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EXECUTIVE SUMMARY 

The goal of the USAID-hded project Investing in Develop~ng Export Agrrculture (IDEA), and 
its implementing urut the Agribusiness Development Centre, IS to rncrease mcomes m Uganda 
from selected uon-traditional agncultural exports IDEA is providmg techmcal assistance to 
clients seekrng to produce, process or trade in the selected crops, and also offers finance and 
busmess consdwg semces 

A major constrant to agncultural export development ~dentrfied d m g  the project pl-g 
phase was lack of capital, despite the presence m Uganda of numerous financial mstdxtions Th~s 
study is an attempt to understand what constrants operate m the financial markets m Uganda, 
whch fkmcial mshtutions vvlll serve the Agnbusmess Development Centre's (ADC) chents, 
and how best to structure projects m order to access what financmg is avatlable 

Sources of financing are dlvided into locally based lrrsbtutrons wluch have an office m Uganda 
and fore~gn based uxt~tut~ons, whch although they do not have an office m Uganda, d l  provide 
financrng for projects 

Fmanc~al lnstitutrons are fiuther drvlded mto groups whch reflect thew primary busrness In 
pmciple, a number of d~stmct sources of financmg are avdable However, the type of financing 
available wll be dependent on the busmess pollcles of mdividual mtutrons and thelr own 
sources of fundrng 

Development finance compames (DFCs) were set up specifically to prowde long term financing 
Thew sources of funds are theu: shareholders and specdic lrnes of c r d t  negotrated with 
multilateral and bilateral agencles Lmes of cre&t are often targeted at parbcu1a.r groups of 
borrowers and may be restricted m thelr use It is important to recognrze t h s  and to understand 
that it may be difficult for a DFC to finance a parhcular project ~f it does not fit m wth the 
condibons attached to the DFC's sources of h d m g  

There is no restnctron on the srze of project wbch can be financed m Uganda, provlded that the 
project is well structured and offers adequate secunty The greatest obstacle to boaowmg, 
part~cularly for smaller projects m the reqwement to provlde fixed assets as secunty The 
expenence of lendmg lnstitutions m Uganda has not been good and as a result most lnstitutions 
wI1 not lend unless they are very well covered In thzs regard, the DFCs are more flexlble than 
commercial banks, probably because the DFCs are more farmlrar wlfh longer term, project-based 
lendmg The DFCs generally w11 not mest  more than 50 percent of the total project cost as a 
combinahon of debt and eqwty m any one project. However, they are all prepared to allow a 
debt eqwty ratio of 60 40, and wll co-finance wth ofher lenders provlded thelr loans are not 
subordmated to other lenders 



Agrrbusrness Development Centre Sources of Finance for NTAE Projects In Uganda 

Commercial banks form the hub of financing in Uganda There are three dlstlnct types of 
coinmercial banks ~nternat~onal banks, pnvate local banks, and govement owned banks 
including the Cooperative Bank 

The international banks tend to have a head office In Kampala and possibly one branch in Jnnja 
The focus of then buslness is therefore m the major commercial centres and they are not 
comfortable wth lending ln the rural areas As a consequence, then maln actlvlbes are pmarily 
based around short term lendmg mtmments such as letters of credlt and worlung czqxtal loans 

Most of the pnvate banks have been set up m the last 5 years, m d y  ~t seems to take advantage 
of the hgh margins that are ava~lable between l e n h g  rates and banks' cost of fundmg and to 
provide a source of cheap financing to associated companies However, it should be noted that 
both the N11e Bank and Greenland Bank have larger loan portfohos than Standard Chartered 
Bank, the smallest of the mternabonal banks 

Uganda Commercral Bank (UCB) and the Cooperatwe Bank stand out as the only banks m 
Uganda wth branch networks Large losses have been aggravated by defaults on loans resdtlng 
from hilgh lnterest rates m 1992-93, and both banks are stnrggfing to stay operational 

Grants are avadable from numerous sources and at varying stages of the project They are very 
often targeted to spec~fic areas of actwty by sector, but may be avalable for more general 
actrvibes such as market~ng for exports Sources of grant funds are too numerous and disparate to 
deal with m the lunrted tune avsulable for th s  study 

One mterestmg development m the avsulability of h c e  m Uganda m the last few months has 
been the establishment of the Uganda Leaslng Company (ULC) ULC helps to fill the gap 
between the short term lendlng provided by the commerc~al banks and the longer term finance 
avadable fiom the DFCs 

The cost of finance m Uganda is hgh The current mterest rates for Uganda SMlmg (Ush) 
borrowmg range from 13 percent for large mulhnatmnal compames to 23 percent for smaller 
busmesses Typically, commercial banks are mak.mg a m a r p  of 12 percent or more on thew 
lendlng Forergn currency lendmg lies largely m the domam of the DFCs The margms here are 
more reasonable wth lending rates between 10 and 12 percent for m&um to long term, fixed 
rate fbancmg depend~ng on the p&cdar lrne of cred~t bemg used. Floahng rate finance IS bemg 
quoted at two to four percent above LIBOR 

DFCs have come under much cnbc~sm m the past for taking too long m approving projects, and 
thew staff have been accused of sohc~tmg ex gratla payments for speedang up the process Wh~lst 
part of ths crsbclsm may be just~fied, a large part of the delay 1s due to borrowers not 
understmdmg the approval processes wthm the orgmzat~ons The ADC can contrsbute by 
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ensuring that financing proposals ~t has taken responsibility for meet the cnteria of the lenders, 
and ensurlng that the whole chain of approval knows the ADC is baclung the project by keeplng 
in touch wth the key people m the financmg inst~tut~ons 

Approval procedures m the comerc~al  banks, except for the Cooperative Bank and UCB are 
relatrvely simple Loan proposals are rewewed by a loan officer and usually the managing 
director In pmciple, the process can take as httle as a week if all the documentabon requred is 
availlable 

A totai of seventeen mstrtubons were intermewed dumg ~s study Data sheets have been 
des~gned whch can be used to easdy update the mfomat~on contamed and to mput data for new 
msbtubons The data sheets are also stmple to lnput to a database, whch d l  ease access to the 
data 

Further work recommended mcludes complebon of the mventory of financmg sources for 
agricultural projects and considerabon for jomtly sponsored sermnars The semars  should be 
geared to rncreasmg Qalogue between kancmg msbtubons and borrowers, and to lmprovlng the 
understandmg by both of the fmmcial rnstruments avalable, the nsks lnvolved m finmclng 
projects, and how to lay off such nsk 
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The goal of the USAID funded programme Invest~ng In DeveIoplng Export Agriculture (IDEA), 
and its implemenbng arm the Agnbusmess Development Centre, IS to Increase incomes m 
Uganda -from selected non-traditronal agr~cdtural exports The Agnbusiness Development 
Centre (ADC) wl l  provlde techmeal assistance to clients seekmg to produce, process or trade in 
the selected crops, and wll  also offer finance and busmess consuItfng semces 

A major constramt to agnculturai export development ~denbfied dunng project design was lack 
of capital, despite the presence in Uganda of numerous frnancid mstntubons Ths study is an 
attempt to understand what constrants operate m the financial markets m Uganda, which 
financ~al mstitutrons MU serve the ADC's chents, and how best to structure projects m order to 
access what financmg is avalable Appendix A wntam the terns of reference Appenduc B 
presents a checklist used to collect lnformatxon and a contact data sheet m wh~ch ~nforrnatmn 
collected was orgazed 

W i h  &IS context, thrs phase of the study is concerned with idenmmg the mqor sources of 
financlng for agricultural projects m Uganda and wth understandmg the processes used by these 
sources m m v m g  at financlng decisions ' Recommendabons are made as to whsch financmg 
mstrtubons are best sctlted for vanous sizes of projects A second phase wl l  use the same format 
developed here to cover smaller financ~al ~nsbtubons and also to make an Inventory of support 
ava~lable to ADC's target clrentele fiom non-governmental organmitlons and bilateral 
orgaruzat~ons 

A total of seventeen mbtut~ons were lntervlewed dunng tfus study Append~x C provldes a 
contact llst The data collected on sources of financmg 1s presented m Appendur D Each 
~nstitution is presented on one sheet whsch gives the relevant mforrnabon on contacts, types of 
financ~ng the msbtubon IS extendmg, approval procedures, and general comments on the 
mstitutron Information provlded can be updated slmply and dab for new mtitubons Inputted 
easily The data sheets are designed so that they can be programmed lnto a database Ifreqwed, 
easlng access and mampulatron of the data 

%he TOR was wntten covemg the entxe mmltmlabve but the effort was divided lnto two phases The author 
focused on those mst~tutmlons most lrkely to be mterested m agn'busmess lendmg, w~th the other mtrtut~ons to be 
reviewed uslng rnternal resources 
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A. Sources of Fmancmg 

Sources of financrng are divlded mto locally based lnstrtutrons which have an office xn Uganda 
and foreign based mstitutions, whch although they do not have an office m Uganda, wlll provlde 
financmg for projects Financial mstitubons are further divlded mto groups whch reflect their 
prunary busmess In pnnc~ple, a number of &stmct sources of finaacrng are avazlable However, 
the type of financmg available wll be dependent on the busmess policies of individual 
instrtubons and their own sources of b d m g  

- 
The data gathered here 1s based pmanly on financial instlWons whch have an office m 
Uganda and whch wll prowde hanclng to the agnculturaI sector m its broadest form Some 
development finance companies whch cover East &ca fiom re~ona l  offices m Narrobi are 
also xncluded In additron to the financial Wtubons listed here, a number of alternative sources 
such as export c r d t s  and cre&t insurance exlst These alternatwe sources are hscussed further 
below 

1 Locally Based 

a Bank of Uganda Refinancmg Schemes 

The Development Fmance Department of the Bank of Uganda (BoU) admmsters a number of 
c r d t  programmes wbch are Intended to promote development m agriculture Access to the 
funds is only through an accredrted cornmercral bank or credlt msbtutlon A bnef descnptlon of 
these BoU programmes are gven on the followmg page m Table 1 

b Development Finance Compames 

Development finance compames @FCs) were set up specifically to provide long term financing 
Thelr sources of k d s  are theu shareholders and specific llnes of credit negotiated ulth 
muItiIateral and bilateral agencies Lmes of cred~t are often targeted at p ~ c u l a r  groups of 
borrowers and may be restricted m theu use It is important to recogruze this and to understand 
that it may be hfficult for a DFC to finance a p ~ c u l a r  project if ~t does not fit mth fie 
conditions attached to the DFC's sources of h d m g  

2 ~ n  excepbon to &IS general segregabon of sources 1s the European Development Fund (EDF) The EDF 
does have an oEce m Kampala lending dlrectly to private sector projects It IS m the process of reorganuat~on and 
wlll not be achve agaln unhl the end of September 1995 when other projects under the banner of the European 
Community wlll also become clearer 
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Table 1 Bank of Uganda Adrxrarstered Credrt Programmes 

Fundmg - USh 4 8 billion 
Available for agriculture and ago-mdustry lncludmg manufacture an~d distribution of lnputs 
Funds are available for up to five years with a grace penod dependmg on the pro~ect's 

Funding - USh 2 bill~on available m USh or foreign currency 
Obj~tIve to add Ilqulhty to wbtuhonal lenders on concesslonal tenns 
Targets non-tradltronal exports 
El~giErle for pre-shipment credlt agmst export contract, post-shlpment credit for working 
capital between shlpment and payment, medrum tern loans to exporters for Investment m 
~ t r u c t u r e  

Fundmg US$25mm 
Eligible for investment by prlvate sector m publ~c enterpnses, expansion of enterprises, 

Funbg USh 3 9 billion 
Eligible sectors are coffee, produce 

Fundmg ECU l5mm (US$22mm) 
To provide long term financmg to small and med~um slze enterpnses and start up ventures 
F~nmces eqwty partlc~pahon, convertiile loans are possibb 
Xnvestments m most sectors eliglble for new projects and resfrucbng, project must earn or 
save forelgn exchange and lnput new technological sMls 
Mm loan ECU 50,000, max ECU Tmm 
Mm equity ECU 25,000, max ECU 350,000 
Loans finance up to 50 percent of project m USh or US$ 
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Provldes seasonal and medrum term cred~t for small farmers m cotton growing areas 
Concess~onal Interest rate (currently SIX percent) 

To promote lwestock enterpmes 
For the construct~on of bufdmgs, purchase of bwdlng stock, estabhhment of poultry, 
bees, expansion of anma1 support units 

DFCs based m ug& are 

Development Finance Company of Uganda (DFCU) 
Uganda Development Bank (UDB) 
East African Development Bank (EADB) 

DFCs were for many years the only source of long term lendrng m Uganda Dunng the last year, 
some conmercral banks have started to look at long term lending usmg h e s  of credit 
admstered by the Bank of Uganda However, DFCs st111 bold the major share of tfus market 

I 

c Commercial Banks 

Commercral banks form the hub of futanclng m Uganda There are three distinct types of 
commerc~al bank 

Internahonal banks Barclays, Stanbxc, Standard Chartered, Bank of Baroda 

Pnvate local banks Nile Bank, Greedand Bank, Sernbule Investment Bank, 
International Credit Bank, IClgea Bank of Commerce, and others 

GovernmenWotrperatives Uganda Commercial Bank (UCB), Cooperatwe 
Bank 

All the mternabonal banks except Standard Chartered were part natiodised and are 49 percent 
owned by the Government of Uganda (GoU) All these banks have pre-empbve nghts and are 
llkely to buy back then shares rather than allow the GoU to float rts shareholdrng to the public 
The mternational banks tend to bave a head office m Kampala and possrbly one branch m Jrnja 
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The focus of the= buslness is therefore In the major comnerc~al centres and they are not 
comfortable wth lendrng m the rural. areas As a consequence, the~r maln actlvlties are pnmmly 
based around short term lend~ng mstruments such as letters of cred~t and worhng cap~tal loans 
All lendrng rnstnunents reqm-e good quallty fixed assets as collateral unless the borrower has 
developed a good relationship wth the bank over a number of years 

Most of the pnvate banks have been set up in the last 5 years, m d y  it seems to take advantage 
of the hgh rnarglns whch are avalabfe between lendmg rates and banks' cost of fimdmg and to 
provide a source of cheap financmg to associated cornparues Lending margms are typically on 
the order of 12 percent Other reasons for settrng up banks Include the use of foreign exchange 
fac~htres to facilitate tradmg acbvlhes 

The pnvate banks are small and a number appear to be m financial trouble However, it should be 
noted that both the Nrle Bank and Greenland Bank have larger loan por$ol~os than Standard 
Chartered Bank, the smallest of the ~nternabonal banks Some pnvate banks do have access to 
BoU lines of credit, but capltal adequacy requvements restrict the amounts the banks can lend It 
is unlikely that the pnvate banks WIU lend long term Short term. hancmg, as for aIl commercial 
banks m Uganda, IS h v e n  by the avadabihty of collateral 

UCB and the Cooperafrve Bank stand out as the only banks m Uganda wth branch networks 
Such networks should place them well to finance apcdtural projects, but instead, the networks 
have been the bars -- along wth past poor management - of both of the banks' current 
problems Large losses have been aggravated by defaults on loans resulting from hgh interest 
rates m 1992-93, and both banks are strugghg to stay operabod 

Wrth the support of USAID, the Cooperative Bank, which is owned by the cooperatzve 
movement, seems to be in a better poslbon at present It 1s showmg an operatmg profit and 
should be m good shape m another two years provided xts non-perfonrung portfolio can be taken 
over, either by the government or under some form of donor funding such as USAID's contmued 
use of the PL-480 programme, whch has allowed the bank to recapltaIlse itself The bank may 
then provrde a real alternahve to the donanabon of the mternabonal banks and mtroduce a 
cornpetitwe element rnto the b h g  envuonment m Uganda. 

UCB was the only commercial bank whch prov~ded long term finance and has, by fa, the 
largest portfolio of loans of all the banks m Uganda It also has the largest pod0110 of non- 
performing loans There seems to be some uncertamty about how UCB w11 deal \nth its current 
problems, and the bank is unable at present to access the World Bank and European Investment 
Bank (EIB) llnes of credit whtch are admuustered by the BoU The bank mam- that it can 
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st111 provide long term finance fiom its own h d s  It may be worth testrng this assemon, 
p ~ c u l a r l y  given the cunent funding situation for cut flower projects 

Fmance compmes are depos~t takers but may not operate current accounts, a lrcence must be 
applied for to handle foreign exchange No finance cornparues were Interviewed durrng t h s  
phase of the study because they a e  dl small u~titutions that provrde short term finance at rates 
higher than the commercial banks and are Uely to be a last resort for borrowers m tbe formal 
sector 

e Others 

The advent of leasing 1s a prormsrng adcfibon to the h c e  sector m Uganda m the last few 
months The Uganda Leasing Company (ULC) is owned by DFCU, the 1nternatmna.l F m c e  
Corporation (IFC), the Commonwealth DeveIopment Corprabon (CDC), the German 
development agency PEG), and two local cornparues -- the Nxle Bank and Pan World Insurance 

ULC may help to fill the gap between the short term lendmg provlded by the comerc~al  banks, 
and the longer term finance avdable &om the DFCs At present, ULC is considering only 
finance leases, whereby it owns the leased assets and charges a monthly fee for their use Leases 
wII be conditional on mmtenance and w a n c e  cover mbch w11 both be the responsibdity of 
the lessee 

More complex Issues such as operatmg leases and cross border leases w d  be addressed m the 
future depending on demand and the early expenence of the company in addibon, ULC has 
only one office in Kampala, and may therefore suffer %om the same reluctance as the 
comercial banks do when it comes to extendmg its servrces m the ma1 areas where access to 
and momtonng of its assets wIIl be dxfficult 

Grants are available fiom numerous sources and at varylng stages of the project They are very 
often targeted to specific areas of actiwty by sector, but may be avadable for more general 
acbwbes such as matketmg for exports Sources of grant fmds are too numerous and disparate to 
deal wrth m the lmted tune avdable for ths  study However, some sources are hsted below 

3~ecause of the already large number of flower projects financed by DFCs during the last year, most are 
waltmg to see how thew mvestments perfom before mcreaslng their exposure m this area, creattng an opportunity 
for UCB if rndeed ~t has h d s  to mvest. 

6 
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o CDI, Brusseis Ass~stance wth project feasrb~t~ty stud~es 
World Bank (under prep) Assrstance wth management consultancy 
FMO (Holland) Techcal ass~stance for untried technologies 
IFU (Denmark) Project preparabon (wth Dmsh mvolvement) 

Apart fiom the larger agencies, grants are often ava1abIe fi-orn non-governmental orgamzations, 
although these tend to be targeted at groups or assocrations rather than at individual beneficlanes 

Guarantee schemes have m the past been tned wrth bttle success A new scheme bemg 
promoted by the Austrian Regonal Bureau for Reglonal Cooperataon (ARB) bas attempted to 
address problems wlth guarantee schemes and should be opratrond at the beg~mng of 1996 
The salient features of the scheme are 

Loan to be extended by a commercial bank 
M m u m  guarantee US$25,000 
Guaranteed amount must be matched by non-guaranteed loan fiom bank 
Interest at commercial rates 
Fee of one percent charged for facility plus 50 percent of bank's margm on 
guaranteed pornon of loan 

The fee received &om the bank wll be used, ~f the costs of tbe scheme can be covered, to reduce 
the rnterest cost to the borrower The effect of the scheme d l  be to reduce collateral 
requirements and therefore make borrowmg easier m cases where a good project would 
othenvlse not proceed The guarantee fund wfl evaluate projects ~tseIf, a requirement whch may 
make loan approvds cumbersome and expensive to process, and make the projected three week 
turnaround tune optlrmstic 

Of the commercial banks mterviewed dmng ths study, only Stanbic expressed Interest m thls 
scheme Stanb~c, however, is also trylug to move its busmess away fiom small borrowers (less 
than US$250,000) and, therefore, wll not be active if the guarantee h d  st~cks to a m m u m  of 
US$25,000 

Insurance companies may be a source of project financrng m the future lf they become more 
sophrst~cated m theu approach to nsk and retunt At present, other than some rndrrect 
mvolvement, such as m the Uganda Leasing Company, muraace compames are not a source of 
financing for agricultural projects 
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2 Foreign 

a Development Finance Cornparues 

Apart from the DFCs based m Uganda, numerous bilateral and multdateral compames exist 
wluch could be sources of finance for Ugandan projects Of the multilateral agencres, IFC's 
Afnca Enterpnse Fund (AEF) and the PTA Bank, both of whrch are based m Narobr, wll be the 
most usefid Both deal wrth projects m the range US$250,000 to US$Smm whch comprises the 
maj~nty of projects m Uganda requvfng long term financing The PTA Bank can accommodate 
larger projects if requred 

For projects above US$Smm, the possiblli~es wsden m the number of ~nstrtutions avalable and 
m the terms of financing Sources of fundug d u d e  the EIB m Luxembourg, IFC m 
Washm@on, the &can Development Bank (ADB) m Abidjan, and varrous n a t ~ o d  
development agencles such as FMO, DEG, IFU Interest rates charged are generally lower than 
those charged by the smaller DFCs ED, through the European Development Fund (EDF) may 
charge mterest at below market rates for some loans 

b Export Credits 

Export credits are essenhally creQt guarantees extended by government agencies to commerc~al 
banks or other accredited lenders m a country from wkch goods are to be exported to Uganda 
The government guarantee usually covers pol~tacal nsk, but occasionally w11 also cover part or 
all of the commercial nsk associated wth a project 

In cases where political nsk only is covered, the commercial nsk wdl have to be covered 
separately, e g , by a local bank guarantee The cost of export crehts IS usually a small margrn 
above treasury bond yreids and IS therefore very competitive wth the rates typically charged by 
DFCs m Uganda However, the cost of a local bank guarantee must be added m and t h s  may tilt 
the equation back m favour of the DFC A further pomt to note is that some governments may 
not be wllmg to take the nsk on Uganda, m wluch case the export credit wdl not be avalable 

An dternabve to government polit~cal nsk cover is the World Bank agency MIGA, whch wdl 
provide cover for projects m Uganda, or the commercial murance market, whch is generally 
restricted to provldlng three year cover and so may not be suitable for long term loans 

c Commercial Banks 

Forergn commercial banks WIH not lend to Ugandan compames unless they are covered by export 
cred~ts and can cover the project commercial nsk Commercial nsk cover could be prowded by a 
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local bank guarantee or, m the case of exports, by the buyer of the goods For short term 
financing, a charge over the goods belng exported would also be a solut~on 

B Srze of Investment 

There is no restnebon on the size of project whrch can be financed m Uganda, provided that the 
f 
i 

project is we11 structured and offers adequate secunty The greatest obstacle to borromg, 
particularly for smaller projects IS the reqmment to provide fixed assets as secunty The 
expenence of lendmg m t u h o n s  m Uganda has not been good and as a result most rnstltutions i 
wll not lend unless they are very well covered 

r 

In tlzls regard, the DFCs are more flexible &an commercaal banks, probably because the DFCs 
are more farmhar wrth longer term project based lendrng The DFCs generally mil not Invest 
more than 50 percent of the total project cost as a eombmabon of debt and equrty m any one 
project However, they are all prepared to allow a debt equ1l.y m o  of 60 40, and wll cofinance 
w t h  other lenders prowded theu loans are not subordtaated to other lenders 

DFCs ulll usually invest m equity if rt is reqwed, but will not take a controllrng Interest m any 
company The commercial banks, utihsing an EIB line of c d t  aGnztzlstered by the Bank of 
Uganda may take equity m projects, to date only Stanbic has shown any rnterest rn dorng so 

As the commerc~al banks become more farml~ar wth long term lendmg, they may become more 
comfortabIe with managmg project nsks and therefore demand lower levels of fixed assets as 
collateral %s effect IS unlikely to nnpact on smaller borrowers reqmng loans of less than 
US$100,000 Below t b ~ s  level, the larger cormnercral banks and the DFCs are not Interested m 
gettrng mvolved Smaller borrowers w1I therefore have to resort to the small pnvate commercial 
banks or finance compmes These mst~tutions are not lrkely to mest the effort requlred to 
understand and analyse medlum to long term project financrng nsks and wI1 contrnue to demand 
high levels of secunty for theu loans Cred~t guarantee schemes such as that proposed by the 
Aushan Regional Bureau may be effective m reduclng collateral requuements Table 2, on the 
followmg page, offers general guidehes for targetmg msbtut~ons based on loan slze 

C Cost of Frnance 

The cost of finance m Uganda is hugh Tbe current rnterest rates for Uganda Sltullmg borrowmg 
range fiom 13 percent for multmabonal cornparues such as Bntrsh Amencan Tobacco to 23 
percent for smaller busmesses Deposit rates are of the order three to four percent and the 90-day 
Treasury Bill rates, which IS the marker for most short tenm loans, IS currently SIX percent Most 
conunercial banks make a margln of 12 percent or more on  the^ l m h g  



Agrrbus~ncss Development Ceetre Sources of Finance for NTAE Projects In Uganda 

Table 2. Fmlancurg Guidehnes by Loan Sue 

\ 

Coop Bank, UCB, frnance compmes, pnvate commercial banks, 

Coop Bank (ma $0 Sm), larger commerctal banks, UCB, EADB 
(workmg caprtal), grant funds 

------------------I--------------- 

Mdum/Long term IFC/AEF, PTA Bank, ADB, export credtts, 

Above I[fS%Smna# 

Short term Foreign commercial banks, chscount houses, etc, grant funds 
- I_ I - - - - - - - - - - - - I I - - - -L- - - - - I - - - I I I  

M e i f i d o n g  term IFC, ADB, EIB, FMO, DEG, IFU, etc, MTGA, export credits, 
grant funds 

L .. 

Ths large margrn seems to be a result of past bad management and large losses in the two 
blggest banks: m the country, UCB and the Cooperative Bank Accordmg to recent BoU records, 
the total outstandrng bank debt m Uganda US$256mm of whch UCB accounts for 38 percent. 
Combmed, UCB and the Cooperative Bank control about 50 percent of total lendmg, the five 
largest lenders 75 percent Clearly, the revival of UCB wth its branch network, as a source of 
financrng wll have a large impact on the reduchon of lencimg margms 

Both UCB and the Cooperatrve Bank are trylng to break even m operational terms, and kgh 
interest rates are the only way m &ch tbs can be done The lack of compebtion, as mQcated by 
the degree of concentratron m lendrng due m part to the small number of commercial banks, 
means that even the more profitable banks can charge slmrlar mterest rates wthout nslung loss 
of busmess Fwther, most loans are extended for tradmg purposes whch seem not to be as 
sensitive to hgher interest rates as are longer term mvestments 

The rehabrlitabon of the Cooperatwe Bank and the fate of UCB wdl determne the level of 
compebbon m Uganda, b m g  any aggressive new entrants into ban- It is unlikely that the 
Cooperative Bank wrll be able to drop its xnterest rates for the next two years, although lt is 
mterestmg to note that the bank has rncreased deposit rates and seen a large lncrease m deposits 
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However, most depositors are smdl and the bank wll only stant to make an mpact once ~t can 
attract larger customers 

Forelgn currency lendmg l~es  Iargely m the dornstln of the DFCs, although some lending under 
the BoU's export refinancrng scheme 1s avalable m foreign currency The margns here are more 
reasonable grvlng lending rates between 10 percent and 12 percent for rnedlum to long term fixed 
rate fmancmg, dependmg on the p&cular llne of credrt bemg used Floatlng rate fmance IS 

bemg quoted at two to four percent above LIBOR. 

Larger projects (above US$5mm) can benefit &om accessmg hanclng directly &om IFC, EIB, 
or a number of bilateral development agencies at lower rates In the case of EIB mterest rates 
may be sipficantly below mterbank rates - 
D Information Requirements 

DFCs are generally funded by thev shareholders and by h e s  of cr&t Erom multdateral and 
brlaterd development agencres Most lrnes of c r d t  are comtmmed and rt IS mportant to 
understand what these constrants are when a loan IS bemg applied for If a partlcdar loan 
applrcation does not fit the lmes of credlt avadable, then there wll  be delays as the DFC tnes to 
gather addrhonal dormahon, or reqwes the project to be restructured m order to fit 

Information whch wll be requred by all lenders mcludes 

Dehls of the project sponsors lncludlng busmess experience 

Descnpbon of project including products, qmtrbes output, process technology, 
raw m a t e d  requirement and sources of raw matends, location of project, srte 
data, burldmgs, utilitres and equipment re~mement. 

Srze and structure of market for products, exlstmg and expected compet~t~on, 
compebtwe advantages 

Management of project 

a Total cost of project rncludlng workmg cap~tal reqwrements 

Fmnaflcral structure proposed. 

Flnancral prqectrons for up to ten years of project operabons 

Project tunetable, detarls of work done to date 
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Status of officiaI approvals, licences necessary for settmg up the business 

Corporate structure of busmess 

Detalls of security offered 

Commercial banks reqwe smilar IIlforrnation Despite e n m g  that they have suflicient 
collateral to cover any losses in the event of loan defaults, it is m the banks' interests not to have 
to resort to exercismg its nghts in the disposal of property offered as secmty Banks wll 
therefore need to know to what use the= funds are bang put and on what basis b c ~ d  
projecbons have been prepared 

> 

Informatron rq&ments for short term financ~ng wdI not be as extensive Unless already a 
clrent of the bank, evldence w1I be requwed of corporate structure, contracts, etc around whch 
the financmg IS berng drawn 

E Security Arrangements 

Secunty requirements for loans m Uganda ovenvhelrmngly revolve around the provlslon of 
collateral Most banks will advance loans up to 60 percent of the collateral cover, Standard 
Chartered Bank wl l  go up to 75 percent 

The DFCs are slightly more flexrble m that they wll  make some attempt at assessing the project 
nsk and will take less secwty if they feel that the project is robust enough to cover debt service 

even m adverse condit~ons However, they WIU take whatever they can get therr hands on unless 
some senous effort is made at analysing and layrng off the project nsks 

F. ApprovaI of Financing 

The commercial banks and the DFCs have very different approaches to approvmg kancmg 
DFCs have the more cumbersome procedures usually mvolving 

Pre lmary apprmsal 1-2 weeks 
Detalled apprmsal 4-8 weeks 
Internal approval 2 weeks 
Board approval 2 weeks 

Board rneetmgs tend to be held quarterly and ~t 1s lmportant to keep a tunetable for the approval 
procedure m mlnd If a board meehng 1s mssed, the project wdl be delayed by three months 
Dates for board meetmgs are not fixed and they may slip by 1-2 weeks or more For t h s  reason, 
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projects should not rely on one financing mshtut~on It should be made clear to the DFC that 
delays m approving the fmancrng may mean that the project looks elsewhere Also, for example, 
]fa DFC is intending to use one part~cdar lme of credit and then finds that the line is exhausted, 
the fmancmg may not be approved even though the prqect 1s perfectly wable 

Most DFCs have llm~ts w t h n  which Internal approval for loans can be glven tnthout board 
approval For mstmce, the PTA Bank may approve up to US$700,000 ~ i ~ t e d l y ,  EADB can 
approve up to US$450,000 In most cases, gwen that some DFCs mll  ody fmance up to 50 
percent of the total project cost, more than one DFC wrll be mvolved in finiitlcmng a project 
Clearly, if projects are s t r u c w  so that internal approvals promde s&cient hdmg, then that 
approach wll save a cons~derable amount of time 

*.- - 
2 

DFCs have come under much cnbcism m the past for taking too long m approving projects, and 
thew staff have been accused of sohcibng ex gma payments for speedrng up the process W s t  
part of th~s cnhcism may be ~Wfied, a large part of the delay IS due to borrowers not 
understanding fhe approval processes vvlthin the crrgmsaf~ons Delays are compounded when 
frnancmg proposals do not fit the Iendmg crrtena whch come packaged wth the DFCs' h e s  of 
credit, and thus have to be adjusted unt~l they do fit ?%.IS process can take months and lead to 
fnrstrabons and accusations of incompetence fiom both sides, but could be avoided In ths  
respect, the ADC can contribute by e n s m g  that financmg proposals it has taken responsibrllty 
for meet the critena of the lenders, and ensunng that the whole c h m  of approval knows the 
ADC IS backrng the project by keeprng in touch wth the key people m the fmancmg ~nstitut~ons 

ApprovaI procedures m the cornmerclal banks, except for the Cooperatrve Bank and UCB are 
relatively slmple Loan proposals are rewewed by a loan officer and usually the managrng 
dlrector In pmc~pIe, the process can take as lrttIe as a week lf all the documentation reqwed is 
ava~lable 

UCB and the Cooperative Bank, because of then branch networks, have more lengthy 
procedures Both banks accept apphcabons at the branch level, decisions to approve are &en m 
the head office It is recommended for both of these b& that loan appilcatlons are followed up 
by the ADC through all the levels of approval, and, as for DFCs, contact is kept wth key people 
at branch level and m the head offices 

Potenhal borrowers of less than US$100,000 have llttle cholce other than to borrow firom 
commercial banks One excepQon IS UDB, whch wdl wnslder loans as low as US$40,000 
However, UDB has ~ t s  share of non-performng assets and may suffer fiom 11qwdlty problems 
UDB is not allowed to access the h e s  of credit from the World Bank and EIB which are 
admstered by the BoU, although it does have access to h d m g  fiom OPEC and the Kuwart 
Development Fund 
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Almost invariably, commercial banks tnll only lend aganst collateral cover Generally, lending 
mll be at 60 percent of the cover available Assets preferred are urban property, preferably m 
Kampala Rural borrowers such as the small farmers targeted by the ADC have almost no chance 
of borrowng m these cond~tions However, two possibilit~es stand out the Austrian credit 
guarantee scheme and leasing 

It is not clear whether either of these two possibihties will solve the problem for small borrowers 
The credrt guarantee scheme needs to work through banks wth branch networks to have any 
effect m rural areas, unless an intermediary such as the ADC is w d h g  to process and pass on 
applicat~ons The credit scheme also needs a larger llrmt than US$25,000 Twice that amount 
would be appropnate and would then straddle the gap between the rmcro-enterpnse level which 
are served by non-governmental organmtmns and others, such as PRIDE, and the rmnrmum 
lendmg lirmts of commercial banks and DFCs 

The avrulability of Ieasmg mecharusms wll also ease the problem of c d t  below ~~$lG0,000 
Once agm,  the problem is only part solved The Uganda Leaslng Company is ddcely to spread 
outside of Kampala m the next one to two years, and it wl l  therefore be up to projects such as 
the ADC to act as go-between for rural borrowers 

Flnanclng for agnculturd projects has a bad name m Uganda largely because the past experience 

of the major lenders -- the Cooperative Bank and UCB -- has been so bad All the other financial 
mstitubons m Uganda shy away &om lendmg to the agnculturai sector because of the d~fficulties 
of momtomg loan performance fiom Kampala. There are excepbons to thrs general rule* 
projects whch Include an element of processing wll  usually find a favourable audience wrth at 
least the DFCs, and export oriented projects will m general receive a more favourable review 
provided they meet normal cntena for sound projects 
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111. USE OF DATA 

A D~ssemlnat~on of Data 

The most obvlous way in whlch to use the data is as a gurde to choosrng the most receptive 
fmanclng msbtuhons for a parZlcular project, and then to prepare and follow through financing 
proposals so that they can be approved m the wnunum possible tune md wth reasonable 
convenants In add~bon, more general awareness programmes may be useful where potentla1 
project sponsors and financing instrtutions can be mtroduced to short term financing mstmments 
and to the concepts of rneQurn and long term project financing The objechves here would be 

To get sponsors and fmmclers tallung to understand one another's problems and 
to try and seek mutually acceptable solubons, 

To glve sponsors the opporhmty to understand how documentary credits and 
other short term kancmg rnechantsms work, 

To develop ideas of project nsk wth both sponsors and fmanciers, and explore 
ways m whch nsks can be lad off, and 

To introduce sponsors to the vanous dbrms of financing ava11able and develop 
ways m whch to take advantage of what is avalable 

B Updatrng Data 

In order to stay usehl, it is important that the data sheets are updated regularly If the ADC is 
takmg projects to p&cular mstitubons then the expenence b d t  up from vmous projects should 
be reflected m the data sheets Even if the ADC is not usmg certarn ~nstltubons regularly, contact 
should be mamtmed, ava~labihty of financmg changes, managements change and policies 
change It is necessary to be aware of the opportumbes avalable, especidly, as is llkely to be the 
case wth the ADC, when a steady flow of projects is c o m g  through the ofice 

Informal meetmgs should be arranged at least once every three months wth the larger 
mshtutions, and once every SIX months wth the others It would be of benefit to the ADC tf 
contacts Gem financial mhtutions could be shown around the ADC projects so that they become 
farmhar wth the way m whch the ADC works and get to know the ADC personnel 

Updatmg sheets would be slmpler if the data were programmed mto a database, whch could also 
serve to provide a record of progress of projects through the financmg approval process APDF's 
expenence accessing financmg, and the performance of NTAE loans should also be documented. 
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IV. RECOMMENDATIONS FOR FURTHER WORK 

A CornpIetxon of Inventory of Financial Inst~tubons 

The data sheets cover the major financrng mnsQtutrons active m Uganda However, a number of 
other institutions emst wh~ch may be useful from tune to tune and should be mcluded m a 
database These inshtut~ons mclude 

Pnvate commercral banks 
Non-bank financrng msbtuhons 
Brlateral agencles actmg thro~zgh embassres and hgh comrmssions 
Non-governmental o r g m b o n s  
Insurance companres 

B Database Development 

In order to use the data collected efficiently and to keep lt in a form whch can be easrly updated, 
a database should be developed on one of the propnetary packages avarlable such as Paradox or 
Mrcrosoft Access The database could be designed so that lt is mtegral wth the other record 
keepmg and reportmg databases which the ADC is usmg Development of the database and 
mtial data mput should take no more than one week 

C. Sem~nars and Training 

In lme cnth the notes on dlssermnahon of data above, it IS recommended that a semnar be 
arranged to start the process of gettmg project sponsors and financmg mstituQons to talk to each 
other and become aware of what the important Issues are It wodd, for example, be useful to 
throw open the question of whether the Austnan government sponsored crecht guarantee scheme 
wll  actually work given the major commercial banks' reluctmce to ded wth small cllents The 
scheme is clearly relymg on cooperahon fiom the commercial banks and an open discussion may 
help to ensure that the scheme does take off rather than suffer the slow dlsmtegrahon whch has 
been the hallmark of most other cre&t guarantee schemes m Uganda 

A baslc format for the sermnar IS an open fonun, probably ulth hancial inshtutrons fiom the 
broad spectrum Invited to put up stalls The s e m a r  wll attract more mstitutrons if a list of 
p&c~pants can be advised at an early stage A llst of parhcipants consistmg of as many people 
as is practxai who are active m the areas of interest should be made up, and these people given 
mvitations to attend the sermnar The semar should be thrown open to anyone else who is 
interested 
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A senes of short workshop sesslons at whrch part~c~pants should be invited to take bankers to 
task should be orgmsed around the followmg toprcs Suggested speakers are m brackets 

Letters of credit and other documentary credits @arclays/Stanbic/Standard 
Chartered) 

Secunty issues for short term credits (Barclays/Starmbic/Standard Chartered) 

a Austnan c r d t  guarantee scheme (I'vhchael Wong) 

• Project financing nsks (DFCU, EADB) 

• Bank of Uganda Refinancrng Schemes (Achelis Okema) 

Rehabrlitation of the Cooperatwe Bank @irk Van Hook) 

Rel~abilitabon of UCB (7) 

The World Bank pnvate sector support programme (Iradj Al~khm) 

Pnvate sector support fiom the European Umon (Mr Rmg, EC Delegabon) 

USAID programmes supportrng the rural agricultural sector (Jm Dunn) 

Other topics for d~scussion should be solicited &om the rnvited pmc~pants 


