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Financial literacy trainers empowered BoU to host a Financial
Inclusion &Financial Literacy
Forum in jJuly 2022

he Bank of Uganda
shall@shnes@E e
inaugural  Annual
Financial Inclusion
and  Financial  Literacy
Forum in July, 2022, as an
avenue to share knowledge,
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The FL trainers progress their proficiency
as per the following Certification
structure;

1) Financial Literacy Certified Master

Trainers

e Must have attended the BoU FL
training of trainers’ course,

e Must have trained more than
300 people in thelr respective
communities.

e Must have co-facilitated in at
least one ToT

2) Financial Literacy Certified

Trainers build support and obtain
* Must have attended the BoU FL 2 W > BN stakeholder feedback
training of trainers’ course, : : s T on  financial  inclusion
e Must have trained more than developments in Uganda.
100 people in thelr respective ; iy = %
_communites. W G Sl Te e Mimeteeof Finante
3) Financial Literacy Trainers presided over by the Deputy Bank of Uganda Planning & Economic
e Must have attended the BoU FL Governor, together with the Development
training of trainers’ course, Minister of Finance Planning
& Economic Development
as the chief guest. Ugandans have the knowledge, skills, and _an avenue
confidence to manage money well
Objectives: to share
e To discuss developments The National Financial Inclusion Strategy 2017- knowledge,
in financial inclusion and 2022, provides for convening of an annual Financial build support
literacy considering the Inclusion Forum as an avenue to share knowledge, :
changing environment. build support and obtain stakeholder feedback on and obtain
* To generate policy financial inclusion developments in Uganda. stakeholder
proposals to improve feedback
access to and usage of The Strategy for Financial Literacy in Uganda, : :
quality and affordable 2019-2024 also provides for an annual stakeholder Qn ﬁnanaal
financial products and engagement in form of the Financial Literacy Inclusion
services. Inferrat opsssShatmn gt EErUTTL as e the S phIany developments
® To discuss measures means of communication with the full range of

in Uganda.

aimed at ensuring that stakeholders.
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The Cheque System -

Survival or Absorption

ayments and

settlement processes

are critical in ensuring

the efficiency of the
financial infrastructure. Over
the last decade, technological
advancements have indeed
changed how we do nearly
everything in our day-to-day
lives. The FinTech industry
for example, has experienced
significant growth n
technological advancements
and innovations, thanks to
developments in artificial
Intelligence, machine learning,
blockchain, cloud computing,
sandbox  approaches and
analytics. Infact, where
Incumbent financial players
have been unable to maintain
pace with shifting consumer
habits, FinTechs have stepped
In to gain significant ground,
and barriers to entry have
reduced as technology has
flourished, forcing traditional
financial institutions to change
or be left behind.

A major technological shift
worth  mentioning is the
cheque processing by Banks
where the cheque Cclearing
system has undergone a lot
of changes from ordinary
cheque clearing to now more
automated cheque clearing
systems. Cheques have long
beenamajormode of payment
in the financial sector and
these came into use in England
way back in the 1600s, and
have continued to take center
stage In financial payments,
especially in  developing
countries. Ideally, the person
to whom the cheque was
drawn (the "payee’) could go

Benedict Makanga
(PhD)

to the drawer's bank
("the issuing bank”’) and
present the cheque and
receive payment. Before
payment, the drawer's
bank would check that
the cheque was in order
- e.g., that the signature
was that of the drawer,
that the date was valid,
that the cheque was
properly set out, etc,

and all this involved
manual processing,
which attracted

significant errors, fraud
and time consuming.
This is now history,
with the introduction of
the Cheque Truncation
System (CTS).

The CTS is a web-

...that the time may
be ripe to aggressively
promote electronic

payment modes
over cheques, as

this channel directly
impacts financial

inclusion,...

based solution having
capabilities of imaging
chleguiesiEsiogamrcdlce
time taken for clearing
of cheques. It converts
a physical cheque
nto  high dimension
Images so as to make
it easy for the clearing
house to eliminate the
cumbersome process of
physical presentation of
cheques. Instead of the
collecting bank sending
the physical cheque
to the paying bank, an
electronic image of this
cheque with relevant
Information like the MICR
(Magnetic Ink Character
Recognition) code,
date of presentation,
presenting banks etc, is

transmitted to the drawee bank by
the clearing house, hastening the
entire cheque clearing process. In
CTS, the presenting bank captures
the MICR band data and cheque
Images using an image capture
system comprising a scanner that
interfaces with their Core Banking
Solution. Presenting and paying
banks have an interface/gateway
called the Clearing House Interface
(CHI) that enables banks to transmit
Images and data in a secure manner
to the clearing house.

The presenting bank sends this
digitally encrypted and signed
data with captured images to the
clearing house, where this data
Is processed, a settlement figure
arrived at and the images and
data routed to the paying banks, a
process code named presentation
clearing. The drawee banks receive
data and images for processing
the payment through the CHiIs,
which also generate the return file
for instruments that are unpaid.
This whole process takes micro-
seconds, and therefore settlement
Is realized within the same day
usually (t+0) compared to atleast
four days (t+>=4) in the traditional
cheque processing system.

Bank of Uganda rolled out the
CTS in April 2018, and anecdotal
evidence shows that in general, the
introduction of the CTS enabled
the financial industry gain speed
and operational efficiency in
addition to other benefits such as
business process re-engineering,
cost effectiveness, better service
delivery to clients but most
importantly adoption of cutting-
edge technology.

However, the "Big Question’
today is what holds for the future
of cheques as a mode of payment,
given that FinTech is creating a lot
of buzz across the financial services
ecosystem through its extraordinary
growth stories, and that the sector
has grown immensely over the
years, making us familiar with
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Cheque truncation

Innovations that are more user
friendly, like the mobile money,
mobile wallet (Wallet to Bank & vice
versa), digital payments, paperless
lending, etc. Certainly, this is an area
of empirical research that may be
explored by the Central Bank.

As we deliberate on the survival
of cheques, it is worth noting
that the time may be ripe to
aggressively promote electronic
payment modes over cheques,

as this channel directly impacts
financial inclusion, especially to
the unbanked populace. Therefore,
system providers, payment gateway
providers, utility companies,
Intermediaries, corporate users etc
need to work together and ensure
that electronic payment modes
are easy to use, reconciliation and
reporting mechanisms along with
grievance handling are efficient,
with  least inconvenience to
customers.

The road ahead - It is no doubt
that FinTechs have had to learn to
lead in this era, navigate and disrupt
the financial services industry
during times of considerable
upheaval. Increased reliance on
technology has spurred consumers
to gravitate toward FinTech services
to meet their financial needs, and
today as the world begins to move
beyond the pandemic, the financial
industry is set to continue shaping
the financial landscape into the
future. Aluta Continual!

By Benedict Makanga (PhD)
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Payment Systems
oversight highlights

The NPS Act, 2020 came into force in September 2020 and the
implementing regulations (NPS General Regulations, NPS Sandbox
Regulations and NPS Agent Regulations) were gazetted on March 5,
2021. This regulatory framework gives Bank of Uganda a clear mandate
to regulate, supervise and oversee payment systems.

Section 4 of the NPS Act mandates BOU to;
1. Regulate and supervise the payment service providers and payment

1.
1il.
V.
V.
V.

Vil.

The National Payment Systems Department supports the delivery
of BOU's oversight mandate by promoting the safety and efficiency of
payment systems. This includes the licensing and supervision of payment
system operators and payment service providers. As at December 31, 2021,
the following thirteen (13) institution had been licensed as payment system

system operators.
Monitor cross border payments
Provide settlement services

Coordinate payment system activities with relevant stakeholders

Issue directives/guidelines to regulate payment system operations

Approve rules & arrangements for payment systems

Administer the Act

operators and payment service providers;

Mr. Mackay Aomu,
Director NPSD

Institution Category of Licence Class of Licence
1, MTN Mobile Money Uganda Payment Systems Operator Large Funds Transfer
Limited Payment Service Provider Class A (Large electronic money issuer)
2. Airtel Mobile Commerce Payment Systems Operator Large Funds Transfer
Uganda Limited Payment Service Provider Class A (Large electronic money issuer)
& MCash Uganda Limited Payment Systems Operator Medium Funds Transfer
Payment Service Provider Class A (Medium electronic money issuer)
4, Micropay Uganda Limited Payment Systems Operator Small Funds Transfer
Payment Service Provider Class A (Small electronic money issuer)
5, Interswitch East Africa (U) Payment Systems Operator Large Funds Transfer
Limited Payment Service Provider Class A (Medium electronic money issuer)
Issuer of Payment Instruments | Class A (Payment Cards)
6. Pegasus Technologies Limited | Payment Systems Operator Large funds transfer and Third-party
systems
% Agent Banking Company of Payment Systems Operator Large Funds Transfer & Clearing Systems
Uganda Limited or Switches
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Institution Category of Licence Class of Licence
& Wave Transfer Limited Payment Systems Operator Large Funds Transfer
Payment Service Provider Class A (Large electronic money issuer)
9. Chipper Technologies Uganda | Payment Service Provider Other Payment Services
Limited Payment Systems Operator Large Funds Transfer
10. | Yo Uganda Limited Payment Systems Operator Large Funds Transfer
11. | Future Link Technologies Payment Systems Operator Medium Funds Transfer
12. | Guinness Tech (U) Ltd Payment Systems Operator Medium Funds Transfer
Payment Service Provider Class A (Small electronic money issuer)
13. | Stanbic Bank Uganda Ltd Payment Service Provider Class A (Large electronic money issuer)

M/s Wave Transfer Limited successfully tested the use of quick response technology in e-money services and
was issued a Payment Service Provider (e-money issuer) licence and a Payment System Operator licence.
Three other applicants are being considered for admission into the Regulatory Sandbox.

The following are the key regulatory and supervisory
developments during the quarter under review:

)

i)

NPSD successfully exited Africell from the delivery
of electronic money services. The residual
payments to customers continue to be made
by Stanbic Bank (trust account partner) and the
unclaimed balances will be transferred to Bank of
Uganda in accordance with Section 57 of the NPS
Act, 2020.

A Govermnment Stakeholders’ workshop was
convened to discuss the Consumer Protection

1)

Vi)

Regulations and the proposed amendments to the
minimum capital requirements under the NPS Act,
2020.

On-site activities were conducted as planned, with
two onsite assessments concluded and reports
with timebound corrective actions issued.

With the exception of one entity, all licensees
held adequate capital levels, that were above the
minimum regulatory requirements. The entity in
breach of the minimum capital requirements was
directed to submit a recapitalization plan.

NPSD in conjunction with Business Automation
Department finalised the mapping of electronic
returns on the Bank Supervision Application (BSA).
The development paved way for the electronic
submission of returns via BSA with effect from
March 2022.

NPSD continued with public awareness activities
about e-payments. This included a presentation
to the diaspora community about the provisions
of dormant mobile money accounts and dormant
bank accounts, radio talk shows and issuance of a
guidance note to licenses on the management of
dormant accounts.

vil) The third meeting between the CEOs of the Non-

Regarding the risk landscape,

Bank Payment Service Providers and the Deputy
Governor was held. The CEOs adopted the National
E-Payments strategy:.

compliance and

operational risks remained elevated while credit,
business and liquidity risks remained low. The high
compliance risk was attributed to the roll out of the
NPS Regulatory framework whose provisions are new
to the sector players while operational risks are driven
by the increased cyber threats and low levels of digital
literacy
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Volume and Value of Transactions on the shared agent active agent ratio of 42.3%, down

I(ev StatiStical trends for the platform from 605 in December 2020.

] The transaction breakdown
“arter ended Dec 31 2021 = indicates that at 72%, cash deposits
q  / 2" constitute the bulk of the transactions
g,; followed by bill payments at 11%,
Transcation activity increased across all the retail and whole sale payment platforms. This was H withdrawals and taxes at 6% each.
attributed to seasonality effects of the December festive season, resumption of business activity - hce Sopicae i pes e R lont
following the easing of Covid restrictions and increased public adoption of e-payments. o s Importance o .the platf.qrm. L
g promoting deposit  mobilisation
e . ; . . : . e especially in the hard to reach areas.
UN'SSIRTGS Automated Clearing House (ACH) Apr-une  Jul-Sep 2020 Oct-Dec 2020 Jan-Mar2021 Apr-June  July-Sept Oct-Dec 2021 There is need to encourage more use
The overall transaction The value of Electronic Fund Transfers (EFTs) marginally o —VoloiTuns  wgemValie of Txns(o) cases for the agent banking services
volume on  UNISS increased by 33% from UGX 1113 trillion reported in sgtnesBanicet Soands
increased by 12.9% from Overall, the the quarter ended December 2020 to 115 trillion in
031millioninthe quarter cheques December 2021 while cheque values remained largely period January to December 2021. On the  such as account opening and loan initiation. NPSD is working
ended December 2020 accounted stable at UGX'181 trillion Compared to September 2021, other hand, the transaction values rose by  with Commercial Banking Department to ammend the Agent
to 0.35m in December for only cheque and EFT values increased by 103% and 173% 172.9% from UGX 3.7 trillion to UGX 10.1 trillion  Banking Regulations to ease the appointment of bank agents.
2021. In addition, the 8.6% of the respectively, from UGX 164 trillion and UGX 9.8 trillion over the same period.
quarter on  quarter transaction respectively. On the other hand, the volumes increased Other Payment System Operators
comparison  reflected volume and by 16.67% and 154% .re.spectively, frgm 27 mﬂliqn ahd Compared to the quarter ende.d September The Payment System Operators (PSOs) offer other aggregation
a 25% Increase when 13.6% of the 0.26 million to 3.15 million and 0.3 million respectively in 2021, the shareq'l agent boanKlng MSBNOGEE- T gration services which enable inter-operability. There
colrlnpared to the 0.28 tra.nsaction December 2021. Iengterfd 2 Sedm;zgf 2%16/ tml\éoslumlel' Of  Hlayers support the execution of other services like bill payments
million transactions ransactions from 2.36 million to 1.85 million : ;
recorded in September values e e e n December 2021 while the transaction fk?ed brE;EEZst;iTSiet;lfz:TEerijilnpgggse izt;isgi\ahcgeﬁté;?ﬂkﬁagb?ef

2021, Similarly, the year- reflecting SESIE Bl te S Atk LSor o e s el values dropped by 41.6% from UGX 3.17 trillion
e e preference for reflecting preference for EFTs. This is in line with Bank to UGX 185 trillion over the same period.

at 119 million reflecting EFTs. of Uggnda’s Policy decision to reduce thg cheque llimlits This decline was attributed to the temporary
effective January 15, 2022. NPSD willmonitor the statistics

below.

Payment System Operators

a 16.7% increase from exit of one of the banks from the platform ; ‘
e for the coming quarters to determine whether the policy following a systems breach. Transaction details Oct-Dec 2021
o measure has had any impact on the ACH transaction Volume 13,299412
period in 2020.
volumes. The number of agents on the shared Value 2,969,901,821,066.50
network nearly doubled from 7459 in
Shared Agent Banking Platform December 2020 to 14,048 in December 2021.

: : Of these, 5940 were active representing an
The Agent Banking Platform is a shared system

used by the financial sector to offer agent banking
sernvices."As at Deeember 312021 -a-total- of 21
commercial banks and 1 credit institution had signed
up to the platform.

Agent banking transaction
breakdown
URA taxes

Float Purchasg,s.
3%

The activity on the platform grew more than
two fold reflecting a 226.3% increase in volume of
transactions from 0.57 million reported in the quarter
ended December 2020 to 1.86 million in December
2021 Similarly, the transaction values increased from
UGX 1.5 trillion in December 2020 to UGX 1.85 trillion
In December 2021, reflecting a 23.3% increment.

Cash Withdrawal
6%

Cash Deposit

Year-to-date figures also reflect significant growth o

In the transaction volume and value. The transaction
volume rose by 147% from 3.36 million in the period
January to December 2020 to to 83 million in the

Source: internet photo

Source: Bank of Uganda
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Mobile Money

As at December 31, 2021, the mobile money
service providers had enlisted the services of
333,699 active agents representing a 26.5%
increase from 263,698 recorded in the quarter
ended December 2020.

As at reporting date, the number of
registered customers stood at 32.8 million
representing a 6.8% increase from 30.7 million
in December 2020. Compared to September
2021, the registered customers marginally
grew by 1.6% from 32.3 million to 32.8 million
while the active customers (who transacted at
least once in the past three months) increased
by 6.3% from 21.3 million to 22.7 million. This
reflected an increase in the proportion of
active customers from 66.1% to 69.2%.

Mobile Money customers

ww—'@/@-‘@r—@—@——-@—@
! oo o 9 v z——2

—o—Registered CUSIOMErs g Active CUstOMErs I2st 30 Days

OCT-DEC2019 JANMAR  APRJUN  JULSEF CCT-DEC2020 JAN-MAR APRJUNE  JULSEF OCT-DEC2021

Source: Bank of Uganda

Transaction values and volumes

Mobile money transaction values increased
by 53% from a monthly average of UGX 9.1
trillion posted in the quarter ended December
2020 to UGX 13.9 trillion in December 2021.
Similarly, the transaction volume increased
by 212% from 099 bilion transactions in
December 2020 to 1.2 billion in the quarter
ended December 2021.

Compared to the September 2021 quarter,
a 13.1% increase in value was noted from a
monthly average of UGX 12.3 trillion to UGX
13.9 trillion in December 2021 The volumes
posted a 9.1% increase over the same period.
The increase in the transaction volume and
values was mainly attributed to ongoing
public awareness initiatives and the increasing
public adoption of e-payments.

The volume disaggregation indicates that
the bulk of the transactions consisted of
Airtime (30%), Data (22%) Cash-in (23%) and

Breakdown of Mobile Money transactions by Value

Others

A2A [Agentto Agent)
B

W2B [(Wallet to Bank)
2%
2%

P2P (Person to Person)
15%

cash out (12%). A breakdown of
the transactions is highlighted
in the chart above.

Regarding the transaction
values, cash-out and cash-in
transactions constituted the
bulk of the transaction value
at 22% and 23% respectively,
followed by other uses at
18% (mainly purchase of
promotional  intermet  and
voice bundles) and person-to-
person transfers at 15%.

As noted before, the
significant cash in transactions
imply that mobile money
remains a key entry point into
the formal financial services
and must therefore should be
a key component of BOU's
financial inclusion agenda.
The significant cash out
transactions on the other hand
pont towards the existing
opportunities  for  further
integration in the payment
services ecosystem to reduce
cash transactions. This could
be through extending use of
the payment services in public
transport, general retail trade
and school fees among others.

[EISE e peclcd i asine
Issuance of licences to
payment service providers
In the mass sectors such as
public transport, health and the

Cash-in [ Deposiis)
23%

B2P (Businesto
Person)
3%

RN \Malm-

Cash-out (Withdrawals)
Airtime 23%

Source: Bank of Uganda

education sector will reduce
the cash out transactions and
support retention of funds

Mobile money transaction
bands

Statistics continue to show
stronger preference for low
value transactions. The first
transaction band of (UGX O -
25,000) recorded 1.08 billion
transactions representing
88.9% of the total transactions
for the quarter, while the band
of (UGX 0 - 50,000) recorded
113 billion transactions
accounting for 93.1% of the
total transactions. This is an
indicator of mobile money
as a key payment service for
the bottom of the pyramid
flnancial services consumers
who mainly execute low value
transactions, thus underscoring
its importance in the financial
inclusion agenda.

This also points towards the
price sensitivity of the majority
of users, hence the need to
expedite the national switch
Inttiative  which is expected
to support the reduction in
transaction costs. However, an
11.8% increase was noted in the
average transaction value from
UGX 29,337 in December 2020
to UGX 32,797 in the period
under review.

Payment Cards

The number of active debit cards increased by 11.5% from
2.6 million in the quarter ended December 2020 to 2.9 million
cards in December 2021 while active credit cards increased
by 10% from 10,281 to 11,310 over the same period. Debit
card transaction volumes increased by 26% from 1.28 million
transactions in the quarter ended December 2020 to 1.6 million
transactions in December 2021 while credit card transactions
increased by 423% from 41268 transactions to 58745
transactions over the same period. Compared to September
2021, debit card transaction volumes increased by 16.5% from
1.38 million to 1.6 million in December 2021 while credit card
transactions increased by 23.6% from 47513 to 58,745 over the
same period.

Volume of Debit and Credit Card transactions

——Volume-DC

——Yolume-CR

OCT-DEC JAN-MAR APR-JUN JUL-SEP OCT-DEC JAN-MAR APR-JUNE JUL-SEP OCT-DEC
2013 2020 2020 2020 2020 2021 2021 2021 2021

Oct-Dec  Jan-Ma  Apr-lun JukSep  Oct-Dec  Jan-Mar  Apr-lune  JukSep  Oct-Dec
2019 2020 2020 2020 2020 2021 2021 2021 2021
®Value-DC M Value-CR

Source: Bank of Uganda

Financial Position Conclusion
During the quarter, NPSD
rolled out the quarterly
return (income statement
and statement of financial
position). As at December
31,2021, the sector held UGX
174 trilllon in total assets
and UGX 60 billion in total
capital, while a profit before
tax of UGX 203 billion was
reported for the period.
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Point of Sale (POS) transactions

The POS transaction volumes increased by
6.2% from 0.89 million recorded in the quarter
ended December 2020 to 095 million in
December 2021, while the transaction values
decreased by 107% from UGX 190.1 billion
to UGX 1697 billion over the same period.
This suggests increased adoption of point
of sale transactions by low value customers.
Compared to September 2021, transaction
values and volumes increased by 17% and
16.7% respectively. This was mainly on account
of a recovery in economic activity due to the
easing of COVID related restrictions.

POS transaction Volume
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Over the quarter ending Dec, 2021, an upturn was noted in the transaction
activity across all the retail and wholesale payment platforms. This was attributed
to seasonality effects of the December festive season, resumption of business
activity following the easing of Covid restrictions and increased public adoption of
e-payments. Nevertheless, operational risk remains a concern and Bank of Uganda
will continue providing oversight to ensure that appropriate mitigation measures
are implemented by the service providers.

The National Payment systems Department remains focused on creating an
enabling environment that promotes innovation while at the same time addressing
the attendant risks in order to create a vibrant and inclusive payments sector.

For comments/suggestions, contact us at: Bank of Uganda - National Payment Systems Department

financialliteracy@bou.or.ug




