that there
was compliance with the requirement of Section 32 (3) ofthe FIS, 1993.

,$h"-///

appointed on the same day and an inventory report was produced in
July 1999. The Committee therefore observes that there was compliance
with the requirement of Section 32(3) of the FIS, 1993.

5. National Bank of Commerce:
The Bank was closed and sold on the same day, 2Za Septentber 2012.

4. Greenland Bank Limited:
The Bank was closed on the 1st dav of

Page 10 of 56
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Comrnittee therefore
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aifhc Auditors were appointed on 17m October 20
p'.port was produced on 15d, January 2O13. The
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observes that there was non-compliance lvith the requirement of seetion
89(3) of the FIA,2004 in that-
(i) 1'he auditors were appointed three weeks after takeover a'd saie

which contravened section g9 (3) that requires the sard
appointment to be made as soon as possible;

(ii) Due to the absence of an inventory report, the central Bank courd
not ascertain with certaint5r the varue of what it took over and
sold.

The takeover and sale of the Bank happened on the same day and was
concluded within six hours in contravention of section 99 (1) and (2) of
the FIA, 20o4 which require that the centrar Bank can onry intervene
after making a winding up order and publishing the same in the
newspaper for general circulation. The Committee observes that thi
section is impracticable.

6. Global Trust Bank (Uf Limited:
The Bank was closed and sojd on the same day, 2St1, July 2014. The
auditors were appointed on 22"d August, 2Ot4 ana the inventory report
was submitted in Novemb er 2074 . The committee therefore observesd that there was non-compliance with the requirement of Section B9(3) of
the FIA, 20O4 in that-
(i) Without an explanation, the audito we re appointed one month

after takeover and sale which contravened section 89 (3) that
requires the said appointment to be made as soon as possible;

(ii) Due to the absence of an inventory report, the centrai Bank courd
not ascertain with certainty the value of what it over and

(

\.-1

w, sold.

(iiil The takeover and sale of the Bank happened on the same day
contravention of Sectior, 99 (1) and (2) of the FIA, 20O4 which
require that the Central Bank can only intervene after making a

w
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winding up order and pubiishing the same in the newspaper for
general circulation. The comrnittee observes that this section is
impracticable.

7. Crane Bank Limited:
The Bank was placed under statutory management on the 20e day of
october 2016. The auditors were appointed on 2gth october 2o16 and
the inventory report was produced on 13trr January, 2O17. This bank
was sold on 25e Januaw 2OlZ.

The committee therefore observes, as it earlier did with other delunct
banks, that there was no compliance with the requirement of Section
89(3) of the FIA, 2004. (

(i) Without an explanation, th
October 2076, one week

eauditors were appointed

after takeover and sale
contravened section 89 (3) that requires the said appointment to
be made as soon as possible as earlier observed.

(ii) Due to the absence of an inventory, the centrar Bank could not
ascertain the value of what it took over.

(iii) The auditors produced the inventory report on 21st of December
2016 however, BoU had invited DFCU to bid for ttre purchase of
assets and assumption of liabilities of CBL on 9n December 2016
and subsequently DFCU submitted the bid on the 20ft December
2076 a day before the production of the inventory report.

(iv) BoU did not carry out valuation of the assets and liabilities of CBL
BUT relied on the inventory report and due tliligence undertaken

on 28fr
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by DFCU to accept their bid to arrive at the P&A. Horvever, the

finai inventory report was submitted on 13ft January 2OlT. In
essence, the final inventory report was never used irr evaluating

the bid for the purchase of assets and assumption of liabilities of
CBL.

(v) A perusal of some of the Non-Disclosure Agreements (NDAs)

revealed that the Central Bank was disclosing confidential
information of distressed financial institutions to potential
purchasers who are competitors without their knowle dge in
contravention of section 40 (3) of the Bank of Uganda Act.

("i) Whereas section 95 (3) of the FIA requires the Central Bank to
appoint auditors on assumption of management of a distressed

bank as soon as possible, in numerous cases, BoU has been

appointing auditors after the sale. It is the commlttee's further
observation that the Bank is not clothed with the authority to
appoint an audltor for an institution that it has already sold
and whose assets and liabilities have been passed on to a third
party.

&
Recommendations:

1. The Central Bank should strictly follow the provisions of section g9 (3) of
FIA, 2004 and invoke its mandate of appointing auditors ONLy when it is
in statutory management.

2. The BoU Board, in consultation with the Minister of Finance, planning

and Economic Deveiopmerrt should, by Statutory Instrument in not more
than six months, issue procedures and guidelines under the FIA on the
resolution of financial institutions in distress.

fr
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3. The FIA, 2004 should be amended to make specific provision for the
timelines of undertaking all the activities related to and connected with
resolution of financial institutions.

4. whereas the resolution of financial institutions in distress has been
under the BoU supervision department, it is recommended that the
mandate of resolving financial institutions in distress be independent of
the bank supervision function. This would mitigate the risk of conflict of
interest.

5. The central Bank should strengthen the supervision function to ensure
that it is able to adequately supervise financial institutions in real time.
This may require investment in human resource and s)/stems,
technological or otherwise.

4.2: TO ESTABLISH WHETHER THE LIQUIDATOR APPROPRIATELY
MANAGED THD SALE OF'ASSETS AND ACCOUNTED FOR THE FUNDS
RESULTING FROM THE SALE AND WHETHER THE RECEryER
APPROPRIATELY ?RANStr'ERRED ASSETS AND LIABILITIES UNDER
THEP&AAGREEMENT(SI

Rt. Hon Speaker and Hon Members, in respect to this audit objective-

Section 33 (5) (a) and (d) of the FIS, 1993 provided that-

"(5) wlere the central Bank decides to liquid.ate a frnanciar institution-
(a) it shall realiz,e the assets of ttte insoluent financial inst:itution
(b)

(c)

(d) in uinding up the affairs of the insoluent financial institution,
eliminate the interest of shareholders en7 may purchase, sell, or

$
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t

transfer assets in order to recouer the mascimum amount of a pro-

rata distibution to depositors and creditors of an insoluent

financial institution"

Currently, Section 95(1) (b) of the FIA, 2004 provides that-

(1) fhe Central Bank shall u.tithin 12 months from the date of taking ouer

as a Receiuer, consider and implement anA or all of the following
options eitlrcr singlg or in combination-

(a)

(b) anange for the purchase o/ assefs and assumption of alt or some

of the liabilities bg other financial institutions.

Further, section 95 (3) (a) and {b) ofthe FIA, 2004 provides that-

"(3) In determining the amount crf assets that k likelg to be realized from the

ftnancial institution's assets, the receiuer shall-

(a) eualuate tlrc alternatiues on a present ualue basis, using a realistic
discount rate; or

(b) doatment the eual-uation and the assumption on uthich t
eualuation is based, including anA assumptions with regard to
intet est rates, asset recouery rates, inflation, asset hotding and

other costs" -

rther, section 106 (1) of the FIA, 2004 provldes that-

"A liquidator shali keep proper financial ledgers and financial records in a
manner prescribed- bg the Central Bank in which shall be recorded all

financtal transactions relating to the liquidation."
&a

@
The purpose of all the abcve citeci provisions is to statutorily ensure that the
liquidator keeps proper financial ledgers and records in which_ shall be

ffi
Fry-
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recorded all financial transactions relating to the liquidation. They also seek to
statutorily ensure that all alternatives have been evaluated and assumptions
on which evaluations are based have been documented. The riquidator owes
the shareholders a fiduciary duty v;hile managing the assets and liab ities of
the financial institution in distress.

The Auditor General-

(i) at pages 26 and 48 of the special audit report observed that there were
no guidelines/regulations or policies in place to guide the identihcation
of the purchasers of banks and to determine the procedures for the sare
and transfer of assets and liabilities of the defunct banks to the eventual
purchasers. Further, he was not provided with the negotiation minutes
leading to the P&A agreement and therefore, could not determine how
Bou selected the best evaluated bidder and how the terrns of the p&A
were arrived at.

(
Management Response:

BOU management conceded the absence of operating guidelin es on
resolution of financial institutions in distress. They however, stated that
the circumstances of each institution's resolution differ and cannot
always be predicted in advance.

w

BOU management stated that the process of selecting a purchaser
ccmmences by identifying prospective purchasers within the industry
and sharing with them preiiminary information of the institution in
distress. once the potential buyer expresses credible interest to purchase
the bank, the buyer is required to sign a Non_l)isclosure Agreement in

Lr-r
4-
F,order to access information on the targeted institution.
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BoU further responded that minutes of the negouations are not taken
due to confidentiality reasons and they further stated that in the report
of the Judicial Commission of Inquiry into the closure of Banks, 1999
(famously known as the Justice ogoola Report) at pages r to g -that Bou
had the responsibility to keep tLrc integrity of information untit ftnar
conclusion of the closure and resolution of the bank concerned.. At that
partianlar time, no other person or authoitg had need for such confid.entiar
information."

Committee Observations:

The committee observed that-
1. whereas Bou stated the above, it is the committee's observation that

resolution of financial institutions is such a fundamental process and the
informality with which these processes were handled is contrary to
sections 95 (3) (a) and (b) of the FIA, 2OO4 and, in breach of all soun
corporate governance principles. For example, a perusal of the Justice
Ogoola report in fact reveals a requirement to record and keep minutes
confidential until final resorution. The committee is of the view that a
post resolution report by the riquidator can never be prepared w.ithout
proper and accurate record of the minutes of meetings.

Secondly, all government institutions are required to keep and preserve
records for accountabitity and institutional memory. In this regard,
section 7 of the Nationar Records and Archives Act, 20ol requires all
heads of organs of State to create and maintain adequate documentation
of the f.nction and activities of their respective institutions througb the
establishment of good record keeping practices. Further, section 106 FIA
requi.es a liquidator to keep proper financial redgers and fi,anciar
records in a rnanner prescribed by the centrar Bank in which shal be
recorded all firrancial transactions relating to the liquidation. It was
therefore in breach of the National Records and Arch sAct, 2O04 ar_"d
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FIA, 2004 for officers in the bank supervision function to negotiate,

evaluate bids and c{,ispose of the financial institutions assets and
liabilities without ensuring proper documentation. The committee, like
the Auditor General, cculd not determine how BoU negotiated and
selected the buyers anci how the terms in the p&A were determined.

2. By sharing information of a Iinancial institution in distress with a third
part5r, more so, with a competitor in the industry, BoU has, in all
resolutions, acted in breach of section a0 (3) of the Bank of Uganda Act
which provides that the bank shall not publish or disclose any
information regarding the affairs of a financial institution or of a
customer of a financial institution unless the ccnsent of the institution
or the customer has been obtained.

3. In light of the observation in 2 above, section 40 (3) makes it
impracticable for the central Bank to resolve a financial institution
through a P&A which, would of necessity require disclosure of
fundamental information regarding the institution in distress.

4. It is the committee's view that in the absence of guidelirres and minutes
of the proceedings relating to the resolution of financial institutions in
distress the Bou staff who handled the transactions greatly compromised
the principles of transparency. (

Committee Recommendations:

1. The committee recommends

Nh
{

at BoU should never resolve any
financial institution without strictly adhering to rhe provisions of the
law to wit sections 95 (3) (a) and (b) of the FIA, 2OO4, section aO (3) of
the Bank of Uganda Act and section 7 of the National Records and
Archives Act,2001.

2. The individual officers who hzrndled the transactions should be held
personally responsible.
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(ii) At pages 27, 35 and 48 of the special audit report the Auditor
General noted that Bou did not carry out valu-ation of the assets and
liabilities of GTB, NBC and cBL yet in absence of such varuations, he
could not establish how the terrris for the transfer of assets and
liabilities in the P&A were determined.

Management Response:

BoU management stated that estimating the recoverable amount of
closed banks loan portfolios cannot be done with precision.

Bou further stated that they did not carry out valuation of the assets
and liabilities of cBL but relied on the interim inventory report of 12th

December 20 16 and due diligence undertaken by the eventual
purchaser, DFCU bank, to arrive at the p&A.

Bou further informed the committee that in addition, they r-elied on
the on-site and off-site inspection reports by their staff as well as the
forensic audit report which together informed the varuation of assets
and liabilities at the time of the CBL p&A.

Cornmittee observations:

The committee observes that-
1 . Whereas BoU stated that estimat ing the recove rable amount of

closed banks loan portfolios cannot be done with precision it has a
legal obligation under the FIA to undertake valuation of all assets
and liabilities on a present value basis as required by section 95 (3)

(a) of the FIA, 2OO4.lt is such valuation that can form the basis for
determining the amount of consideration. without that valuation
and minutes or records, it is impossible to determine how the BoU
negotiating team arrived at the figures in the p&As of GTB
and CBL.
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2. Similarly, the committee observes that BoU did not document the
evaluation of alternatives and the assumptions on which the
evaluation was based including interest rates, asset recovery rates,
inflation, asset holding and other costs contrary to section 95 (3)

(b) of the FIA, 2004. Therefore, without the requisite evaluation as
provided for under the herein above cited provision of the law, it is
incomprehensible to determine whether BoU evaluated the
different options as required by the law and how they eventually
arrived at the options they chose resulting in the p&As of GTB,
NBC and CBL.

3. Whereas section 95 (2) (a) of the FIA requires the Central Bank/
Receiver, while undertaking any receivership decision, that is most
likely to result in marshalling the greatest amount of the financiai
institutions assets, protecting the interests of the depositors,
minimizing costs to the DpF and losses to other creditors as well
as ensuring stability of the financial sector, the committee received
no evidence of any such activity undertaken by the bank in this
regard. On the contrary, there is evidence of actions and inactions
on the part of the central Bank that ,ndermine adherence to such
standards of professional prudence as required by the law. The
matter or situation is made worse by the non_availability of any
records. It was not only careless but also contravened section 95
(2) (a) to (d) of the FIA, 2004. Accordingly, in relation to the
resolution of CBL, GTB and NBC the Central Bank failed in its

{-J-.
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statutory obligation.

u
3
3

6

Recommendations:

The Committee recommends that-
l. The Central Bank shoulcl at ail times when exercising its mandate as

Receiver under the FIA, 2004, value all assets and liabilities of a received
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financial institution before any action is taken in accordance with section
es (1) (a), (b), (c)and (d).

2. The Central Bank must, at all times, DOCUMENT all processes in
management and resolution of financial institutions as by law required.

(iii) at pages B to 9 of the special audit report the Auditor General
observed that the asset movement schedules for Greenland Bank, ICB
and Co-operative Bank indicating detaiis of assets at closure, assets
so1d, selling price, period of sale, unsold assets, performing and
nonperforming loans from time of closure to the year 2001 when the
liquidation role was outsourced were availed. However, for the period
starting 2002 when the liquidation role was directly performed by
BoU, no asset movement schedules were availed. As a result, the
Auditor General could not adequateiy verify the movement of assets of
the three banks from UGX 1l7.6bn at closure to UGX 19.7bn as at
3oth June 20 16.

Management Response:

BoU explained that the information shared with the Auditor General
did shorv the value of assets (mainly loans and advances) at closure,
recoveries made, interest accrued and outstanding balances. In their
opinion, this was adequate to explain the movement of assets.

'i-n
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Committee observations:

1 . The committee obserwes that recovery accounts provided to the
Auditor General and later to the committee by BoU rtid not include
payee details of assets at closure, assets sold, selling price, period
of sale, unsold assets, performing and nonperforming loans from
the time of closure to date. Further, a perusal of the document
that were submitted to the committee did not reflect the asset
movement instead they were incomplete statement of acco
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without payees or details of assets sold and it was also not
authenticated by the preparer.

2. EotJ did not keep the asset movement ledgers and all r.ecords

relating to the liquidation of the three linancial institutions in
distress i.e. ICB, Greenland and Co-operatiue Banks (whose
liquidation started under the FIS, f 9g3 and continued under the
FIA, 2004). This offended the provisions of section 106 (1) of the
FIA, 2004.

3. With respect to CBL, BoU lacked financial ledgers contrary to
section 106 (1) ofthe FIA,2004.

4. BoU failed in its statutory duty under section 106 (l) of FIA, 2004
to prescribe the manner in which liquidators should prepare and
keep proper financiai ledgers and financial records during
resolution period.

Committee Recommendatlons:

The Committee recommends that-
1. Maintenance of financial ledgers and records of a financiar transactions

relating to Iinancial institutions in distress is a requirement which must
be adhered to by the central Bank when exercising its mandate under
the FIA.

2. The Central Bank should, by instrument, manual, guidelines or
operating procedures, prescribe the manner in which riquidators should
prepare and keep proper finan
to all liquidation transactions.

cial ledgers and financial records rela

3. All officers who flouted the law as herein above indicated should take
personal responsibility.q

t
(B

(iu) at pages 10, 1 1, t2, 2i', 35 and 6 of the special audit report the
Auditor General observed that BoU soid assets worth uGX 164Bn ofO- the five defunct banks (ICB, Greenland, Co-operative, GTB and N

V<
(+h
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However, the assets were sold at rhe respective discounted rates as per

the table below yielding UGX 32bn.

Table showing assets sold at a dlscount for 5 defunct baaks

BOOK VALI'E

135,054,430,888

TotaI 80%

(averagel

$r

-el

w

g
P/

fSource: GTB P&A, NBC P&A dnd. dgreernent s'lgned betuee^ BOlt drtd NRAC lrom DOlt)

In the case of ICB, Greenland Bank and Co-operative trank, the total
loan portfolio sold of UGX 135bn included secured loans of rJGX

34.5bn which had vaiid legal or equitable mortgage on the real

property and were supported with legal documentation BUT were sold,

to M/s Nile River Acquisition Company at 93yo discount. Further, the
negotiation minutes detailing the evaluation of alternatives and

assumptions of the sale of GTB and NBC assets were not provided

and as such the Auditor General could not determine the basis for
selling assets at such a discount.

Management Response:

BoU stated that estimating the overab1e amount of a closed bank's
J

@

loan portfolio cannot be done with precision. Purther, that hnding a
prospective buyer for the loan portfolio of an institution in distress is
difficult due to uncertainty of the prospects of recovery.

\ s-Il

BA.III( Asseta SALE

PROCEEDS

DISCOUNT

OTFERED

lCB, Greenland

and Coop Bank

l,oans 8,898,736,349 93v,

GTBU l,oans and

overdrafts

24,247,640,420 22,630,112,65

6

20y"

NBC Secured

performing loans

297 ,77 7,417 208,439,988 30%

Land 400,000,000 300,000,000 25v,

164,039,843,119 32,037,2AA,9

93

ffirf -*-
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BoU further stated that they relied on a desktop valuation of the

available securities to confirm the market and forced sale valu.-s in a
bid to estimate recoverable debt amount as per letter dated

25eSeptember 2OO7 from the Executive Director Bank Supervisicn to
the Governor.

Committee observations:

The Committee observes that-

1. Whereas the GTB and NBC discount percentages of 20 and 3C%

respectively appear reasonable, t}l,e 93oh discount in respect of the

loan portfolio of ICB, Greenland Bank and Co-operative Bank
acquired by M/s NRAC was incredibly outrageous.

2. Whereas it could be di.fficult to establish with certaintv an

precision the prospects of sa.le and recoverable amount, the

decision by BoU to undertake a desktop valuation of properties

which had been mortgaged to the various banks more than eight
years does not represent the realistic values at the time of sale.

3. The consuitant, M/s JN Kirkland and Associates employed by BoU

to implement the exit strategXi, identihed the purchaser of the loan

portfolio M/s Octavian Advisors which incorporated M/s Nile River

Acquisition Company in Mauritius as a special purpose vehicle for
purposes of entering into contract with BoU on 5th December 2OOT.

The said JN Kirkland and Associates ended up as the local agent of
the M/ s Nile River Acquisitron Company with for example, the

rights to run an account in Citi Bank i
soid loan portfolio are deposited.

h allzrecoveries of the

4. The committee obtained evidence t Uganda Registratione

g
J

M*r

Services Bureau that M/s Nile River Acquisition Ccmpany, was not
registered in Uganda as a locai or foreign company which is
violation of sections 369 and 370 (1) of the Companies Act. M

] Octavian Advisors Plc was also never registered in Uganda.

Page 24 of 56
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5. Records available to the committee indicate that the then Director
Commercial Banking - Bank of Uganda, Mr. Ben Ssekabira, who
was the agent of the liquidator/ Receiver of the three defunct banks
(lCB, Greenland Bank and (ro-operative Bank) was up to the l2trr
August 2009 the agent of M/s Nile River Acquisition Company. It is
further noted that between 12ft and l6tn February 2007, Mr. Ben
ssekabira together with Mr. KakemboKatende of JN Kirk]and and
Associates travelled to the united states of America to meet the
management of M/s Octavian Advisors plc. However, while
appearing before the committee he stated that he did not know the
purpose for his travel to the USA.

6. BoU vide a letter dated 25tr, September 2OOT herein a
mentioned from the then Executive Director Bank Supervision,
Mrs. Justine Bagrenda, to the Govemor, the committee observes
that BqIJ had granted exclusivity at pre-bidding stage as she thus
wrotc, "..; hence upon confirming its interest in utiting, Octauian
Aduisors Plc requested exclusiuitg from any comoetitor., a s
tt;hich BoU qranted". This grant did not allow any competition tha

#

would return the highest possible bidder. BoU as a riqnidator owes
a distressed hnancial institution a duty to marshal the greatest
amount from its assets. The action of the then EDS as
communicated in the above letter is contrary and in breach of the
fiduciary duty owed to a financial institution in distress which
ultimately shoulders the burden of the riquicration costs. Besides,
the Governor Bank of Uganda being the Chief Executive and
ultimately the decision maker was only briefecl for his information
of a decision already taken by subordinate officers. The letter ends

W
w thus ". . . fhe aboue bief is submitted for gour tio{.

*7. 
The committee observes that by time a delegatron of JN
Kirkland together with Mr. Ssekabira travelled to the USA to meet

Gt-<*-i'-
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the prospective purchaser M/s Octavian Advisors plc had already
made a deposit of USD 5m on an escrow account with Citi Bank,
New York. It is therefore, mind boggling that only USD 200,000
would later be paid added to constitute the full purchase price of
USD 5.2m as the full consideration for a portfoiio whose original
offer was USD iOm. The exclusivity that had already been granted
meant that M/s Octavian Advisors plc had no impetus tc up or
meet their earlier offer.

8. The committee further notes that in all the business transactions
involved in this transaction, the purchaser and her agent have not
paid the requisite tax.

l

9. The loan portfolio sold to M/s Acquisition Company ise

/^-
4k

M

now being managed on their behalf by M/s SIL Investments Ltd.
M/s SIL lnvestment has been charging an interest rate varying
between 27 and 25o/o on the loan portfolio and recovering monies
from different debtors.

10. While appearing before the committee BoU and M/s SIL
Investments Ltd, when tasked, failed to produce evidence on the
legal existence of M/s Nile River Acquisition Company at the time
of making this report. This notwithstanding, a quick internet
search reveals that M/s NRAC, company No. COT4673,
incorpcrated on 26th September 2OOT (over eleven years ago),
company type - limited by shares, jurisdiction Mauritius, status
'defunct'. Source of information is the Mauritius Ministry of
Finance aird Economic Development, companies division at

s cb name-

q
t

@

{
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11. M/s Nile River Acqtrisition Company,s agent, SIL Investments Ltd,
is not VAT registered and accordingly has never remitted tax
derived from the income earned on their commission.

Committee Recommendations:

I . The committee concludes that the transaction between BoU and M/ s
octavian Advisors Plc and her agents lacked transparency and the
officers involved should be heid responsible for commissions and
omissions which resulted in not marshaling the greatest amount from
the assets of the distressed financial institutions.

2. T},e committee further recommends that the officers involved should be

held responsible for conflict of interest.

3. The fraudulent business activities being conducted by M/s SIL
Investments on behalf of a nonexistent M/s N t.146 immediately
cease and-

(a) The Inspector General of police is 1red to immediately, on
adoption of this report, seize all the land titles in the possession of Mr.
KakemboKatende of M/s JN Kirkland and Associates and M/s SIL
Investments arising from their management of tire loan portfolio sold
to M/s NRAC by Bank of Uganda.

(b) M/ s SIL Investments and Mr. KakemboKatende should render an
account to the public trustee of all monies received from the time M/s
NRAC ceased to exist.

4. The agency of M/s SIL Investments Ltd cannot legally exist upon
dissolution of the Principal (M/s NRAC).

5. The Uganda Revenue Authority should take interest in the tax activities
of M/s l{ile River Acquisition company and its agents, M/s JN Kirkland I{

)
JJ

@

w and M/s SIL Investments Ltd, to recover unpaid tax.
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(v) At pages 50, 51 and 52 of the special audit report the Auditor
Generalobserved that under clause 1.1.1 (ix) of the p & t- signed between
BoU and DFCU all loans and advances of CBL were transferred to DFCU
except-

( 1 ) the tnsider loans referred to in sclrcdule 2 of the p&A 
.

(2) All liabilities prouided in schedule 3 of the p&A

According to the BoU memo from the EDS to the Governor ref. EDS

[2Z.IOG dated 31"1 J:uly 2017, the nonperforming loans (bad book)

was UGX 570.38bn out of the gross loans of UGX 1,159bn which (bad

book) was transferred to DFCU to provide a resource for repayment of
loans of UGX 2O0bn and bridge the shareholders' deficit of UGX
439.72bn at the date of takeover. The Auditor General could not
establish how the consideration of UGX 200bn was derived from the
bad book of UGX 570.S8bn.

Management Response:

1. BoU stated that the bid price by DFCU omprised of two eiements-

&

(a) Assumption cf net assets/ liabilities at fair value (excluding
the BoU loan and adjusted for a 7Oo/o discount on the
standard book, additional provisions and contingent
liabilities) of CBL as Iinally determined on the completion
date;

(b) a deferred cash consideration ofup to UGX 200bn was based

on net recoveries on fully provisioned non_performing assets

as adjusted following DFCU Bank,s due diligence
(approximately UGX 500bn at reference date)

2. During the process of negotiating the p&A agreement, focus was

shifted from the bid position referring to amount recoverable from

" fully provisioned assets to ensuring recovery of the BoU loan to

$B=-

I
-<t
3.t

@

w
BL. In that light, th UGX 63bn of insider 11

g_o
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retained by the receiver (BoU) to contribute towards repayment of
the BoU loan to CBL.

3. It should be noted that although the nonperforming loans of CBL
was UCX 570.3bn, all of it was not fully provisioned because part
was assessecl to be either substandard or doubtful requiring 2070
and 50% provisions respectively. The fully provisioned amount
(loans and advances for which CBL made 100% provision in its
books) were assessed to be UGX 45gbn

Committee observations:

The committee observed that-
f. in the absence of a proper valuation all assets and liabilities

ffi

which contravened section 95 (3) of the FIA, 2Oe4 it is difficuit to
ascertain adherence to the principles of prudence, transparency
and fairness. The principle s of legality therefore, were highly
compromised. This is exacerbated by the ahsence of minutes or
any record detailing the process of arriving at the figures.

2. The committee further observes that whereas the p&A in schedules
2 and 3 clearly state excruded assets and liab ities respectively,
there was no indication or schedule for total assets purchased and
liabilities assumed by DFCU. The inevitabre conclusion therefore,
is that BoU did not know the exact assets and riabilities it was
disposing of.

3' The reliance by the centrar Bank on the due ciiiigence undertaken
by an interested party and eventua.l purchaser to purport to
determine the value of assets and riab ities was imprudent, and an
abdication of statutory responsib ity enshrined iir section 9s (3) of

,$w

s
J
@

the FIA, 20O4 which requires determining the value of asset on
the present vaiue basis using a realistic discount rate.

4. The committee
La

also notes that whereas in other
lnstitutions in distress (NBC and GTB

Page 29 of 56
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transferred to the purchaser, in the case ofCBL, the general clause
in the P&A of all assets and riabilities beirg transferred wourd
automatically include it. A scrutiny cf the DFCU bid reveals that
the differed cash consideration of up to uGX 2o0bn based on net
recoveries on fully provisioned nonperforming assets was the onlv
consideration.

5. There are no special circumstances explained by BoU to warrant
different treatment. Again, as earrier stated in this report there are
no records and I or minutes regarding the assumptions and
evaluations undertaken in support of this decision.

6. Given the fact that the UGX 2o0bn differed cash consideration was
to be paid from the recoveries from the bad book estimated by
DPCU in its bid (of 2On Decembe r 2016) to be in the region of UGX
5O0bn was fuliy provisioned by CBL, the only prudential decision
would have been to treat the bad book like in the case of GTB and
NBC. Secondly, whereas the outstanding liability owed to BoU by
CBL was UGX 47$bn, DFCU only assumed liability to the extent of
UGX 20obn whose value was to be recovered from the bad book.
This, in the committee,s considered opinion resulted in a financial
disadvantage to both BoU and CBL.

7 ' At the BoU Board of Director's sitting on 15ft Decembc r 2076 it
was resolved under minute no. 3754 paragraph 1O, Board
observations and Re lutions that-sly (a) The buyer of CBL tuould. take all the assets and liabilities;

$r' and a report of a forensic audit tuas still ataaited.

The Board having resolved as above, it was ultra uires (.aslMg

$
-{
)

@

without legal authorit5r) lor management to agree, conclude and
indeed execute a p&A that excluded some assets and liabilities as
otipulated in scheduies 2 and. 3 contrary to the resorutions of the
Board. These exclusions disadvan taged both BoU and CBL

fiffiirk-. '---1, -<\
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However, in a strange turn of events, the Board at its 335trr special
meeting held on the 2Za January 2OlZ was presented for
ratification with an already signed agreement which excluded some
assets and lia-bilities. Further, the terms of the p&A as presented to
the Board included charging interest on the UGX 200bn differed
consideration at the centrar Bank Rate on reriucing balance basis
and the same wculd be recovered from the claims to be made by
BoU on the CBL shareholders. Despite this, the term on charging
of interest was never included in the p&A and the subsequent UGX
200bn liability agreement executed between BoU and DFCU. This
in the opinion of the committee was irregular to commit the CBL
shareholder for negligence on the part of the BoU officiars. By their
actions, the BoU officials occasioned loss to CBL and uitimately
BoU. Further, by the Board,s Resolution to charge the interest on
the shareholder for money ,Ient' to DFCU, the committee finds it
inconceivable that CBL shareholders who were not party to the
P&A and the UGX 200bn liabililv agreement between DFCU and
BoU would be called

part of BoU officials.

upon to bear

and records, the BoU ma

used to brief the Board.

the cost of negligence on the

generated a report theythat

u

ilL
ftff</

B. The committee observes t BoU in conducting this sale owed a
Iiduciary duty and indeed duty of care to ensure that all its
activities are conducted in the best interests and to marshal the
greatest amount from the assets of the financial institution. By
conducting the sale in a casual and inforrnal manner, deviating
from the basic principles enshrined in FIA and acting in a manner
incongruous with the best interests of all concerned BoU acted
high handedly. For example, one rvonders how, without minutesWI

_l

M

nagement
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Committee Recommeadations:

The committee recommends that-
1. The committee hnds that BoU's fai iure to observe principles of

financial prudence and in the course breaching their statutory
duties provided under the FIA thereby financially disadvantaging
CBL, it should make good the ioss occasioned to the commercialiy
fair extent of the value of the Bad Book.

2. Tlre BoU having failed to value the assets and liabilities of GTB,
NBC and CBL and considering the lapse of time and impossibility
in revaluation of assets should address the probable financial loss
occasioned.

3. A11 Bou officials who failed to properly execute their duties in
accordance with the law should be held responsibre for their
commissions and/or omissions.

(vi) At pages 29, 40 and 41 of the special audit report the Auditor
General observed that under the purchase and Assumption
agreements signed between BOU and the purchasers to take over the
assets and assume liabilities of NBC and GTB, the purchasers were
required to manage the Assets in Escrow (non_performitrg and
performing loans that remained with the insolvent ba,k) on behalf of

#
BOU for purposes of debt collection. Anv Droceeds realized from the
Assets in Escrow were to be shared between the Purcha ser and BoU
at aqreed ratios. He noted that at the time of writing the special audit
report, UGX.4.442bn had been recovered from Assets in E
leaving a balance of UGX.lO.017bn.

d<t
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Table showing recoveries oE NBC alrd GTB Assets ir Escrow
Bsnk C nmlssior

to thc
purchaaer

Totel Aeoult ol
asscta ln E6crow

Expected

r.covcry by Bou

650/" 1,514,485,401 530,069,890

(3s%)

349,573,A66

G'I'B 21,430,201,395 13,929,630,906

(6s9/")

4,093,052,663

Total 22,944,646,.t96 14,+59,7OO,796 4,442,626,529

Recoverlea

(Sou rce: NBC purchdse dnd d.sst.ntptlo't ag"eemeftt lrom BOIJ)

Management Response

Management stated that they continue to follow up on the collection of the
outstanding balances.

Committee observations:

The committee observed that-
1. Due to the absence of records relating to the procurement and

negotiations leading to the P&A, it is difficult to discern how the sharing
percentages were arrived at. Accordingly, the entire transaction was
lacking in terms of transparency. This offended the principles and
provisions of section 95 (2) (a) of the FIA, 2004.

2. It is further observed by the committee that under article 3 of the
Addendum to the NBC P&A, the liquidator was, on execution of the
agreement, to pay UGX 2a5,I33,824 to the purchaser being the value of
liability transferred in excess of the assets. No explanation was provided
as to why BoU would, on top of the small sharing percentage go ahead to
make an additional payment to the purchaser.

3. In all the commitments on resolutions of financial institutions the
of the BoU has played minimal role, if anya

Committee Recommendations:

The committee recommends that- r)z)

tl*q
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(vii)

1 . A11 the procurements and nego tiatrcns in relation to resolutions of
financial institutions should be properly documented and records
properly secured in compliance with section 95 (3) of the FIA, 20O4.

2. Having noted that the Board of Directors of BoU has literally divested
itself from its constitutional and statutory obligations under article 161

(2) of the Constitution and section 10 (a) and (b) of the Bank of Uganda
Act respectively, it is recommended that the current BoU Board should
carefully re-examine their delegated responsibility and constitute a
subcommittee of the Board to monitor financial stability and bank
resolution matters-

At pages 12, 13,3O and 39 of the special audit report the Auditor General
observed that a sum o! 1JGX.3,467,753,732 due from Cooperative and GTB
foreign banks at closure was recovered by Bou and deposited on their
respective lcan recovery and collection accounts. Similarly, a sum of
UGX.2,616 462,000 out of UGX.6,596,69S,000 due from the six (6)

Greenland bank foreign accounts as at 30ft June 2016 was recovered as full
and hnal settlement following the conclusion of a court case filed in London.
However, UGX.464,571,O0O on six(6) NBC foreign accounts had not been
recovered by Bou because the liquidation process was halted by a court
order. In addition, UcX.44,672,000 due from eight(B) ICB foreign accounts
as at 30fr June 2016 had also not been recovered.

(

#

,t\

A-d- !

Management Response:

1 . BOU explained that following the concl on of a court case relating to

rslt
J

G;:eenland Bank, funds due from the foreign accounts filed in London
UK, funds (iess costs of the legal suit) amounting to UGX.2, Gl6,462,OOO

were recovered in full and final statement.

2. BOU stated that in the case of ICB, management wrote to the foreign
banks, however the banks have never res*

ol

@ Page 34 of 56

YW
nft9

ponded. M



Committee observations:

The committee observed that-
1' Bou did not provide evidence of the costs incurred in the suit. Looking at

the awarded sum and the UGX 2,616,412,000 that ended up on the
account of Greenland leads to the conclusion that the cost incurred by
the bank was too high.

2' BoU acknowledged an error in its preparation of the Greenland bank,s
statement of Affairs as at 30ft June 2016 where furl provision of uGX
6'596bn was made to write off funds due from foreign banks despite
partly recovering UGX 2,616,462,00O from the court case which was
credited on the Greenland Bank roan recovery and collection account on
3 1st march 20 15.

Committee Recommendations:
The committee recommends that_

1 ' Bou should rectify the error on rhe Greenland Bank,s statement of
Affairs for proper financial reporting.

2' Bou should take furl responsibility for any probable loss to Greenrand
Bank.

At page 13 of the special audit report Auditor General observed that
Greenland Bank equity investment in African Export_lmport Bank (Erypt)
worth USD'45,000 had accumuratec dividends of usD.22,410 as at 30th
November 2o15, however, the riquidator (BoU) had not sord off the shares
and therefore the funds have nol been recovered. (

w.,"nagemerot Response:

BoU management stated that the process of se g the shares commenced on
30e october 2or7 and a reminder was sent in september 201g upon which
they were advise Afreximbank to look for a buyer who qualifies take on

tsJ

M
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the shares and this process is still ongc'ing. They also stated that over time the

investment has yielded dividends of $22,410 over the period'

Committee observations:

The committee observes that-

1. Not until the beginning of this audit process that Bou took further steps

in september 2018 to dispose of the shares the bank held. There has

been laxity in the disposal of the shares so as to realise value from them.

Committee recommendations:

1. BoU should expedite the disposal of the shares so as to realise the

attendant value.

2. Dr Louis Kasekende the Board member of the afreximbank should

expedite the process of disPosal.

tr

ASCERTAINED, RECORDED AND SETTLED IN LINE WITH SECTIONS

1O2, 1O5, AND 106 FIA,2OO4AND SECTION 34(3) FIS' 1993

Rt. Hon Speaker and members,

on 34(3) oftLe FIS 1993 prouidedthat;

The Minister from time to time, in consultation tuith the central Bank and

bg notice in the {Jganda Gazette, fa the size of the fund sufficient to

p?, otect tlrc interests of the depositors to be made up by contibutions

und-er Section 35 and mag authorize the Central Bank to borrota an

such amounts as it mag require for temporary purposes of m

d.eficrencg in the fund pending collection of contibu

4.3: TO ESTABLISH WHETHER ALL

CREDITORS' CLAIMS AT"TER

Currently, Section 102, of the 004 provides that-
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"The central Bank or its appointed liquidator shall, within a peiod not

exceeding forty fiue days from the date of pubtication of tlrc ir'tention to

liquidate a financiat irtstitution, for the purpose of making an estimate of

thedebtsandliabititiesofthefinancialinstitution,publishinalocal
neu)spaper of national circulation a notice calling upon all creditors'

seanredandunseanred,includingdepositors,tosubmittotlteCentral

Bankortheliquidatoruithinonemonthfromtledateofpublication,a
statement of tle amount claimed and the partiatlars of the claim" '

Further, Section 1O5 of the FIA, 2004 provides that-

"(1) TtE liquidator shall, tuithirt tuo months after submission of a report of the

assets and. liabiiities of the fir"a.ncial institution commence the pagment to

depositors and creditors of the financial ir'-stitution except that-
(a) pagment shatl be made first to the Deposit Protection Fund;

(b)secondtotheliquidatorloratlexpensesincurredintheprocessof
liqufuiating ttte financial institution;

(c) third. to emplogees for all utages and salaies due net of ang

(d) fourth to seanred creditors in paipassu;

(e) fifth to tlepositors for deposits which are in excess of the protected

deposit amount;

(fl then to other creditors to rcnk in paripassu

(2) Section 315 of the Companies Act shall not

jlnonci al ins titutio n.

Iy to a liquidation of a

(3) Where anu assefs remaiit after the paAment bg the liquidator of all claims

against th.e financial institution, the remaining assets shall be distibuted

among the shareholders in accordance with their respectiue ights and

interests".
*I
,6 (tlffi't'

ection 1o6 of the FIA, 2oo4 provides that;
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(1) A liquidator shall keep proper financial ledgers and financial record s in a
manner prescibed bg tfu; central Bank in uhich shalt be recorded- all
financial transactiorts relating to the liquidation.

(2) Whert the liquidator has realized alt the propertA of the financial
institution, or so much of it as can, in hk opinion, be realized. ,-tithout
needlessly protracting tlrc liquidation, and has made distibution to all
depositors and creditors, Le or she shall cause audited financial
statements to be submitted to the Central Bank"..

Audit Generals observations
At pages 15, 16, 31 and 32 of the special audit report the Auditor General
observed that liabilities amounting to UGX.503.76bn were still outstanding
as at the time of writing this report from a totai liability of uGX. 1,617bn
held at closure as detailed in the table below. The process of settling
liabilities lbr ICB, cooperative Bank and Greenland Bank has taken over 17
years and this has affected the winding up process of these banks despite
the three (3) banks in Receivership holding cash balances of uGX.19.Sbn on
their recovery accounts as at 306 June 2016.

Table showing llabilities as at closure and at the last date of the tement of affairs
Amount outstending as at the Iast
date of the statemert of aff:rirs

18,434,839,000

16,484,366,O00
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Amoult at
Closure/interventlon

ICB

Bank

40,219,554,000

Cooperative 6s,208,335,334

Greenland 702,228,907,72s

GTBU 75,541 ,020,000

112,138,192,000

2,051,862,000

NBC 11,514,765,000 1,943,650,000

CBL r,322,655,920,000 352,709, 193,735*
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TOTAL 5O3,762,LOz,735

l$ource: stote,,e'rts oI d.lrdlrc Jro^ BOA)

|BOV tntectcd I\.nds amoundfig to VOX.478,A3O,6O9,9 70 less drnount seatled by D,iCU.)

Management response

Bou stated that the process of settling GTB creditors' claims was still
ongoing pending full verification on account of missing supporting
documentary evidence.

They further stated that settlement of NBC creditor claims had not
commenced as a result of the Court order that halted the liquidation
process.

They also stated that CBL outstanding liabilities are funds that were

injected by BoU during statxtory management and according to BoU these

will be recovered from DFCU bank and BOU claims against CBL
shareholders.

Committee observations

The committee observed that;

I . The winding up process of all the de ct banks has taken an

unjustifiably long time to settle creditor claims. For Teefe Trust Bank (26

years), Co-operative Bank (20 years), ICB (21 years), Greenland Bank (20

years), NBC (7 years), GTB (5 years) and CBL (2 years)!!! Regrettably,

many of the creditors arrd shareholders have and indeed continue to die.

2. The unsatisfactory explanation by BoU on their failure to verify and settle
creditor claims has unreasonably delayed the process of winding up and

consequently increases ttre liquidation costs which under section 93 are

charged on the financial institution in distress thereby reducing the
residual amounts due to shareholders.
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3. The failure to verify and settle creditor claims has unreasonably delayed

the process of winding up and consequently causing the creditors to lose

out on the time value of the money owing.

4. The BoU failure to-

(i) publish the creditor calls within the time prescribed by section

102 of the FIA, 2004 constituted a violation of the law. Indeed,

cal1s on creditor claims have come as late as end of 20 1g

decades after the closure of the linancial institutions. In effect,

the BoU action constitutes a revival of causes of action that had
long been extinguished by operation of law.

(ii) as liquidator to keep the proper financial ledgers and records

contravened section 106 (1) ofthe FIA,2004
(iii) prescribe the manner and pi:ocedures of keeping and

maintaining Iinancial records contravened section 1O6 (1) of the
FIA.

Committee Recommendations:

The committee recommends that-
1. BoU should immediately put in place proc ures and guidelines lor

the proper functioning of all liquidation related activities.

2. BoU should strengthen the legal and compliance functions to ensure

compliance with all legal requirements related to resoiution of
financial institutions.

3. Government should consider amending the FIA, 2OO4 lo provide for
sanctions against noncompliance with any provision by the Bank or
any agent thereof including but not limited to liquidation agents.

4. BoU should end the winding up processes of al1 defunct banks within
a period not exceeding one year.

5. Government should consider amending the FIA to provide a time limit
within which liquidation of {inancial instituiion ss should e

1 concluded.

s
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At pages 20, 56 and 57 the Auditor General in the special audit report
observed that prior to closure, BoU injected a sum of ucx.so4.sozbn into
three closed banks (Greeniand, ICB and cBL) to avert a run on the banks.
At the time of writing his report, a sum of ucx.374.64tn was outstanding
and due to BoU as indicated in the table below.

Table showiag irterareltion costs by BOU

Amount

outstanding (UGXI

bn

1.355

(Source: St,,'terrre,rl.s o! qfldks o! Greenland dttd. IcB, BOU.CBL fandlng accounts dnd Llmltcd
recelod.ble d.ccounts statemetat fro^ EOtry

At this point, it should be noted that in the course f e inquiry, the
committee found it prudent to interrogate the fund 1nJected into CBL for
iiquidity support and other interventions costs amounting to UGX 47 gbn in a
period of three months. As a consequence, the committee requested the Auditor
General to conduct a special audit on the same. At pages g, 10, l l, 12, 13, 14
and 15 the Auditor General observes that-

o"Hr
t)

ltt

frw
(a) Real Time Gross Settlement System (RTGS) amounting to UGX

87.25bn and USD 2O.S1M (approximately UGX 73.8bn) the Auditor
General confirmed transfer of funds from cBL customers to the
respective beireficiaries.

w
(b) l,etters of Credit (LCs) amounting to USD 9.95M (Approximately

35.8bn) were settied by CBL during statutory management.
(c) Telegraphic Transfers (TTs) amounting to USD 53.16M (approxim

UGX

*
Jj

@

UGX 195bn) the Auditor Gen eral could not confirm the recipien

ately

ts oi
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s/n Banks Amount injected
(UGxl bn

Amount reeovered

{UGxf bn

3.477I Gree:rlald 24.O53 20.576
2 ICB

CBL

1 .624 o.269

47a.a30

504,507

126.127 352.709
Total 129.A67 374.64
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the respective transfers from the cBL Nostro account as the account
did not indicate the beneficiary account names, account numbers and
beneficiary banks.

(d) Cash to CBL oranches amounting to UGX TT.Sbn. The Auditor
General conirmed that the cash was transferred to the CBL by BoU
and recorded in the cash accounts of the various branches. However,
he was not able to confirm that the funds were paid to the bonafide
claimants/ account holders since the daily transaction reports
provided by BoU did not indicate the customer name and account
numbers.

Management response:

Bou stated that the amount due from Greenland bank and ICB were written
off on 3oth June, 2009 and 31st march, 2009 respectively due to very low
likelihood of recovery.

Bou further stated that the amount due from cBL wourd be recovered
through the implementation of
shareholders.

the P&A and claims ag7st cBL

Committee observations

,(+* l. Whereas BoU claims to have spent UGX S04.Sbnas iiquidity support

@

and intervention costs to avert a run on the banks, the committee was
not availed any documentation in proof of the claim in respect to ICB and
GBL. The amount in issue for the two defunct banks was UGX 25.6bn.

2. In respect to CBL-

(a) Bou spent UGX r 2bn on other intervention activities (for service

I
d

6

providers i.e. lawyers, auditors, surveyors, valuers, security and BoU
staff allowances. part of this money was also paid as terminal

11k ffi**
benefits to CBL staff).
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(b) Bou accounted for UGX 87.2sbn a'.d LrsD 20.5lM (approximately
UGX 73'8bn) disbursed through Real Time Gross Settlement System
(RTGS), and USD 9.95M (Approximately UGX 35.8bn) disbursed to
settle Letters of Credit (LCs) of the remaining UGX 466bn they
injected as liquidity support.

(c) There was no accountability for the Telegraphic Transfers (TTs)

amounting to USD 53.16M (approximately UGX 195bn) as there was
no coniirmation of the recipients of the respective transfers from the
cBL Nostro account especially because the account did not indicate
the beneficiary account names, account numbers and beneficiary
bank (s).

(d) While cash to CBL branches amounting to UGX 7Z.5bn was
transferred tc, the cBL by BoU and recorded in the cash accounts of
the 'zarious branches the committee was not able to confirm that the
funds were paid to the bonafide claimants/ account holCers srre

ate Qh.the daily transaction reports provided by BoU did not

# (e)

customer name and account numbers.
By their response dated 13ft February 2019 BoU exp
requisite details can only be sourced from

ed at the

BL banking

w

correspondent, Standard Chartered Bank, New york. Alternatively,
they stated that the oAG could review the swift messages for the
details and as such it requested DFCU bank to retrieve the swift
messages and provide them to the OAG. That also applies to the
cash at CBL. The committee therefore observes that by the tinie of
writin! this report it was not possible for the OAG to veriry and
co:rfirm what BoU claimed. parliament may follow up this matter \'

fr
with the OAG after this report.

*
-a

)

@

3. In failing to prepare and submit reports, the statutory manager did not
adhere to the requirements of section Bg (10) of the FIA, 2004 which
reqrrired him to upon ass ption of office control and conduct affairs

& ffie +g(-\
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and business of the institution with diligence in accordance with sound
banking and firancial principles and in particular with due regard to the
interest of the institution, its depositors and other creditors which u.oulrl
forrn a basis of sound decision making for resolution of the bank.

4. The failure of BoU to involve the statutory manger in the sale of the bank
he was managing more so, when they had no reports from him giving the
status of assets and liabilities of the bank was a serious irregularity.
There was even no opportunity for the statutory manager to formally
handover the bank and indeed, MrKatimboMugwanya only learnt of the
sale of the bank when he received a picture of loan files being ferried on
his phone by whatsApp wh e he was on his farm. He was tord of the sare

by his staff at CBL.

Committee recommendations
1 . BoU should at all times produce reporrs ::egarding the

financial institution in issue and share the same with th
who ultimately shoulder the burden of the management
by the Central Bank as per section 93 ofthe FIA,2OO4.

e law and policy regulating resolution of financial institutions should
expressly provide a mechanism of sharing information on
for funds generated from the {inancial institution as well
BoU as liquidity support.

affairs of the

e shareholders

costs incurred

#
accountaO'P

by

3. The law should provide penalties and sanctions against ncompliantn
bank officers.

4. The statutory manager should he involved in rnatters regarding the
resolution of financial institutions under his/her management.

. Further investigations should be carried out by the Uganda police Force
to establish if financial l.ss was occasioned and hold the responsible
officers personally accountable to the extent of e loss, if any. lsL-)
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4.4: TO ASCERTAII{ WHETHER THE FUNDS FROM THE DPF/DIS WERE

PROPERLY USED TO SETTLE INSURED DEPOSITS OF. CLOSED

BANKS IN LrNE WITH SECTION 34 (3) Or THE FIS,1993 AND

SEICTION 1O5 AND 1O8 OF THE FIA,2OO4.

Section 3a(3) of the FIS, 1993 provided that-

The Minister from time to time, in consultation with tte Central Bank and

by notice in the Uganda Gazette, fu the size of tle .fund suffi.cient to
protect tlrc interests of the depositors to be made up bg contibutions
under Section 35 and may authorize the Central Bank to borrow any

such amounts as it mag require for temporary purposes of making up

deftciencg in the fund pending collection of contibution.

Currently, Section 1O2, of the FIA, 2004 states that-

"The Central Bank or its appointed liquidator shall, within a peiod nct

exceeding fortg fiue dags from the date of publication of the tntention to
I)quidate a financial institution, for tle purpose of making an estimate of
the debts and liabilities of the frnancial instihttion, pubtish in a local

neuspaper of national circulation a notice calling upon all creditors,

seanred and unseatred, including depositors, to submit to tLe Central

Bank or the liquidator uithin one month from the date of publtcation, a
statement of the amount claimed and the particulars of ttrc claim"

Further, Section 105 ofthe FIA, 2004 provides that-
"(1) The liquidator shall, within tuo months after submission of a report of the

assets a nd liabilities of the financial instihttion commence the pa!)ment to

depositors and creditors of the frnancial institution except that-

e

w
4.-
,-+---,

n(a) payment shall be made first to the Deposit Protection Fund;

(b) second to the liqtidator for all expenses ina nred in the process of
Iiquidating the financial institution;q

Jj
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(c) third to employees for all uages and salaies due net of any
liabilities to the financial institution;

(d) fourth to secured creditors in paipassu;

@ fifrh to depositors for deposits which are in excess of th.e protected

deposit amount;

(f.1 then to other creditors to rank in paipassu.
(2) section 315 of the companies Act shall not applg to a liquidation of a financial
in stitution.

(3) where ang assets remain afier the paament bg the liquidator of all claims
against the financial institution, the remaining assels shall be distributed- among

the shareholders in accordance toith their respectit,e ights and interests',.

(1)

er section 108 of FIA, 2004 provides that;
The Fund in the Central Bank kn otan immediatelg before the

commencement of thi"s Act as the Deposit protection Fund, in this part

rekrred to a.s the Fund, shall continue in existence.

(2) The Fund shall be managed and controlled bg the Central Bank
(j) Tlrere shall be paid into the htnd all contibutions and other payments

required bg this Part of this Act to be paid into it and there shall be paid.

out of the Fund. all monies required bg this part of this Act be paid out of it.
(4) The Minister mag, fron time to time, bg notice in the Gazette, fix the size of

the Fund sufficient to protect the interests of depositors to be made up bg

the contibutions under section 1O9 cnd tLte Central Bank mag borow ang
such amount as it may require for temporary purposes of making up
deficiencg in the F'und pending collection of contibutions.

(5) The Fund shall consist of-
(a) moneys contibuted to the Fund bg ftnancial ins tiorts under

section 109;

(b) income credited to the Fund under subsection (6) of this section;
(c) moneg borrouted for purposes of the Fund under subsection (4).s

)

@
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(6) The money constituting the htnd sha be placed in an account taith the
central Bank to be inuested in such manner as the central Bank shall
deem appropriate and ang inmmejiom tle inuestment shall be credited to
the Fund.

(7) TLere shall be chargeable to the Fund the administratiue expenses of the
Central Bank, repogment of moneg borrowed by tlte Fund and. pagments
made in respect of protected deposits."

At pages 15, 16' 17, 18 and 23 the Auditor General observed that in line
with Section 3a(3) of the FIS, GoU and BoU came up with an
intervention policy in May r99z which provided that when a bank is
liquidated, Bou commitment to depositors would be limited to the
UGX.3m per depositor (Secured deposits) covered under the Deposit
Insurance Scheme (DIS).

According to the financial statements of the DIF for the six years ended
3Od1 June 2O00 (from 3ofr June lgg4 to 30th June 2000), the balance
of DIF at the time of closure was only UGX.S.g41bn which was
insufficient to cover the total insured deposits of the three(3) closed
banks was UGX.41.152bn. Consequently, Government intervened with
a contribution of uGX.91.221bn in July 2001 to settle both Insured and (
Uninsured deposits of the three (3) closed banks.

Despite Government intervening with a contribution of UG.X.}|.22 1n

July 2ool to settle both insured and uninsured deposits of the three (3)

close d banks, there was no Memorandum of understan<iing to enabre the
Auditor General assess the terms of lending to Bou and how the funds

ould be repaid.

g

@
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The Auditor General further obsewed that depositors worth uGX.I01.073bn
of coouerative bank, ICB and Greenland bank were verified and paic in full
as pledged by Government. The funds used to pay depositors were obtained
from fot.r (4) sources namely; GoU, DpF, BoU and Cooperative bank ltd
(bank assets were used to pay its own customers) as per the table belou,.

Table showing source of funds used to settle the depositors
Bank Total

cotrtributlon to
depositorc lbEl

1o4,534,63a,993
lsource: MOFPED corn',l/Inlcqltlon reltndtag oJ pagme ts tnade to dccount holders ol closed. ba ks, rncmo
refererEe ACC.414.3 ddtzd 6th March 2O7Z otr.d. BOLi memoreJ !,DF.1Z2.6B Jrom BOU)
*The schedtrla tb support the bd.lancing frgure of UGX.'B.BSB urf,s not aw Ed.

Following the verification by BOU, customer deposits totalling
Gx. 101.073bn were verified but UGX. 104.532bn was paid resulting into a

variance of UGX.3.461bn At the time of writing this report, this variance
had not been reconciled.

The Auditor General arso noted that the Liquidator (Bou) refunded a sum
of uGX.25.063bnto refund the DpF which was in excess of the DpF
contribution of UGX.2l.9l2bn, therefore the funds should have been used
to offset Government contribution towards Insured depositors. I

Management Response:

BOU stated that the decision to pay the depositors was en by the
Government and there was no legal requirement for execution of a
memorandum of understanding. The Governm nt commitment

4-'
.l-1

r,
$
a

,6

w
vt,r

Gou (bD) DPF(btrl BOU (bn) Cooperatlve

(bal

Cooperative 49,126,64A,621 7,O7 3,231,645 1,137 ,399 ,703 8,101,734,669 59,439,O14,638
ICB 3 ,257 ,2a2 35a 279,745,829 450,000,000 0 3,987 p2a,t87
Greenland *38,837,069,021 1,799,792,511 47 t,734,636 o 2,271,527,I47
Total 9l,22l,OOO,OOO 3,r52,769,985 2,059,134,339 a,Lot,?34,669

f'*^t,Y*(:ir
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documented in the budget speech of 1999 l2ooo and the Memorandum of
Economic and Financiai policies oi the Government of Ugan d,a 2ooo /2oo1.

The deposits that needed verification and therefore not paid
UGX.7.21bn of which UGX.3.46bn was later verified and paid.

the Bank a d would be

were

BoU stated that after reconciliation, Government outstanding claim was
ucx.70.538bn. Government subrogated the rights of the depositors with
respect to the uninsured portion of their deposits. It therefore ranks as a
creditor that will participate in the distribution of the realised value of
assets on a pro rata basis, after conclusion of the winding up process that
has been on going,

The LrGX.21.912bn is still held at DpF account in BoU arc will be
disbursed to government after the conclusion of the liquidation exercise of
the three (3) closed banks.

Committee observations

e committee observed that-
(i) whereas there was no memorandum of understanding between

Government and the Bank of Uganda, it is the opinion of the committee
that public monies being expended in the resolution p:ocesses of
distressed financial institutions should be on terms clearly ciefined and
dcrcumented. This should be applied mutatis mutandis. In the absence of
such defined and documented terms, it is diificult to ascertain the terms
upon which UGX.91.22bn was given to
recovered.

(ii) The Committee was not availed any docunlent relating to the authority
that approved/authorised payment of the funds in issue from both Bank
of Uganda and Ministry of Finance. The committee observes further that
whereas government paid U X.9l.22bn to be refunded by Bank of$
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Uganda from the asset recovery accounts of the three delirnct banks only

UGX.21.92bn has been recovered and is held in the DIrF leaving an

outstanding sum of UGX.70.538bn unrecoverable since the remaining

e.ssets of the three defunct banks were lumped up and sold tc M/s Nile

River Acquisition Company at UGX.B.9bn.

(iii)Due to absence of documents, it was not possible to ascertain v,'hether

the UGX.9 1 .22bn used to settle customer claims of ICB, Cooperative

bank and Greenland bank went to the bonafide beneliciaries. The

absence of documents could among others be attributed to the long delay

in concluding the winding up process.

Committee recommendatlons:

The committee recommends that-

(i) The DPF should rvithin one month refund the UGX 2l.9bn, due to
Government, to the consolidated fund.

(ii) The Minister of Finance, Planning and Economic Development should

regularly review and fix the size of the fund to ensure sufficient
protection of the depositors interests and avoid recourse to the public 

1

purse

# 4.5: TO ESTABLISH THE TOTAL COST OF LIQUIDATION OF

DEFUNCT BANKS

Section 1O6 ofthe FIA,2004 provides that-

(1) "A liquidator shall keep proper financial ledgers and financial records

in a r"anner prescibed by the Central Bank in uhich shalt
recorded all financial transactions relating to the liquidation".

THE

w
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.<l

"{
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At pages 20,33 and 43, the Auditor General in the special audit report
observed that a sum of UCX.18.774bn was incurred by the Liquidator (BoU) as

liquidatiol costs as illustrated in th table below. osts incurred tr
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NBC and CBL could not be ascertained since BoU had not commenced the
process of liquidation.

Table showing liquldation co3ts of the defunct balks
Bank Total llquidation cost

2,725,\7 8,7 59

7,076,115,O00

8,219,188,000

GTBU 754,346,000

NBC 0

CBL o
TOTAL 14,774,A27,759

ICB

COOPERATIVE

GREENLAND

(Source: Statcrne'rt-s aI d,fId.lrs oJ ICB, Coopeiall.ve, Gree ldrtddrtd GTBU and coatracts, lnuoices, recelpts
dftd detalled std.tanent of dccottit ol CBL fr"orn BoUj

It was further observed that BoU did not maintain full ledgers in relation to
iiquidation costs of ICB, Co-operative bank and Greenland bank. As such,

the Auditor General could not confirm the total liquidation costs for these

three (3) banks. (

Management fesponse:

BoU stated that in the case of ICB, Greenland and Co-operative financial
ledgers in relation to liquidation are maintained. They also stated that
because of a court injunction in respect of NBC, they could not prepare a
tatement of affairs detailing the liquidation costs so far incurred.

In the case of CBL, the BoU management stated that CEIL is still under
Receivership and has not yet progressed into liquidation. Following the
completion ol the current court cases a statement of affairs will be prepared

in accordance with the law.

W
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Committee observations

1. BoU provided recovery accounts for ICB, Co-operativ,-" Bank, GTB, NBC

and Greenland Bank detailing the liquidation costs, creditor claims

settled and proceeds from sale of assets. However, the recovery accounts

for ICB, Greenland and Co-operative banks did not have clear details of
the transactions and could therefore not confirm the accumulated
liquidation costs reported.

2. Whereas BoU management explained that they can not avail the sums

spent in the liquidation of NBC because of a court injunction issued on

28s September 2072 and extended on 27h December 2012 and 15tr'

February 2073, a perusal of the interim order does not reveal the same.

The interim order did prohibit the BoU from proceeding with winding up
of the bank until the final determination of the Constitutional Application
No. 52 of 2012. \t is also of concern to the committee that a court interim
order can last lor seven (7) years without BoU, an affected party, taking
steps to fix Constitutional Petition

disposing of it.

3. Whereas it is correct that there are co

No. 44 of 2Ol2 for hearing

ntestations in court about iss es tn
regard to CBL iiquidation, it is the committee's observation that that does

not stop BoU from preparing the statement of affairs as at the time of the

special audit. Further, it is obvious, like indeed in NBC thatBoU ha

already incurred ascertainable liquidation costs including but not limi
to legal, audit, security and survey.

4. It is the committee's observation that the cost of liquidation would have

been mitigated had BoU relied on its intemal human resource as

opposed to outsourcing professional services.

5. The committce has already made critical observations in relation to
record keeping in resolving audit objectives 1 and 2 earlier in this r h

lq
I
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Committee recornmendations

1. That BoU should stricfly adhere to the requirements of section 106 (1) of
the FIA by keeping proper financial ledgers and financial records in a
manner prescribed by the Central Bank in which sha1l be recorded all
financial transactions relating to the liquidation.

2. The fiduciary duty owed to the person who is ultimately bearing the
burden of paying the iiquidation cost dictates that such cost should be

minimized.

3. Decisions to hire external professional help should be done under
authority of the Board upon justification by management.

4.6: TO ESTABLISH WHETHER THE STATU?ORY MANAGERS
PERFORMED THE FUNCTTONS rN LrNE WITH SECTTON 9Ol4) OF THE
FIA, 2OO4 AND ASCERTAIN THE TOTAL COST INCURRED BY BOU 1
DURING THE INTERVENTION PERIOD.

Under this audit objective, it is important to note that of a1l closed financial
institutions oniy cBL was placed under statutory management under section
89 (2) (g) of the FIA, 2004. For clarity, the relevant provision reads as follows-

"(1) T he Central Bank shall, on taking ouer the management of a ftnancial
institution under section BB of thi.s Act, haue exclusiue pollers of management
and control of the affairs of the ftnancial institutiott.
(4) The pouers referred. to ln subsectton (1) of thts section shall

include pouer to-
(a)

(b)

fr

wd ,("
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(g) Appoint a persort to be knoun as d. sta,fi.rtory rnla'no;ger to
fiutnctge, control and. dlrect the affiilrs of the Jlnancial
institution.

The duties of the said statutory manager are detailed in section 9O(4) of the

PIA, 2004. It provides-

(4) The duties of a statutory manager shall include-

(a) tracing and preseruing all the propertg and assets of the institution;

1b) recoueing debts and other sums of money due and owing to the

institution;

(c) eualuating the capital structure and manogement of the institutton

and recommending to the Central Bank ang restructuing or re-

orgonization which le or she considers necessary and uhich,

subject to the prouisions of any other witten lau, mag be

impt-emented bg him or lrcr on behalf of the institution;

(d) enteing into contracts in the ordinary course of the business of the

institution, including raising of funds by bonouing on such terms

he or she may consider reasonable;

(e) obtaining from ang officers or emplogees of the institution ang

documents, records, accounts, statements or infonnation relating to
ifs business;

(fl issuing a nezu balance sheet and profit and loss accounts; and

(g) ang other duties that may be assigned to him or her bg the Central

.Bank

At pages 52 to 59 the Auditor General in the special audit report observed that

\ffiUt was olaccd under statutory management from 20n October 2016 to 2On

YJanuary 2077. During this period, the Statutory Manager did not prepare a
plan detailing efforts to return the bank into compliance with prudential

standards desprte BoU injecting UGX.478.8bn to support the operations of
CBL. In absence of any documented assessment to revive the bank,
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not provide assurance as to whether Sections B9(5) and 90(a) (c) of the FIA

2O04 were complied with.

Management response

BoU stated that the intervention and subsequent resolution of CBL was done

under section 87(3) and section 89(5) of the FIA, 2OO4 did not come into play

as indicated by the OAG.

BoU further stated that when BoU took CBL into statutory management, it was

found to be grossly insolvent. It is not possible to revive a bank with this level

of insolvency and restore it to full compliance with capital adequacy and other
requirements. Therefore BoU pursued other means to resolve the bank.

Committee observations

1 . The committee established that during ihe period of statut ry
management the statutory manager recovered UGX 16.2bn from loans in
the performance of his functions and compliance with section 90 (a) (b) of
the FIA, 2004.

2. T}:,e committee further established that the processes leading to the sale

of CBL (in Receivership) commenced during the period of statutory
management contrary to section 95 of the FIA, 2004

3. Whereas the letter of appointment dated 2oft October 2O 16 made no

reference to section 89 (5) of the PIA as claimed by BoU, it is the duty of
the statutory manager in the exercise of statutory functions to observe

and comply with all the provisions of the Financial Institutions Act and

other laws of Uganda. Accordingly, section 89 (5) of the PIA applied to his
functions.

4. In light of the findings in 2above, the committee observed that BoU

(

C

W management did not provide a plan or assessment detailing orts to
return the bank into compliance w.ith prudential stan despite

funciing with UGX.478.8bn.
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5 The above notwithstanding, at pages 7 and g of the speciar audit report of
February 2019 on the accountab,ity for the UGX 47gbn injected into
CBL, the Auditor General observed that CBL liquidity position was
significantly bel0w compliance revel for the first two months of the
statutory management period. However, in the last month of statutory
management, from 1"t January 2O1Z to 24m January 2OLZ, CBL met the
required liquidity compliance levels. Therefore the bank,s liquidity
position had stabilized.

Table showlng CBL,8 ltqutdtty assessment for the pcrlod l.t January to 24th rlanuary 2Ol?

rce: Bdnk oI Ugand.d llqutdttr a.s se s s rr@ nt re p o ras lor the t,(rTod)

(

u

W

A critical analysis of the table above reveals that CBL had recovered from
liquidity distress from mid-Jan uary 2OlT to the time it was dispo of
25m January 2OlT. It fact, BoU had stopped injecting money
January 2017. Therefore the bank,s liquidity position had stabili

fi\,
( ( W v+n\

Date (A)- Total Depo8lts lBl-2o% compllsnce
level of asBets

(C). Actual Itquld Ass€ts
IIeld

(D=c-B
o1 /o1/ 2017 7r8,705,870,000 143,74 1,174,000 143,375,330,000 (365,844, 00102lot l2ot7 693,384,000,000 1 38,676,800,000 I41,001,156,000 2,324,356,000
03 /ot /2017 695 ,062,958,000 139 ,012,591,600 142,396,687,000 3 ,384,095,40006lor /2017 688,33 1,758,000 137 ,666 ,351,600 141,168,274, 3,50 1_,922,40007lol /2017 687,852,870,000 13 7,570,574,OO0 134 ,072,358,000 (3 ,498,216,0001os lot /2017 692,886,134,000 138 ,577 ,226 ,800 145 ,631,476,000 7 ,o54,249,20009/01/2017 646,688,907,000 I37,3 37 ,781,+oo 147 ,724 ,133,000 10,386,351,600
to /ot /2017 684,336,992,000 36,867,398,400 38,s09,732,000 I,642,333,600
13 /01 12017 673,368,669,000 r34,673,733,800 11 3,065,738,000 (21,607,995,800)
14 /Ot l2Ot7 673.859,S24,000 13 4 ,7 7 I ,984 ,a00 125,569, 53,000 9,202,731,800)

669,844,078,000 133 ,968,8 t5,600 117 ,39t,72+,ooo (16 ,577,09 r,600)
ts lor i20t7
16 /Ot /2017 691,884 ,616,000 138, 76,923,200 165 ,462,815,000 ,08s,891,800t7 lot l2ot7 693,31 1,563,000 138,662,312,600 165,764,742,000 27 ,102,429,400
20 /Ot 12017 688,9a2,692,OOO ,796,538,400 161,010,369,000 23,2 3,830,6002t lol /20t7 688 ,682,047,0OO 13 ,736 ,409 ,400 152 ,103,869,000 14,367,459,60022/01/2017 688,954,547,000 137 ,7 90 ,909 ,400 160,682,090,000 ,89 r,180,600
23 /Or 120t7 6a4,030,329,000 136,806,065,800 157,545,986,000 20,739,920,20024 /01/ 2Or7 680,706,495,000 136 ,141,299,0O0 157 ,421,545,000 2 1,280,246,000
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6. The committee established that during the period of
management the statutory manager recovered UGX 16.2bn from
the performance of his functions and compliance with section 90
the FIA, 2004.

statutory

loans in
(+) (b) of

7' The committee further estabrished that the processes reading to the saleof CBL (in Receivership) commenced during the period of statutory
management contrary to section 9s of the FIA, 2004. whereas Bou is
mandated under the cited section to arrange for a p&A, such powers can
only be exercised after BoU has taken over as Receiver. As observed
herein' the process for the p&A was commenced on gth Decem ber 2077when the bids were invited from selected prospective buyers. This
indicates that the decision to se, was conceived wh,e the bank was
under statutory management.

B' The committee is therefore satisfied that the statutory manager performed
his functions in compliance with section 90 (a) of the FfA, ,OOO. ,n"

ttee observes however, that the statutory manager did not provide
comml

the accountability and handover report as required by the law owing tothe termination of his services upon pla
fank 

in receivership

#

without his knowledge or input.
9. From the report of the audit on the accountability for the UGX 47gbn

injected into CBL at page 6 thereof, the committee obseryes that the
Statutory Manager prepared CBL annua1 report and financial statements
for the year ended 3lst December 2016 as required by section 90 (a) (f) ofe FIA 2004. KPMG Auditors were engaged to audit the financial
statements prepared by the statutory manager during the time of his
management' The requisite professional fees were fully paid however; the
financial statements were never signed by the statutory manager or BoU.

Committee recommendations
I . The committee recommends that in the process of taking a deci on

0j
t
.t'

@

[#"quidate a financial institution, detailed revival s
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exhausted before taking the most
hnancial institution which act has

extreme action of liquidating a
far reaching implications to the

financial sector' The absence of such prans would connote premeditated
intentions to windup a financiar institution instead of reviving it to the
extent that such is possible.

2. The committee further recommends that the statutory manager,s
assessment as may be revealed in his report prior to liquidation should
be key in forming the basis for the decisions of the Central Bank in
relation to liquidation. Such a report would reveal the 1inancial status of
the institution including its ab ity to return to prudential compriance.

4,7: TO CARRY oUT ANY PRocEDUREs THAT MAY BE APPROPRIATE IN
THE CIRCUMSTANCES

In the course of the inquiry, the committee came across several matters
incidental to and connected with its terms of reference. These relate to
the seven financiar institutions in issue and the Bank of uganda. Th
included the following:

1. Co-operative Bank Ltd
The committee in the course of interaction with the uganda co-operative
Alliance (representing the cooperators that formed the Co_operative B
in 1964), established that in 1992, t,.e Government of Uganda togeth
with USAID made attempts to recapitalize the distressed Co_opera
Bank. They complained that in the process a new company (the d-dr

ffiW
operatlve Bank Ltd incorporated in lgg7) in the same name with a
set of directors and subscribers, This was done without deregistering or
liquidating the previous co-operative Bank Ltd of 7964 registered
the Cooperative Societies Act.

t\
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In interrogating this matter, the committee interfaced with the
subscribers of the Co-operative Bank Ltd lgg., officers from the Uganda
Registration Services Bureau, Mr. Charles Owor, former Bank Secretary
of the both banks, BoU officials and the Minister of Finance, planning
and Economic Development, Hon. Matia Kasaija. The committee also
received copies of correspondences from the Minister of Trade, Industry
and Co-operatives to the Governor Bank of Uganda inquiring about the
final report on the closure of the co-operative Bank. In those
correspondences, Hon. Amelia Kyambadde informed the Governor that
her Ministry was considering reviving the Co_operative Bank.

It was the observation of the committee that, it is true that a new co-
operative Bank was incorporated in lggz with the same name as the
original (1964) co-operative Bank Ltd. By having two co_operative banks
duly registered without winding up the first one resurted into confusion
leading to the question as to which bank was closed in 1999. This
explains the concern by the Uganda Cooperative Alliance as to what
happened to the assets of the co-operative Bank of 1964. The committee
was availed with a complete asset register of Co_operative Bank as at
1997.

operative Alliance regarding the closure
operative BanL of 1964.

The committee therefore recommends that BoU, Mlnistry of Trade,
Industry and Co-operatives and the Ministry of Finance, planning
and Economic Development resolves the concerns of the Uganda Co_

and assets of the Co-

ff
It is further recommended that Government reports on th
to this House wlthin six months.

he Bank of Uganda Board of Dlrectors
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In the process of the inquiry, the committee reviewed the legal regime
establishing and governing the Bou Board particularly the constitution
of the Republic of Uganda and the Bank of Uganda Act. A perusal of
article 161 (2) of the constitution revears a conflict thereof with sectionl.
of the BoU Act in as far the number of directors and their appointment.
whereas article 161 (2) of the constitution provides that the Board shall
consist of the Governor, Deputy Governor and not more than Ilve other
members the BoU Act in section 7 provides that the Board of Directors
shall consist of the Governor, Deput5r Governor, Secretary to Treasury
and not less than four nor more than six other Directors.

In terms of appointment, whereas the constitution provides, in article
16 1 (3) (a) that the Board shail be appointed by the president with
approval 0f Parriament, the BoU Act provides under section 7 (2) that the
Directors shal1 be appointed by the Minister. whereas the Act in section
7 (1) (c) provides for secretary to the Treasury to be a statutory member
of the Board the Constitution has no such requrrement. Currently, the
committee observes that Mr. Keith Muhakanizi is a voting member of the
BoU Board.

The committee recommends that the Secretary to the Treasuty or
his or her representative (not below the rank of Commissioner), likeit is in other jurisdictions, should be a non-voting member of the
Board. This will be a
the Bank of Uganda

the Constitution.

good safe guard against any likely compromising of
independence guaranteed under article 162 (2) of

#
g
I

,d

With respect to the term of office of Bo Board of Directors, reas
Constitution, under article 161 (3) (b), provides for a term of five
Board members, section Z (S) of the Act provides for a renewa

ur years.
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In terms of the functions of the Board, the committee observed that THE
BOARD DID Nor aDEeuarEly supERvIsE MANAGEMENT in the
process of liquidating the financiar institutions. And indeed, their failure
is exemplified in the fact that up to the time of writing this report they
have never demanded for final reports on the liquidated financial
institutions.

The committee observes it is against the letter and spirit of article 161 (21

of the constitution which provides that "the authority of the Bou shalr
vest in the Board..''' Indeed, section 10 0f the BoU Act clearly provides
for the duties of the Board as being responsible for the general
management of the affairs of the bank, ensuring the functioning of the
bank, the implementation of its functions and formulation of policies.

1' rt is recommended that the Board reminds itself of its obrgations
and mandate under both the Constitution of Uganda and the
Bank of Uganda Act. The appointing authority may in the event
of any failure on the part of the Board in effective supenrision of
the management of
appointments.

consider reviewing thelr

2. The Constitution of Uganda, in article 161 (4), provides that the
Governor and deputy Governor shall be Chairperson aud Vice

#.
M_ observed that in countries

ffi , ., objectivity of the Board and

S+may be strengthened by the

@'

Chairperson and vice Chairperson of the Board is separated from
the position of Chtef Executlve Olficer and his Deputy. In llne
with G2O/OECD prlnciples of Corporate Governance 2OlS it is

Chalrperson

governance
of the

principles
Board

would
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Executlve and Chair. Separatlon of these two positlons is
generally regarded as good practice, as it can help to achieve au
appropriate balance of power, increase accountability and
improve the Board's capaclty for decislon making independent of
management. It is the recommendation of this commlttee
therefore, that artlcle 161 (41 be reviewed to separate the oflices
of the leadership of the Board and top manag€ment of BoU.

3, Security ofthe Central Bank

while conducting the inquiry, the committee came across evidence of
serious security laxity at the central Bank. This involved movement of
persons contrary to the provisions of the securit5r policy and unverified
items in and out of the bank. A Central Bank of any country is a highiy
securit5r sensitive installation and the casual and unprofessional
handling of security at the BoU is unacceptable. The practice of senior
staff at the BoU violating the security policy should immediately cease.

It is recommended that-
1. The bank strengthens its monitorlng and observance of its

security pollcy,

2. All bank officials should strictly adhere to the security policy and
any found ln breach should be subjected to the dlsciplinary
procedures of the Bank.

4. Reports raised by the internal auditor ofthe bank,
The committee was not provided with the response on issues raised by
the BoU internal auditor's reports in regard to liquidation processes,

neither was evidence of compliance

recommendations provided.

with the Internal Auditor,s
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The Board should take serious eonsideration of the reports generated by
the internal auditor
accountability.

as a basis for formulation of policies and

a

5. Confidentiality: Section 40 (O) ofthe Bank ofUganda Act, 1998
section 40 (3) of the BoU Act provides that .the bank shan not pubrish or
disclose ang information regard.ing the affairs of a frnancial institution or of
a customer of a financiar instifution unless the consent of the institution or
aistomer has been obtained',. The committee observed that BoU in
pursuit of its mandate is duty bound to make decisions including
procuring prospective purchasers of a {inancial institutions in distress.
This may be before takeover. In such cases, it is impossible for a
prospective purchaser to express interest without sufficient information.
The section on the other hand prohibits disclosure of such information
yet section 95 (1) (b) of the FIA allows the option of sale by a p&A which
would guarantee the interest of depositors without resorting to tax
payers money. Accordingly, the committee observes that section 40 (3)
places an unreasonable restriction on the Central Bank.

It is recommended that sectron 40 (3f of the Bou Act be amended to
provide for exceptional circumstances.

6. Securities of petltioners.

upon inviting stakeholders for interaction with the committee on matters
thin its terms of reference, a number of customers of the defunct

banks appeared with complaints reiating to the management of their
securities by BoU andf or its liquidation agents. The complaints ranged
from irregular sare of securities, contempt of court orders and regar
withholding of securities upon clearance of obligations.
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The committee observes that the management of securities during
liquidation process has not been fully transparent. Indeed, BoU itself is
still in possession of certificates of title which they have failed to explain.

The commlttee therefore, recommends that BoU establishes a
mechanism of receiving and resolving complaints including against
its liquidation agents.

Rt. Hon Speaker and Honorable members, I beg to submit.

I thank you.
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