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MESSAGE FROM THE DIRECTOR OF BANKING
SUPERVISION

Directorate of Banking Supervision’s Annual Report 2008 is the 12th in the
series of Annual Reports aimed at highlighting and informing the public of
developments in the banking industry annually.

Year 2008 was another good year for Tanzanian banking system in general. The
banking industry continued to be stable and safe. The Directorate of Banking
Supervision continued to rank high on its agenda the objective of ensuring that
the country has a safe and sound banking system. To that effect, the Directorate
carried out various supervisory activities aimed at enhancing and strengthening
the stability, soundness and safety of the banking system.

During 2008, Tanzanian banks remained, on an overall basis, adequately
capitalized with total capital recording an increase of 848% at the end of
2008. The banking sector’s assets increased by 21% with the ratio of earning
assets to total assets of 89%. Total funding of the banking sector recorded an
increase of 21% with the funding structure being mainly composed of deposits
which accounted for 80% of total funding. Return on assets was 3.38% whereas
return on equity was 23.25%. The liquidity position of the banking sector was
generally considered satisfactory.

In 2008, the Directorate of Banking Supervision was engaged in various supervisory
and regulatory activities. Licensing, on-site examinations and off-site surveillance
on banks, non banks financial institutions and foreign exchange bureau were
carried out in accordance with the provisions of the Bank of Tanzania Act,
2006, Banking and Financial institution Act, 2006, Foreign Exchange Act, 1992
and various regulations and circulars governing banking business and bureau de
change operations in Tanzania.

One of the major developments during 2008 in the legal and regulatory framework
was review of majority of the prudential regulations to incorporate changes
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brought about by legislation and market developments. Revised regulations
were Licensing Regulation, 2008, Capital Adequacy Regulation, 2008, Credit
Concentration and Other Exposure Limits Regulations, 2008, Management of Risk
Assets Regulations, 2008, Independent Auditor Regulations, 2008, Publication
of Financial Statements Regulation, 2008. New Regulation issued were Liquidity
Management Regulations, 2008, Foreign Exchange Exposure Limits Regulations,
2008, The Physical Security Measures Regulations, 2008, The Prompt Corrective
Action Regulations, 2008. Moreover two new guidelines were issued which were
Outsourcing Guidelines for Banks and Financial Institutions, 2008 and Guidelines
for Directors of Banks and Financial Institutions, 2008.

Bank of Tanzania continued with implementation of its rik-based supervision
of banks and non bank financial institutions. Key stakeholders continued to
be sensitized and pilot examination were undertaken. During the period under
review, Directors and Senior Management of banking institutions were sensitized
on RBS Framework while the bureaux operators were sensitized on Foreign
Exchange (Bureau de-Change) Regulations, 2008.

Bank of Tanzania, in keeping abreast with supervisory challenges posed by the
international financial crisis and developments in the banking business, continued
to upgrade skills of its staff and enhancing cooperation with various institutions
in the world. Bank of Tanzania continued with sensitization of stakeholders on
Basel Il, working closely with central banks in the region on harmonization of
banking supervision laws, methodology and practices on the basis of the East
and Southern African Sub-regional cooperation arrangements. The Bank is also
working closely with the Government and various institutions in the world in
Anti-Money Laundering and Combating Financing of Terrorism.

Despite the various challenges, the Tanzanian banking system remained safe,
sound and stable during 2008, thanks to cooperation accorded by various
stakeholders in the banking and financial system. Year 2008 was, on the overall
basis, a successful year for banks, financial institutions and bureaux de change
in Tanzania.
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| thank all stakeholders for making year 2008 a success and wish them the very
best for year 2009.

J. M. B. Massawe

Director Banking Supervision
Bank of Tanzania

10 Mirambo Street

P.O. Box 2939

DAR ES SALAAM

Tel. +255 22 2235482/3

Fax +255 22 223 4194
Email: jmmassawe@hg.bot-tz.org
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CHAPTER ONE

OVERVIEW OF THE
BANKING SECTOR AND
BUREAUX DE CHANGE
IN TANZANIA

1.1

COMPOSITION

As at 31st December 2008, the
banking sector was composed
of 36 banking institutions
consisting of 25 fully-fledged
commercial banks and 11
financial Institutions. During
the year 2008, Bank of India
and Tandahimba Community
Bank Ltd started operations.
In addition, one financial
institution namely Efatha Bank
limited and one commercial
bank namely Continental Bank
(T) Limited were licensed but
had not started operations.
Total number of operating
branches/agencies nation-wide
was 393 of which 130 are in
the commercial city of Dar es
Salaam.

Out of the 36 banking
institutions, of which 4 were
fully owned by the Government,
13 were 100% locally owned
and 13 were 100% foreign
owned, whereas 10 banking
institutions had a mixed local
and foreign ownership.

1.2

As at 31st December 2008,
there were 189 bureaux de
change operating in Tanzania,
of which 29 were in Tanzania
Zanzibar and 160 were in
Tanzania mainland. In Tanzania
mainland, most bureaux de
change were concentrated in
Dar es Salaam amounting to
102, whereas 34 bureaux de
change were in Arusha.

During the year ended
31st  December 2008, 30
new bureaux de changes
were licensed and started

operations. Out of those, 26
were in Tanzania mainland and
4 were in Tanzania Zanzibar.
Seven bureaux de change were
closed during the year.

BALANCE SHEET
STRUCTURE OF
THE BANKING
SECTOR

The aggregate balance sheet of
the banking sector in Tanzania
grew by 21% from TZS
6,981billion in the year ended
2007 to TZS 8,442 billion as at
31st December 2008, which is
a relatively lower growth rate
compared to a 29% growth
rate in 2007. Aggregate balance
sheet positions from 2004 to
2008 and percentage changes
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over the years are as indicated in Table 1 and Chart 1 below.

TABLE 1: AGGREGATE BALANCE SHEET (Total Assets)

Period Figures in TZS billion Annual Percentage Changes
December ‘04 3,239 17%
December ‘05 4,280 32%
December ‘06 5,396 26%
December ‘07 6,982 29%
December ‘08 8,442 21%

CHART 1: AGGREGATE BALANCE SHEET TREND 2004-2008
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1.2.1 ASSETS (i) Equity Investments increased

STRUCTURE

The banking sector's assets
grew by TZS 1,461 billion from
TZS 6,981 billion as at 31st
December 2007 to TZS 8, 442
billion at 31st December 2008.
The growth was mainly explained
by the following changes:

(ii)

by 31%, Property, Plant and
Equipments increased by 41%
whereas Investment in Treasury
Bills decreased by 13%;

Inter-bank loans Receivable
increased by 65%, from TZS
147 billion at 31t December
2007 to TZS 243 billion at 31¢
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December 2008. Inter-bank
Loans Receivable constituted
29% of the banking sector’s
assets as at 31 December
2008, and

31st December 2008. Loans,
Advances and Overdrafts
constituted 50.65 % of the
banking sector’s assets as at
31st December 2008.

(iii)  Loans, Advances and Overdrafts Table 2 and Chart 2 indicate assets
increased by 48%, from TZS composition and growth as at 31st
2,881 billion at 31st December December 2008:

2007 to TZS 4,276 billion at

TABLE 2: ASSETS COMPOSITION (Amounts in TZS billions)

Dec-07 Dec-08
0, 0,
Assets Amount % of Total Amount % of Total Growth
Assets Assets

Cash, balances‘ with banks and 1916 27.44%
items for clearing

1,918 22.72% 0.1%

Investment in debt securities 1,724 24.69%

1,567 18.56% -9%

Inter-bank loans Receivables 147 2.11%

243 2.88% 65%

Loans, advances and overdrafts | 2,881 41.27%

4,276 50.65% 48%

iabiities and other caims ~ |21 [030% |24 lo2o% |14
Property Plant and Equipments |127 1.82% 179 2.13% 41%
Other Assets 165 2.36% 234 2.78% 42%
Total Assets 6,981 100% 8,442 100% 21%

CHART 2: ASSETS COMPOSITION AS AT 31ST DECEMBER 2008

Assets Composition

O Cash, balances with banks and items for clearing
@ Investment in debt securities
o) Olnterbank loans and advances
02% 5 /o 220/0 OLoans, advances and overdrafts
m Comercia bills, customer's liabilities and othe claims
O Property Plant and Equipments
@ Other Assets

3%

50% 18%
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EARNING ASSETS

Earning assets during the year ended
31st December 2008 consisted of
loans, advances and overdrafts, which
accounted for 50.65% of the total
assets, investment in debt securities
(18.56%), inter-bank loans receivable
(2.88%), balances with banks (16.80%),
bills purchased and discounted (0.29%)
and equity investments (0.22%).

The ratio of total earning assets (TEA) to
Total Assets (TA) of the banking sector
was 89% as at 31st December 2008
compared to 82% of the preceding
year. Table 3 (a) and (b) depict the
earning assets trend and structure for
five years from 2004 to 2008.

TABLE 3 (a): EARNING ASSETS TREND (Amounts in TZS billions)

AMOUNT PERCENTAGE CHANGE
Dec- |Dec- |Dec- |Dec- |Dec- |Dec- |Dec- [Dec-|Dec- |Dec-
04 05 06 07 08 04 05 06 07 08
Egﬁ(@ces with 1251 1842|1176 |940 |1.418 |-3% [12% |40% |-20% [51%
Investment in g5 11 159 1180 1,724 | 1,567 |12% |73% |2% |46% |-9%
debt securities
Inter-bank Loans |33 155 190|147 [243 |-13% |66% |29% |109% |65%
Receivable
Loans, advances |1 595 |1 441 [2013 | 2881|4276 |30% |32% |40% |43% |48%
and overdrafts
Bills purchased g0 156 61 |6 |24 |282%|-9% |10% |-90% |297%
and discounted
Equity 2 |s |6 |14 |18  |100% |128% |25% |135% |31%
investments
Total Earning |5 609 (3558 (4,507 |5.712 | 7,546 [22% |36% |27% |27% |32%
Assets (TEA)
(TT";)a‘ Assets 3539 14,280 5,396 (6,981 8,442 [22% [32% |26% |29% |21%
%of TEA to TA|[81% |83% [84% |82% [89%
TABLE 3 (b): EARNING ASSETS STRUCTURE (Percentage of Total
Assets)
Item Dec-04 Dec-05 Dec-06 Dec-07 |Dec-08
Balances with banks 23.18% 19.69% 21.80% 13.47% |16.80%
Investment in debt securities 20.69% 27.07% 21.87% 2470% |18.56%
Inter-bank Loans Receivable 1.02% 1.28% 1.30% 2.11% 2.88%
Loans, advances and 3372% |3368% |3731% |4127% |50.65%
overdrafts
Bills purchased and discounted | 1.88% 1.30% 1.13% 0.09% 0.29%
Equity investments 0.06% 0.11% 0.11% 0.20% 0.22%
Total earning Assets 80.56% (83.13% |83.52% [81.82% [89.39%

2008 Directorate of Banking Supervision Annual Report

\ Y




24

T

@ K]
Y%m:nﬁ&

Chart 3 reflects the Earning assets structure for the five years 2004-2008.

CHART 3: EARNING ASSETS STRUCTURE
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KEY:

BWM - Balances with Banks

IDS - Investment in Debt Securities
ILR - Inter-bank Loans Receivables
LAO - Loans, advances and overdrafts
BPD - Bills Purchased and Discounted
El - Equity investments

From Chart 3, Loans, advances and
overdrafts constituted the largest
portion of the sector’s assets, both
in value and percentage (TZS 4,276
billion and 50.65% respectively).

1.2.2 FUNDING
STRUCTURE

As at 31st December 2008,
total funding of the banking

sector was TZS 8,442 billion compared
to TZS 6,981 billion as at 31 December
2007, representing an increase of
21%. Deposits were the major source
of funding, constituting 80% of the
total funding. Other sources of funding
included share capital (4%), other
liabilities (8%) and other capital items
(8%). Other capital items increased by
30%, whereas share capital increased
by 20%. In the other capital items
category, revaluation reserve, capital
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grants and retained earnings increased
by 799%, 287% and 53% respectively,
during the period under review.

The following tables 4 (a) and (b)
indicate the funding trend, together
with percentage changes and funding
composition over the five years from
2004 to 2008.

TABLE 4 (a): FUNDING TREND (Amounts in TZS billions)

AMOUNT PERCENTAGE CHANGE

Dec- |Dec- |Dec- [Dec- |Dec- |[Dec-|Dec- |Dec- |Dec- [Dec-

04 05 06 07 08 04 (05 (06 (07 |08
Deposits 2,666 (3,596 |4,481 |5,577 |6,753 |14% |35% |25% |24% |21%
Other Liabilities |243 [259 [333 |609 [682 |42% |7% [28% [83% |[12%
Share Capital |190 (207 [239 |287 [345 |19% |9% [15% [20% |[20%
other Capital 1141 1217|344 |508 |663 |21% |54% |58% [48% |30%
Total Funding |3,239(4,280 (5,396 (6,981 |8,442 (17% |32% |26% |29% |21%
TABLE 4 (b): FUNDING COMPOSITION (Percentage of Total
Funding)
Item Dec-04 Dec-05 Dec-06 Dec-07 Dec-08
Deposits 82% 84% 83% 80% 80%
Other Liabilities 7% 6% 6% 9% 8%
Share Capital 6% 5% 4% 4% 4%
Other Capital ltems 4% 5% 6% 7% 8%
Total Funding 100% 100% 100% 100% 100%

Total deposits were significant funding
sources to the banking sector, which as
at 31st December 2008 stood at TZS
6,753 billion constituting 80% of the
total funding. Deposits during the year
2008 increased by TZS 1,175 billions,
which is a rise by 21% compared to
TZS 5,577 billions recorded in the
year 2007. Deposits from customers
(other than banks) accounted for 96%
of total deposits. Deposits from banks

and other financial institutions (inter-
bank deposits) stood at 3% as at 31+
December 2008, compared to 6% as
at 31t December 2007. Current and
savings deposits accounted for 70%
of total deposits, depicting a stable
source of funding in the sector.

Chart 4 below shows the funding
structure of the banking sector for the
five years from 2004 to 2008.
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CHART 4: FUNDING STRUCTURE 2004-2008

90% A
80%
70%
60% -
% of total 50%
funding 409%-
30%
20%
10%
0%-

Depaosits

Other
Liabilities Capital

Share  Other Capital

Funding type

O Dec-04 B Dec-05 O Dec-06 O Dec-07 W Dec-08

1.3 MARKET SHARE

The banking sector market is
denominated by commercial
banks that represent 96% of
the total banking sector assets.
Financial institutions market
share remained at 4%.

Three largest banks had, as at
31st December 2008, 47% of
the sector’s total assets, 48%

of the sector’s total gross loans, 50%
of the sector’s deposits and 41% of
the banking sector’s total capital.

Table 5 below shows the market share
of the largest bank, three, five and ten
largest banks’ share in market assets,
loans, deposits and total capital for
three years from 2006 to 2008;

TABLE 5: MARKET SHARE OF BANKS IN PERIOD 2006-2008
(Percentage of Industry Assets, Loans, Deposits and Capital)

ASSETS LOANS DEPOSITS CAPITAL

2006|2007 (2008 [2006 (2007

2008 (2006 (2007 (2008 |2006 |2007 |2008

Largest 17% |17% [17% [19% [20%
Bank

19% [18% [18% [19% |14% |14% |14%

gLargeSt 46% |47% |47% |48% |48%
anks

48% |48% [50% |50% [37% |39% [41%

> Largest 6o 164% |63% (66% |67%
Banks

65% |68% [66% |66% [55% |55% [56%

éO Largest 86% |186% 183% 185% |85%
anks

83% |87% [86% |84% [82% |82% [81%
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As at 31st December 2008, 55%
of the sector's assets were held by
foreign owned banks. Chart 5 indicates
the trend of market share of foreign
owned and locally owned banks in
terms of sector’s assets. As depicted
in chart 5, market share of foreign
banks increased from 53% in the year
2003 to 56% in the year 2006, before
dropping to 54% in the year 2008.

The decline in the market share of
foreign banks in assets was accelerated
by growth and expansion of domestic
banks and establishment of new
banking institutions during the period.
Foreign owned banks are expected
to lose much share of the sectors
assets due to fast growing domestic
banks coupled with licensing of
more community banks which require
relatively less capital compared to
national wide commercial banks.

CHART 5: MARKET SHARE OF FOREIGN' & DOMESTIC BANKS (Total

Assets)
Market share
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than 51 percent of shares
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CHAPTER TWO

BANKING SECTOR AND
BUREAU DE CHANGE
PERFORMANCE

2.1

CAPITAL ADEQUACY

For the period under review,
the banking sector recorded
total capital of TZS 862.88
billion indicating an increase
of 848% compared to TZS
795.42 billion recorded in 2007.
The ratio of total capital to
risk weighted assets and off
balance sheet exposure was
1490% compared to 22.00%
recorded in the preceding year.
The decrease of the aforesaid
ratio was mainly attributed to
the change of total capital
by 848% compared to
risk weighted assets and off
balance sheet exposure which
increased by 45.61%. Paid up
share capital recorded by the
banking sector for the period
under review amounted to TZS
344.88 billion indicating an
increase of 20.06% compared
to TZS 287.26 billion recorded
in the year ended 31¢
December 2007. The increase
was attributed to new banks
and financial institutions
entrants, injection of fresh
capital by existing banks and
financial institutions following
the expiry in April 2008 of the
moratorium period granted to

2.2

banks. The off balance sheet
items recorded by the sector
amounted to TZS 929.04 billion
whereas in year 2007 was TZS
999.52 billion, representing a
decrease of 7.05%

ASSET QUALITY

As at 31st December 2008
gross total assets amounted to
TZS 8,674.14 billion indicating
an increase of  20.52%
compared to TZS 7,197.22
billion recorded in year 2007.
Allowances for probable losses
that was TZS 99.21 billion and
accounted for 1.18% of the
gross assets.

Cross loan portfolio as at 31st
December 2008, amounted to
TZS 4,426.16 billion compared
to TZS 2,992.02 billion recorded

in year 2007 depicting an
increase  of 47.93%. Non
performing loans accounted

for 6.17% of total gross loans,
compared to 6.31% recorded in
2007. Allowances for probable
losses that stood at TZS 99.01
billion for the period under
review indicated an increase
of 22.29% compared to TZS
81.13 billion recorded in 2007.
The aforementioned represent
2.24% and 2.71% of gross
loans, advances and overdraft
for the year ended 2008 and
2007 respectively.
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2.3

The banking sector granted
credit ~accommodations to
various sectors of the economy
including  Trade  (18.51%),
Mining and  Manufacturing
(14.74%), Agricultural
Production (10.40%), Building
and  Construction  (4.88%)
Transport and Communication
(7.24%) and Others (41.23%)

MANAGEMENT
ASSESSMENT

During the period under
review, management of banks
and financial institutions was
considered to be satisfactory
on account of increase in the
level of capital, slight decrease
in the level of non performing
assets and an increase of
17.00% of income earned.

Cenerally, banks and financial
institutions complied with the
banking laws, regulations and
Bank of Tanzania’s circulars
and directives. For a few
financial institutions  which
happened to be non compliant,
supervisory actions were taken
against them and the anomalies
rectified accordingly.

2.4

EARNINGS
ANALYSIS

Total net income before tax
earned during the period under
review was TZS 296.19 billion
compared to TZS 291.20 billion
recorded in year 2007, depicting
a slight increase of 1.23%.
Interest income accounted for
71.68% of the total income
compared to 72.94% in year
2007. The sector incurred total
expenses of TZS 659.80 billion,
which  constituted  interest
expenses (24.14%), non interest
expenses (70.67%), provisions
for probable losses and write
offs (5.19%). Return on equity
and assets stood at 28.89%
and 2.50% respectively. The
earning ratios are indicated in
Table 5(b).

Table 5(a) below depicts the
trend of interest income and
non interest income. Total
income has indicated a growth
trend from TZS 320 billion in
year 2004 to TZS 952 billion in
2008.

TABLE 5(a): EARNINGS TREND (TZS billions)

S/N | CATEGORY 2004 2005 2006 2007 2008
1. Interest Income 195 286 431 589 682
2. Non Interest Income |125 145 176 219 270
3. |Total 320 431 607 808 952

<)
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CHART 5: INTEREST INCOME VS NON-INTEREST INCOME 2004-2008
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TABLE 5(b): EARNINGS RATIOS
S/N | RATIO 2004 2005 2006 2007 2008
1 Q:eltr;terest Income to Earning 6% 6% 79% 79% 79
) INon Interest Expenses to Net 112% 93% 82% 80% 89%
nterest Income
Return on Assets 2.9% 3.3% 2.5% 2.9% 3.83%
Return on Equity 28% 33% 23% 25% 23.25%
5. m‘ztor';‘;ere“ Income to Gross | 5,800 |609% [531% |538% |5493%
6. Efgss'”ltrfggi::x"e”ses k2 616% |569% |435% |429% |4878%
7. E}i;‘;g{‘%‘xgzﬁz’e‘:‘es toNon 13900 [396% [396% [405% |4066%
8. Rﬁg{”ﬁgﬁjee Income to 139105 |336% [289% |269% |26.3%
9. g‘;grﬁvgﬁz‘zfamed on loans | 14800 |150% |106% |108% |15.4%
10. Interest Rate Paid on Deposits |3.5% 3.9% 2.0% 2.1% 2.4%
11. ﬁg{:;d (Lending vs. Deposits |17 300 1119 |86% |87%  |13.0%
2.5 LIQUIDITY the one recorded in year 2007
ANALYSIS which was 56%. The decrease

For the period under review,
liquidity = position of the
banking sector was considered
satisfactory. Liquid assets to
demand liabilities ratio was
41.68% which is lower than

2008 Directorate of Banking Supervision Annual Report

of the ratio has been attributed
to the increase of demand
liabilities by 17.04% compared
to the decrease of liquid assets
by 5.21%. Cross loans to total
deposits ratio was 6843%
compared to 57.51% recorded
in 2007.
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The deposits structure of the banking
sector comprised of current account
deposits  (48.44%), savings deposits
(21.62%), time deposits (24.12%),
dormant accounts (1.15%), matured
deposits  (0.45%), special deposits

(1.42%) and deposits from banks and
financial institutions (2.79%). Foreign
currency liabilities as a proportion of
total liabilities declined to 32.54% from
34% recorded as at 31st December
2007.

TABLE 6: LIQUID ASSETS (TZS billions)

Dec |[Dec- [Dec- |Dec- |Dec-
Item -04 |05 |06 |07 | 08 CHANGE
2003- | 2004- | 2005- | 2006- | 2007-
2004 |2005 |2006 |2007 |2008
Cash 92| 121| 168| 238| 333| 10%| 32%| 39%| 41%| 40%
E?)l.";‘.”ce with | >79| 331| 382| 586| 633| 38%| 19%| 15%| 55%| 8%
Balances with 17%
banks 751| 844| 1176| 940| 784| -3%| 12%| 39%| -18% °
Cheques and
gg;‘finfg"r 65| 76| 101| 153| 167| -21%| 17%| 33%| 51%| 9%
Treasury bills 454| 872| 822| 1212| 1049| 7%| 92%| -6%| 47%| -13%
Z:;is“q”‘d 1641 | 2.244| 2649(3.129(2966| 5%| 37%| 18%| 18%| -5.2%
gjgl‘i’cs‘ts' 2435|3,403| 4,216|5,178|6,468| 19%| 40%| 24%| 24%| 25%
Esepg;ts 81| 79| 68| 77| 96| -43%| -29%| -14%| 15%| 25%
E;EE’SS“S' 149| 116| 197| 322| 189| 0%| -22%| 70%| 66%| -41%
Total Deposits | 2,665| 3,598| 4,481 | 5,577|6,752| 14%| 35%| 25%| 26% 21%
Liquid assets
fi‘;b?lﬁirzgnd 62%| 62%| 59%| 56%| 51%| -5%| 0%| -3%| -3%| -5%

CHART 6: LIQUID ASSETS TO DEMAND LIABILITIES RATIO 2004-2008
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2.6 PERFORMANCE

OF BUREAUX DE
CHANGE

For the period ended 31st
December 2008, total purchases
of foreign currency by Bureaux
de Change amounted to USD
471.29million while total sales of
the same stood at USD 467.56
million, making a net inflow of
USD 3.73 million. Purchases
and sales for Bureaux de
Change operating in Zanzibar
amounted to USD19.98 million
and USD 19.72 million making

443% and 4.40% of total
purchases and total sales. In
year 2007, total purchases

of foreign currency by the
bureaux de change amounted
to USD 45335 million while
total sales stood at USD432.66
million, making a net inflow of
USD 2.69 million. The turnover
of Bureaux de Change for
the year 2008 indicated an
increase of 5.76% compared
to year 2007.

Mostly,  the Bureau de
Change complied with Foreign
Exchange (Bureau de Change)
Regulations, 2008, BOT circulars
and directives. This was due
to annual on site examinations
and training conducted to
bureaux de Change operators.
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Incidences of non compliance
were dealt with accordingly
by way of strong warnings
and penalties. Seven Bureaux
de Change closed down the
businesses while thirty new
bureau de changes were
opened during the period
under review.

FINANCIAL
SOUNDNESS
INDICATORS

As at 31st December 2008,
the industry was adequately
capitalized relative to the
investment in risk assets. Loan
portfolio has grown by 45.41%
compared to the growth ratio
recorded in year 2007 which
was 41.61%. Loans, advances
and overdraft accounted for
50.65% of the sector’s assets.
The quality of loan portfolio
was considered satisfactory as
portrayed by the ratio of non
performing loans to gross loans
which was 6.17%. The banking
industry was satisfactorily liquid
as the ratio of liquid assets
to demand liabilities stood
at 41.68%. Table 8 below
contains five years financial
soundness indicators (FSI’s) for
the banking sector up to 31
December 2008.

Y
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TABLE 8: SUMMARY OF FINANCIAL SOUNDNESS INDICATORS

Ratios g:c— gsc- Dec-06 |[Dec-07 |Dec-08

Capital Total capital to Risk 21.2% |22.0% |23.0% |22.7% 14.90%

Adg Lac Weighted Assets

quacy  |Total Capital to Total Assets |10.2% [10.0% |107% |11.4% |8.85%

Total loans & advances to
total assets 33.7% [33.7% | 37% 41.1% 50.65%
Sectoral distributions of
loans to total loans:
Trade 224% |31.5% |18.8% 16.7% 18.51%
Mining and Manufacturing |22.2% [26.7% [225% |19.6% |[14.74%
Agricultural Production 128% |154% |14.1% |11.7% |10.40%
Building and Construction 38% 69% |6.6% 501% |4.88%
Transport 83%(9.0% |9.5% 6.79% |7.24%

Assets i

Composition | roreign Exchange Loans 10 | 58900 13279 |338%  [315%  |31.83%

and Qualit ;

Qualty Non Performing Loans to 44% |50% |7.3% 6.7% 6.17%

Gross Loans
NPL's Net of Provision to |1 400 11480 [21.6% [17.67% |25.16%
Total Capital
Large Exposure to Total
Capital (5 largest exposure |64.1% [53.3% [282.95% |165.18% |227.33%
in the industry)
Return on Assets 29% |33% |24% 2.9% 3.83%
Return on Equity 284% |33.1% |26.0% |252% |23.25%
interest Margin to Gross 15485 |60.9% |53.1% |538% |5493%
non Interest Bxpenses 10 1616% |56.9% |43.5% |429%  |48.78%
Personnel Expenses to Non 390% 1396% |39.6% 40.5% 40.66%
Interest Expenses ) ) ) ) )

Earnings and |Trading and Fee Income to

Profitability | Total Income 39.1% |33.6% |289% |27.0% |26.3%
Interest rate Earned on 114000 115006 [106% [108% |156%
Loans and Advances
:;‘;‘;fssiisrate Paid on 35% [39% |20% |2.1% 2.4%
f;f:;d (lending vs. deposit | 17 300 117105 |86%  [87% | 132%
fauid Assets to Total 536% |550% |49.1% |434% |37.62%
Liquid Assets to Total o o o o o
Short Term Liabilities 62.0% |62.4% [59.1% |58.5% 51.43%

Liquidity gz;a;sh‘s’ans to Customer | 14 404 |42.4% |50.0% |57.5% |68.43%
Foreign Exchange Liabilities |34 70, 134905 (3900 [341% |3254%
to Total Liabilities

Sensitivity to [Net Open Position in FX to 38.8% |-49.9% | -35.2% |-57.47% |-40.14%

Market Risk

Total Capital
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CHAPTER THREE

MAJOR ACTIVITIES OF
THE DIRECTORATE

3.1

3.2

OVERVIEW

The Directorate of Banking
Supervision is charged with the
responsibility of ensuring safety,
stability and soundness of the
banking system in Tanzania. To
discharge this responsibility the
Directorate regulates entry into
the system through licensing
of banks, financial institutions
and bureaux de change;
supervises all banking and
bureaux de change activities
through monitoring and
enforcing compliance with laws,
regulations, guidelines, circulars
and directives issued by the
Bank of Tanzania. The Bank
uses risk-based supervision
methodology in supervision of
banking institutions.

SUPERVISORY
PRACTICES

The main supervisory tools
used by the Directorate are
off-site and on-site surveillance.
Off-site  surveillance involves
monitoring performance
and compliance with laws,
regulations, guidelines and
directives issued through the

analysis of call reports received
from respective banking
institutions and bureaux de
change. Off-site surveillance
is complemented by regular
bilateral and trilateral meetings
with  supervised institutions
and their respective external
auditors. On the other hand,
on-site  surveillance entails
periodic visits carried out on
each of the banking institution
and bureaux de change to
assess performance and
compliance.

3.2.10FF-SITE

SURVEILLANCE

Off-site surveillance carried out
during the year focused on the
following:

Analysis of Statutory Returns
The Directorate continued to
carry out analysis of statutory
returns received from banking
institutions  which provide
indicators necessary for the
assessment of performance and
condition of individual banking
institutions. The assessment of
performance and condition of
individual banking institutions
is carried out through an
internally developed Banking
Supervision Information System
(BSIS)..
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During the period under
review some improvements
were done to enhance the
capacity of BSIS. Improvements
done included review of the
Early Warning System (EWS),
introduction of new reporting
formats as well as revision
of BOT Form 16 Schedules,
Peer Analysis and Financial
Soundness Indicators (FSI). The
other remarkable improvement
which is at the final stages of
completion is the development
of Electronic Data Interchange
(EDI)  which  would enable
banking institutions to upload
call reports directly from their
end without necessarily having
to submit the same to the
Bank of Tanzania physically.

Future improvements envisaged
include automation of stress
testing module which will
enable the Bank of Tanzania to
carry out various risk sensitivity
analyses on individual banking
institutions and the sector at
large. Automation of Quarterly
Off-site Performance Report for
management information and
monitoring is also envisaged.

Licensing

During the year 2008, one
financial institution  namely
Efatha Bank Limited and one
commercial bank namely
Continental Bank (T) Limited
were licensed but had not
started  operations. Five

applications for banking
licenses in respect of Tanzania
Women’s Bank Limited, Njombe
Community Bank Limited, Meru
Community Bank Limited,
Mkombozi Commercial Bank
Limited and Ecobank Tanzania
Limited were received and
are being processed. Further,
30 Bureaux de Change
were licensed to operate in
Tanzania.

3.2.20N-SITE

EXAMINATION

The Directorate continued to
conduct on-site examinations to
all banking institutions. During
the year all banking institutions
were examined using the risk-
based examination methodology
whereby the main focus was
placed on risk areas observed
to be of greater concern
to each individual banking
institution during the initial risk
assessment. All bureaux de
change operating in Tanzania
Mainland and Zanzibar were
also inspected in accordance
with the plan.

The Directorate was also
able to host examiners from
Central Bank of Uganda who
participated in the examination
of some of the banking
institutions and bureaux de
change under joint-examination
program.  The Directorate
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also hosted examiners from
the Central Bank of Ethopia,
Rwanda and Mozambique who
came for attachment at Bank
of Tanzania on risk-based
supervision as well as off-site
surveillance.

The main objective of the
examinations has continued to
be to assess effectiveness and
efficiency of risk management
systems of banking institutions.
Further, the examination were
aimed at establishing financial
soundness of individual banking
institutions as wellas compliance
with the requirements of laws,
regulations, guidelines, circulars
and directives governing their
respective operations.

During the year there was a
post-implementation review of
the recently adopted risk-based
supervision methodology which
was carried out by a consultant
from the East  AFRITAC
whereby several comments
and recommendations  for
further improvement of the
methodology were provided
and are being worked upon.

3.2.3 BILATERAL/

TRILATERAL
MEETINGS

The Directorate continued to
hold bilateral/trilateral meetings
with supervised institutions and
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external auditors in the course
of discharging its supervisory
function. Various issues
relating to individual banking
institutions  were  discussed
including  audited financial
statements and management
letters issued by the external
auditors, implementation status
of auditor's recommendations
and compliance with
recommendations and
directives issued by the Bank
of Tanzania as contained
in the examination reports.
Also discussed were aspects
relating to future outlook of
respective banking institutions,
new products and strategies
introduced and implemented
and potential impact of the
global financial crisis.

REVIEW OF
BANKING
REGULATIONS

During the year, revision of old
and drafting of new regulations
was successfully completed.
On 12th December 2008 these
regulations were gazetted. The
new regulations are Prompt
Corrective Action Regulations
2008, Physical Security
Measures Regulations 2008
and Foreign Exchange Exposure
Limits Regulations 2008.
Also issued were Guidelines
for Directors of Banks and
Financial Institutions 2008 and

21J/
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Outsourcing  Guidelines  for
Banks and Financial Institutions
2008 both of which became
effective  on 1t November
2008.

Also issued were the Bureaux
de Change Regulations 2008
which became effective on
1st July 2008. The regulations
cover various licensing and
operational aspects of the
business of purchase and
sale of foreign currencies in
Tanzania.

The Foreign Exchange
Act 1992, Problem Bank
Resolution Manual, Guidelines
for Mobile Bank Branches
and Consolidated Supervision
Regulations were in the review
process whereas  Business
Continuity Management (BCM)
Cuidelines for banks and
financial institutions and BCM
examination manual were in
the process of development.

FINANCIAL SECTOR
SUPPORT PROJECT
(FSP)

The Directorate continued to
coordinate the implementation
of Financial Sector Support
Programme (FSP) during the
year by providing program

financial ~management and
disbursement services,
procurement support to various
responsible agencies as well as
preparation and updating of
annual procurement plans.

During the year engagement of
consultants for transformation
of Tanzania Investment Bank,
training of International
Financial Reporting Standards
to insurance industry and legal
and operational framework of
Deposit Insurance Board (DIB)
was done. Consultancy services
for the following assignments,
were in various stages of
procurement processes;-
Reconciliation and resolution
of External Payment Arrears
Account  (EPA); Long-Term
Advisor for Credit Guarantee
Schemes; Establishing Feasibility
and  Recommending  Policy
Options for Development of
Municipal Bond Markets in
Tanzania; Training of Bank
Examiners on IFRS, Risk
Management Framework at BOT;
Strengthening SACCOS Function
at Ministry of Agriculture, Food
and Cooperatives; Framework
for Bancasurance; Development
of Third Party Motor Injury;
NBAA Twining Arrangement;
and Long-term Development
Financing Framework/Policy.
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3.5

TRAINING AND
CAPACITY
BUILDING

The Directorate conducted
one workshop on Financial
Cooperative Societies
Regulations. The  workshop
drew participants from
SACCOS that are required by
law to transform into regulated
Financial Cooperative Societies
(FICOS).

The Directorate participated in
the sensitization workshop on
the “Risk Based Supervision
Framework”  conducted in
March 2008 in Dar es Salaam.
Participants were senior
management and Board of
Directors of the banking
institutions in Tanzania. The
main objective of the workshop
was to facilitate a smooth take-
off of the new RBS supervisory
approach by ensuring that
major stakeholders are aware
of the framework.

The Directorate participated
in the 14th Conference of
Financial  Institutions held
at Arusha International
Conference Centre (AICC) in
November 2008. Theme of
the conference was on the
second generation financial
sector reforms. A number of
stakeholders participated in
the conference and presented
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several  papers, including:
Overview of second generation
financial sector reforms;
Monetary policy and financial
sector reforms in Tanzania;
prospects for mortgage finance
and lease finance in Tanzania;
Towards risk based supervision;
prevention of money laundering
and terrorism financing;
regulating and  supervising
microfinance institutions in
Tanzania; reforming pension
funds in Tanzania as well as
improving the legal and judicial
framework for the business
environment in Tanzania.

The 17th East African Central
Banking course was conducted
in Dar es Salaam from 7th
July to 1st august 2008. The
course was attended by a
number of participants from
the East African Central Banks
(Kenya, Uganda, Rwanda,
Burundi and Tanzania). The
course aimed at harmonising
their macroeconomic policies
to enhance the prospects for
regional financial stability.

During the year under review
the Directorate also conducted,
Bureau de change-Sensitization
programme for new regulations
to all bureaux operators
in Tanzania. The Foreign
Exchange (Bureaux de Change)
Regulations, 2008 became
effective on 1t July 2008.
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CHAPTER FOUR

DEVELOPMENTS IN
BANKING SUPERVISION

4.1

4.2

\

OVERVIEW

The banking industry is among
the most dynamic in the
world, particularly in Tanzania.
In  keeping abreast with
contemporary innovations and
advancements in technology,
the Directorate continued to
work on various developments
in the banking supervision so
as to ensure proper discharge
of its main responsibility of
ensuring safety, soundness
and stability of the banking
system.

RISK BASED
SUPERVISION
PROJECT

The  Directorate  continued
conducting on-site examination
of banks and financial
institutions using risk based
supervision methodology.
Post-implementation review
of the RBS Methodology was
conducted with the assistance
of the consultant from IMF East-
AFRITAC. Comments provided
are being considered by the
Directorate, including outline of
the RBS Procedures Manual.

4.3

In the course to have full
implementation of the Risk
Based Supervision approach,
the Directorate continued to
work on the improvement of
off site surveillance. Review of
the BSIS to have the Electronic
Data Interchange (EDI) system in
place was at an advanced stage.
The review included analyzing
and designing formats of files,
developing client file converter
and transfer, developing server
side file receiver as well as
documentation of the same to
include test script, technical
references and System
Requirements Specifications (SRS).

BASEL Il AND WAY
FORWARD

In the period under review, the
Bank of Tanzania continued
working on the prerequisites
for the full implementation of
Basel Il so as to lay down a
strong foundation for the full
implementation of Basel Il in
Tanzania. Pre-requisites for
Basel Il implementation are as
follows:

Full Implementation
of Basell

Under Basel | the Capital
Charge for Market Risk was
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missing and now has been
taken into consideration in the
Capital Adequacy Regulations,
2008.

Full compliance
with Basel Core
Principles (BCPs) for
Effective Banking
Supervision

Efforts are underway to
make sure the Bank is in full
compliance with the Basel
Core Principles. Following self
assessment done in 2007,
during the period under review
the  Directorate  continued
monitoring BCPs and studying
Basel Il provisions.

Implementation

of Risk Based
Supervision

Risk Based Supervision is
another prerequisite for
effective  implementation  of

Basel Il. Update of the Risk
Based Supervision Project is as
provided in section 4.2.

CONSOLIDATED
SUPERVISION

The draft policy paper and
regulations on consolidated
supervision was still under
review. The Bank signed
Memoranda of Understanding
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(MOU) regarding consolidated
supervision with East African
Central Banks and Central
Bank of Comoro.

ANTI-MONEY
LAUNDERING (AML)

The Directorate participated in
preparation of draft guidelines
to be issued to stakeholders
by the Financial Intelligence
Unit (FIU). The draft guidelines
related to verification of
customers’ identities, suspicious

transaction reporting and
instructions  for  completing
and  submitting  suspicious

transactions reports.

The Directorate participated
in sensitization workshops for
stakeholders organized by FIU
for reporting entities and law
enforcement agencies as well
as sensitization workshop for
Covernment and private sector
officials on implementation of
the Anti-Money Laundering Act
2006.

The Eastern and Southern
Africa  Anti-Money Laundering
Group  (ESAAMLG)  mutual
evaluation  on  Anti-Money
Laundering and Combating
the Financing of Terrorism
(AML/CFT) was conducted in
November 2008. The Bank of
Tanzania in collaboration with
other stakeholders participated
in the exercise.

@
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Bank of Tanzaniain collaboration
with IMF East-AFRITAC,
developed a draft inspection
procedures manual for
examining AML/CFT in line with
AML Act 2006, AML Regulations
2007, Draft Guidelines issued
by FIU and relevant FATF
Recommendations. The manual
will be used in examining banks
and financial institutions.

Bank of Tanzania continued
to chair the National Multi-
Disciplinary =~ Committee  on
Anti-Money Laundering which
is an advisory agency to the
Covernment on issues and
challenges in combating money
laundering and financing of
terrorism.

CREDIT
REFERENCE
SYSTEM

The Bank continued with
systematic implementation
of the consultants’

recommendations on the legal
and regulatory framework for
credit reference system in
Tanzania. Engagement process
of an advisor to assist the
Bank in setting up the credit
reference  databank started
during the period under review.
The databank will collect data
from banking institutions and
provide information to the
licensed private credit bureaux.

4.7

This information can as well
be used by the Bank for
Supervisory purposes.

Licensing guidelines and
regulations for the credit
reference system were
forwarded to Attorneys

Generals Chambers for review
and comments.

LONG TERM
DEVELOPMENT
FINANCE (LTDF)

During the period under review,
delivery mechanisms under Long
- Term Development Finance
including, mortgage financing,
lease financing, establishing a
development finance institution
as well as formulation of a
long term financing policy were
progressing well.

The Financial Leasing Act,
2008 was passed by the
Parliament and assented by the
President in June 2008. The
Act became effective on 1st
July 2008 highlighting issues
on formation of financial lease
agreement; rights, obligations
and duties; third party claims
and interests, registration of
financial lease agreements
and leased assets as well
as miscellaneous provisions.
Efforts are underway to develop
regulations which will guide
regulation of finance leasing
companies in Tanzania.
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Miscellaneous Amendment and
Unit Titles bills were passed
by the Parliament in November
2008. Efforts are underway to
develop regulations which will
govern the mortgage finance
by stakeholders from Ministry
of Lands, Housing and Human
Settlement Development as
well as Bank of Tanzania.

Transformation of Tanzania
Investment  (TIB) into a
Development Finance
Institution (DFI) reached an

advanced stage. Consultants’
recommendations on the way
forward will be considered by
the Government.

Efforts were at advanced stage
to engage a consultant to
study, analyze and detail all the
possible long term development
finance options and their
delivery mechanisms, on the
basis of which the appropriate
LTDF policy document as well
as corresponding legal and
regulatory framework can be
developed.

REGULATION OF
PENSION FUNDS IN
TANZANIA

The Social Security Act,
2008 become effective on
1st November 2008. The Act
empowers the Bank of Tanzania
to issue investment guidelines;
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monitor and ensure compliance
with the investment guidelines
by schemes, managers and
custodians; inspect and
examine schemes, managers
and custodians on financial
matters. Preparation of the
investment guidelines and other
procedures to operationalize
responsibilities given under the
Act was underway.

TANZANIA
FINANCIAL
REGULATORS
FORUM (TFRF)

The growing emergence of
financial conglomerates, the
blurring of distinctions between
the activities of firms in each
financial sector, cross sectoral
issues, money laundering and
financing of terrorism problems
have heightened the need for
collaborative efforts to improve
the effectiveness of supervisory
methods and approaches.

Tanzania Financial Regulators
Forum (TFRF) being a group
of existing and prospective

financial sector regulators,
namely: Bank of Tanzania
(BOT), Capital Markets
and  Securities  Authorities
(CMSA), Gaming Board of

Tanzania (GBT) and Insurance
Supervisory Department (ISD),
came together to form a
forum for sharing experiences
and exchange of information.

ZQ



During the year under review
the forum came up with a
revised policy paper aimed at
facilitating cooperation among
the forum members with a
view to contributing towards
efficiency and effectiveness
of regulations and promotion
of stability of the financial
system.

4.10 MICROFINANCE

)

OPERATIONS

During the period under
review, the establishment
of microfinance supervisory
function at the Bank was
completed. The framework for
the microfinance supervision for
off-site and on site supervision
was put in place. The current RBS
framework, with enhancement
in few areas, will apply to
microfinance institutions
supervision as regards to risk
rating and reporting. Efforts

were underway to put in place
framework for monitoring credit
only institutions.

In  collaboration with  the
Ministry of Agriculture, Food
Security and  Cooperatives,
the Directorate carried out a
survey on 17 SACCOS in Dar es
Salaam, Coast, Iringa, Arusha,
Kilimanjaro, Kagera, Mbeya and
Mwanza regions. The objective
of the survey was to establish
operational status of SACCOS
whose savings and deposits
were above the regulatory
threshold of TZS 800 million
with a view to subjecting them
to licensing  requirements
under the Banking and
Financial Institutions Act, 2006.
As at December 2007, the 17
SACCOS provided financial
services to more than 38,621
members with total savings
and deposits amounting to
TZS 21,725.00 million.
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CHAPTER FIVE

COOPERATION ISSUES

5.1

REGIONAL AND
INTERNATIONAL
COOPERATION

Bank of Tanzania through
the Directorate of Banking
Supervision continued to
collaborate  with the IMF
East- AFRITAC. The latter,
organized and coordinated
technical assistance funded by
International Monetary Fund
(IMF) in the region.

East AFRITAC offered technical
assistance to the Directorate of
Banking Supervision by providing
post implementation review of
the Risk Based Supervision
Framework, assisting in
drafting Anti-Money Laundering
Examination Procedures. Also
the East AFRITAC offered
technical assistance in relation
to the Charge for Market Risk
as far as capital adequacy is
concerned.

The Directorate continued to
co-operate with other central
banks in East Africa in joint
on-site examinations and
participation in meetings and
deliberations of the Monetary
Affairs Committee (MAC) of the

East African Community. Joint
on-site  examinations  were
conducted to gain exposure as
well as harmonize supervisory
practices in the region. During
the year, the Directorate hosted
examiners from Uganda who
joined Bank of Tanzania teams
in examination of banking
institutions.

Also  through MAC, the
Directorate participated in a
forum on BCM held in Kenya
and in drafting the MOU on
Consolidated Supervision for
East African Countries and
Central Bank of the Comoro.
The MOU provides for exchange
of information and coordinated
cross border supervision of
institutions with cross border
establishments.

The Directorate continued to
benefit from the international
andregionaltrainingworkshops/
courses/seminars  sponsored
by the Macroeconomic and
Financial Management Institute
of Eastern and Southern
Africa (MEFMI). The directorate
sent participants to training
course organized by MEFMI
on supervision of microfinance
and non-banks financial
institutions.
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Further, the Directorate
continued to co-operate with
other members of the ESAAMLG
in AML issues. The group
conducted mutual evaluation
of Tanzania’s AML system in
November 2008.

CAPACITY BUILDING
The Directorate  continued
to train Bank examiners
to match the increasing

supervisory  challenges and

complexities in the banking
industry.  Directorate’s  staff
were trained on Risk Based
Supervision  approaches to
equip them with necessary
skills for implementation of RBS
Framework. Other trainings
attended included Anti-Money
Laundering, Pension  Funds
Regulations, Risk Management,
and supervision of Microfinance
Institutions. These trainings
took place both locally and
internationally.
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