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Letter of Transmittal

The Honourable Minister for Finance,
The Republic of Kenya;

The Honourable Minister for Finance,
The United Republic of Tanzania;

The Honourable Minister for Finance, Planning and Economic Development,
The Republic of Uganda;

In accordance with Articles 26 and 35 of the Bank’s Charterthe Board of Directors
herewith submit to the Honourable Members of the Governing Council and to the
Members of the Bank the Annual Report of the East African Development Bank for the
period 1%t Januatry to 31 December 2005.

This Report describes the activities of the East African Development Bank during the
year, shows the Bank’s financial condition as at 3% December 2005, and includes
commitments made during the yearThe Report also shows the activitiesalating to the
East African Community and a eview of the economic peformance of the Member
States.

Christopher M. Kassami

CHAIRMAN
BOARD OF DIRECTORS
EAST AFRIGN DEVEIOPMENT BANK
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Chairman’s Statement

Christopher M. Kassami
Chaiman, Board of
Directors EADB.

sustaining the ecovely trend commenced in 2003. The year marked the end of

the Bank’s 2000 — 2005 strategic planning period and the third year of operation
since the Governing Council endorsed proposals aimed at turning around the Bank’s
performance. These poposals ae appropriately matched with the Bank'’s new five year
Strategic Plan (2006 — 2010) which the Board of Directors comprehensively evaluated
before its approval in Janualty 2006.

The year 2005 was characterised by the Bank making noticeable progress towards

Consequent to the implementation of the turn around proposals, the Bank recorded a
profit of USD 1.4 million, an improvement from a modest profit of USD 0.18 million
realised in 2004. The Bank’s total operating income for the year 2005 was USD 7.5
million compared to the previous yeats USD 8.6 million. The years profitable results
are attributable to a reduction in both expenditure and provisions charged for bad and
doubtful accounts. Dtal operating expenditue before effects of exchange rates and
impairment loss amounted to USD 5.4 million in 2005, having decreased by 3% from
2004’s level while the provision for bad and doubtful debts was USD 0.24 million, a
significant improvement from the previous years level. The Bank ealised a 10% gpwth
in the balance Sheet from USD 205 million in 2004 to USD 226 million by the end of
2005.

The Bank’s financial peformance for the year was achieved against the backgund of
project approvals worth USD 52 million and disbursements amounting to USD 51 million,
nearly the same as the yeds approvals. The yeals disbursements epresented a 54%
increase flom the previous yeals USD 39 million. The Approvals for 2005 wee lower
than the previous yeats USD 84 million partly on the account of lack of esources,
especially Uganda Shillings. Nonetheless, the Bank’s inteention across the various
sectors of the Member States economies was a reflection of the effective long-term
credit demand amongst small and medium sized enterprises. Such demand was influenced
by the developments in the egional as well as global economy

The real growth of the global economy was estimated to have slowed down to 4.3% in
2005 compared to 5.1% ralised the pevious year Despite the decline, the outlook
remained positive as expansion in the subsequent years is expected to remain on course,
although the high and volatile oil prices remain a binding risk. Even with a slow down in
the performance of the sub-Saharan Africaeal growth from 5.4% during the previous
year to 4.8% in 2005 corresponding with the global slowdown, the peiormance of the
Bank’s Member States economies was robust. Kenya's estimated real GDP growth rate
of 5% was a manifestation of significant ecovery in 2005 and Uganda and Tanzania
maintained impressive peformances with 5.5% and 6.8% eal growth respectively

Notwithstanding the impressive peformance by the Member Sates, it is important to
note that the annual average real growth for the respective Member States still remained
below the 7% real growth target of the United Nations Millennium Development Goals
(MDGs). Itis similarly noteworthy that Member States remained susceptible to adverse
external shocks, emanating principally from their growth being significantly agriculture
dependent, their export mainly being traditional commodity based, as well as being oil
importers and, therefore, having to contend with the risk of high and volatile prices.

Cognisant of their susceptibility to shocks, the Member States continued undertaking
structural and policy reforms. Besides the respective Governments’ endeavour to maintain
macroeconomic stability there were continued efforts aimed at ensuring that stong
regulatory frameworks for a thriving private sector obtains. | am glad to note the Bank
continued to partner with the Govenments in their efforts to support the private sector

During the year the Bank’s investment appovals wee fairly distributed among all the
key economic sectors with Agricultue, Forestry and Fshing accounting for 22%, Tansport,
Storage and Communication accounting for 18%, Construction and Manufacturing
accounting for 15% each, and Financial Intermediation accounting for 14% of the annual
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approvals. The sectoral distribution of projects was in conformity with the Bank’s long
term perspective of promoting sectors with a wider social impact on the people of the
region through their potential to influence economic growth, employment creation,
economic transformation, trade flow and poverty alleviation.

While the Bank’s operational thrust remained the strengthening and growing of its project
investments, prominence was given to stringent portfolio management. Management
continued to explore efficiency boosting measures in terms of responsiveness to client
needs, improving product competitiveness, enhancing risk management, increasing
awareness of its poducts and sewices though publicity and corporate social esponsibility
interventions. All these wee complemented by the commencement of the Infomation
Technology upgrade ppoject as well as continuous staff training to bridge skills gaps. In
addition to project investments, emphasis was placed on stngthening the Bank’s teasury
operations with a view to contributing more revenue while ensuring optimal liquidity
management.

]

| am gratified to note that the Bank’s ability to accomplish its mandate continues to
enjoy the support of its diverse stakeholders, notably its members, clients and international
partners. In order to meet the funding requirements for investment, the Bank continued
to mobilise financial resources. Wo Lines of Cedit from the Development Bank of
Southern Africa and the Export Import Bank of India amounting to USD 20 million and
USD 5 million, respectivelywere concluded in 2005.

To meet the increased demand for local curency financing in Tanzania and Uganda,
the Bank raised TZS 15 billion and UGX 20 billion in the two countries’ respective
capital markets through issuance of corporate bonds. The issuance and listing of thes
bonds sewed the dual purpose of raising esources for on lending and contributing
towards the deepening of the egion's capital markets. An additional USD 7.35 million
was injected by the Member States as the ye&rcontribution towards the Bank’s five
year USD 45 million recapitalization approved in 2003. The process of obtaining the"8
Line of Credit from the African Development Bank and the establishment of a direct
borrowing relationship with the European Investment Bank were initiated.

D

The Bank’s continued strides in resource mobilisation buttresses my optimism on our
ability to hamess the arising investment opportunities. In particulathe commencement
of the East African Community (E&) Customs Union in Januay 2005 implies that there
are increased investment and trade expectations that will obviously require the support
of financial intermediaries. As an institution of the EAC, the Bank is naturally expected
to play an integral role in the financing of commercial projects with a regional orientation.

Let me expeess my appeciation to the Bank’s Govening Council and Advisoly Panel for
their continued support and guidance. | also wish to register my appreciation to my
colleagues on the Board of Directors for their invaluable contribution and dedication
during our deliberations over the eview yearFinally, on behalf of the Board of Directors
let me thank Management and Staff for their effort and commitment towards the
accomplishment of the Bank’s mandate. It is our collective endeavour that has yielded
the Bank’s recent modest success. While acknowledging the challenges in the operating
environment, we optimistically look foward to building on this success.

Christopher M. Kassami

CHAIRMAN
BOARD OF DIRECTORS
EAST AFRIGN DEVEIOPMENT BANK
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he year under review marked the commencement of the implementation of the

customs union. The implementation begun on Januay 1%t 2005, marking an important

milestone in the integration process of the East African Community (EAC) partner
states.

Although the process has been characterised by challenges especially regarding the
implementation of the rules of origin under the gradual elimination of internal tariffs as well
as the elimination of non tariff barriers, the Member States demonstrated determination to
push the integration piocess foward. Motivated by the goal of ceating a single market of
over 90 million people and a combined gross domestic product (GDP) of about USD 30
billion, the partner states started to gradually implement the common external tariff (CET)
under the customs unions arrangement.

Many of the activities undertaken during the year towards the successful realisation of a
customs union were laying a background for further integration in the form of a common
market, monetary union and ultimately political federation. The liberalization of intraegional
trade on the basis of mutually beneficial trade arrangements; promoting production efficiency;
and enhancing domestic, cross border and foreign investment remained prerequisites for the
achievement of the objectives of the integration process.

The harmonisation of the Member States fiscal and monetar policies emained a top agenda
under the auspices of the pre and post budget consultations of the ministers responsible for
finance. The objective of such consultation is the achievement of convergence on both
monetary and fiscal egimes with a view to pomoting the region as a single market and
investment destination. The governors of the member states central banks continued to
meet regularly in an effort to coordinate the macroeconomic policies and ensure prudential
norms of banking supewision and regulation in the region. Like in the recent past years, the
budgets of the Member States were delivered in the respective parliaments on June®10
2005.

Two important studies with an implication on the member States fiscal and monetgiregimes
were concluded during the yearThe recommendations of the final study eport on “Investment
tax Incentives and Hamonisatior’ that was presented to stakeholders during a session in the
previous year wee adopted by the pemanent seceetaries responsible for finance in Ebruary
2005. Subsequentlythe IMF agreed to provide the EAC with technical assistance to fanulate

an EAC code of conduct on investment incentives and company income taxation. The final
study report on “Monetary Integration in the East Arican Community was presented to
stakeholders in April 2005. In a subsequent meeting in May 2005, the governors of the
central banks of the EAC members set up a committee of experts to consider the issue raised
in the study and advice on the way foward on the monetary union in East Africa.

As in previous years, the EAC Member States were determined to create a conducive
environment for the deepening of the capital markets. The capital markets development
committee (CMDC) continued to steer the process of harmonising policies relating to financial
markets with a view to developing a regional capital market. The CMDC continued to
harmonise trading policies in the thee stock exchanges in theegion. During the yearthe
cross listing of stocks made a further stride with the listing of East African Breweries on the
Dar es Salaam Stock Exchange. Consequentlhe stocks of both kenya Airways and East
African Breweries were by the end of the year traded on all the three stock exchanges.
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During the year other companies begun the process towards cross listing by ensuring tha
they meet the preconditions for listing. The East African Development Bank continued tg
contribute to the deepening of Member States capital markets through issuance and listing of
bonds. The Bank commenced exploring the possibility of issuing a regional bond at a future
date now that the prerequisites of the liberalisation of capital accounts as well as harmonisation
of the legal environment are in place.

Other key developments during the year under review include the holding of the second
conference on the petroleum potential and investment opportunities in East Africa, held on
March 2005; and progressing of the implementation of the East African Road Network project,
with the three economies reporting increased progress towards an expedited implementation
of the road project.

The notable integration strides achieved during the year notwithstanding, some disparities
were still discenible among the Member States. In particularthe industrial disparities existing
among the Member States, where the manufacturing sector in Kenya accounts for almost
14% of GDP and that of Uganda and Bnzania account for less than 10% of GDRontinued
to manifest themselves in the composition and direction of trade of the three economies.
The direction of trade remained one whee Uganda and Tanzania continued to be among
Kenya'’s main export destinations, while the former two economies exported their products
mainly to Asia, Europe and United States of America. Kenya’'s imports from Uganda and
Tanzania remained limited, just as the volume of trade amongst the latter two economies.

The obsewned disparities buttessed the application of the principle of asymmeyrwith regard
to the elimination of internal tariffs. Although under the Customs Union trade on goods
originating and traded among the EAC Member States will attract a zero tariff, in the transition
period of five years, a limited number of goods im Kenya to Uganda and Bnzania will
attract minimal duty rates in keeping with the principle of asymmeir

The Bank continued to play its part in furthering the regional integration process. Its contribution
to the process was particularly in recognition of the fact that savings in the region are low
against the background of financial sector reforms not being complete, especially the pensions
sector This has necessitated enterprises in theegion to rely on foreign savings. The Bank
remained keen in identifying and supporting projects with a regional orientation, which
characteristically are either sponsored by investors from more than one Member State; have
comparative advantage in raw material utilisation and production of output for local
consumption or export; or utilise resources common to the Member States. The Bank was
particularly keen in identifying such projects in the infrastructure sectors.

Upan Wasana EPZ Lid.,
Kenya.

The Begumisa Enterprises Ltd.,
Uganda.
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Pee Ree (T) Ltd.,
Tanzania.
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he performance of the Member States economies during theaview year was against

the backdrop of a global economy whose expansion remained broadly on track,

albeit with temporary slowdown experienced in mid 2004. The global GDP picked up
with the commencement of the first quarter of 2005 buttessed by a stong performance of
the service sector that moe than offset the slowing gowth in manufacturing and trade.

The subsequent quarter was however characterised by renewed signs of slowing down
occasioned by the impact of higher oil prices and waning business confidence in major markets.
Consequentlythe IMF's World Economic Outlook September 2005, estimated a eal global
output growth of 4.3% in 2005, a decline fom 5.1% achieved during the pevious year

Corresponding to the global pictue was a decline in the peformance of the African economys
real GDP giowth to 4.5% in 2005 from the previous yeais 5.3%, and sub-Saharan Africa’s
real output declining to 4.8% from 5.4% for the corresponding period. Oil producing economies
in Africa, especially Nigeria whose prduction nears capacity experienced a slow down.
Nonetheless, gowth in Africa’s oil importing economies, while somewhat slovineld up well
although the high and volatile oil prices remained a binding risk.

The year's global and continental slowdown notwithstanding, the peormance of the Member
State economies wasabust, with Kenya's recovely re establishing itself with an estimated
real GDP giowth of 5% in 2005 and Uganda and nzania maintaining impressive peformances
with 5.5% and 6.8% eal growth, respectively The three economies maintained the policy of
attaining and sustaining macoeconomic pefformance as a giowth promoting strategy Inflation
remained generally under control, but was subject to pressure occasioned by high food prices
as the economies experienced adught during the last quarter of the yearA summary of the
Member States’ Key Macroeconomic indicators is given in @ble 1.

Table 1: A Summary of Selected Macpeconomic Indicators - 2005.

Kenya Tanzania Uganda
Real GDP Growth (%) 5 6.8 55
Nominal GDP (USD bn) 144 10.0 8.9
Population (m) 334 374 28.8
Headline Inflation (%) 10.3 4.7 35
Exchange Rate (Local Currency/USD)| 73.11 1,184 1,816
91-Day Treasury Bills Rate 8.07 14.70 7.61
External Debt (USD bn) 7.3 7.7 4.9

The three economies continued to place emphasis on prudent fiscal measures that are
synchrwonised with the monetary policies pursued by theespective central banks as a way of
supporting the overall economic pefiormance. The interest rate disparities as manifested by
the treasury bills rates was an indication of the fiscal deficit financing mechanisms, the level
of market liquidity, and effects of sterilisation of foeign resource injections.

The ultimate expectations of the macroeconomic developments of the Member States
remained the convergence of key variables, with the harmonisation of macroeconomic policies
among the Partner States continuing to put emphasis on exchange rate, monetgrand fiscal
policies in accordance to the underlying specified criteria. The convergence under the EAC
Treaty is aimed at ensuring cooperation in monetay and financial matters and maintenance

of convertibility of currencies of the Member States as a basis for the eventual establishment
of a single curency.
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The Member States endeavoured to work towards closer macroeconomic convergence in the

following quantifiable parameters:

Achieving and maintaining a real GDP growth of 7%

Achieving and maintaining an underlying inflation rate of less than 5%

Reducing the current account deficit as a percentage of GDP to sustainable levels
Reducing the budget deficit, excluding grants, as a percentage of GDP to sustainable
levels of less than 5%

Raising the ratio of gross savings to GDP to at least 20%

Building up foreign resewves to a level equivalent to 6 months of goods and non-factor
semices

The Member States’ convergence criteria continued to be underpinned by macroeconomig
management approached broadly aimed at the following:

Ensuring stability in both the money and foreign exchange markets, to be characterised by
limited interest rates and exchange rates volatility;

Enhancing competitiveness in the financial markets in order to promote increased savings

resourc mobilisation that will consequently boost investments. Such competitiveness is t
manifest itselfin, for instance, increased outreach by banks as well as competitive pricing
for both savings and lending.

The evaluation of the Member States convergence on the broad non quantifiable aspects of

convergence, mainly the adoption of largely similar policy reform packages, has been positive
The macroeconomic policy harmonisation and the sharing of relevant budget information
are expected to facilitate the attainment of the convergence parameters, as a precursor to &
monetary union and a single curency

By the end of 2005, the perfformance of the Member States with egard to the quantifiable

o

~The real
GDP
performance
of the three
economies
in the
recent past

convergence parameters were mixed, with the instances of achievement being modest. The has not

real GDP pefformance of the three economies in the ecent past has not attained the tageted
7% level (Bble 1). Howeverthe impressive eal growth being continually realised in Uganda
and Tanzania, and the steady ecovely of the Kenyan economy following almost a decade of
declining growth is an indication of progress towards the attainment of the long run growth
target. The performance of the Member States on the quantifiable conveyence criteria
during the year under eview is summarised in dble 2.

Table 2: Macroeconomic Rerformance on the Convegence Criteria

Kenya Tanzania |Uganda
Underlying Inflation (%) 54 2.8 4.8
Current Account Deficit (% of GDP) -6.5 -4.9 -5.0
Budget Deficit - Excluding Grants (% of GDP)* 25 -11.4 -9.9
Gross National Savings - b.o.p (% of GDP) 12.1 114 15.8
Gross Domestic Investment — b.o.p (% of GDP) 137 214 21.7
Savings rate (e.0.p) - [local currency] - % 45 26 19
Lending rate (e.0.p) - [local currency] - % 131 15.0 19.3
Interest Rates Spread (e.o.p) - % 8.6 124 174
Foreign Resewes (Months of Imports Cover) 3.1 5.9 5.9

b.o.p= beginning of period; e.o.p = end of period; * fiscal year 2004/05

attained the
targeted 7%
level.
|
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The three economies managed to attain the underlying inflation target set in the convergence
criteria, with the challenge being the sustenance of such achievement. Although by the end
of the year Kenya’s underlying inflation had marginally surpassed the 5% target, it was
generally on taget for much of the year With heavy rliance on commodity export, the
Member States remained vulnerable to external shocks.

To obviate the challenges associated with widening ceent account deficit and thus move
towards achieving the convergence criterion, the Member States continued to put in place
measures aimed at diversifing their export bases. While Uganda anddnzania wee able
meet the foreign resetves taget equivalent to about 6 months of import cover of foeign
resewe, Kenya missed the taget although it attained its budgetary expectations. knya’'s
situation is expected to be coarected as the economys recovely momentum entrenches
itself.

All the three economies had to contend with the challenge of ensuring that their respective
financial systems are able to facilitate enhanced domestic savings mobilisation. Reliance on
foreign savings to finance domestic investments has been evident as the level of gross national
savings emained well below the convegence criteria taiget (Table 2).

The levels of domestic investments, although remaining above the gross national savings
rate and therefore further manifesting the extent of foreign savings reliance, were lower than
the minimum level of 25% of GDP that is necessarfor the attainment of the 7% eal growth
target. The imperfections in the banking industy amongst the Member States continued to
manifest themselves in the high interest rates spread.

Reliance on extenal budgetary flows was evident especially in Uganda andahizania. There
was, howeverprogress in stengthening the tax authorities and tax eform measures put in
place were aimed at reducing extenal dependence. An oveview of the respective Member
States economies as well as the bearing of the macroeconomic developments during the
review period on the private sectds investment envionment and growth is discussed below
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Kenya

of the recovely trend. The economys real growth was estimated at 5% compagd to

0.4%, 2.8% and 4.3% ealised in 2002, 2003 and 2004, respectively The years
performance was principally detemined by the economys sector stucture, with the robust
performance of transport and telecommunication, tourism, trade, and manufacturing sectors
providing a significant influence and building on the peformance of the previous year two

The performance of the Kenyan economy during the year 2005 eflected sustenance

years (Bble 3).
Table 3: GDP_Composition and Gowth by Sector - Kenya
Proportion of Growth Rate (%)
Real GDP (%) — 2004 2003 2004
Agriculture 242 24 14
Manufacturing 9.9 4.9 41
Wholesale and Retail Trade 10.1 12 9.5
Hotels and Restaurants 11 -20.3 15.1
Financial Sewices 3.8 17 15
Building and Construction 36 17 35
Transport & Communication 10.3 49 9.7
Government 14.8 2.6 18
Other 11.6 20 20

Source: Central Bank of Kenya

The performance of the agricultural sectorthe biggest GDP contributorwas mildly affected
by the adverse weather experienced in the last quarter of the ye&ixcept for coffee that
registered a 3.4% decline for the year to Novembettea, horticulture and the formal dairy
sub-sectors ealised 3%, 13.3% and 25% gowth, respectivelyfor the corresponding period.

The manufacturing sectofs buoyancy was supported by tax exemptions irtduced during
the preceding three financial years for most inputs, enforcement of anti-dumping measures
and enhancement of market opportunities in the East African Community (EAC) and the
Common Market for Easten and Southemn Africa (COMESA). The good peformance of the
tourism sector was a manifestation of the stepped up security and improved marketing. The
growth in transport and communication continued to be underpinned by increased mobile
phone connections and intenet sewices, supplemented by inaased motor eqgistration, air
passengers and peduct volume transported by the i€nya Hpeline Company

The economys overall policy thust remained the maintenance of macoeconomic stability
as a growth promoting strategy Underlying the economys performance wetre inflationary
trends that reflected the high cost of living on account of the effects of drought on staple
food prices, especially in the later part of the yeaand the high intemational oil prices during
the year The average annual headline inflation emained in double digit level thoughout
the year rising from 12.1% in Januaty 2005 to 15.2% in July befoe declining to 10.3% in
December 2005. The Central Bank of knya (CBK) continued to pursue a prdent monetary
policy as reflected by the low and stable underlying inflation, with its annual average rate
rising gradually fom 3.6% in January 2005 to 5.4% in December 2005 (kgure 1).
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Figure 1: Average Annual Inflation (%) - Kenya

Source: Central Bank of Kenya

Like in the previous years, the Government maintained the pursuit of fiscal discipline, in line
with the sound monetary policy pursued by the CBK, as well as the deepening of atitural
reforms especially in the aea of govemance, all aimed at increasing total factor productivity,
There was continued emphasis on strong revenue collection based on improvement in tax
administration by the Kenya Revenue Authority (KRA) while avoiding higher tax rates. This
was considered a pillar for the stabilization of the domestic debt to GDP ratio while protecting
priority expenditures. The 2005/06 fiscal year budget estimated that the level of domestic
revenue will marginally increase from 22% of GDP in the previous fiscal year (figure 2) to
22.8% of GDP

Figure 2: Fiscal Indicators (% of GDP) - Kenya

Source: Central Bank of Kenya

The Govenment'’s fiscal consolidation was not only boosted by theewenue peformance
but also by the strides, although modest, in expenditure control. The fiscal position, together
with the monetary policy stance and the level of market liquiditynfluenced the economys
interest rate regime during the review period. As at the end of November 2005 the
Government's indebtedness had decreased marginally to Kenya Shillings (KES) 47.5 billion
compared to KES 49.6 billion. The average liquidity in the banking system remained more




East African Development Bank
2005 Annual Report & Accounts

Member States Economies

than double the minimum liquidity requirement of 20%. Interest rates remained stable
throughout the year although they were at a higher level that the pevious yeats (Table 4)

Table 4: Selected Inteest Rates - KES Tansactions (%)

Jun-04|Sep-04| Dec-04 | Mar-05 | Jun-05/0ct-05 | Dec-05
91-Day TB rate 201 2.75 8.04 8.63 8.5 8.19 8.07
Inter-bank rate 1.29 2.95 941 8.13 7.37 7.98 7.79
Average lending rate 12.17 | 12.27 1225 | 1281 13.09 | 12.97 13.16
Average deposit rate 220 2.63 277 3.75 421 | 4.43 452
Interest Rates Spread| 9.97 9.64 9.48 9.06 8.88 8.54 8.64

Source: Central Bank of Kenya

Subsequent to the sharp rise in the 91-Dayr€asuty Bill (TB) rates fom 2.01% in June 2004
to 8.04% in December 2004, the rates remained in the 7.74% to 8.68% range for the whole
of 2005. The impact of measures of the previous fiscal yeals budget aimed at increasing
competition in the banking industly through easing entry, including the lowering of the
minimum capital requirements for banks, emained modest. As a eflection of the industry’s
imperfect competitiveness, inteest rates spead remained high.

The economys public and publicly guaranteed debt inceased to KES 751.7 billion by
November 2005 compared to KES 735.4 billion in December 2004. Although the debt level
represented an increase, the debt to GDP ratio for the corresponding period declined form
58.7% to 55.6%, reflecting a proportionately higher increase in GDP relative to the modest
debt increase. The proportion of external debt to GDP and to total debt in December 2004
was 35.2% and 59.8%, espectivelycompared to 30.9% and 55.6%, espectivelyin November
2005.

The economys debt remaining unsustainable although its debt sericing status places it
outside the heavily indebted poor countries (HIPC) debt relief beneficiaries. Among the
measures put in place to move the economy towards a sustainable position was the rescheduling
of both principal and interest payment on the Rris Club extenal debt that commenced in
January 2004. A total of KES 26 billion in extenal debt is to be rescheduled between 2004
and 2006. As a result of the rescheduling, the extenal debt sewice declined fom an equivalent
of KES 27.7 billion in 2003/04 fiscal year to an equivalent of KES 15.9 billion in 2004/05 fiscal
year

The foreign exchange market was characterised by limited volatility against the background
of a general appreciation of the KES against all major international and regional currencies,
appreciating from KES 77.93 per USD to KES 73.11 per USD in December 2005 (Figure 3).
As the economys recovely firmly re-established itself swng foreign exchange inflows fom
tourism, horticulture, and manufacturing against the backdrop of limited foreign currency
demand partly accounted for the appreciation of the KES. By the end of October 2005 the
foreign exchange esewes held by the banking system was USD 2.5 billion.

The local curency's strong position especially during the last quarter of theaview year
resulted in calls for intewention by the CBK fom exporters’ agument that a strong KES was
impairing their competitiveness. The monetay authority however maintained that any

interventions in the forign exchange market would only be to obviate market volatility and
that the KES’ exchange rate will continue to be market determined so as to balance the

conflicting exporter importer interest.

Among the
measures
put in place
to move the
economy
towards a
sustainable
position was
the
rescheduling
of both
principal
and interest
payment on
the Paris
Club
external
debt that
commenced
in January
2004.
|
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Kenya Bankers
Sacco Society

Figure 3: Nominal Exchange Rate (KES/Unit of Foreign Currency)

Source: Central Bank of Kenya

The balance of payment (BOP) position changed from an overall deficit of USD 2 billion
during the year to October to a surplus of USD 415 billion in October 2005 @ble 5). The
improvement follows a USD 1.5 billion increase in the capital and financial account that
more than offset the USD 1.1 billion deterioration in the current account balance.

Table 5: Balance of Fayment (USD m) - Kenya

2003/04 2004/05
Current Account -157 -1,087
Capital Account and Financial Account 327 1,299
Overall BOP -157 212
Gross Official Reserves 1,399 1,587
Months of Imports Cover 3.7 3.1

Source: Central Bank of Kenya

The deterioration of the current account followed the worsening of the trade account that

surpassed the impovement in the sewice account. The incease in imports of mainly machiney

and transport equipment, petroleum products,
chemicals and manufactured goods more than
offset the acceleration in the export of tea,
coffee, horticulture and manufactured products.
The import cover was maintained above 3
months as targeted by the 2004/05 and 2005/
06 fiscal year budgets.

The adverse weather conditions that affected
the economy in the last quarter of 2005 have
been witnessed in the early part of 2006. The
real GDP growth of 5% for 2006, which

characterises the maintenance of the
economy's performance in 2005, represents an

optimistic outlook whose attainment is subject
to the resumption and sustenance of normal
weather conditions during the year
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Tanzania
he performance of the Tanzanian economy emained robust with an estimated eal
growth rate of 6.8% iegistered in 2005 compared to the previous yeals 6.3%. The
growth was realised acioss all the sectors of the economyalbeit with a significant
influence of the agricultural sector whose growth remained strong following favourable weather
conditions and some ecovely in commodity prices (&ble 6). The economys performance,
which was supported by ongoing structural reforms and increased infrastructure investment,
represented sustenance of the impressive growth realised in recent years.

Table 6: GDP Composition and Gowth by Sector - Bnzania

Proportion Growth Rate (%)
of GDP (%)
- 2004 2004 2005
Agriculture, forestry, fishing & hunting 46.4 6.4 53
Mining & quarrying 3.2 9.6 9.9
Manufacturing 8.8 7.3 8.4
Electricity & water supply 16 6.9 7.6
Construction 55 8.8 94
Trade, Restaurant & hotels 17.0 6.7 6.7
Transport and communication 54 54 5.6
Public administration & other sewices 7.1 44 44
Fnancial and business serices 9.7 4.9 6.9

Source: Bank of @&nzania

The increasing prominence of the mining and quarying, manufacturing, and constuction
sectors to the overall economic padbrmance continued being demonstrated in their stng
performance. The rate of expansion of these sectors was, howeyaot significantly higher
than the previous years given that they wee growing from a relatively higher base. While
the construction industry remained buoyant owing to continued investments in donefunded
road infrastructure projects, the mining sector did not register additional large investments
although there was continued exploration.

The pursuit of a stable macroeconomic environment as a growth promoting prerequisite
remained the Govenment’s priority The economys fiscal strategy was primarily focused on
facilitating the implementation of the National Strategy for Gowth and reduction of Poverty
(NSGRP), with a deliberate endeavour to enhance domestic resource mobilisation and limit
domestic financing to avoid cowding out the private sector The Govenment's fiscal
consolidation process was synctonised with the monetary policy stance by the Bank of
Tanzania (BOT) aimed at maintaining inflation at lower single digit level.

The first half of 2005/06 witnessed a considerable build up of liquidity in the economyvhich

exacerbated the challenge of the monetay authority in managing liquidity In response to
these developments, BOT scaled up its monetgrcontrol strategy and was able to contain
growth of monetary aggregates within a ieasonable level. Boad money grew at an average
rate of 28% in 2005, while extended broad money grew at an average rate of 27.6%.

The pursuit
of a stable
macro-
economic
environment
as a growth
promoting
prerequisite
remained the
Government’s
priority.
|
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Inflationary pressues, howevercontinued to soar during the yearwith the headline inflation
being above the 4.0 percent target for 2005/06, due to shortage induced hiking of food
prices and persistent inaase in oil prices. Vith the tight monetary policy however underlying
inflation was contained at a low level thus dampening the impact of food inflation on the
overall inflation (Fgure 4). The headline inflation increased flom 4% in Januaty to 5.0% in
December while the underlying inflationose fom 1.5% in January to 3.9% in April, subsequently
declining to 3.6% in December

Figure 4: Annual Inflation (%) - Tanzania

Source: Bank of @nzania

The Government’s pursuit of a prudent fiscal policy continued to support the strong
macroeconomic pefformance. The high GDP outtun as well as the ongoing eform programme

at the Tanzania Revenue Authority (TRA) contributed to a sting fiscal performance with the
net domestic budget deficit financing for 2004/05 estimated at 0.6% of GDPn line with the
economy's growth and poverty eduction goals, the 2005/06 budget piojected an increase in
expenditure mainly to priority sectors and infrastructure, to be financed mainly by increased
domestic revenue and higher foreign aid.

To avoid crowding out the private sectornet domestic budget financing was estimated to be
contained at 1.1% of GDP in the 2005/06 fiscal yearBoth the expenditue and domestic
revenue were estimated to maintain a gradual increasing trend (Figure 5). Besides the reforms
in TRA, the increase in domestic revenue was expected to be driven by a number of tax
reforms, in particular the full year effect of the new Income 8x act as well as the graduation

of a number of tax exempted companies into the tax net. The recurrent and development
expenditure increases wee, respectivelyoccasioned by wage and salay hikes designed to
boost capacity under the public serice reform programme (PSRP) and aeflection of higher
outlay of infrastructure related investment.

Like in the previous years, the economg fiscal and monetaly policy stance geatly influenced
both the money and the foeign exchange markets. The tight monetay policy stance adopted
by the BOT for sterilising excess liquidity in the economyhile ensuring that money supply
remained broadly within the tamgeted range, pushed up inteest rates on Teasury Bills (hble
7).
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Figure 5: Fiscal Indicators (% of GDP) - dnzania

Source: Ministy of Hhance Budget (\arious Issues); United Bpublic of Tanzania.

In line with the monetary and fiscal developments during the yeacommercial bank interest
rates increased in line with the teasuty bills rates although at a lower pace. Thiseflected a
slow monetaly policy transmission thwugh the interest rates channel, a characteristic associated
with fact that the economy's financial system is still shallow and thin. Nonetheless, deposit
rates seemed to be esponding maginally to changes in teasury bills rates unlike lending
rates that were moving almost in tandem with interest rates on Government securities.

Table 7: Selected Inteest Rates for TZS Tansactions (%)

Jan-05 Mar-05 | Jun-05 Sep-05 Dec-05
Overall inter-bank rates 6.1 4.8 5.1 7.2 6.0
REPO Rates 5.5 5.0 5.2 7.7 6.0
Discount Rates 14.7 13.6 13.9 16.1 19.3
Overall TB rates 9.7 8.4 9.3 12.6 14.8
Savings deposit rates 2.6 2.6 2.6 2.6 2.6
Time deposit rates 4.7 4.6 4.4 5.0 5.3
Lending rates 15.0 154 155 151 15.0
Interest Rates Spread 124 12.8 129 125 124

Source: Bank of @&nzania

The foreign exchange market was characterised by a general depreciation of the local currency
vis-a-vis the USD, although a gradual appreciation was experienced during the first quarter
of the year The Tanzanian Shilling (TZS) subsequently experienced limited volatility albeit
against the background of a general depreciation trend (Figure 6). The occasional volatility
obsewed as the economy appoached the general elections in December 2005 was associated
with the uncertainties surounding the fact that a new president will be elected. However

the fact that the TZS did not slide substantially signifies the public confidence in the sustainability
of the general thrust of economic policies after the elections.

The foreign exchange market continued to be influenced by levels of corporate demand as
well as foreign exchange inflows from cotton, coffee and cashew nuts and mineral exports.
The local unit depreciated from TZS 1,105 per USD in Januay 2005 to TZS 1,184 per USD
in December 2005. Consistent with the monetay policy stance, BOT emained cautious in

In line with
the
monetary
and fiscal
developments
during the
year,
commercial
bank
interest
rates
increased in
line with
the treasury
bills rates
although at
a lower
pace.
|
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its foreign exchange market intewention, limiting itself to interventions aimed at peventing
market volatility

Figure 6: Nominal Exchange Rate (TZS/USD)

Source: Bank of @&nzania

The economys overall Balance of Ryments (BOP) maintained a positive position and is
estimated to have inceased flom its 2003/04 level (Table 8). The BOP was characterised by
deteriorating current account, albeit not as significant as envisaged due to strong growth in
traditional exports. Even with further widening of the current account deficit during the year
to June, the overall BOP position recorded an increase in the surplus position on account of
a strong capital and financial counts. The foeign exchange esewes wee equivalent to 6
months of imports of goods and sevices, being in line with the Govemment’s budgetary
expectations.

Table 8: Balance of Rayments (USD m) — &@nzania

2003/04 2004/05
Current Account -620.3 -629.9
Capital Account and Financial 983.9 921.3
Overall BOP 162.4 291.3
Gross Official Reserves 1,878.0 2,137.2
Months of Imports Cover 6.0 5.9

Source: Bank of @&nzania

The continued shift in the composition of exports from traditional exports to non traditional
exports cushioned the economy from potential exogenous shocks arising from commodity
price fluctuations. Stong export pefformance, especially for gold, contributed to the nalowing

of the trade balance. Howeverslowdown in tourism caused by electionalated anxiety a
decline in current transfers, as well as the weak USD boosting consumer import demand
resulted in the obsewed increase in the curent account deficit.

The Government’s commitment towards economic and structural reforms, and continued
support from its development partners manifested themselves in the sustenance of
macroeconomic stability On the basis of the economys overall peformance being perceived

to remain satisfactory, and commendable progress being made in poverty eéduction and
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public expenditule management, the IMF extended 100% debtelief to Tanzania in December
2005 under the Multilateral Debt Relief Initiative. The economys outlook remains positive
with a 6.9% real growth expected in 2006.

Uganda’s economic growth during the review period remained on track, albeit representing
a marginal decline from the previous yeais performance. The economy ealised a 5.5% eal
growth during the 2004/05 fiscal year compaed to the previous fiscal yeals 5.9%. The
overall pefformance was constrained by theeduced supply of electricity and dvught effects,
factors that contributed to inflationary surge.

New Africa Hotel (1993) Ltd.,
Tanzania.
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Uganda

he dominance of the agricultural sector continued to beeflected in the review yeats

performance. Its shae of GDP has been gradually declining owing to both the secttr

slower growth relative to others and as a consequence of structural transformation
(Table 9). Nonetheless it emains the second lagest GDP contributor afer serwvices and the
largest source of rural employment and income. Therefore its growth rate of 2.1% in 2004/
05, although representing an improvement from the previous yeats 1.6%, remains low
consequently influencing the economis overall pefformance. Manufacturing and transport
and communication registered strong performance during the year

Table 9: GDP Composition and Gowth by Sector — Uganda

Proportion of GDP (%) Growth Rate (%)

2003/04 2004/05 2003/04 2004/05
Agriculture 37.6 36.3 1.6 2.1
Industry 19.7 20.4 8.1 9.1
Manufacturing 8.5 8.6 4.8 75
Electricity & Vater 13 13 6.6 6.0
Construction 75 7.9 13.8 123
Services 42.7 43.3 8.1 7.2
Wholesale & Retail Trade 9.9 9.8 3.9 4.3
Hotels & Restaurants 3.0 31 19.1 9.8
Transport & Communication 6.2 6.9 19.9 179
Community Sevices 16.4 16.3 5.5 4.7

Source: MFPED, Background to the Budget; 2005/06

The economys performance continued to be bolsteed by a policy envionment that promotes
macroeconomic stability In particular, the Bank of Uganda (BOU) maintained its focus on
pursuing a monetary policy aimed at containing inflation at low rates as a way of @ating a
conducive environment for sustainable growth. The BOU was successful in its policy pursuit,
being able to contend with inflationaly pressue during the first half of 2005 on account of
substantial increase in food crop prices.

The composite inflation inceased flom 8.5% in January to 12.6% in April, subsequently
declining to 3.5% in December (Figure 7). As a reflection of the efficacy of the BOU’s
monetary policy stance, the underlying inflation was contained at single digit level, its highest
level being 6.5% in June, having risen &m 4.5% in January. By December the underlying
inflation had declined to 4.8%.

Like in the previous years, the BOU’s monetar policy conduct was cautious with a deliberate
choice of a combination of instruments aimed at obviating exacerbation of instability in the
foreign exchange and money markets. The market sterilization process through issuance of
treasury bonds and teasury bills was complemented by intarentions in the foeign exchange
market, active use the Repurchase Agreements (REPOSs) to fine tune operations and manage
short term liquidity movements, as well as Rediscount Rate and Bank Rate adjustments in
the liquidity providing windows to ensue policy consistency

The monetary policy conduct partly influenced the money market pricing sticture, with the
fiscal developments and sticture of the financial system that emained imperfectly competitive
as reflected by the big spread between deposit and lending rates being the other determinants
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(Table 10). The phased transfer of poject accounts fom commercial banks to the BOU,
which was initiated in the pevious fiscal yearhelped in the mopping up of liquidity as well
as reducing the fiscal cost of open market operations.

Figure 7: Annual Inflation (%) — Uganda

Source: Bank of Uganda

Table 10: Selected Inteest Rates (%) — UGX Tansactions

Jan-05 Mar-05 Jun-05 | Sep-05 | Dec-05
Savings deposit rate 119 194 1.77 1.97 192
Lending rate 19.36 20.42 18.07 19.18 19.37
91-day TB rate 8.92 8.69 8.78 7.86 7.61
182-day TBrate 11.48 10.73 10.17 9.23 8.50
364-day TB rate 11.92 11.30 11.62 10.01 9.94
Rediscount rate 15.02 14.20 14.77 13.93 13.36
Bank rate 16.02 15.20 15.77 14.93 14.36
Interest Spread 18.17 18.48 16.30 17.21 17.45

Source: Bank of Uganda

As a key component of the overall strategy of maintenance of maoeconomic stability
Uganda’s fiscal policy continued emphasising on expenditure restraint and enhancement of
domestic revenue mobilisation. This was in recognition of the challenges the fiscal deficit
position continues to pose to such stabilityAlthough total govemment revenue emained
significantly lower than the level of public expenditure, domestic revenue as a proportion of
GDP maintained an upwad, albeit gradual, trend (Hgure 8). Consequentlythe fiscal deficit
(excluding grants) represented a gradually declining trend.

The government’s fiscal thrust emphasised the strengthening of monitoring and control of
domestic arrears and reducing their stock; implementing revenue measures as pronounced
in the 2005/06 fiscal year budget; and reinvigorating the public sector reform programme to

boost incentives and realise expenditure savings to accommodate spending on poverty

alleviation programmes.

As a
reflection of
the efficacy
of the
BOU's
monetary
policy
stance, the
underlying
inflation
was
contained at
single digit
level, its
highest level
being 6.5%
in June,
having risen
from 4.5%
in January.
|
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Figure 8: Fiscal Indicators (% of GDP) — Uganda

Source: MFPED, Background to the Budget; 2005/06

Whereas a substantial proportion of the budget continues to be externally financed, the
government in 2005/06 estimated that 60% of the budget will be financed by domestic
resources compaed to 54% the previous fiscal yearThis was an indication of pogress in the
gradual processes of increasing the share of the budget that is domestically financed.

The fiscal deficit was principally financed by external resources obtained at highly concessional
terms (Table 11), a financing mechanism that nonetheless posed maaeconomic
management challenges. In particularthe ensuing liquidity incease necessitated sterilization
in order to avoid pressure on inflation, interest rates and exchange rates.

Table 11: Revenue for Knancing Deficit (% of GDP) - Uganda

2003/04 | 2004/05 2005/06
Overall Deficit (Including Grants) 1.2% 1.0% 2.3%
Net External Financing 2.3% 2.2% 3.0%
Net Domestic Financing -1.1% -1.3% -0.7%

Source: MFPED, Background to the Budget; 2005/06

In response to the fiscal challenges, the Uganda Revenue Authority (URA) continued taking
measures aimed at improving tax administration. The comprehensive tax policy package
pronounced in 2005/06 budget took cognisance of the tax losses associated with the initial
implementation of the East African (EL) Customs Union. Acordingly, the additional revenue
from the new tax measures, including the phasing out of tax holidays for enterprises, was
expected to offset revenue losses from the EAC customs union.

During the year under eview the foreign exchange market was characterised by a gradual
depreciation of the Uganda Shilling (UGX) (Figure 9). The local unit depreciated from UGX
1,732 per USD in Januar to UGX 1,847 in September befoe marginally appreciating to
UGX 1,816 per USD by the end of December 2005. The movement in the exchange rate
was driven mainly by the current account developments, including increased importation of
goods and sewices and educed private transfers. The BOU was able to apppriately intervene
on occasions of market volatilitybolstered by adequate official foeign exchange eseres.
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By the beginning of the thid quarter of 2005, the gross forign resewves amounted to about
6 months equivalent of imports of good and serices.

Figure 9: Inter Bank Foreign Exchange Mid-Rate (UGX/USD)

Source: Bank of Uganda

The economys Balance of Rayment (BOP) emained positive, inceasing fom USD 193
million by the end of 2003/04 fiscal year to USD 648 million at the end of 2004/05 fiscal year
(Table 12). However the current account position for the coresponding period epresented
a deterioration, which is partly attributed to the depreciation of the UGX. The current account
deficit was occasioned by an increase in imports that more than offset the increase in exports

of goods and sewices, income account and curent transfers.
Table 12: Balance of Fayment (USD m) - Ug_;anda

2003/04 2004/05
Current Account -104.4 -332.5
Capital Account and Financial Account 297.7 648.0
Overall BOP 193.3 315.5
Gross Official Reserves 1,333.4 1,325.6
Months of Imports Cover 6.5 5.9

Source: Bank of Uganda

The BOU’s commitment to ensuring that the Banking system remained stable and sound
continued to be supported by impoved regulation and supewrision measues. As confimed
by an independent study published at the end of 2005, Uganda’s banking system has become
more competitive and efficient as a result of reforms embarked upon in the recent years.
The stability that prevailed during the review year was a manifestation of the benefits of the
cleaning up of the financial system, consolidation and privatisation of dominant state owned
banks. The stengthening of the regulatory and supewisory framework fosteed the stable
and efficient financial system, contributing towards the improvement of access of households
and firms to financial sewices.

The economys extemal debt remained unsustainable as measwed by the ratio of Net
Present \&lue (NPV) of debt to exports of goods and sefices. The NPV of debt to exports
was 279.5% at the beginning of 2004/05 fiscal year compared to the HIPC debt relief threshold

The
economy’s
Balance of
Payment
(BOP)
remained
positive,
increasing
from USD
193 million
by the end
of 2003/04
fiscal year
to USD 648
million at
the end of
2004/05

fiscal year
|
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The
government’s
strategy of
eventual
attainment of
sustainability
is through
gradual
deficit
reduction
that will
enable it to
reduce debt
stock.
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for sustainability of 150%. The main eason for the economys extemal debt being
unsustainable is the slower than anticipated export growth against an increase in the NPV of
debt arising from increased disbursements from multilateral creditors.

The economy continued to manifest heavy reliance on donor funds, although measures are
continually being put in place to educe such eliance. Total extemal debt increased fom
USD 4.5 billion in June 2004 to USD 4.9 billion by the end of June 2005. The government’s
strategy of eventual attainment of sustainability is through gradual deficit reduction that will
enable it to reduce debt stock. Accordingly, there is policy in place to limit borowing as one
way of achieving debt sustainabilityThe economys endeavour to eventually attain exteral
debt sustainability was in December 2005 boosted by the IMF providing 100% debt relief on
all debt uncured by Uganda to the Fund before January 1, 2005.

The economy continues to manifest an overall satisfactgrmacroeconomic performance,
progress in poverty reduction and improvement in public expenditure management. Because
of its robust economic expansion against the background of a generally stable macroeconomic
environment, the economy continues to receive positive evaluation by multilateral partners.
Against such backdop, the economy is anticipated to gowth at 6.1% in 2005/06 fiscal year

Uganda Baati Ltd.
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he measures put in place by the Bank’s respective Member States for ensuring
macroeconomic stability were buttressed by the recognition that such stability is essential
for a thriving private sectorWith a stable macroeconomic envionment, distortion to
private sector savings, production and investment decisions are minimised, resulting in a
conducive growth environment.

A stable macroeconomic environment in the respective member states continued to be
complemented by specific policy and investment inteentions. The private sector had to
contend with the usual trade off between tax accommodations and the Member States’
ability to provide public goods, notably efficient infrastructure. The respective Member States
budget financing proposals were aimed at ensuring that the domestic resource mobilisation
through taxes and borrowings do not result in increased business costs.

A significant portion of development expenditure, especially infrastructure investments
continued to be financed by external resources. Like in the recent past years, the emphasi
on infrastructure investments as a means of mitigating private sector costs was noticeable in
a number of initiatives. The Member States continued with the rehabilitation and new
investments in roads, electricity and water infrastructure as a way of spurring growth in the
manufacturing sector Such initiatives wee not restricted to the urban aeas but wee extended
to rural areas as a means of impoving communities’ levels of poduction efficiency

o

Electricity supply inadequacy remained a binding constraint to all the three the Member
States’ industrial and commercial sectors, resulting in non-realisation of full growth potential.
In the case of Kenya, the major road network was noticeably dilapidated prompting the
prioritisation of its rehabilitation. The Government of Kenya, in conjunction with development
partners such as the Wrld Bank, continued to exploe the road concessioning potential and

design a framework for concessioning as a way of accelerating road development and
rehabilitation.

To complement the road investment and ehabilitation, the Member States worked towads
improving the regional rail links as a way of easing pressure on the road network. The joint
concessioning of the Kenya and Uganda railways was concluded during the last quarter of
the year while in the Bnzania the process of privatization of its railway network moved in
earnest with three private sector investor consortia. The concessioning of the railways syste
is expected to increase efficiency and save costs for exporters and importers. At the sam
time the proposed extension of the Kenya pipeline to Uganda is being pursued with a dual
motive of relieving pressue on the roads as well as poviding a reliable and efficient delivey
mode of oil energy to Uganda.

© 3

Accessibility and affodability of financial sewices especially long tem local currency finance,
continued to constrain the private sectds realization of full potential in the entire Bank’s
Member States. With the liberalisation of the financial markets, the member states have
intensified the efforts towards reducing distortions that retard financial sector development
such as govenment interventions thiough state ownership, bariers to competition, and
directed or subsidized credit.

The Governments are continually exploring measures aimed at reducing barriers to competition
through paving ways for the thriving of non bank financial institutions and commercial micro
finance as well as strengthening creditors and shareholders’ rights, supporting the establishment
of credit bureaus and other mechanisms of addressing information problem, and improving

bank regulation. E
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These measures notwithstanding, the private sector had to continue contending with a banking
sector characterized by impéections and limited competition manifested in the big inteest
rates spead in the three East African economies. #rther, the implication of the dominance

of commercial banks in the region's financial system implies that availability of long ten
credit continues to constrain the business community as these institutions concentrate mainly
on short term credit. The interest rate regime, financial market structure and the level of
economic activity influenced the private sector demand for credit during the review period.

The East African Development Bank continued playing a leading role in the mobilisation of
long term local currency resources for on-lending to viable projects in the region. The Bank
issued two bonds in @nzania and Uganda respectively during the year 2005. Since the
Bank’s pioneering of the issuance of corporate bonds in the region, other corporate institutions
including financial institutions such as the PA Bank, Standad Chartered Bank, Uganda and
Barclays Bank, &nzania, Shelter Afrique and Bulu Kenya have mobilised long tem local
currency resources through issuing and listing bonds in the Member States capital markets.
The non-financial institutions that issued bonds during the review period were Celtel Limited
and Arthi River Mining in Kenya, and Bidco Limited in &nzania.

The developments in the corporate bond market was boosted by the respective Member
States’ Teasury bond programmes with longer tenues that provided appropriate
benchmarking for longer tem corporate bonds. Both the corporate and &asury bond activities
contributed to the further deepening of the egion's capital markets. Although thee was
continued issuance of bonds, their secondartrading in the respective stock marketsamained
fairly inactive relative to the equities. As a reflection of the perceptions and expectations of
corporate and individual investors on the overall economic psrmance and individual listed
corporations’ pefformance the developments in the Naiobi Stock Exchange (NSE), Dar es
Salaam Stock Exchange (DSE) and the Uganda Securities Exchange (USE) are represented in
Fgures 10,11, and 12 respectively

Figure 10: NSE Turnover and Index Evolution - 2005

Source: NSE
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Fgure 11: USE Turnover and Index Evolution — 2005

Source: USE

Fgure 12: DSE Trnover Evolution (TZS m) — 2005

Source: DSE

The 20 share NSE index and the USE all share index represented an upward trend during the
review period, rising fom 3,094 in January to 3,9734 December for the NSE and 408 in
January to 690 in December for the USE. The DSE is yet to launch an index as a measuwf
the market's activity movement. Although by international standards the three bourses mirror
a shallow capital market, the NSE is relatively well developed than the USE and DSE with 47
listed companies by the end of 2005 compaed to 7 and 8 companies espectively

The relative undedevelopment of the latter two markets can be obseed from the turnover
trends (Figures 11 and 12) characterised by activity swings occasioned by one off participation
of corporate investors. For instance the UGX 2.2 billion turnover in May 2005 and UGX 1.6
billion in December 2005 were outliers to the gradual turnover trend in the USE, just like the
DSE’s tunover of TZS 3.9 billion and TZS 2.4 billion in April and December 2005, espectively
The cross listing of East African Breweries Limited on the DSE in 2005 implied that the
company, together with Kenya Airways Limited, is coss listed in all the thee East African

stock exchanges.
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PROJECT APPRWALS

The Bank approved investments worth USD 51.7 million in the year 2005 compared to the
previous yeats USD 84.4 million. The approvals comprised of USD 6.69 million in asset
Leasing Fnancing, USD 41.34 million in Long Term Fnancing and USD 3.65 million in Short
Term financing (Fgure 13).

Figure 13: Project Approval by Product

The approvals were fairly distributed among all the Member States’ key economic sectors
with, Agriculture, Forestry and Hshing accounting for 22%, Tansport, Storage and
Communication accounting for 18%, Construction and Manufacturing accounting for 15%
each, and Financial Intermediation accounting for 14% of the annual approvals. Each of the
other sectors accounted for less than 10% of the yeartotal approvals (Fgure 14).

Figure 14: Project Approval by Sector

DISBURSEMENTS

Disbursements for the year amounted to USD 50.8 million, including issued letters of Credit
worth USD 9.9 which were still outstanding as at end of year 2005. The level of disbursements
for the year iepresented a 54% incease from the previous yeats USD 39.2 million. The ratio

of approvals to disbursements during the year was 1:1 compared to 2.9:1 in 2004.

COLLECTIONS

Collections for the year amounted to USD 56.44 million, representing a 24% increase from
the previous yeats level. The collections wee realized flom normal billing, prepayments and
bad debt recoveries.
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PORTFOLIO DISTRIBUTION

The Bank’s portfolio remained dominated by long term loans, which accounted for over 92%
of the gross portfolio. Asset lease finance accounted for 4.6% of the gross portfolio while
equity investments and other financial products accounted for 2.4% and 1.0% of the gross
portfolio respectively (&ble 13).

Table 13: Gross Prtfolio

Product Kenya Tanzania Uganda | Grand Total %
Equity Investments 267,841 1,383,033 1,557,941 3,208,816 2.4%
Asset Lease 1,143,468 1,613,480 3,294,006 6,050,954 4.6%
Med/Long Term 38,752,567 38,389,359 | 44,181,388 | 121,323,314 [91.9%
Short erm 484,962 521,075 1,006,037 0.8%
Trade Fnance 419,762 21,858 441,620 0.3%
Total 40,163,876 |42,290,597 |49,576,269 (132,030,741 | 100%
% 30.4% 32.0% 37.5% 100.0%

RESOURCE MOBILIZRION

During the year the Bank continued with its efforts to mobilize funds for investing in viable
projects in the Member States. A second line of credit of USD 5 million with Export-Import
Bank of India was signed. By the year end, an agreement for a line of credit of USD 20
million from Development Bank of Southern Africa (DBSA) was being finalized. The funds
from DBSA would mainly be channelled to pojects in Tanzania. The Bank also participated
in the European Investment Bank facilities through the Bank of Uganda. During the year
under review an equivalent of about USD 3 million was drawn under these facilities.

To address rising demand for local curency funds, the Bank in June raised TZS 15 billion
through issuance of thid bond in Tanzania while in December a second bond issued in
Uganda realized UGX 20 billion. Towards the end of the yeay arrangements wee being
made to borrow KES 1 billion from commercial banks in Kenya to on-lend to the projects in
the country. Similarly the Bank appmoached the African Development Bank for the 8 Line of
Credit of USD 80 million and the European Investment Bank for a EUR 25 million Line of
Credit.

By the end of the yearthe Govemments of Tanzania and Kenya had paid in full USD 3
million each while the Government of Uganda paid USD 1.35 million for their contribution to
the Bank’s capitalization for the yearThe Member States’ contribution is part of the USD 45
million recapitalization approved in 2003.

FINANCIAL RESULS

The Bank made a net profit of USD 1.42 million in 2005, a significant increase from the
previous years 0.18 million. Total operating income amounted to USD 7.53 million, 13%
below the 2004 level. Dtal operating expenditue before effects of exchange rates and
impairment loss amounted to USD 5.44 million in 2005, having decreased by 3% from the
2004 level. The provision for bad and doubtful debts on loan advances was USD 0.24 million,
an 87% improvement from the previous yeats level. The Bank’s balance sheet gaw by 10%
from the position as at 31 December 2004 of USD 204.99 million to USD 226.40 million as
at 31 December 2005.

The overall pefformance is lagely attributed to low povisions and incease in non-lending
income, in particular capital gain fom equity investment divestitug and treasury income,

The Bank
made a net
profit of
USD 1.42
million in
2005, a
significant
increase
from the
previous
years 0.18
million.
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which was boosted by the high liquidity levels held benefiting from the increase in interest
rates especially the USD rates. The p&srmance was against the backdop of the operational
volumes comprising of approvals of USD 51.69 million, disbursements of USD 40.39 million
and collections from projects totalling USD 56.44 million during 2005. A summalry of the
year's financial performance is given below

PROFIT AND IOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2005

2005 2004
USD ‘000 USD ‘000
Income
Loan interest 7,689 7,237
Interest from bond funds 2,660 2,239
Lease Rental Interest 462 438
Short term deposit interest 2,520 1,075
Total interest income 13,331 10,989
Less Interest expenses
Bond issue costs (228) 14)
Interest on S/Capital Advance (50) -
Interest on bonds (3,041) (1,337)
Interest on borrowing (4,401) (3,758)
Total Interest expense (7,720) (5,249)
Net Interest Income 5,611 5,740
Fee and Commission Income
Commissions 395 772
Commissions from Letters of Credit 71 165
Commitment fees A 26
Directors Fees 7 11
567 974
Dividend Income 252 205
Otherincome 1,101 1,708
Operating Income 7,531 8,627
General Operating Expenses
Staff and administration expenses 4,719) (5,164 )
Depreciation of property and equipment (717) (416)
Impairment loss on loan advances (242) (1,898 )
(5,678) (7,478)
Gains/(Losses) from Foreign Currencies
Exchange Loss on currency translation (368) ©41)
Realised Loss on forex deals 61) -
(429) (941)
Profit/(loss) from operating activitiesbefore
restructuring costs and taxation 1,424 208
Restructuring costs - (31)
Profit/ (loss) before taxation 1,424 177
Taxation - -
Net profit/ (loss) for the year 1,424 177
Basic earnings/ (loss) per share 0.28 0.04
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BALANCE SHEET AS A 31 DECEMBER 2005

2005 2004
USD ‘000 USD ‘000
ASSETS
Cash and bank balances 11,255 12,975
Deposits due from banks 87,368 57,492
Other assets receivable 8,170 3,467
Investments 114,638 120,482
Amounts receivable under HIPC debt initiative 0 5,329
Capital work-in-progress 257 -
Property and equipment 4,715 3,644
226,403 204,992
SHAREHOLDERS' FUNDS AND LIABILITIES
LIABILITIES
Dividends Ryable 35 171
EADB bonds 40,562 29,273
Other accounts payable 1,412 2,148
Medium and long term loans 96,618 94,706
Special funds 13,840 13,865
Technical Grant 257 0
Capital fund 7,479 7,479
Advance share capital contribution 22 2,009
160,226 149,651
CAPITAL AND RESERVES
Share capital 68,567 59,576
Fair value adjustment Rsewre 422 0
Special esene 7,176 6,780
Accumulated losses (9,987) (11,015)
66,178 55,341
226,403 204,992
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RISK MANAGEMENT POLICIES AND PROCESSES

The day-to-day operational responsibilities for implementing risk management policies and
guideline are delegated to the Bank’s relevant business units, with the Risk Management
and control Unit (RMCU) having an oversight role for all risk management functions. The

overall management of the Bank’s assets and liabilities lies with the Assets Liability
Management Committee (ALCO).The highest level of risk management is assured by the
Bank’s Board of Directors, which approves all risk management policies.

During the year the Bank’s risk management activities continued to focus on managing its
significant risk exposures assumed in the normal course of providing development banking

services. These risks a broadly categorized into cedit, interest rate, curency liquidity,
legal and operational risks. Credit risk remains the Bank’s core business risk and is managed
using a set of credit policies, guidelines and processes. The credit risk grading model is
currently in use to grade the portfolio on a case by case basis in addition to grading projects
that are under appraisal. The RMCU continued to provide an independent and objective
opinion on risks arising fom loan applications. The Bank’s Debt Collection Blicy and Liquidity
Risk Plicy were reviewed and apppoved by the Boad of Directors during the year

CORPORAE SOCIAL RESPONSIBILITY

As a leading regional development finance institution, the Bank continues to invest in viable
projects with capacity to spur development as well as support welfare enhancing non
commercial activities under its corporate social responsibility initiatives. The year under review
saw the enrolment of the first three beneficiaries of the Robert McNamara/East African
Development Bank Graduate Scholarship Programme in Development Studies. The
scholarship ppgramme, which was inaugurated by the thee East Africars presidents during
the Sixth Summit of the East African Community (EAC) Heads of State held in Arusha,
Tanzania, in November 2004, offers fully funded scholarships to citizens oidya, Uganda
and Tanzania to pursue studies leading to a PhD dege in a development oriented field.

The Bank collaborated with other institutions in itsesponsible corporate citizenr undertakings
for the benefit of the disadvantaged members of the communityFor instance, the Bank was
among the institutions that, through participation in the MTN Kampala Marathon 2005,
supported the Uganda Red Cross initiative aimed at raising UGX 203 million to support more
than 5,000 expectant mothers living in internally displaced peoples’ (IDP) campus Northern
Uganda. The Bank not only made financial contribution but was also represented in the
marathon through the participation of two teams made of staff members.

The Bank continued to maintain a mutual understanding with its stake holders through
dissemination of information pertinent to its conduct of business. Corporate information was
shared with staff through regular staff meetings and with the public through press releases
and notices in the media. Additionally, the Bank has maintained its websitavwweadb.org
which contains comprehensive corporate information.

In recognition of the challenge that HIV/AIDS poses to the Bank’s conduct of business, a

comprehensive HIV/AIDS policy aimed at sensitizing members of staff on the pandemic was
putin place with a view to minimizing its impact on the organization and reducing its spread.
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Corporate Govenance

GOVERNING COUNCIL

he Governing Council, comprising the Ministers of Finance of the three Member
States, is the supreme governing authority of the Bank. Its composition is expanded
to include representatives of all shareholders when considering amendments to the
Bank’s Charter or an increase in the capital stock of the Bank.

The Govemning Council met in Nairobi, Kenya in April 2005 and appointed Hon. Dr Ezra
Suruma, Minister of Finance, Planning and Economic Development of the Republic of Uganda,
as its new Chairman. During the meeting, the Governing Council adopted the Bank’s Annual
Report for the past year and approved the Bank’s Annual Accounts for the year 2004.

The Governing Council also formally recognized the African Development Bank (AfDB) for its
continued support to the Bank, evidenced by the extension of a Seventh Line of Credit to the
Bank. The Governing Council agreed at the meeting to harmonize the tax treatment of all
employees of the Bank within the Member States, and commended the Board of Directors
and Management for the various strategies being implemented to turn the Bank around so
as to return to profitability in 2005.

ADVISORY PANEL

The Advisory Panel comprises eminent persons in interational finance who provide the
Bank with strategic guidance on its mandate in formal sessions that are held concurrently
with the meetings of the Govening Council. The curent Advisory Fanel members ae Mr.
Lars Ekengen, Mr. Mahesh K. Kotecha, Mr. Jannik Lindbaek, Mr Robert McNamara and Mr.
Toyoo Gyohten.

During the year no fomal meeting of the Advisory Fanel was held. Howeverall members of
the Panel were actively involved in advising Management and the Bodrin the formulation
of the Bank’s 5-¥ear Strategic Plan (2006 — 2010), with the Diector General holding infomal
discussions with members of the &el on the matter on different occasions. The Strategic
Plan was ultimately appoved in early Januay 2006.

EADB Advisoy Panel (L-R) Mr. Lars Ekengren,
Mr. Mahesh K. Kotecha, Mr. Toyoo Gyohten, Mr Jannik Lindbaek.
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BOARD OF DIRECTORS

All powers of the Bank ae, subject to the povisions of the Bank’s Chartervested in the
Board of Directors. The Boad must hold at least four meetings in a yearaccording to the
Charter. During the year 2005 the Boad met five times, in March, April, August, October
and December In addition to considering and appoving a number of investment poposals
within the Member States, the Boadl discussed and appoved several Blicy Papers including
those relating to the Bank’s Liquidity Holding Requirements, Loan Prepayments, Economic
Sector Classification of Rojects, and HIV/AIDS in the Wérk Place.

During the last quarter of the yearthe Board was mainly peoccupied with an in-depth
review of Management poposals on the 5¥ear Strategic Plan (2006 — 2010). The Audit Sub-
Committee of the Boad met three times during the yearand approved a new EADB Intenal
Audit Policy, which became operational immediately

MANAGEMENT AND SRAFF

The Bank had an average of 76 employees during the year 2005. The Bank continues to
recognize that an efficient and well motivated staff force is critical to the accomplishment of
its mandate. During the year staff development was given priorjtyith a needs based training
approach adopted to fill the skills gaps. This training approach was complemented by internal
peer coaching and experience sharing.

There was a deliberate focus on the drive for pdormance, consequent to which individual
staff objectives wee aligned to the overall Bank objective of ppmoting the region's

development in a financially sustainable mannefTo motivate high performance, the Bank
implemented a performance based eward system as a means of@cognizing achievement
and motivating performance improvement.
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Glossal of Terms

AfDB -

BOT -

BOU -

CBK -

DANIDA -

DEG -

EADB -

EIB -

EXIM -

FMO -

HIPC -

KES -

MTN -

NDF -

NORAD -

OPEC -

Sida -

TA -

TZS -

UGX -

Africa Development Bank

Bank of Tanzania

Bank of Uganda

Central Bank of Kenya

Danish International Development Agency
Deutsche Investitions — und
Entwicklungsgesellschalt

East African Development Bank
European Investment Bank
Export and Import Bank
Financierings Maatschappijvoor
Ontwikkelingslanden

Highly Indebted Poor Countries
Kenya Shillings

Medium Term Notes

Nordic Development Fund

Norwegian Agency for Development

Organisation for Retroleum Exporting Countries

Swedish International Development Agency
Technical Assistance
Tanzania Shillings

Uganda Shillings
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STATEMENT OF DIRECTORS’' RESPONSIBILITIES

The Bank’s Charter requires the Directors to prepare financial statements for each financial
year, which give a true and fair view of the state of affairs of the Bank as at the end of the
financial year and of its operating esults for that year It also requires the Directors to ensue
the Bank keeps poper accounting records, which disclose withe@asonable accuracyat any
time, the financial position of the Bank. They are also responsible for safeguarding the
assets of the Bank.

The Directors accept responsibility for the annual financial statements, which have been
prepared using appropriate accounting policies supported by reasonable and prudent judgments
and estimates, in conformity with International Financial Reporting Standards and in the
manner required by 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 of the Bank and of its
operating results. The Directors further accept responsibility for the maintenance of accounting
records, which may be relied upon in the preparation of financial statements, as well as
adequate systems of internal financial control.

Nothing has come to the attention of the Directors to indicate that the Bank will not remain
a going concern for at least the next twelve months from the date of this statement.

Chairman:

Director General:

Date: 7™ April, 2006
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REPORT OF THE INDEPENDENT AUDITORS TO THE
MEMBERS OFEAST AFRI@N DEVEIOPMENT BANK

Introduction

We have audited the financial statements of East African Development Bank for the year
ended 31 December 2005 set out on pages 38 to 62. W obtained all the information and
explanations, which to the best of our knowledge and belief wemecessay for the purposes
of our audit and to provide a reasonable basis for our opinion. The financial statements are
in agreement with the books of account.

Respective responsibilities of directors and independent auditors

As stated on page 36, the Directors are responsible for the preparation of the financial
statements, which give a true and fair view of the state of affairs and of the operating results
of the Bank. Our responsibility is to express an independent opinion on the financial statements
based on our audit.

Basis of opinion

We conducted our audit in accodance with Intemational Standards on Auditing. Those
standards require that we plan and perform our audit to obtain reasonable assurance that
the financial statements are free from material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disclosures in the financial statements,
It also includes assessing the accounting principles used and significant estimates made by
the Directors, as well as evaluating the overall financial statements gsentation. e believe
that our audit provides a reasonable basis for our opinion.

Opinion

In our opinion, proper books of account have been kept and the financial statements give a
true and fair view of the state of the financial position of the Bank as at 31 December 2005

and of the operating results and cash flows for the year then ended and comply with
International Financial Reporting Standads and the Bank’s Charter

KPMG

Certified Public Accountants
P O Box 3509

KAMPALA

Uganda

Date: 7t April, 2006
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PROFIT AND IOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2005

Note 2005 2004
USD ‘000 USD ‘000
Interest income
Interest on loans 8,075 7,237
Interest from bond funded projects 2,659 2,239
Interest on lease rentals 462 438
Interest on short term deposits 2,520 1,075
13,716 10,989
Interest expense
Bond issue costs 2 (228) (154)
Interest on share capital advance (50) -
Interest on bonds (3,041) (1,337)
Interest on borrowing (4,401) (3,758)
(7,720) (5,249)
Net interest income 5,996 5,740
Fee and commission income:
Commissions 396 772
Commissions from letters of credit 71 165
Commitment fees 93 26
Net losses arising from foreign exchange 3 (429) (941)
Dividend income 252 205
Otherincome 4 1,109 1,719
Operating income 7,488 7,686
General operating expenses:
Staff and administration expenses 5 (4,719) (5,164)
Depreciation of property and equipment (717) (416)
Restructuring costs 6 - (31)
Impairment loss on loans and advances 13 (ii) (628) (1,898)
(6,064) (7,509)
Profit before taxation 7 1,424 177
Taxation 8 - -
Net profit for the year 1,424 177
Basic earnings per share 9 0.28 0.04

The notes set out on pages 43 to 62 form an integral part of these financial statements.
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BALANCE SHEET AS A 31 DECEMBER 2005

Note 2005 2004
USD ‘000 USD ‘000
ASSETS
Cash and bank balances 10 11,255 12,975
Deposits due from banks 11 87,368 57,492
Other assets receivable 12 8,170 3,467
Investments 13 114,638 120,482
Amounts receivable under HIPC debt initiative 14 - 5,329
Capital work-in-progress 15 131 -
Property and equipment 16 4,841 5,247
226,403 204,992
SHAREHOLDERS' FUNDS AND LIABILITIES
LIABILITIES
Dividends payable 17 35 171
EADB bonds 18 40,562 29,273
Other accounts payable 19 1,411 2,148
Medium and long term loans 20 96,618 94,706
138,626 126,298
Special funds 21 13,841 13,865
Technical grant 22 257 -
Capital fund 23 7,479 7,479
Advance share capital contribution 24 22 2,009
21,599 23,353
160,225 149,651
CAPITAL AND RESERVES
Share capital 25 68,567 59,576
Fair value adjustment esewve 26 422 -
Special esewve 27 7,176 6,780
Accumulated losses (9,987) (11,015)
66,178 55,341
226,403 204,992
Off balance sheet items 35 28,946 80,978

The financial statements set out on pages 38 to 62 were approved by the Board of Directors ofi April, 2006 and were
signed on its behalf by:

Chairman: Director General:
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CASH FIOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2005

Note 2005 2004
USD ‘000 USD ‘000

Cash flows from operating activities
Loan interest receipts 9,442 7,928
Bond funds receipts 2,440 2,729
Asset leasing interest receipts 260 225
Commission receipts 396 772
Letter of credit income 71 165
Commitment fees receipts 122 0
Receipts from projects previously written-off 860 -
Interest on bonds payments (2,970) (1,481)
Interest on borrowing payments (3,843) (3,977)
Payments to employees and suppliers (7,105) (6,021)
Operating (loss)/profit before changes in operating assets (327) 430
Increase in operating assets
Disbursement of project loans (33,275) (23,864)
Disbursement of short-term facility (2,000) (6,000)
Acquisition of finance leasing assets (4,665) (1,347)
Decrease in operating assets
Repayment of project loans 41,626 28,015
Asset leasing principal receipts 1,236 1,440
Net cash inflow/(outflow) from operating activities 2,595 (1,326)
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CASH FIOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2005 (continued)

Note 2005 2004
USD ‘000 USD ‘000
Cash flows from investing activities
Dividends received 252 205
Dividends paid (136) -
Short-term deposit interest 2,929 1,540
Proceeds fom promissolry notes - 1,782
Purchase of equity - (1,840)
Proceeds from equity investment sale 1,082 1,753
Advances to projects @ (428)
Office and residential rent 618 548
Otherincome 284 359
Purchase of property and equipment (319) (662)
Profit from the sale of property and equipment 26 17
Net cash inflow from investing activities 4,719 3,274
Cash flows from financing activities
Capital Increase 2,303 9,586
Drawings on term loans 25,165 11,470
Issue of EADB bonds 20,061 10,343
Redemption of EADB bonds (8,635) (8,859)
Repayment of term loans (17,231) (16,261)
Net cash inflow from financing activities 21,663 6,279
Total net cash inflows 28,977 8,227
Effects of exchange rate changes on cash and cash equivalents (821) 4,086
Net increase in cash and cash equivalents 28,156 12,313
Cash and cash equivalents at the beginning of the year 70,467 58,154
Cash and cash equivalents at the end of the year 29 98,623 70,467
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2005

Share Fair value Special Accumulated Total

capital adjustment reserves losses equity

uUsbD UsbD UsbD UsbD UsbD

‘000 ‘000 ‘000 ‘000 ‘000

At1 January 2004 50,585 - 6,008 (10,420) 46,173
Increase in share capital 8,991 - - - 8,991
Net profit for the year - - - 177 177
Transfer flom profit and loss account - - 772 (772) -
At 31 December 2004 59,576 - 6,780 (11,015) 55,341
Increase in share capital 8,991 - - - 8,991
Surplus on revaluation of available-for-sale investments - 422 - - 422
Net profit for the year - - 1424 1,424
Transfer fiom profit and loss account - - 396 (396) -
At 31 December 2005 68,567 422 7,176 (9,987) 66,178
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(ii)
(i)

NOTES TO THE FINANCIAL SATEMENTS FOR THE YEAR ENDED
31 DECEMBER 2005

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

Basis of preparation

The financial statements are prepared in accordance with and comply with International Financial Reporting Standards.
The financial statements ae prepared under the historical cost convention as modified by the ceying 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.

Currency of accounts and translation

These financial statements are expressed in United States Dollars (USD). Assets and liabilities expressed in various
currencies ae translated into US Dollars at rates of exchangeiting at the balance sheet date. Tansactions 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:-

2005 2004
Kenya KES 72.37 7734
Tanzania TZS 1165.51 1,042.96
Uganda UGX 1813.26 1,738.59
Denmark DKK 6.32 547
Japan JPY 117.97 104.12
Norway NOK 6.77 6.06
Sweden SEK 7.93 6.61
U.K. GBP 0.58 0.52
E.U. EUR 0.85 0.74
Special Drawing Rights SDR 0.70 0.65

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.

Revenue recognition
Income is recognised on accrual basis.

Interest income

Interest Income and Interest expense is recognised on an accrual basis taking into account the effective interest
rate of the interest eaming asset or inteest bearing liability

Fees and commission income

Fees and commission income isecognised when the sevice is povided.

Dividend income

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

m
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(d)

(e)

(f)

(9)

(h)

0

(ii)

NOTES TO THE FINANCIAL SATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005 Cont.

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%

Property and equipment ae not depreciated in the year of acquisition and a full yeds depreciation is chaiged in the
year of disposal.

Gains and losses on disposal of pperty and equipment ae determined by reference to their carying amount and are
taken into account in detemining the result for the year

Operating leases

Leases, where a significant portion of the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Byments made under operating leases @& charged to the profit and loss account on a straight line
basis over the period of the lease.

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 transfered to an appropriate asset categoy whete it is depreciated accoding to the policy

Finance leases

Equipmentleased 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 minimum lease
payments receivable considered to be uncollectible.

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 detemmines the appiopriate classification of the financial instament at the time

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

Recognition

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

Held to maturity loans and 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.
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(iii)

(iv)

()]

(k)

M

NOTES TO THE FINANCIAL SATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005 Cont.

All non-trading financial liabilities, loans and receivables and held to maturity assets are measured at amortised
cost lessimpairment losses. Amortised cost is calculated on the effective interest method. Premiums and discounts,
including initial transaction cost, ae included in the carying amount of the related instument 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 pofit and loss account espectively

Derecognition
Afinancial 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.

Held to maturity instruments and loans and receivables are derecognized on the date they are transferred by the
Bank.

Derivative instruments

Financial future contracts, foward rate agreements and inteest rate swap ageements ae 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.

Impairment

The carrying amounts of the Bank’s assets a reviewed at each balance sheet date to detenine whether thee

is any indication of impairment. If such a condition exists, the assets’ recoverable amount is estimated and an
impairment loss lecognised in the income statement whenever the caying amount of an asset exceeds the
recoverable amount.

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 ecoverable 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.

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

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 sewices eceived.

m
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Fiduciary assets
Assets held in a fiduciay capacity ae not treated as assets of the Bank on the balance sheet.

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

Borrowing expenses
Charges on borrowings are accrued when they are incurred.

Liquidity

The Bank maintains a minimum of 1.33 times coverage of designated liabilities for the coming twelve months in
liguid assets. Designated liabilities include repayments of principal and interest, budgeted administrative and staff
expenses for the year

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.

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 sayastepending on his/her length

of sewvice.

The Bank also makes contributions to a statutgrpension scheme, the National Social Securitydfd (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 salay 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.

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.

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.

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.
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(v) Taxation

No provision is made for taxation as the Bank is exemptdm income tax under Article 49 of the Bank’s Charter

(w) Comparatives

Where necessay, comparative figures have been adjusted to confan to changes in presentation in the curent

year

b BOND ISSUE COSTS

2005 2004
USD’000 USD’000
Amortisation charge 42 18
Other bond issue expenses 186 136
228 154
These relate to costs incurred on issue of EADB bonds and are written off over the period of the bond.
b NET LOSSES FROM FOREIGN ECHANGE
2005 2004
USD’000 USD’000
Exchange loss on currency translations 368 941
Realised loss on foreign exchange dealings 61 -
429 941
b OTHER INCOME
2005 2004
USD’000 USD’000
Rentincome 502 470
Profit on sale of property and equipment % 17
Directors and management fees from equity investments 8 u
Staff loans interest Ke s
Gain on sale of equity investments 515 1,190
Miscellaneous income 19 3
1,109 1,719
b STAFF AND ADMINISTRAION EXPENSES
2005 2004
USD’000 USD’000
Salaries and wages 2,338 2,291
Pension and gratuity 293 264
Rent and housing allowance 281 239
Other staff costs 360 479
Staff duty travel 200 188
Directors’ expenses 190 151
Insurance 194 285
Advertising and publicity 51 162
Legal Fees 24 390
Other administrative expenses 788 715
4,719 5,164
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¢RESTRUCTURING COSTS

2005 2004
USD’000 USD’000
Restructuring costs - 31

Restructuring cost relates to amounts paid to former employees as terminal benefits when they were retired in 2004
but none in 2005.

}PROFIT BEFORE AXATION

Profit before taxation is stated after charging the following:

2005 2004
USD’'000 USD’'000

Directors’ emoluments
- Fees and Allowances 70 70
- Other Expenses 120 81
Depreciation 710 416
Auditors’ remuneration 20 14

»TAXATION

In accordance with Article 49 of the Bank’s Charterthe Bank is exempt fom income tax. Thelefore, no amounts
for corporation and deferred tax have been provided for in the financial statements.

»BASIC EARNINGS PER SHARE

Basic eanings per shae is calculated by dividing the net pofit for the year attributable to odinary shareholders by the
weighted average number of odinary shaes outstanding during the year

2005 2004

USD ‘000 USD ‘000

Net profit attributable to ordinary shareholders 1,424 177
Weighted average number of odinary shares in issue 5,079 4,413
Basic earnings per share 0.28 0.04
Diluted earnings per share 0.28 0.04

There were no potentially diluted shares/instruments outstanding as at 31 December 2005 and 2004.
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bCASH AND BANK BALANCES

2005 2004
USD ‘000 USD ‘000
Commercial Bank of Africa 20 55
Standard Chartered Bank Uganda Ltd 1,292 1,977
Stanbic Bank Uganda Ltd 2,205 12
CRDB Limited - TH®nzania 2 1,528
Standard Chartered Bank London 2,303 617
Standard Chartered Bank Nairobi 288 3,016
Standard Chartered BankTanzania 2,231 5,718
Citibank — Uganda 2,475 -
Citibank - London 410 19
Others 29 33
11,255 12,975
bDEPOSITS DUE FROM BANKS

2005 2004
USD ‘000 USD ‘000
Standard Chartered Bank Ltd — London 10,245 6,733
Commercial Bank of Africa 1,245 -
Nile Bank 7,191 -
Crown Agents Fnancial Sewvices 2,000 6,241
Standard Chartered Bank (Kenya) - 5,730
Belgolaise Bank 1,779 7,665
Fortis Bank 16,931 -
Citibank — London 14,736 6,061
Citibank (U) Ltd 3,000 2,967
Citibank (Tanzania) 3,259 -
CRDB Bank Limited 180 -
Hong Kong Shanghai Bank Corporation (HSBC) 9,194 7,530
Standard Chartered Bank (Bnzania) 215 -
Standard Chartered Bank (Uganda) 2,191 -
Stanbic Bank (Uganda) 1,015 -
Barclays Bank (U) Ltd 9,159 10,748
CFCBank Ltd 5,028 3,817
87,368 57,492

The weighted average effective interest rates on deposits due from banks was 3.1% (2004: 3.3%)

bOTHER ASSETS RECEMBLES

Local debtors 2,420 839
Due from Government of Uganda 1,650 1,360
Due from Government of Kenya 3,000 4
Rent receivable 36 -
Payments in advance 71 47
Staff advances and loans 702 800
Stationery and other stocks 1 4
Unamortized bond issue costs 290 363
8,170 3,467
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E}lNVESTMENTs

2005 2004

USD ‘000 USD ‘000

Loans 102,471 105,744
Equity 3,153 3442
Bonds 967 1,293
Finance lease 5,648 2,374
Short term facility 2,399 7,629
114,638 120,482

(i) Analysis of loan investments

Gross loans 123,463 141,893
Less: Provision for impairment losses (20,992) (36,149)
102,471 105,744

(ii) Provision for impairment losses on loans
At 1 January 36,149 33,348
Exchange variance ®) 903
Written off during the year (15,777) -
Written back/recoveries in the year (1,200) -
Made during the year 1,828 1,898
20,992 36,149

(iii) Analysis of bond investments by counyr
Kenya 967 1,293
Tanzania - .
Uganda - -
967 1,293

(iv) Distribution of investments, bond proceeds, accrued interest and loan charges receivable by

sector

Agriculture and agro-processing 25,982 25,725
Banking & financials 11,198 20,116
Industry & trade 28,178 23577
Infrastructure & real estate 14,909 20,076
Social sewvice 25,298 16,487
Mining and mineral processing 1,763 3,935
Tourism & hotel 7,310 10,566

114,638 120,482

Commitments existed in respect of which disbursements had not been made. These commitments amounted to USD
18.90 million (2004-USD 77.04 million).

2005 2004
USD ‘000 USD ‘000
Loans advances to projects in which Directors have an interest 125 512
(v) Analysis of finance leases
2005 2004
USD ‘000 USD ‘000
Lease rentals within one year 2,678 2114
Lease rentals after one year but before five years 3,438 940
Less provisions (485) (680)
5,648 2,374
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bAMOUNTS RECEIYBLE UNDER HIPC DEBT INITINVE

2005 2004

USD ‘000 USD ‘000

Government of Uganda - 4,110
Govemment of Tanzania - 1,219
- 5,329

The Bank participated in the Wrld Bank and Intemational Monetary Fund initiative for HIPC. In 2004 the Bank
provided debt relief under the Original and Enhanced Heavily Indebtedddr Countries Pogram (HIPC) initiatives
to the Govemments of Uganda and T|nzania in respect of loans to two public sector pyjects, which wee
secured by government guarantees.

Agreements with the Govenment of Uganda and the Govenment of Tanzania under which EADB povided
relief were signed on 15 June 2004 and 10 September 2004 espectively

Following a series of discussions with various lenders, the Bank managed to secure relief for the amounts
reflectedabove from the Government of Canada through the HIPC relief fund but offering to absorb upto at
most 10% of the debt relief.

In May 2005, the HIPC Tust Fund provided relief totaling to USD 4,342,731 leaving a balance of USD 1,041,069

from which the Government of Uganda agreed to pay USD654, 862 over a period of ten years payable semi-
annually. The irrecoverable balance amounting to USD 386,207 has been written off during the year

pCAPITAL WORKIN-PROGRESS

2005 2004
USD ‘000 USD ‘000
Information Technology Systems 131 -

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

b PROPERTY AND EQUIPMENT

Land & Office Motor Furniture Total

buildings equipment vehicles & fittings

USD’000 USD’000 USD’000 USD’000 USD’000
Cost:
At 1 January 2005 10,636 1,300 350 590 12,876
Additions 66 156 67 30 319
Disposals - (123) (32) (42) (197)
At 31 December 2005 10,702 1,333 385 578 12,998
Depreciation:
At 1 January 2005 6,270 841 266 252 7,629
Charge for the year 532 100 27 51 710
Disposals - (123) (32) 27) (182)
At 31 December 2005 6,802 818 261 276 8,157
Net book value
At 31 December 2005 3,900 515 124 302 4,841
At 31 December 2004 4,366 459 84 338 5,247
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The gross carying value of fully depeciated property and equipment that ae still in use is USD 5,590,307 (2004 —
USD 5,777,000). Such assets would have attracted a notional depreciation of USD 279,515 (2004 — USD 288,850).

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 2005, there were no assets pledged by the Bank to secure liabilities.

bDIVIDENDS AYABLE

2005 2004
USD ‘000 USD ‘000
Dividends payable 35 171
During the year Consortium of ¥goslav Institutions wee paid accumulated dividends of USD 136,220 elating to the
years 1995 to 2000.
pEADB BONDS
2005 2004
USD ‘000 USD ‘000
Uganda Shilling Medium erm Note 7,210 -
Kenya Shilling Medium Brm Note 2,247 6,136
Kenya Shilling Private Placement 11,384 10,639
Tanzania Shilling Medium Erm Note 6,590 12,498
Tanzania Shilling Medium Erm Note 13,131 -
40,562 29,273
Maturity analysis of EADB bonds
2005 2004
USD ‘000 USD ‘000
Amounts payable within one year 9,294 10,568
Amounts payable after one year and with in five years 27,291 16,119
Amounts payable after five years 3,997 2,586
40,562 29,273

(i)  InApril2001, the Bank issued Kenya shillings bond under its Medium &m Notes (MTN) Programme. The Bonds ae
trading on the Nairobi Stock Exchange. Integst is payable at a semi-annual interal at a rate to be detemined by the
most recent 91 day treasury bills issued by the Central Bank of &ya, plus 0.75% magin. The original capital will be
fully redeemed in April 2006.

(i) The Bankissued @nzania shilling floating rate bonds on the @nzania market in Januay 2002. Interest is payable at
a semi-annual inteval at a rate detemined by the most ecent 182 day weighted average yield #asury bills issued by
the Bank of Tanzania, plus 0.75% magin. The original capital will be fully edeemed in Januay 2007.

(i) In August, 2004 the Bank issued Kenya Shilling bond under its Bond Programme. Interest is payable at semi-annual
interval at a fixed rate of 7.50% pa.

(iv) InJuly 2005 the Bank issued &nzania shilling bonds edeemable in ten semi-annual installments. Interst is payable
semi-annually at a fixed rate of 12.7% p.a.

(v) InDecember 2005 the Bank issued Uganda Shilling floating rate bondsadeemable in ten equal installments starting

June 2008 and ending in December2012. Interest is payable at a semi-annual interal at a rate detemined by the
most recent 182-day Bank of Uganda Teasury Bill rate plus 1% magin.
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pOTHER ACCOUNTS RAYABLE

2005 2004
USD ‘000 USD ‘000
Deposits on asset leasing 740 655
Pay As You Eam 387 392
Value Added Tax (343) 261
Staff payables 83 282
Legal fees 178 289
Other creditors 361 269
1,411 2,148
pMEDIUM AND LONG-TERM LOANS
Amount USD'000
(currency) equivalent
Currency Loan Interest Totals
Amount Amount Amount 2005 2004
‘000 ‘000 ‘000 USD ‘000 USD ‘000
AfDB V/VI uUsD 43,275 906 44,181 44,181 27,351
AfDB V EUR 2,225 - 2,225 2,625 4,036
DEG Euro EUR 5,917 193 6,110 7,209 10,796
EIB GPE (BOU) UGX 13,774,399 52,329 13,826,728 7,625 7,278
EIB GPE (BOU) uUsD 230 - 230 230 460
EIB Facility (CBK) KES 96,068 610 96,678 1,335 1,556
EIB Facility (CBK) EUR - - - 1,837
EIB GBPE (BOT) EUR 1,000 17 1,017 1,200 1,728
Sida, SEK SEK 49,255 - 49,255 6,209 8,923
FMO, Euro EUR 2,723 49 2,772 3,270 5,023
FMO, USD, Kenya KES 13,738 317 14,055 194 540
FMOUSD, &nzania TZS 151,833 5,864 157,697 135 449
FMO USD, Uganda UGX 342,384 7,954 350,338 194 605
EXIM BANK:-India uUsD 1,857 47 1,904 1,904 2,699
OPEC, USD uUsD 7,273 166 7,439 7439 9,239
NDF EUR 10,896 12 10,908 12,868 12,186

96,618 94,706

Maturity analysis of long and medium term loans

2005 2004

USD ‘000 USD ‘000

Amounts payable within one year 15,726 14,708
Amounts payable after one year and with in five years 46,727 63,220
Amounts payable after five years 34,165 16,778
96,618 94,706

All lines of credit are secured by the callable shares. The weighted average effective interest rate on medium and long
term loans was 3.1% (2004: 2.9%)).
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bSPECIAL FUNDS

DANIDA/EADB

funds for SIDA/BOU

Norwegian rehabilitation of SIDA/EADB venture SIDA/SWISS

EADB fund for Uganda funds for capital technical
rehabilitation industries rehabilitation fund assistance Total
USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD '000
1 January 2005 2,404 5,045 4,222 2,170 24 13,865
Expenses charged - - - - (24) (24)
31 December 2005 2,404 5,045 4,222 2,170 - 13,841
(@ The Norwegian/EADB fund for ehabilitation in Uganda represents a grant of NOK 30 million fom the Norwegian

(b)

©

(b)
(€)

bTECHNICAL GRANT

Govemment. This is a levolving fund for the povision of short-tem loans at concessionay rates of inteest in respect
of the rehabilitation of projects in Uganda.

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 shag 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.

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

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

The SIDA/SWISS special funds have been set up in acdance with Article 7 of the Bank’s CharterThe funds
may be utilized for consultancy and technical sefice costs. During the year USD 24,000 was utilized for consultation
work on PPM eview training of members of staff andworkshops and seminars attended by members of staffhe

funds are now exhausted.

2005 2004
USD '000 USD '000
African Development Bank (AfDB) 257 -

This represents funds received from AfDB for acquisition of a new computer Information System under a hon-
repayable grant agreement signed in 2005 for USD1.36 million.

»CAPITAL FUND 2005 2004
USD ‘000 USD ‘000
Norwegian Govenment 7,479 7,479

This represents funds eceived fom the Norwegian Govenment, in 1982 and 1987 amounting to SDR 7.1 million from
which SDR 2.2 million was utilized for the allocation of fully paid shas to the Govenments 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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bADVANCE SHARE @PITAL CONTRIBUTION

2005 2004

USD ‘000 USD ‘000

Govemment of Tanzania 10 2,003
Government of Kenya 6 3
Government of Uganda 6 3
22 2,009

In their annual meeting in 2002 and 2003, the Governing Council approved increase of paid up share capital of the
Bank. The thrre member states of Uganda, i€nya and Tanzania whee 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 state annually. During the year the amounts paid was transfered to Share Capital and the remaining
balance of USD$21,524 was classified as advance shaicapital contribution in accordance with the Bank’s charter

QSHARE G\PITAL

(a) Authorised share capital under Article 3 of the Charter

Number of shares

Paid in Callable Unsubscribed Value per Total
shares shares shares Total share value
USD USD ‘000
At 1 January 2005
Class A shares 3,372 16,860 51,768 72,000 13,500 972,000
Class B shares 1,041 - 6,959 8,000 13,500 108,000
4,413 16,860 58,727 80,000 13,500 1,080,000
Increase in share capital:
Class A - - - - - -
ClassB - - - - - -
Transfer to Class A shags 666 3,330 (3,996) - - -
At 31 December 5,079 20,190 54,731 80,000 - 1,080,000
Analysed as follows:
Class A shares 4,038 20,190 47,772 72,000 13,500 972,000
Class B shares 1,041 - 6,959 8,000 13,500 108,000
5,079 20,190 54,731 80,000 - 1,080,000
(b) Issued and fully paid share capital
Number of shares
Paid in Callable Value per Total
shares shares Total share value
USD USD’000
At 1 January 2005
Class A shares 3,372 - 3,372 13,500 45,522
Class B shares 1,041 - 1,041 13,500 14,054
4,413 - 4,413 13,500 59,576
Class A, issued and fully paid during the year 666 - 666 13,500 8,991
At 31 December 2005 5,079 - 5,079 13,500 68,567
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




East African Development Bank
2005 Annual Report & Accounts

Financial Statements

NOTES TO THE FINANCIAL SATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005 Cont.
Payment of dividends to members is made to subscribers of Class B skésin proportion to the number of shaes 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

&FAIR VALUE ADJUSTMENT RESERVE

2005 2004
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.

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 ae stated at cost less impaiment losses whee there is an indication of impaimment.

bSPEmAL RESERVE

2005 2004

USD ‘000 USD ‘000

At 1 January 6,780 6,008
Transfer from profit and loss account 396 772
At 31 December 7,176 6,780

The transfer to the special esewve is made in accodance with Article 17 of the Bank’s Charterthe reserve being
credited with commissions eamed. The special eseive is to enable the Bank meet its liabilities on babwings or
guarantees chageable. The resewe is not available for distribution

CASH AND CASH EQUINALENTS

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

2005 2004

USD ‘000 USD ‘000

Balances with Banks 11,255 12,975
Balances due from other Banks 87,368 57,492
98,623 70,467

9INTEREST RAE RISK

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 ae the Bank’s assets and liabilities at calying amounts, categorized by the earlier of
contractual repricing or maturity dates.
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Up tol 1to3 3to6 6tol2 1to5 Over Non-
month months months months years 5 years interest Total
bearing

USD ‘000 USD ‘000 USD ‘000 USD ‘000USD ‘000 USD ‘000 USD ‘000 USD ‘000
Assets
Cash and bank balances 11,255 - - - - - - 11,255
Deposits due from banks 39,201 48,167 - - - - - 87,368
Short-term facilities - - 2,000 - - 399 2,399
Bonds Investment 967 - - - - - - 967
Other current assets - 27 16 129 422 140 7,146 7,880
Finance lease receivable 20 - 164 67 5,068 - 329 5,648
Investments — Loans 2,941 43,835 9,777 9,777 13,180 7,367 15594 102,471
Investments — Equity - - - - - - 3,153 3,153
Property & Equipment - - - - - - 4,972 4,972
Unamortised issue costs - - - - - - 290 290
Total assets 54,384 92,029 11,957 9,973 18,670 7,507 31,883 226,403
Liabilities
Sundry accounts payable - - - - - - 1,330 1,330
Dividends - - - - - - 35 35
Bonds 6,435 - 2,172 - - 31,117 838 40,562
Term loans 46,908 5,577 7,857 906 14,074 19,805 1,491 96,618
Capital funds - - - - - - 7479 7,479
Special funds - - - - - - 13,840 13,840
Technical grants - - - - - - 257 257
Deferred income - - - - - - 82 82
Share capital
contribution in advance - - - - - - 2 2
Shareholders’ funds - - - - - - 66,178 66,178
Total liabilities 53,343 5,677 10,029 906 14,074 50,922 91,552 226,403
Interest sensitivity
gap at 31
December 2005 1,041 86,452 1,928 9,067 4,596 (43,415) (59,669) -
Interest sensitivity
gap at
31 December 2004 32,835 46,465 (4,915) 1,338 4,242 (18,791) (61,174) -
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LIQUIDITY RISK

The table below analyses assets and liabilities into relevant maturity groupings based on the remaining period at 31
December 2005 to the contractual maturity date.

Matured <6 Months >6 Months <1 Year >3 Years >5Years <7 Years
<1 Year <3 Years <5 Years >7 Years Total
UsD ‘000 UsSD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000 USD ‘000

Assets

Cash and bank balances 11,255 - - - - - - 11,255
Deposits due from banks 12,107 72,261 3,000 - - - - 87,368
Short-term facilities 399 - 2,000 - - - 2,399
Bonds and piomissory notes - - 414 553 - - - 967
Other current assets 7,134 250 186 233 32 24 22 7,380
Finance lease receivable 181 1,029 982 2,938 518 - - 5,648
Investments — Loans 8,731 11,183 12,063 36,097 23,098 10,439 860 102471
Investments — Equity - - - - - - 3,153 3,153
Fixed assets and capital

work-in-progress - - - - - - 4,972 4,972
Unamortised issue costs - 123 15 53 a7 27 25 290
Total assets 39,807 84,846 18,660 39,874 23,695 10,490 9,032 226,403
Liabilities

Sundry accounts payable 832 23 6 224 245 - - 1,330
Dividends 35 - - - - - - 35
Bonds - 5,155 4,139 14,718 12,573 3,977 - 40,562
Term loans - 7,767 7,958 27,423 19,304 12,117 22,049 96,618
Capital funds - - - - - - 7479 7,479
Deferred Income - 11 11 14 16 - - 82
Share capital funds in advance - - - - - - 22 22
Technical grant - - - - - - 257 257

13,840 13,840
Shareholders’ funds - - - - - 66,178 66,178
Total liabilities 867 12,956 12,114 42,409 32,139 16,094 109,825 226,403

Special funds - - - - -

Net liquidity gap at
31 December 2005 38,940 71,889 6,546 (2,535) (8,444) (5,604) (100,793) -
Net liquidity gap at
31 December 2004 57,342 41,920 (1,286) (14,113) (2,476) (4,480) (76,907) -

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.
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b CURRENCY RISK

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

EUR USD GBP UGX KES SDR TZS Others Total

‘000 ‘000 ‘000 ‘000 ‘000 ‘000 ‘000 ‘000 ‘000
Assets
Cash at bank 621 7,204 39 2,502 172 - 718 - 11,255
Deposits from banks 23,507 45,155 51 7,191 3,789 - 5,845 1,830 87,368
Other current assets - 5,374 - 2,370 89 - 47 - 7,380
Finance lease receivable 673 3,824 - 285 866 - - - 5,648
Loans 246 60,704 3 10,889 11,386 177 16,245 2,823 102,471
Investments in bonds - - - - 967 - - - 967
Investments in short-term facility58 2,090 - 41 138 2 68 - 2,399
Equity - 3,153 - - - - - - 3,153
Fixed assets - 4,972 - - - - - - 4,972
Unamortised issue costs - 113 6 40 84 - 46 - 290
Total Assets 25,105 132,589 99 23,318 17,491 179 22,969 4,653 226,403
Liabilities
Deferred Income - - - 82) - - - - (82)
Dividends payable - (35) - - - - - - (35)
Sundry accounts payable - (971) - (458) (146) - 245 - (1,330)
Medium & long-term loans (27,172)  (53,753) - (7,785) (1,569) - (130) (6,209)  (96,618)
EADB Bond - - - (7,244)  (13,593) - (19,725) - (40,562)
Special Funds - (13,840) - - - - - - (13,840)
Technical Grants - (257) - - - - (257)
Capital Funds - (7,479) - - - - - - (7,479)
Share capital fundsin advance - (22) - - - - - - (22)
Capital and resemves
Share capital - (68,567) - - - - - - (68,567)
Equity Investment Rsetves - (422) - - - - - - (422)
Special eseves - (7,176) - - - - - - (7,176)
Accumulated profit/loss - 9,987 - - - - - - 9,987

Total liabilities
& equity

(27,172) (142,535)

(15,569) (15,308)

(19,610) (6,209) (226,403)

Net Currency Position

31 December 2005 (2,067) (9,646) 99 7,749 2,183 179 3,359 (1,556) -
Net Currency Position
31 December 2004 (2,152) (11,698) 165 4,219 982 174 7,678 635 -
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9 EMPLOYEE RETIREMENT BENEFIT RN

2005 2004

USD ‘000 USD ‘000

Contribution to the retirement benefit plan (i) 293 264
Contribution to the statutory pension scheme (NSSF) (ii) 1 1
294 265

(i) The Bank operates a defined contribution retirement benefit scheme to which employees contribute 10% of their
basic salaly and the Bank contributes 10%, 12.5% or 15% of the employees’ basic sajadepending on his/her
length of sewvice. A Boad of Trustees manages the scheme and @wn Agents Asset Management Ltd invests
funds on its behalf. An amount of USD 230,450 (2004: 264,088) has been charged in the 2005 profit and loss
account in respect of the Bank’s contributions.

(i) The Bank also makes contributions to a statutgrpension scheme, the National Social Securityufd. 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’ goss salag. The Bank’s obligations under the scheme a limited to specific
contributions legislated fom time to time and are currently 10% of the employees’ goss salay 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 ae eligible for a car loan up to two years’ basic salaf less the employee’s contribution, wher
applicable.

The medical scheme covers Bank employees appointed either on peanent, contract, consultancy or trainee
terms, including spouses and children. The Bank meets all costs if an employee is hospitalized.

@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 crtencies and so the
Bank’s exposue mainly involves assets, liabilities and off balance sheet items denominated inéign 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 curency

Credit risk

In the normal course of its business, the Bank incurs credit risk from financial institutions and advances to customers.
The credit risk exposue is, howevermanaged 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 thiee times the aggegate of the unimpaired subscribed capital, esewves and surplus.
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Interest rate risk

In broad terms the interest rate risk is the risk that concers the sensitivity of the Bank’s financial pdormance 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) on its lending.

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 flexibilitylimits dependence on any one sowe 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 meeting business goals and tagets set in tems of the overall bank strategy

bCAPITAL COMMITMENTS 2005 2004
USD ‘000 USD ‘000

Authorised but not contracted for 433 584
Authorised and contracted for - 696
Capital commitments authorized but not contracted for 433 1,280

P

(if)

OFF BALANCE SHEET ITEMS
The Bank conducts business involving guarantees, dermance bonds and indemnities. The following ae the
commitments and contingencies outstanding as at year-end.

2005 2004

USD ‘000 USD ‘000

Bank guarantees 31 64
Letters of Credit 9,925 3,877
Un-disbursed commitments 18,990 77,037
28,946 80,978

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.

Guarantees ae mainly written by a bank to support peformance by a staff to thid parties. The Bank will only be
required to meet these obligations in the event of the staf§ 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.

Other contingent liabilities

As at 31 December 2005 there was a claim made against the Bank by a former employee of the Bank, Eldad
Ongwen for Ushs 110 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.

As at 31 December 2005, there was an application on behalf of EADB to set aside an order of the Assistant
Registrar of the High Court as legal costs for an application to refer the matter to arbitration. If the order is not
lifted the Bank will be exposed to the extent of the amount. An amount of USD 150,000 was executed from EADB
and the Bank is in the process of appealing to recover this amount.
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(i) The Bank isinvolved in a case which is in Arbitration and in Courts of Law in Dar es Salaam. The case has been
on going since 1994. The claim against the Bank is over USD 13 million. The Bank has made a counter claim of
over USD 17 million and Arbitration is on going. Any award against the Bank in terms of amounts claimed would
have a significant impact on the operations of the Bank.

(iv) As at 31 December 2005, the Bank was involved in a case in the matter of a customéeRanch on The Lake
Limited. Consequent to a beach of contract, the custometrs assets wee sold. The court uled that the Bank was
not entitled to the proceeds as it did not take any active steps to enforce the security which was shared with
another bank. The Bank has appealed against the ruling. In the event of losing the appeal, the Bank would have
to pay legal costs amounting to approximately Ushs10 million (USD5,515).

bRELATED PARTY TRANSACTIONS

2005 2004

USD ‘000 USD ‘000

Directors’ loans - -

Staff loans and advances 702 800

Loans advanced to projects in which directors have an interest 125 512
Bank balances held with banks that are shareholders of the

Bank and related banks. 31,410 34,594

Long and medium term loans advanced to the Bank by shareholders. 57,808 47,985

No provision has been made for loans toelated parties. Loans to employees & given at concessionay rates
while those to directors and to projects where directors have an interest are at market rates.

b POST BAIANCE 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.

@BUSWESS SEGMENTS
The major part of Bank’s business falls under the categgrof providing financial assistance to ppmote the

development of the member states in such fields as indusgrtourism, agriculture, infrastructure and similar or
related fields of development with other income comprising less than 10% of the total income of the Bank.

@ EMPIOYEES
The number of permanent employees of the Bank at the year-end was 79 (2004: 76).

w INCORPORATION
The Bank was ceated under the Teaty for the East African Ceoperation of 1967, which was amended and e-
enacted as a Bank Charter in 1980.

b CURRENCY
These financial statements are expressed in United States Dollars (USD).
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EADB SHARE @PITAL SUBSCRIPTION 2005

SUBSCRIPTIONS % of Callable

Paid Amount Paid-up No. of Amount
MEMBERS in No. USD’ 000 capital Shares | USD’ 000
of Share

CLASS A
Kenya Government 1,346 18,171 26.5% 6,730 90,855
Tanzania Govenment 1,346 18,171 26.5% 6,730 90,855
Uganda Government 1,346 18,171 26.5% 6,730 90,855
TOTAL CLASS A 4,038 54,513 79.5% 20,190 272,565
CLASS B
African Development Bank 500 6,750 9.84%
FMO-Netherlands 375 5,062.5 7.38%
DEG — Germany 100 1,350 1.97%
Consortium of Yugoslav Institutions 28 378 0.55%
SBIC-Africa Holdings 24 324 0.47%
Commercial Bank of Africa, Nairobi 5 67.50 0.10%
Nordea Bank Sweden, AB (publ) 5 67.50 0.10%
Standard Chartered Bank, London 2 27 0.04%
Barclays Bank PLC, London 2 27 0.04%
Total subscribed 1,041 14,053.5 20.5%
Unsubscribed 6,959 93,946.5
TOTAL CLASS B 8,000 108,000
AUTHORISED QAPITAL STOCK (USD ‘000)
Total Class A
1. Subscribed & paid in 54,513
2. Callable 272,565
3. Unsubscribed 644,922

Total Class B (Subscribed andUnsubscribed) 108,000
TOTAL AUTHORISED QAPITAL STOCK 1,080,000
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ANNEX B: GOVERNING COUNCIL, AD/ISORY PANEL,

BOARD OF DIRECTORS AND AUDITORS

GOVERNING COUNCIL

Hon. Dr. Ezra Suuma

Hon. Basil PMramba
Hon. Zakia Meghiji
Hon. David Mwiraria

Hon. Amos Kimunya

ADVISORY PANEL

Mr. Mahesh K. Kotecha

Mr. Toyoo Gyohten

Mr. Lars Ekengen

Mr. Jannik Lindbaek

Mr. Robert McNamara

BOARD OF DIRECTORS

Mr. Christopher M. Kassami -

Mr. Gray S. Mgonja
Mr. Joseph Kinyua
Mrs. Arunma O. Oteh
Mr. P Weise

Mr. Joe B. Wanjui

Mr. James Mulwana
Mr. Jerry N. Solomon
Mr. B. S. Mchomvu
Mr. J. O. Aloyo

Mrs. M. Muduuli

Mr. Waheed T Oshikoya
Mr. Gerhard Engel

AUDITORS

Minister for Finance, Planning and Economic Development; Republic of

Uganda — Chairman

Minister for Hnance; United Republic of Tanzania(Until January 2006)

Minister for Rhance; United Republic of Tanzania(FFom January 2006)

Minister for Fnance, Republic of Kenya (Until February 2006)

Minister for Fnance, Republic of Kenya (Fom February 2006)

President, Structured Credit Corporation and Vice Chairman- Capital Markets

Assurance Corporation, New atk

President, The Institute for Intenational Monetary Affairs, Japan and Senior
Adviser Bank of Tokyo — Mitsubishi, Limited

Former Deputy Director General, Sida

Former Executive Vice President and CEO of the International Finance

Corporation (IFC)

Former President of the World Bank

Director, Uganda — (Chaimman)
Director, Tanzania

Director, Kenya

Director, AfDB

Director FMO/DEG

Director, Kenya

Director, Uganda

Director, Tanzania

Alternate Director, Tanzania
Alternate Director, Kenya
Alternate Director, Uganda
Alternate Director, AfDB
Alternate Director, FMO/DEG

KPMG, PO. Box 3509, Kampala, Uganda
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ANNEX C: MANAGEMENT A HEADQUARTERS AND COUNTR OFFICES

Mr. G. Tumusiime - Director General

Mrs. V. Apopo - Director of Legal Affairs/Secetary (Until June 2005)
Mr. S. L. Onen - Ag. Director of Legal Affairs/Secaetary (FFom July 2005)
Mr. P Opande - Director of Finance

Mr. D. James - Chief Credit Officer

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 KAMPALA, UGANDA
East African Development Bank Building
4 Nile Avenue, PO. Box 7128, Kampala, Uganda
Telephones  256-41-230021/5

Fax 256-41-259763
Telex 61074 EADEVBANK
e-mail: admin@eadb.org

COUNTRY OFFICES:NAIROBI, KENWYA
2" Floor, Rahimtulla Tower,
P O. Box 47685-00100, Nairobi, Kenya
Telephones: 254-20-340642/340656

Fax 254-20-2731590
Telex: 22689 EADEVBANK
e-mail: cok@eadb.org

DAR ES SAIAAM, TANZANIA
7™ Floor, NSSF Waterfront House,
P O. Box 9401, Dar es Salaam, @inzania
Telephones: 255-22-2113195/2116981

Fax: 255-22-2113197
Telex: 41175 EADEVDAR
e-mail: cot@eadb.org

KAMPALA, UGANDA

East African Development Bank Building

4 Nile Avenue, PO. Box 7128, Kampala, Uganda
Telephones  256-41-230021/5

Fax: 256-41-259763
Telex: 61074 EADEVBANK
e-mail: rmu@eadb.org
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