


AUDIT SUB-COMMITTEE OF THE BOARD

During the year, the Audit Sub-Committee of the
Board met twice, in April and July 2006. During the
April meeting, the Audit Sub-Committee examined
and discussed in detail the Draft Accounts and
the external auditors’ Management Letter for
the previous financial year, prior to the two
documents being presented to the full Board. The
Sub-Committee further discussed and endorsed
Internal Audit Reports suggesting improvements in

the internal controls of the Bank.

MANAGEMENT AND STAFF

There were deliberate efforts during the year to
align the Bank’s human resource activities to the
key Strategic Plan Targets as spelt out in the 5
year Strategic Plan (2006 — 2010). The initiatives
were staff training and development, performance
management, and staff

change management

recruitment and redeployment, among others.

!.

Staff team building exercise
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Continuous performance and change management
remained an overriding objective for the Bank to
ensure that individual staff performance was aligned

with the strategic objectives.

The Bank’s endeavour to attract and hire staff of
the highest calibre was realized during the year
with a number of key positions being filled. These
were Director of Operations, Director Legal Affairs,
Lead Specialist Corporate Finance and Senior
Legal Officer. Additionally, given that learning and
human capacity building is prerequisites for the
achievement of the Bank’s objectives, training
and staff development featured among the Bank’s
priorities in 2006 especially in areas as such effective

marketing of Bank’s products and services, trade,

housing, and corporate finance, among others.




REPORT AND FINANCIAL STATEMENTS AS AT 31 DEC 2006

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Bank’s directors are responsible for the preparation and fair presentation of the financial statements,
comprising the balance sheet at 31 December 2006, the income statement, the statement of changes in equity
and cash flow statement for the year then ended, and the notes to the financial statements, which include
a summary of significant accounting policies and other explanatory notes, in accordance with International

Financial Reporting Standards, and the Bank’s charter.

The directors’ responsibility includes: designing, implementing and maintaining internal control relevant to the
preparation and fair presentation of these financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates

that are reasonable in the circumstances.They are also responsible for safe guarding the assets of the Bank.

The directors accept responsibility for the financial statements set out on pages 45 to 72 which have been
prepared using appropriate accounting policies supported by reasonable and prudent judgments and estimates,
in conformity with International Financial Reporting Standards and the Bank’s charter. The directors are of the
opinion that the financial statements give a true and fair view of the state of the financial affairs and of the
profit for the year ended 31 December 2006.The directors further accept responsibility for the maintenance
of accounting records that may be relied upon in the preparation of financial statements, as well as adequate

systems of internal financial control.

The directors have made an assessment of the Bank’s ability to continue as a going concern and have no reason

to believe the business will not be a going concern in the year ahead.
Approval of the financial statements

The financial statements, as indicated above, were approved by the board of directors on 3™ May 2007 and were

signed on its behalf by:

.

Chairman

MTM

Director General:

Date: 10* May 2007

43



REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF

EAST AFRICAN DEVELOPMENT BANK

Report on the Financial Statements

We have audited the financial statements of East
African Development Bank which comprise the
balance sheet at 31t December 2006, the income
statement, the statement of changes in equity and
cash flow statement for the year then ended and
the notes to the financial statements, which include
a summary of significant accounting policies and

other explanatory notes as set on pages 49 to 72.

Directors’ Responsibility for the Financial
Statements

As stated on page 43, the Bank’s directors are
responsible for the preparation and fair presentation
of these financial statements in accordance with
International Financial Reporting Standards and the
Bank’s charter. This responsibility includes: designing,
implementing and maintaining internal control
relevant to the preparation and fair presentation
of financial statements that are free from material
misstatement, whether due to fraud or error;
selecting and applying appropriate accounting
policies; and making accounting estimates that are

reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on
these financial statements based on our audit. We
conducted ourauditin accordance with International
Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance
whether the financial statements are free from

material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend
on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial

statements, whether due to fraud or error.
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In making those risk assessments, the auditor
considers internal control relevant to the entity’s
preparation and fair presentation of the financial
statements in order to design audit procedures
that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of
accounting estimates made by management, as well
as evaluating the overall presentation of the financial
statements. We believe that the audit evidence
we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true
and fair view of the state of affairs of East African
Development Bank at 31 December 2006 and of
its financial performance and cash flows for the
year then ended in accordance with International
Financial Reporting Standards and the Bank’s

charter.

Report on Other Legal and Regulatory
Requirements

We obtained all the information and explanations
which to the best of our knowledge and belief were
necessary for the purposes of our audit.

In our opinion, proper books of account have been
kept and the financial statements referred to in
the preceding paragraph are in agreement with the

accounting records.

o
KPMG
Certified Public Accountants

P O Box 3509 Kampala, Uganda
Date: 10* May 2007



PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2006

Interest income

Interest on loans

Interest from bond funded projects
Interest on lease rentals

Interes on loans to other Banks
Interest on short term deposits

Sub-total

Interest expense

Interest on Loans from Banks
Bond issue costs

Interest on share capital advance
Interest on bonds

Interest on borrowing

Sub-total

Net interest income

Fee and commission income:
Commissions received

Commissions from letters of credit
Commitment fees

Net losses arising from foreign exchange
Dividend income

Other income
Operating income

General operating expenses:
Staff and administration expenses
Depreciation and amortisation

Impairment loss on loans and advances

Profit before taxation

Taxation
Net profit for the year

Basic earnings per share

The notes set out on pages 49 to 72 form an integral part of these financial statements.

Note 2006
USD ‘000

8,984
3,384
782
413
3,941
17,504

(163)
2 (246)
(3,678)

(6,040)

(10,127)

7,377

1,298
139
168
3 (164)
288
4 1,884

10,990

5 (5,235)
81)

12 (ii) (849)
(6,365)

6 4,625

7 -
4,625
8 0.81
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2005
USD ‘000

8,075
2,659
462
2,520
13,716

(228)

(50)
(3,041)
(4,401)
(7,720)

5,996

396
71
93

(429)

252

1,109

7,488

4719)
717)
(628)

(6,064)
1,424

1,424
0.28



BALANCE SHEET AS AT 31 DECEMBER 2006

ASSETS

Cash and bank balances
Deposits due from banks
Other assets receivable
Investments

Capital work-in-progress
Intangible Assets

Property and equipment

Note

10

12
13
14
15

SHAREHOLDERS’ FUNDS AND LIABILITIES

LIABILITIES
Dividends payable
EADB bonds

Other accounts payable

Medium and long term loans

Special funds
Technical grant
Capital fund

Advance share capital contribution

CAPITAL AND RESERVES
Share capital

Fair value adjustment reserve
Special reserve

Accumulated losses

Off balance sheet items

16
17
18
19

20
21
22
23

24
25
26

34

2006
USD <000

4,186
63,844
11,473

176,603
1,558
4,568
262,232

35
37,458
1,333
121,412
160,238

13,841
1,271
7,479

31

22,622

182,860

77,558
8,474
(6,660)
79,372
262,232

40,121

2005
USD ‘000

11,255
87,368
8,170
14,638
13

4,84
226,403

35
40,562
1,411
96,618
138,626

13,841
257
7,479
22
21,599

160,225

68,567
422
7,176
(9,987)
66,178
226,403

28,946

The financial statements set out on pages 45 to 72 were approved by the Board of Directors on 3" May 2007

Y
Director General: M / UaAfr -t

and were signed on its behalf by:

Chairman: \-..-L

)
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2006

Reconciliation of operating profit to net cashlows

from operating activities

Profit before tax

Depreciation

Amortisation of intangible assets

Gain on sale of property and equipment
Fair value adjustment reserve

Gain on sale of equity investments

Operating profit before changes in operating assets

Changes in working capital

Movement in investments

Decrease in amounts due from HIPC
Movement in other assets receivable
Movement in accounts payable

Advance share contribution

Movement in medium and long term loans

Movement in special fund

Net cash flows from operating activities

Investing activities

Dividends paid

Proceeds from sale of equity investments
Purchase of equipment

Purchase of property and equipment

Proceeds from the sale of property and equipment

Net cash flows from investing activities
Financing activities

Increase in share capital

Net proceeds from issue of EADB bonds
Technical grant from AfDB

Net cash flows from financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year
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Note 2006

USD <000

4,625
252
29
(738)

(480)

3,688

(62,871)
(3,303)
(78)

9
24,794

(37.761)

964
(1,283)
(179)
765

267

8,991
(3,104)
1,014

6,901

(30,593)
98,623
27 68,030

2005
USD ‘000

1,424
710

(26)
422
(515)

2,015

5,277
5,329
(4,703)
(737)
(1,987)
1,912
(24)

7,082

(136)
1,082
(131)
319)

41

537

8,991
11,289
257

20,537

28,156
70,467
98,623



STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2006

At | January 2005

Increase in share capital

Surplus on revaluation of available-

for-sale investments

Net profit for the year

Transfer from profit and loss account

At 31 December 2005

Increase in share capital

Fair value reserve realized on sale of

available for sale investments

Net profit for the year

Transfer from profit and loss account

At 31 December 2006

Share
capital
UsD ‘000

59,576

8,991

68,567

8,991

77,558
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Fair value
adjustment
UsD ‘000

422

422

(422)

Special Accumulated
reserves
usD ‘000

6,780

396

7,176

1,298

8,474

losses
USD ‘000

(11,015)

1,424

(396)

(9,987)

4,625

(1,298)

(6,660)

Total
equity
USD ‘000

55,341

8,991

422

1,424

66,178

8,991

(422)

4,625

79,372



NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2006

I. PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out below:

a) Basis of preparation

The financial statements are prepared in accordance with and comply with International Financial Reporting
Standards. The financial statements are prepared under the historical cost convention as modified by the
carrying of the available-for-sale investments at fair values and impaired assets at their recoverable amounts.The
preparation of financial statements in conformity with the International Financial Reporting Standards requires
the use of estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and contingent liabilities at the date of financial statements and reported amounts of revenues
and expenses during the reported period. Although these estimates are based on the directors’ best knowledge

of current events and actions, actual results ultimately may differ from these estimates.

b) Currency of accounts and translation

These financial statements are expressed in United States Dollars (USD). Assets and liabilities expressed
in various currencies are translated into US Dollars at rates of exchange ruling at the balance sheet date.
Transactions during the year are converted at exchange rates ruling at the transaction date. At balance sheet date

the translation rates between one United States Dollars (USD) and the other currencies were as follows:-

2006 2005
Kenya KES 69.40 72.37
Tanzania TZS 1261.64 1165.51
Uganda UGX 1739.60 1813.26
Denmark DKK 5.66 6.32
Japan JPY 118.95 117.97
Norway NOK 6.26 6.77
Sweden SEK 6.87 793
UK. GBP 0.51 0.58
E.U. EUR 0.76 0.85
Special Drawing Rights SDR 0.66 0.70

The resulting differences from the conversion and translation of all transactions and balances are dealt with in

the profit and loss account in the period in which they arise.

c) Revenue recognition

Income is recognised on accrual basis.
(i) Interest income
Interest Income and Interest expense is recognised on an accrual basis taking into account the effective

interest rate of the interest earning asset or interest bearing liability.
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(i) Fees and commission income
Fees and commission income is recognised when the service is provided.
(iii) Dividend income

Dividend income is recognised when the right to receive dividends is established.

d) Property and equipment
Property and equipment are stated at cost less depreciation and impairment losses. Depreciation is calculated
to write off the cost of the property and equipment on a straight-line basis over the expected useful lives of the

assets concerned.The principal rates used per annum for this purpose are: -

Buildings 5.0%
Motor vehicles 25.0%
Water reticulation plant 12.5%
Generator 10.0%
Computer equipment 25.0%
All others 12.5%

Gains and losses on disposal of property and equipment are determined by reference to their carrying amount

and are taken into account in determining the result for the year.

e) Intangible Assets

Computer software costs which are clearly identifiable and controlled by the bank and have probable benefits
exceeding the costs beyond one year are recognised as an intangible asset. These assets are amortised using
the straight line method over an estimated period of four years. Cost associated with maintenance of existing
software programs and modifications are expensed as incurred. Intangible assets are stated at cost net of

accumulated amortisation and impairment losses.

f) Operating leases
Leases, where a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases are charged to the profit and loss account

on a straight line basis over the period of the lease.

g) Capital work-in-progress
Assets in the course of construction (capital work-in-progress) are not depreciated. Upon completion of the
project the accumulated cost is transferred to an appropriate asset category where it is depreciated according

to the policy.
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h)

Finance leases

Equipment leased out under finance lease arrangements is recognised as investments at the date of the

agreement at an amount equal to the net investment in the lease. The interest element of each installment is

recognised as income to the profit and loss account at the time each installment falls due. Provision is made for

lease payments receivable considered to be uncollectible.

i)

Recognition and measurement of financial instruments

A financial instrument is a contract that gives rise to both a financial asset of one enterprise and a financial

liability of another. Management determines the appropriate classification of the financial instrument at the

time of purchase and evaluates its portfolio on a regular basis to ensure that all financial instruments are

appropriately classified.

i)

Recognition

The Bank recognises financial assets held for trading and available for sale assets on the date it commits to
purchase the assets. From this date, any gains and losses arising from changes in fair value of the assets are
recognised.

Held to maturity loans and receivables are recognised at the date they are transferred to the Bank.

Measurement

Financial instruments are measured initially at cost including transaction cost. Subsequent to initial
recognition, all trading instrument and all available for sale assets are measured at fair value, except that
any instrument that does not have a quoted market price in an active market and whose fair value can not
be reliably measured is stated at cost, including transaction costs, less impairment losses.

All non-trading financial liabilities, loans and receivables and held to maturity assets are measured at
amortised cost less impairment losses. Amortised cost is calculated on the effective interest method.
Premiums and discounts, including initial transaction cost, are included in the carrying amount of the

related instrument and amortised based on the effective interest rate of the instrument.

Gains and losses arising from a change in fair value of available for sale assets and trading instruments are

recognised in equity and the profit and loss account respectively.

Derecognition

A financial asset is derecognized when the Bank loses control over the contractual rights that comprise
that asset. This occurs when the rights are realized, expire or are surrendered. A financial liability is

derecognized when it is extinguished.

Available-for-sale assets and assets held for trading that are sold are derecognized and corresponding
receivables from the buyer for the payment are recognised as of the date the Bank commits to sell the
asset.

The Bank uses the specific identification method to determine the gain or loss on derecognition. All gains

and losses previously recognized directly in equity are recognized in profit and loss account.
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Held to maturity instruments and loans and receivables are derecognized on the date they are transferred

by the Bank.

iv) Derivative instruments
Financial future contracts, forward rate agreements and interest rate swap agreements are stated at fair
value. Fair values are obtained from quoted market prices and dealer price quotations. Gains and losses on

fair value measurement are recognized in the income statement.

i) Impairment

The carrying amounts of the Bank’s assets are reviewed at each balance sheet date to determine whether there
is any indication of impairment. If such a condition exists, the assets’ recoverable amount is estimated and an
impairment loss recognised in the income statement whenever the carrying amount of an asset exceeds the

recoverable amount.

k) Impairment losses on loans and advances

Loans and advances are recognised when cash is advanced to borrowers. Loans originated by the Bank by
providing money to borrowers, other than those created with the intention of short term profit taking are
classified as loans and receivables. These are carried at amortised cost, which is the present value of the
expected future cash-flows, discounted at the instruments’ original effective interest rate. Loan origination fees

together with related direct costs are treated as part of the cost of the transaction.
Loans and advances are shown at gross amount adjusted for any provision for impairment losses. A provision
for loan impairment is established if there is objective evidence that the Bank will not be able to collect all

amounts due according to the original contract terms of the loans. The amount of the provision is the difference

between the carrying amount and the estimated recoverable amount.

When a loan is deemed uncollectible, it is written off against the related provision for impairment. Subsequent

recoveries are credited to the provision for loan losses in the profit and loss account.

I) Other assets receivable

Other assets receivable are stated at cost less impairment losses for amounts considered to be irrecoverable.
m) Other accounts payable

Other accounts payable are carried at cost, which is the fair value of the consideration to be paid in the future

for goods and services received.

n) Fiduciary assets

Assets held in a fiduciary capacity are not treated as assets of the Bank on the balance sheet.
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o) Offsetting
Financial assets and liabilities are only offset and the net amount reported in the balance sheet where there is a
legally enforceable right to set off the recognised amounts and the Bank intends to either settle on a net basis,

or realize the asset and settle the liability simultaneously.

p) Borrowing expenses

Charges on borrowings are accrued when they are incurred.

q) Liquidity
The Bank maintains a minimum of 1.33 times coverage of designated liabilities for the coming twelve months
in liquid assets. Designated liabilities include repayments of principal and interest, budgeted administrative and

staff expenses for the year.

r) Provisions

Provisions are recognised when the Bank has a legal or constructive obligation as result of past events and it
is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate of the
amount can be made.Where the Bank expects a provision to be reimbursed, for example under an insurance
contract, the reimbursement is recognised as a separate asset but only when the reimbursement is virtually

certain.

s) Retirement obligations

The Bank operates a defined contribution retirement benefit scheme to which employees contribute 10% of
their basic salary and the Bank contributes 10%, 12.5% or 15% of the employees’ basic salary depending on
his/her length of service.

The Bank also makes contributions to a statutory pension scheme, the National Social Security Fund (NSSF).
This is a defined contribution scheme registered under the National Social Security Act. The Bank’s obligations
under the scheme are limited to specific contributions legislated from time to time and are currently 10% of
the employees’ gross salary for Uganda and Kenya Shillings 200 for Kenyan employees.

The Bank’s contributions to both schemes are charged to the profit and loss account in the year in which they
are made.

Costs relating to early retirement are charged to the profit and loss account in the year in which they are

incurred.

t) Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents comprise of cash with banks held as

demand and time deposits.

u) Contingent liabilities

Letters of credit acceptances and guarantees are accounted for as Off Balance Sheet transactions and described
as contingent liabilities.

Estimation of the outcome and financial effect of contingent liabilities is made by management based on the
information available up to the date the financial statements are approved for issue by the directors.

Any expected loss is charged to the profit and loss account.
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v) Interest bearing borrowings

Interest bearing borrowings are recognized initially at fair value less attributable transaction costs. Subsequent
to initial recognition, interest-bearing borrowings are stated at amortised cost with any difference between
cost and redemption value being recognized in the income statement over the period of the borrowings on an

effective interest basis.

w) Taxation
No provision is made for taxation as the bank is exempt from income tax under Article 49 of the Bank’s

Charter.

x) Comparatives
Where necessary, comparative figures have been adjusted to conform to changes in presentation in the current

year.

2. BOND ISSUE COSTS

2006 2005

USD’000 USD’000

Amortisation charge 226 42
Other bond issue expenses 20 186
246 228

These relate to costs incurred on issue of EADB bonds and are written off over the period of the bond.

3. NET LOSSES FROM FOREIGN EXCHANGE

2006 2005
USD’000 USD’000
Exchange loss on currency translations 155 368
Realised loss on foreign exchange dealings 9 61
164 429

4. OTHER INCOME
2006 2005
USD’000 USD’000
Rent income 479 502
Profit on sale of property and equipment 761 26
Directors fees 19 8
Staff loans interest 37 39
Gain on sale of equity investments 508 515
Guarantee fees 68 -
Miscellaneous income 12 19
1,884 1,109
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5. STAFF AND ADMINISTRATION EXPENSES

2006 2005
UsSD’000 USD’000

Salaries and wages 2,386 2,338
Pension and gratuity 303 293
Rent and housing allowance 244 281
Other staff costs 607 360
Staff duty travel 261 200
Directors’ expenses 175 190
Insurance 218 194
Advertising and publicity 64 51
Legal fees 4 24
Other administrative expenses 973 788

5,235 4,719
6. PROFIT BEFORE TAXATION
Profit before taxation is stated after charging the following:

2006 2005

UsSD’000 USD’000

Directors’ emoluments:
- Fees and allowances 70 70
- Other expenses 105 120
Depreciation and amortisation 281 710
Auditors’ remuneration 30 20

7. TAXATION
In accordance with Article 49 of the Bank’s Charter; the Bank is exempt from income tax.Therefore, no amounts

for corporation and deferred tax have been provided for in the financial statements.

8. BASIC EARNINGS PER SHARE
Basic earnings per share is calculated by dividing the net profit for the year attributable to ordinary shareholders

by the weighted average number of ordinary shares outstanding during the year.

2006 2005

USD ‘000 USD ¢000

Net profit attributable to ordinary shareholders 4,625 1,424
Weighted average number of ordinary shares in 5,745 5,079
Basic earnings per share 0.81 0.28
Diluted earnings per share 0.81 0.28

There were no potentially diluted shares/instruments outstanding as at 31 December 2006 and 2005.
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9. CASH AND BANK BALANCES

2006 2005
USD ‘000 USD ‘000
Commercial Bank of Africa I,I15 20
Standard Chartered Bank Uganda Ltd 146 1,292
Stanbic Bank Uganda Ltd 202 2,205
CRDB Limited - Tanzania 2 2
Standard Chartered Bank London 501 2,303
Standard Chartered Bank Kenya Limited (160) 288
Standard Chartered Bank-Tanzania Limited 247 2,231
Citibank Uganda Limited 45 2,475
Citibank - London 505 410
HSBC Bank plc 1,558 -
Others 25 29
4,186 11,255

10. DEPOSITS DUE FROM BANKS
2006 2005
USD ‘000 USD ‘000
Standard Chartered Bank Ltd — London 5,268 10,245
Commercial Bank of Africa - 1,245
Nile Bank Limited - 7,191
Crown Agents Financial Services 3,065 2,000
Standard Chartered Bank (Kenya) 3,170 -
Belgolaise Bank - 1,779
Fortis Bank 13,313 16,931
Citibank — London 7,739 14,736
Citibank (U) Ltd - 3,000
Citibank (Tanzania) - 3,259
CRDB Bank Limited - 180
Hong Kong Shanghai Bank Corporation (HSBC) 12,100 9,194
Standard Chartered Bank (Tanzania) - 215
Standard Chartered Bank (Uganda) 1,725 2,191
Stanbic Bank (Uganda) - 1,015
Barclays Bank (U) Ltd 6,709 9,159
CFC Bank Ltd 3,755 5,028
The Co-operative Bank (Kenya) 7,000 -
63,844 87,368

The weighted average effective interest rates on deposits due from banks was 4.7% (2005: 3.1%)
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I1. OTHER ASSETS RECEIVABLES

Local debtors

Due from Government of Uganda

Due from Government of Kenya

Due from Government of Tanzania

ADB Information Technology Grant Receivable
Other Receivables

Rent receivable

Payments in advance

Staff advances and loans

Unamortized bond issue costs

12. INVESTMENTS
Loans

Equity

Bonds

Finance lease

Loans to other Banks

(i) Analysis of loan investments

Gross loans

Less: Impairment losses

(ii) Impairment losses on loans
At | January

Exchange variance

Written off during the year

Written back/recoveries in the year

Made during the year

(iii) Analysis of bond investments by country

Kenya
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2006
USD ‘000
1,816
1,333
3,000
3,000
553
548

67

98

903

155
11,473

145,420
2,247
576
12,440
15,920
176,603

2006
USD 000
164,094
(18,674)
145,420

20,992
21
(3,188)
(1,971)
2,820
18,674

576

2005
USD ‘000
2,421

1,650

3,000

36
71

702
290
8,170

102,471
3,153
967
5,648
2,399
114,638

2005
USD ‘000
123,463
(20,992)
102,471

36,149
®)
(15,777)
(1,200)
1,828
20,992
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(iv) Distribution of investments, bond proceeds, accrued interest
by sector

Agriculture and agro-processing
Banking & financial services
Industry & trade

Infrastructure & real estate
Social service

Mining and mineral processing

Tourism & hotel

Commitments existed in respect of which disbursements had not been made
to USD 30.90 million (2005-USD 18.90 million).

Loans advances to projects in which

Directors have an interest

(v) Analysis of finance leases
Lease rentals within one year
Lease rentals after one year but before five years

Less Impairment losses

13.CAPITAL WORK-IN-PROGRESS
Information Technology Systems

Capital work in progress relates to costs incurred in the acquisition of a new

14. INTANGIBLE ASSETS

Cost:
At | January 2006
Reclassification from property and equipment

Transfer from work in progress
Additions

At 31 December 2006

Amortisation:

At | January 2006

Reclassification from property and equipment
Charge for the year

At 31 December 2006

Net Book Value at 31 December 2006
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and loan charges receivable

2006 2005
USD ‘000 USD ‘000
24,362 25,982
29,202 11,198
52,545 28,178
38,139 14,909
9,890 25,298
4,047 1,763
18,418 7,310
176,603 114,638

. These commitments amounted

73 125

3,686 2,678
9,295 3,455
(541) (485)
12,440 5,648

- 131
IT System.

2006
USD ‘000

319
131
1,283

1,733

146
29
175
1,558



I5. PROPERTY AND EQUIPMENT

Land and Office Motor  Furniture

Buildings Equipment Vehicles & Fittings Total

UsD ‘000 USD‘000  USD ‘000 USD ‘000 UsSD ‘000
Cost
At | January 2005 10,636 1,300 350 590 12,876
Additions 66 156 67 30 319
Disposals - (123) (32) (42) (197)
3| December 2005 10,702 1,333 385 578 12,998
Additions 21 87 32 39 179
Reclassification to Intangible Assets - (319) - - (319)
Disposals (114) (6) (18) - (138)
At 31 December 2006 10,609 1,095 399 617 12,720
Depreciation
At | January 2005 6,270 84| 266 252 7,629
Disposals - (123) (32) (27) (182)
Charge for the year 532 100 27 51 710
At 3| December 2005 6,802 818 261 276 8,157
Reclassifications to Intangible Assets - (146) - - (146)
Disposals (88) (5) (18) - (ren
Charge for the year 71 80 45 56 252
At 31December 2006 6,785 747 288 332 8,152
Net book Value:
At 31 December 2006 3,824 348 i 285 4,568
At 31 December 2005 3,900 515 124 302 4,841

The gross carrying value of fully depreciated property and equipment that are still in use is USD 5,487,335
(2005 — USD 5,590,307). Such assets would have attracted a notional depreciation of USD 274,367 (2005
—USD 279,515).

Leasehold land on which the bank’s buildings are built was donated by the respective governments free of
charge. As such, no cost has been assigned to land component and all such land has been disclosed together

with the cost of buildings.

As at 31 December 2006, there were no assets pledged by the bank to secure liabilities.
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16. DIVIDENDS PAYABLE
2006 2005
Dividends payable 35 35

During the year 2005, Consortium of Yugoslav Institutions were paid accumulated dividends of USD 136,220
relating to the years 1995 to 2000.The remaining balance of USD 34,725 represents dividends due to class A

members to be ploughed back as share capital. The amounts have not yet been converted to shares.

17. EADB BONDS

2006 2005
USD ‘000 USD ‘000
Uganda Shilling Medium Term Note 11,543 7,210
Kenya Shilling Medium Term Note - 2,247
Kenya Shilling Private Placement 11,875 11,384
Tanzania Shilling Medium Term Note 2,077 6,590
Tanzania Shilling Medium Term Note 11,963 13,131
37,458 40,562
Maturity analysis of EADB bonds
Amounts payable within one year 10,663 9,274
Amounts payable after one year and with in five years 24,490 27,291
Amounts payable after five years 2,305 3,997
37,458 40,562

(i) In April 2001, the Bank issued Kenya shillings bond under its Medium Term Notes (MTN) Programme.The
Bonds are trading on the Nairobi Stock Exchange. Interest was payable at a semi-annual interval at a rate
determined by the most recent 91 day treasury bills issued by the Central Bank of Kenya, plus 0.75% margin.

The original capital was fully redeemed in April 2006

(ii)) The Bank issued Tanzania shilling floating rate bonds on the Tanzania market in January 2002. Interest is
payable at a semi-annual interval at a rate determined by the most recent 182 day weighted average yield
treasury bills issued by the Bank of Tanzania, plus 0.75% margin.The original capital will be fully redeemed in
January 2007.

(iii) In August, 2004 the Bank issued Kenya Shilling bond under its Medium Term Notes. The Bonds are trading

on the Nairobi Stock Exchange. Interest is payable semi-annually at a fixed rate of 7.50% pa.

(iv) In July, 2005 the Bank issued Tanzania shilling bonds redeemable in ten semi-annual installments after a grace

period of 2 years. Interest is payable semi-annually at a fixed rate of 12.7% p.a.
(v) In December, 2005 the Bank issued Uganda Shilling floating rate bonds redeemable in ten equal installments

starting June 2008 and ending in December; 2012. Interest is payable at a semi-annual interval at a rate

determined by the most recent |182-day Bank of Uganda Treasury Bill rate plus 1% margin.
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18. OTHER ACCOUNTS PAYABLE

Deposits on asset leasing
Pay As You Earn

Value Added Tax

Staff payables

Legal fees

Other creditors

Rent Payment in advance

19. MEDIUM AND LONG-TERM LOANS

Amount (Currency)

Currency
AfDBV/VI/VII usb
AfDBV/VI EUR
DEG EUR
EIB GPE (BOU) UGX
EIB GPE (BOU) usbD
EIB Facility (CBK) KES
EIB GBPE (BOT) EUR
Sida SEK
FMO, Euro EUR
FMO, Kenya KES
FMQO, Tanzania TZS
FMO , Uganda UGX
EXIM BANK-India usb
OPEC usb
NDF EUR
Standard Chartered Bank, Kenya  KES
Co-operative Bank, Kenya KES
DBSA , South Africa UsD

Maturity analysis of long and medium term loans

Amounts payable within one year

Loan
Amount
‘000

45,731
1,484
4,150
30,414,452
730

72,051
750

40,250
1,815

1,059
5,455
10,759
683,000
500,000

Amounts payable after one year but within five years

Amounts payable after five years

Interest
Amount
‘000

1,460
9
135

57
181

447
66

2006

USD ‘000

Total

Amount
‘000

47,191
1,493
4,285
30,414,452
730

72,490

761
40,250
1,854

1,116
5,636
10,770
683,000
500,447
66

656
392
(652)
49
131
730
27
1,333

2005
USD ‘000
740

387

(343)

88

178

361

L,411

USD Equivalent

2006
USD ‘000

47,191
1,966
5,644

17,483

730
1,045
1,002
5,857
2,441

I,116
5,636
14,182
9,842
7,211

66
121,412

14,103
56,877
50,432
121,412

2005
USD ‘000

44,181
2,625
7,209
7,625

230
1,335
1,200
6,209
3,270

194

135

194
1,904
7,439

12,868

96,618

15,726
46,727
34,165

96,618

All lines of credit are secured by the callable shares. The weighted average effective interest rate on medium and long

term loans was 6.3% (2005: 5.1%).
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20. SPECIAL FUNDS

Norwegian/ DANIDA/EADB funds
EADB fund for for rehabilitation of SIDA/EADB fund for  SIDA/BOU venture

rehabilitation Uganda industries rehabilitation capital fund Total

UsD ‘000 USD ‘000 uUsD ‘000 USD ‘000  USD ‘000

31 December 2006 2,404 5,045 4,222 2,170 13,841
31 December 2005 2,404 5,045 4,222 2,170 13,841

a. The Norwegian/EADB fund for rehabilitation in Uganda represents a grant of NOK 30 million from the Norwegian
Government. This is a revolving fund for the provision of short-term loans at concessionary rates of interest in

respect of the rehabilitation of projects in Uganda.

b. The DANIDA/EADB fund represents a grant of DKK 49 million *(USD 7.941 million) for the rehabilitation of
industries in Uganda. Part of the DANIDA funds amounting to *USD 0.948 million was converted to share capital
in 1996. In 1998 funds amounting to *USD 2.163 million from DANIDA funds were converted into share capital
on behalf of the three member states in equal amounts. All DANIDA shares in Class B have been transferred to
member states under Class A. This is in accordance with conditions contained in the Danish Grant agreements

with EADB, on disbursement of funds.

c. The SIDA/EADB fund represents a grant of SEK 20 million (*USD 2.724 million) for the rehabilitation of Uganda

industries.

d. The SIDA/BOU venture capital fund represents funds received for equity investments.

e. The SIDA/SWISS special funds have been set up in accordance with Article 7 of the Bank’s Charter.

The funds may be utilized for consultancy and technical service costs.The funds are now exhausted.

21. TECHNICAL GRANT

2006 2005
USD ¢000 USD ‘000
African Development Bank (AfDB) 1,271 257

This represents funds received from AfDB for acquisition of a new computer Information System under a non-repayable

grant agreement signed in 2005 for USD 1.36 million.The amount is not repayable.

22. CAPITAL FUND

2006 2005
USD ‘000 USD ‘000
Norwegian Government 7,479 7,479

This represents funds received from the Norwegian Government,in 1982 and 1987 amounting to SDR 7.1 million from
which SDR 2.2 million was utilized for the allocation of fully paid shares to the Governments of Kenya, Tanzania and

Uganda in 1988.The balance of USD 7.5 million equivalent is interest free and is not repayable by the Bank.
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23. ADVANCE SHARE CAPITAL CONTRIBUTION

Government of Tanzania
Government of Kenya

Government of Uganda

2006

USD ‘000

13
9
9

31

2005
USD ‘000
10

6

6

22

In their annual meeting in 2002 and 2003, the Governing Council approved increase of paid up share capital

of the Bank.The three member states of Uganda, Kenya and Tanzania were to inject USD 45m into the Bank

with payments spread over five years starting from 2004. The amount is to be paid in installments of USD

3m per shareholder member state annually which entitles a member state to 222 shares at norminal value of
USD 13,500.Thus the balance of USD 31,000 as at 31 December 2006 was classified as advance share capital

contribution in accordance with the Bank’s Charter.

24. SHARE CAPITAL

a) Authorised share capital under Article 3 of the Charter

At | January 2006
Class A shares

Class B shares

Increase in share capital:
Class A

Class B

Transfer to Class A shares

At 31 December 2006

Analysed as follows:

Class A shares

Class B shares

Paid in
shares

4,038
1,041
5,079

666
5,745

4,704
1,041
5,745

Number of shares

Callable Unsubscribed

shares

20,190

20,190

3,330
23,520

23,520

23,520
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shares

47,772
6,959
54,731

(3,996)
50,735

43,776
6,959
50,735

Total

72,000
8,000
80,000

80,000

72,000
8,000
80,000

Value per
share
usD

13,500
13,500

13,500
13,500

Total

Value
USD ‘000

972,000
108,000
1,080,000

1,080,000

972,000
108,000
1,080,000



b)  Issued and fully paid share capital

Number of shares
At | January 2006

Paidin  Callable Vel per Total
shares shares Total share Value
usb USD ‘000
Class A shares 4,038 - 4,038 13,500 54,513
Class B shares 1,041 - 1,041 13,500 14,054
5,079 - 5,079 13,500 68,567
Class A, issued and fully paid
during the year 666 - 666 13,500 8,991
At 31 December 2006 5,745 - 5,745 13,500 77,558
Class A shares 4,704 - 4,704 13,500 63,504
Class B shares 1,041 - 1,041 13,500 14,054
5,745 - 5,745 13,500 77,558

Payment of dividends to members is made to subscribers of Class B shares in proportion to the number of
shares held by such members. Dividends to Class A shares are paid in proportion to the number of shares held

by each member but only after Class B dividend is paid.

The voting power of each member during annual and general meetings of the bank is equal to the number of

shares of the paid-in-capital stock of the bank held by that member.

25. FAIR VALUE ADJUSTMENT RESERVE

2006 2005
USD ‘000 USD ‘000
Equity investment — quoted - 422

This relates to fair value adjustment on Rea Vipingo Limited equity investments which are classified as available

for sale and measured at fair value. The shares were disposed off during the year.

All other non-quoted investments in equity are classified as available for sale. The fair values are however not
reliably determinable due to lack of quoted market prices or other information based on which a fair value
estimate can be derived. Accordingly, the investments are stated at cost less impairment losses where there is

an indication of impairment.

26. SPECIAL RESERVE

2006 2005

USD ‘000 USD ‘000

At | January 7,176 6,780
Transfer from profit and loss account 1,298 396
At 31 December 8,474 7,176
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The transfer to the special reserve is made in accordance with Article |7 of the Bank’s Charter, the reserve being

credited with commissions earned. The special reserve is to enable the Bank meet its liabilities on borrowings or

guarantees chargeable.The reserve is not available for distribution.

27. CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the cash flow statement comprise the following balance sheet amounts:

Net balances with Banks

Balances due from other Banks

28. INTEREST RATE RISK

2006
USD ‘000
4,186
63,844
68,030

2005
USD 000
11,255
87,368
98,623

The Bank is exposed to various risks associated with the effects of fluctuations in the prevailing levels of market

interest rates on its financial position and cash flows. The table below summarizes the exposure to interest rate risks.

Included in the table are the Bank’s assets and liabilities at carrying amounts, categorized by the earlier of contractual

repricing or maturity dates.

Assets

Cash and bank balances
Deposits due from banks
Interest from Term Deposits
Interest from Loans to Banks
Interest on Project Loans
Bonds Investment

Other current assets

Finance lease receivable
Investment in Loans to Banks
Investments in Project Loans
Investments in Equity
Property & Equipment
Unamortised issue costs
Total assets

Liabilities

Sundry accounts payable
Dividends

Interest from Borrowing

Bonds

Up to | to3
| month months

USD ‘000  USD ‘000 USD ‘000

4,186 -
30,560 33,284

576 -
- 101

16 48
2,000 13,812
[,165 91,456

38,503 138,701

1,982 -

3tob
months

58
2,193

8,753

11,004

11,497
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6to |2
months

lto5
years

Over

5 years

Non-

Interest
Bearing

Total

USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000

83
193

2,291

467
9,755
12,621

22,843

11,528

247
159

22,761

11,889

548
108
3,394

9,814
76

2,979
2,247
6,126
155
25,447

1,075
35
2,610

4,186
63,844
548
108
3,394
576
10,770
12,440
15,812
142,026
2,247
6,126
155
262,232

1,075
35
2,610
36,896



Up to

| month

USD ‘000
Term loans 53,139
Loans from other Banks 7,205

Capital funds -
Special funds

Technical grants

Deferred income

Share capital contribution in advance

Shareholders’ funds

Total liabilities 62,326
Interest sensitivity gap at
31 December 2006 (23,823)
Interest sensitivity gap at
31 December 2005 1,041

29. LIQUIDITY RISK

Non-

| to3 3toé 6tol2 lto5 Over Interest

months  months months  years 5 years Bearing  Total
USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000
3,450 13,059 24 10,528 22,120 - 102,320
9,842 - - - - - 17,047
- - o - - 7,479 7,479
- - - - - 13,841 13,841
- - - - - 1,271 1,271
- - - - - 255 255
- - - - - 31 31
- - - - - 79372 79,372
13,292 24,556 24 22,056 34,009 105,969 262,232
125,409 (13,552) 2,543 787 (10,842) (80,522) -
86,452 1,928 9,067 4,596 (43,415) (59,669) -

The table below analyses assets and liabilities into relevant maturity groupings based on the remaining period at 3|1

December 2006 to the contractual maturity date.

Matured
Assets

Cash and bank balances 4,186
Deposits due from banks

Interest on Deposits and Loans to Banks

Interest on Project Loans 3,394
Other current assets 9,814
Finance lease receivable 257
Investment in Bonds -
Investment in Loans to Banks 2,000
Investments in Project Loans 8,085

Investments in Equity
Fixed assets and capital work-in-progress
Unamortised issue costs

Total assets 27,736

>6 months > | Year > 3Years >5Years

<émonths < |year <3 Years <b5Years <7Years
USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000
56,844 - = 7,000 -
421 - 235 - -

334 206 294 6l 36

1,827 1,859 6,624 1,873 -

- 576 - - -

- - 4,144 5,524 4,144

12,729 16,553 54,548 32,239 15,292

51 18 34 35 17
72,206 19,212 65,879 46,732 19,489
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>7 Years Total
UsD ‘000 USD ‘000

- 4,186
63,844
656
3,394
10,770
12,440
576
15,812

2,580 142,026

2,247 2,247
6,126 6,126
155

10,978 262,232



Liabilities

Interest on Borrowings
Sundry accounts payable
Dividends

Bonds

Term loans

Loans from Banks
Capital funds

Deferred Income

Share capital funds in advance
Technical grant

Special funds
Shareholders’ funds
Total liabilities

Net liquidity gap at

31 December 2006
Net liquidity gap at

31 December 2005

>6 months > | Year
Matured <émonths < |year <3 Years
USD ‘000 USD ‘000  USD ‘000 USD ‘000

- 2610 - -
511 16 120 192
35 - - -

- 6041 4060 13,203

- 4587 7471 27,832

- - - 5114

- 39 39 150

546 13,393 11,690 46,491
27,190 58,813 7,522 19,388
38,940 71,889 6,546 (2,535)

> 3Years >5Years
< 5Years < 7 Years
UsSD ‘000 USD ‘000

>7 Years Total
UsSD ‘000 USD ‘000

- - - 2610
136 - - 1,075

- - - 35

11,286 2,306 - 3689%
17,112 15374 29,944 102,320
6819 5114 - 17,047

- - 7479 7479

27 - - 255

- - 3 3

- - 1271 1,271

) - 13841 13,841

- - 79372 79372
35,380 22,794 131,938 262,232
11,352 (3,305) (120,960) -
(8,444) (5,604) (100,793) -

The matching and controlled mismatching of the maturities and interest rates of assets and liabilities is fundamental

to the management of the Bank. It is unusual for Banks ever to be completely matched since business transacted

is often of uncertain terms and of different types. An unmatched position potentially enhances profitability but can

also increase the risk of losses. The maturities of assets and liabilities and the ability to replace at an acceptable cost,

interest bearing liabilities as they mature, are important factors in assessing the liquidity of the Bank and its exposure

to changes in interest rates and exchange rates.

30. CURRENCY RISK

The Bank had the following significant currency positions at year-end.

Cash at bank

Deposits from banks

Interest Receivable from Banks

Other current assets
Interest on Project Loans
Finance lease receivable

Loans to Projects

EUR  USD GBP UGX
(357) 3354 91 73
20,893 37,191 60 1,725
87 384 4 20

- 8712 - 1,930

48 1,555 - 1,089
557 6,583 - 1,606
2327 74,827 - 26,075
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KES SDR  TZS Others Total
USD ‘000

870 - 54 | 4,186
3,170 - - 805 63,844
100 - 55 6 656

91 - 37 - 10,770

362 7 333 - 3,394
3,694 - - - 12,440
21,740 - 14,727 2,330 142,026



Investments in bonds

Investments in loans to other Banks
Investments in Equity

Fixed assets

Unamortised issue costs

Total Assets

Liabilities

Deferred Income

Interest on Loans from other Banks
Interest on Borrowings

Dividends Payable

Sundry accounts payable

Medium & long-term loans

Loans from other Banks

EADB Bond

Special Funds

Technical Grants

Capital Funds

Share capital funds in advance
Share holder’s funds

Total liabilities

Net Currency Position 31 Dec.2006 (1,691)
Net Currency Position 31 Dec. 2005 (2,067)

31.

EUR usD

- 15812
- 2,247
- 6,126
- 16
156,807

(268)  (1,765)
- 35)
(10)  (834)
(24,968) (52,974)
- (13,841)
- (1271)
- (7.479)
1)
- (79.372)
(25,246) (157,602)
(795)
(9,646)

EMPLOYEE RETIREMENT BENEFIT PLAN

Contribution to the retirement benefit plan (i)

Contribution to the statutory pension scheme (NSSF) (ii)

GBP

155
99

UGX

104
32,722

(67)
(49;
(580;
(17,483)
(1 ,497;

(29,676)
3,046
7,749

KES SDR

576 -

35 -

30,638 7

(188) -

(6) -

(353) -

202 -

(1,038) -

(17,047) -
(11,528)

(29,958) -

680 7

2,183 179

2006

USD 000

303

|

304

TZS

15,206

(169)

147

-(13,871)

(13,893)
1,313
3,359

Others Total

USD ‘000
- 576
- 15812
- 2247
- 6126
- 155
262,232

- (255)
- (6)
- (2,604)
- 35)
- (1,075)
(5,857) (102,320)
- (17,047)
- (36,896)
- (13,841)
- (1,270)
- (7.479)
- @
- (79.372)
(5,857) (262,232)
(2,715) -

(1,556)
2005
USD 000
293
|
294

(i) The Bank operates a defined contribution retirement benefit scheme to which employees contribute 10% of their

basic salary and the Bank contributes 10%, 12.5% or 15% of the employees’ basic salary depending on his/her

length of service. A Board of Trustees manages the scheme and Crown Agents Asset Management Ltd invested the

funds on its behalf until December 2006 when they were transferred to Stanbic Investment Management Services.
An amount of USD 254,858 (2005: 230,450) has been charged in the 2006 profit and loss account in respect of

the Bank’s contributions.
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(i) The Bank also makes contributions to a statutory pension scheme, the National Social Security Fund.The
contributions under the scheme are limited to specific contributions legislated from time to time and
the Bank’s contribution is currently 10% of the employees’ gross salary. The Bank’s obligations under the
scheme are limited to specific contributions legislated from time to time and are currently 10% of the

employees’ gross salary for Uganda and Kenya Shillings 200 for Kenyan employees.

Other staff benefits
The Bank ensures proper welfare of its staff by providing welfare schemes such as car loan purchase scheme,

educational assistance, housing and medical schemes.

Under the housing scheme, the Bank set aside a revolving fund amounting to USD 1.36 million for this
purpose.

A furniture loan scheme is availed to staff that qualify for it.

The Bank pays for professional membership and subscription fees for staff that belong to professional bodies.

Employees are eligible for a car loan up to two years’ basic salary, less the employee’s contribution, where

applicable.

The Bank operates a medical insurance scheme which covers Bank employees appointed either on permanent,

contract, consultancy, or trainee terms, including spouses and children.

32. FINANCIAL INSTRUMENTS

Exchange rate risk

Exchange risk arises from a mismatch between the value of the assets and that of capital and liabilities denominated
in foreign currency.The Bank does not actively engage in dealing and trading operations in currencies and so the
Bank’s exposure mainly involves assets, liabilities and off balance sheet items denominated in foreign currency.To
minimize exchange rate risk in a multi currency environment, the Bank matches it’'s borrowing in one currency

with its assets in the currency.

Credit risk

In the normal course of its business, the Bank incurs credit risk from financial institutions and advances to
customers. The credit risk exposure is, however, managed through constant monitoring of the status of financial
institutions where deposits are maintained, the maintenance of a collateral loan security fund and the ongoing
procedures, which monitor the credit worthiness of its customers. Credit risk is also minimized by the Bank’s
policy of diversification. The Bank does not invest in a single project more than 50% of the project’s net worth
and this would not exceed 15% of the Bank’s net worth. The Bank also endeavors to maintain a well-balanced
loan portfolio distributed prudently among the sectors of the economy falling within its target activities. The
Bank’s total exposure to a single sector should not exceed 20% of the total investment portfolio.The Bank also
limits the total outstanding loans to the Bank at three times the aggregate of the unimpaired subscribed capital,

reserves and surplus.
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Interest rate risk

In broad terms the interest rate risk is the risk that concerns the sensitivity of the Bank’s financial performance
to changes in the interest rates. In order to minimize interest risk, the Bank has a policy where the approved
lending commitments are matched to specific lines of credit or source of funds, including adopting the funding

interest rate characteristics (fixed or variable) to its on lending activities.

Liquidity risk
Liquidity risk arises in the general funding of the bank’s activities and in the management of positions. It includes
both the risk of being unable to fund assets at appropriate maturities and rates and the risk of being unable to

liquidate an asset at a reasonable price in an appropriate time frame.

The bank has access to a diverse funding base. Funds are raised mainly from borrowings and share capital. This
enhances funding flexibility, limits dependence on any one source of funds and generally lowers the cost of funds.
The bank strives to maintain a balance between continuity of funding and flexibility through the use of liabilities
with a range of maturities. The bank continually assesses liquidity risk by identifying and monitoring changes in

funding required in meeting business goals and targets set in terms of the overall bank strategy.

33. CAPITAL COMMITMENTS

2006 2005

USD ‘000 USD ‘000

Authorised but not contracted for 114 433
Authorised and contracted for - -
Capital commitments authorized but not contracted for 114 433

34. OFF BALANCE SHEET ITEMS
The Bank conducts business involving guarantees, performance bonds and indemnities. The following are the

commitments and contingencies outstanding as at year-end.

2006 2005

USD ‘000 USD ‘000

Bank guarantees 13 31
Letters of Credit 9,212 9,925
Un-disbursed commitments 30,896 18,990
40,121 28,946

Nature of contingent liabilities
Letters of credit commit the Bank to make payments to suppliers of equipment to approved projects, on

production of shipping documents.

Bank guarantees are mainly written by the Bank to support performance by a staff to third parties. The Bank

will only be required to meet these obligations in the event of the staff’s default.

Commitments to lend are agreements to lend to a customer in future subject to certain conditions. Such

commitments are normally made for a fixed period.
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Other contingent liabilities - Litigation

vi.

The Bank is involved in a court case in Tanzania following an arbitral award of USD 61 million. The case
has been on-going since 1994. Following this award, the Bank has filed a petition to set aside the arbitral
award which is currently pending hearing before the High Court in Tanzania. The Directors have received
a legal opinion which indicates that the Bank has a more than even prospect of succeeding in this petition.
Accordingly, the Directors are of the view that the ruling in this matter is unlikely to jeopardize the Bank
in any way. Meanwhile, the assets of the Bank in Tanzania are by virtue of the East African Development
Bank Act 1984 (as amended by the Finance Act 2005) fully protected from any form of execution before
the delivery of a final judgement against the Bank by the highest court of competent jurisdiction (Court of

Appeal).

As at 31 December 2006 there was a claim made against the Bank by a former employee of the Bank, for
Ushs |10 million (USD 60,664) relating to retirement benefits that are disputed by the Bank.The case is in
court and the Directors consider that no actual liability will arise in respect of this claim. The complainant
passed away before his evidence was subjected to cross examination. There is therefore a likelihood that

the case may not proceed to completion.

As at 3|1 December 2006, the Bank was involved in a case against an Insurance Company and a third
party. The Bank appealed against court’s decision to join the third party as a defendant.The case has good
prospects of success in favour of the Bank. However in the event of losing the case, the bank’s potential

liability would be approximately USD 21,739.

The Bank is involved in a court case where the plaintiff sought orders declaring that the mortgage dated 22
January 2002 in favour of EADB is null and void and restraining the Bank from selling Plot No L.R 29/6/2.

The directors believe that the Bank has a strong case of success.

The Bank is a defendant in a case for a declaration and order to return a mortgaged title to the registered
proprietor, general damages and costs. The directors consider that the case has no likelihood of success

and will be dismissed.

As at 3|1 December 2006, the bank was involved in a case against Tai Milling Industries limited. The company
is claiming against the bank that the guarantees issued by the company to secure loans with the bank
were frustrated by the bank due to delays in reimbursing funds to acquire machinery. Tai Milling seeks the

following orders;

The bank should not charge interest on the loan as there is no production
The bank should reschedule the loans to match with the company’s efforts at resuming production
The bank should pay the costs incidental to the suit

Any other relief(s) that the court may deem fit.

The case is scheduled for mediation on 3 May 2007.
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35. RELATED PARTY TRANSACTIONS

2006

USD ‘000

Directors’ loans -
Staff loans and advances 903
Loans advanced to projects in which directors have an interest 73
Bank balances held with banks that are shareholders of the Bank and related banks. 18,924
Long and medium term loans advanced to the Bank by shareholders. 55,541

2005
USD“000
702

125
31,410
57,808

No provision has been made for any loans to related parties. Loans to employees are given at concessionary

rates while those to directors and to projects where directors have an interest are at market rates.

36. POST BALANCE SHEET EVENTS

The directors are not aware of post balance sheet events that require disclosure or adjustment to the

financial statements as at the date of this report.

37. BUSINESS SEGMENTS

The major part of bank’s business falls under the category of providing financial assistance to promote the

development of the member states in such fields as industry, tourism, agriculture, infrastructure and similar

or related fields of development with other income comprising less than 10% of the total income of the

Bank.

38. EMPLOYEES
The number of permanent employees of the Bank at the year-end was 78 (2005: 79).

39. INCORPORATION

The bank was created under the Treaty for the East African Co-operation of 1967, which was amended

and re-enacted as a Bank Charter in 1980.

40. CURRENCY

These financial statements are expressed in United States Dollars (USD).
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ANNEX A: EADB SHARE CAPITAL SUBSCRIPTION 2006

MEMBERS

CLASS A

Kenya Government
Tanzania Government
Uganda Government
TOTAL CLASS A

CLASS B

African Development Bank

FMO - Netherlands

DEG - Germany

Consortium of Yugoslav Institutions
SBIC - Africa Holdings

Commercial Bank of Africa, Nairobi
Nordea Bank Sweden, AB (publ)
Standard Chartered Bank, London
Barclays Bank PLC, London

Total subscribed
Unsubscribed
TOTAL CLASS B

AUTHORISED CAPITAL STOCK (USD ‘000)

Total Class A

|. Subscribed & paid in
2. Callable

3. Unsubscribed

Total Class B (Subscribed and Unsubscribed)

TOTAL AUTHORISED CAPITAL STOCK

Paid in
No. of
Share

1,568
1,568
1,568
4,704

500
375
100
28
24

N NN U

1,041
6,959
8,000

63,504
317,520
590,976
108,000

1,080,000

73

ANNEXES

SUBSCRIPTIONS

Amount Paid up Callable
usD’000 Capital No. of
Shares
21,168 27.29% 7,840
21,168 27.29% 7,840
21,168 27.29% 7,840
63,504 81.87% 23,520

6,750 8.70%

5,062.50 6.54%

1,350 1.74%

378 0.49%

324 0.42%

67.5 0.09%

67.5 0.09%

27 0.03%

27 0.03%

14,053.50 18.13%

93,946.50
108,000

Amount
uUsD’000

105,840
105,840
105,840
317,520



ANNEX B: GOVERNING COUNCIL, ADVISORY PANEL, BOARD OF DIRECTORS AND AUDITORS

GOVERNING COUNCIL
Hon. Dr. Ezra Suruma - Minister for Finance, Planning and Economic Development, Republic of

Uganda (Chairman)

Hon. Zakia Meghji - Minister for Finance, United Republic of Tanzania

Hon. Amos Kimunya - Minister for Finance, Republic of Kenya

ADVISORY PANEL

Mr. Mahesh K. Kotecha - President, Structured Credit Corporation and Vice Chairman

Capital Markets Assurance Corporation, New York

Mr.Toyoo Gyohten - President, The Institute for International Monetary Affairs, Japan
and Senior Adviser, Bank of Tokyo — Mitsubishi, Limited

Mr. Lars Ekengren - Former Deputy Director General, Sida

Mr. Jannik Lindbaek - Former Executive Vice President and CEO of the International
Finance Corporation (IFC)

Mr. Robert McNamara - Former President of the World Bank

BOARD OF DIRECTORS

Mr. Joseph Kinyua - Director, Kenya — (Chairman)

Mr. Gray S. Mgonja - Director, Tanzania

Mr. Christopher M. Kassami - Director, Uganda

Mrs.Arunma O. Oteh - Director,AfDB (Retired during the year)

Mr. Sheku S. Sesay - Director,AfDB

Mr. P.Weise - Director FMO/DEG (Retired During the year)
Mr. Joe B.Wanijui - Director, Kenya (Retired during the year)

Mr. Francis N. Karuiru - Director, Kenya

Mr. James Mulwana - Director, Uganda

Mr. Jerry N. Solomon - Director, Tanzania (Retired During the year)
Mrs. Khadija I. Simba - Director, Tanzania

Mr. Gerhard Engel - Alternate Director, FMO/DEG

AUDITORS - KPMG, P.O. Box 3509, Kampala, Uganda

ANNEX C: MANAGEMENT AT HEADQUARTERS AND COUNTRY OFFICES

Mr. G. Tumusiime - Director General

Mr.S. L. Onen - Ag. Director of legal Affairs/Secretary (Until June 2006)
Mr.W. Kasozi - Director of Legal Affairs/ Secretary (From July 2006)
Mr. P. Opande - Director of Finance

Mr. D. James - Chief Credit Officer (Until April 2006)

Mr. Passwell Shapi - Director of Operations (From May 2006)

Mr. B. Mboha - Resident Manager, Uganda

Mr. H.M. Kihwelo - Resident Manager, Tanzania

Mr. H. Olaka - Resident Manager, Kenya
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ANNEX D: ADDRESSES OF THE HEADQUARTERS AND COUNTRY OFFICES

HEADQUARTERS

COUNTRY OFFICES:

KAMPALA, UGANDA

East African Development Bank Building,
4 Nile Avenue

P. O.Box 7128 Kampala, Uganda
Telephone:  256-414-230021/5

Fax: 256-414-259763
Telex: 61074 EADEVBANK
e-mail: admin@eadb.org

NAIROBI, KENYA

2nd Floor, Rahimtulla Tower

P.O. Box 47685-00100 Nairobi, Kenya
Telephone:  254-20-340642/340656
Fax: 254-20-2731590

e-mail: cok@eadb.org

DAR ES SALAAM, TANZANIA
7th Floor, NSSF Waterfront House

P. O.Box 9401 Dar es Salaam, Tanzania
Telephone:  255-22-2113195/2116981

Fax: 255-22-211397
Telex: 41175 EADEVDAR
e-mail: cot@eadb.org

KAMPALA, UGANDA

East African Development Bank Building
4 Nile Avenue

PO. Box 7128, Kampala, Uganda
Telephone: 256-414-230021/5

Fax: 256-414-259763
Telex: 61074 EADEVBANK
e-mail: rmu@eadb.org

www.eadb.org
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