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ANNUAL REPORT AND STATEMENT OF ACCOUNTS

A. ANNUAL REPORT 2010

1. Review of the Economy

Asthe country emerged from the throes of the second round effect of the global economic and financial
crisis, macroeconomic management in Sierra L eone during the 2010 review period wasfraught with
numerous challenges both for the government and the Bank of Sierral_eone. Nonethel ess, appropriate
monetary and fiscal policy measureswere put in place to achieve both macroeconomic stability and
sustai nablegrowth during the period under review. The Bank continued to performitsstrategicroleaskey
provider of banking servicestothegovernment whileat the sametime contributing to key initiativesdesigned
to strengthen thefinancia systemand promote stability and efficiency inthefinancid sector of theeconomy.
Despitethegainsinachieving macroeconomic sability, domesticinflation remained in doubledigitsthroughout
thereporting period, arising partly from theintroduction of the Goods and Services Tax (GST) by the
National RevenueAuthority (NRA) in January 2010, in an effort to strengthen revenue collectionsand
improvefiscal performance. Other contributory factorsto inflationincludetheincreaseinthe pump price
of petroleum productsresulting from government’ swithdrawal of subsidy and the depreciation of the
domestic currency.

Theinternationa donor community continued to support the country’seconomic programmesby providing
funding for government operationsin theform of Budgetary and Non-Budgetary support. Non-Budgetary
support took theform of either Balance of Paymentsor Devel opment Project/Programme support to the
various sectors. The Public Sector Reform Project under the coordination of the Public Sector Reform
Unit benefited four million pound sterling (£4.0mn) from the UK Department for Internationa Devel opment
(DFID) and US$1.3mn from the United Nations Devel opment Programme (UNDP) during theyear 2010.
Thiswasin support of devel oping capacity and key competencieswithin central and local government,
whileenhancing cooperation with the private sector through Public-Private-Partnerships.

ThelMF continued to provide balance of payments support during the review period in the context of
Fund supported programmeimplementation. Following the | M F Executive Board approval of the Sixth
Review of Sierra Leone’s performance under the Poverty Reduction and Growth Facility (PRGF)
arrangement in June, 2010, anew three-year successor programme under the Extended Credit Facility
(ECF) arrangement inatotal amount equivalent to SDR 31.11 million (US$45.4mn), took effectin duly,
2010, triggering thefirst disbursement of an amount equivalent to SDR 4.44 million (US$6.5mn). The
new arrangement isdesigned to support the country’s effort at rai sing economic growth by increasing
investment in infrastructure and devel oping an accessiblefinancial sector. It will also help createfiscal
spacefor accelerated capital and social spending by broadening the tax base, containing non-priority
spending, and raising public sector efficiency, especialy in project sdection and implementation. AnArticle
IV consultationsand first review of the country’s performance under the Extended Credit Facility (ECF)
supported program concluded in December, 2010 that all quantitative performance criteriawere met by
SerralLeoneasat end June 2010. The completion of thereview triggered theimmediate di sbursement of
an amount equivalent to SDR4.44million (about US$6.83million), bringing total disbursementsunder the
arrangement to SDR8.88million (about US$13.67million). In completing thereview, the Executive Board
also approved the modification of aperformancecriterion related to thetarget on net domestic bank credit
to the government. Thefinancing assurancesreview wasa so completed by the Executive Board.
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During thereview period, the World Bank provided US$5.0mn in grantsto the Government of Sierra
Leonetofacilitatetheimplementation of the\West African Sub-Regiond Productivity Programme (WARPP),
designed to enhance quality communication technology servicesacrosstheWest African Region. It also
signed aUS$20million agreement with the Government of SierraLeonein support of youth employment
projectsinthe country. Parliament al so ratified agrant agreement in the sum of US$11.0mn between
government and the I nternationa Devel opment Association (IDA) infinance of youth employment support
projectsinthe country.

The Economic Community of West African States (ECOWAYS), contributed US$2mn towards the
Government’s Devel opment Fund set asidefor devel oping key areasincluding the construction of anew
terminal and apresidential loungeat the Lungi Internationa Airport, the Bumbunahydro e ectric project
phasell, and theagriculture sector.

Inthehealth sector, aUS$30mn | oan agreement intheform of United States Dollar credit line betweenthe
Government of Sierraleoneand the Export Import Bank of Indiawas approved by Parliament with the
objectiveof providing safe and accessi bledrinking water in the country. The Globa Fund also awarded a
grant of US$H45milliontothe Ministry of Hedlth and Sanitation, to strengthentheoverall hedthinformation
system, laboratory services, |eadership and coordination of health issuesacrossthe country. Inarelated
devel opment, Parliament al so endorsed aUS$20mn grant from the World Bank in support of the second
phase of the Reproductive and Child Health care project in SierraLeone.

The Government of Serral_eone and the European Union also signed afinancial agreement intheform of
agrant, to support Sierral.eone' sdemocratic governance and Poverty Reduction Strategy, asset outin
the‘ Agendafor Change 2008 - 2012" proposals. Under thisAgreement, the European Union wasto
providethe sum of «52.2 million (over Le279 billion) through the 10th European Devel opment Fund
(EDF), asthe Union’sassistanceto the country’ stransition from post-conflict to devel opment-oriented
status, under the objective of the 2010 Annual Action Programme (AAP). TheAAPiscomposed of four
projectscomprising Electoral Assistance, Priority InfrastructureWorks, and Agriculturefor Development
and Decentraized Service Ddlivery.

Red sector performanceduring thereporting year indicated Significantimprovements, as most manufacturing
firmsrecorded output increasesin productionlevels. Also, output level sin the mining sub-sector improved
considerably asmost minera srecorded increases during the reporting period. Thevolume of diamonds
shippedin 2010, asrecorded by the Gold and Diamond Department (GDD), was higher than the preceding
year’slevel. Notwithstanding government’ s priority focus on achieving food security in the country and
enhancing growthin the agriculture sector, performance during thereview period, wasmixed. For whereas
strong growth wasrecorded in domestic food production during the review period, cash crop production
remai ned uneven. Cocoa shipmentsincreased by 1.36 percent to 19.70 thousand metric tonsin 2010,
compared to 19.44 thousand metric tonsin 2009, while coffee shipments declined by 59.18 percent to
2.99 thousand metric tonsin 2010, compared to 7.32 thousand metric tonsin 2009. Given the strong
potential for enhanced performancein the agriculture sector, it continued to receive significant financial/
technical support from both the government and theinternational donor community during thereporting
year. The Global Agriculture and Food Security Programme (GAFSP) approved agrant of US$50mn to
the Government of SierraLeone, in support of the Smallholder Commercialization Programme, making it
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oneof thefirg five countriesto benefit fromthe Globa Agricultureand Food Security Programmefunding.
The Smallholder Commercialization Programmeis expected to support small-scaefarmersto upscale
from subsistence to commercial farming and to connect them to international markets. In arelated
devel opment, theldamic Devel opment Bank approved thesum of US$15 million, with theaim of expanding
the oil palm plantationsin the southern region of SierraLeone and to build a processing plant there.
Furthermore, the European Commission approved Euro 16 millionto support the production, processing
and marketing of cocoa, coffee and cashew inthe country.

Inthemining sub-sector, anew Minesand Minera sAct that definesthefiscal termsof mining operations
in SierraLeone cameinto effect in January 2010. Thekey fiscal termscomprised royaltiesof 3—15
percent (depending on thetype of mineral) and a30 percent corporatetax. In February 2010, Parliament
approved themining agreement signed between the Government of Sierral_eone and the London Mining
Company, cond stent with government’ sdrivetowardsencouraging foreigninvestment and broadening the
revenue base of the country. Another milestone achieved inthe mining sector during thereview period was
there-opening of thehitherto defunct iron oreminesin Marampa, by the L ondon Mining Company, aUK -
based company. In addition, thediscovery of 321 million metric tonsof bauxite deposit in the Port Loko
District wasannounced. Thiswasfollowed in August 2010 by aParliamentary ratification of aMining
Agreement between the Government of Serral_eoneand theAfrican MinerdsCompany Limited mandating
thecompany to mine 10.5 billiontonsof iron oreinthe Tonkolili Digtrict, in Northern SierraLLeone.

Performancein the construction sub-sector declined during thereporting year, asaresult of increasesin
the pricesof building materias. In contrast, performancein the transport sub-sector recorded marked
improvement inthe categoriesof vehiclesregistered and licensed during thereview period. Thenumber of
vehiclesregistered by the SierralLeone Road Transport Authority (SLRTA) inthereporting year totaled
17,794, representing a16.91 percent growth compared with 15,220 vehiclesregistered in 2009. Smilarly,
total vehicleslicensedin 2010increased by 11.02 percent to 46,483, compared to 41,870in 2009. There
wasanimprovement in the performance of the communications sub-sector during the reporting year, with
thefurther expans onin telecommunications, radio broadcasting stationsand print media. Similarly, the
cellular phone network expanded their activitiesduring thereview period, resultinginanincreaseinthe
number of subscribers from 1,497,631 in 2009 to 2,045,821 in 2010. Also, Airtel, the latest
telecommunicationsbrand in SierraL eone, waslaunched in November, 2010.

The energy sub-sector continued to receive considerable boost during the reporting year with a 10
megawattsthermal plant worth US$16.9mninstalled at the Kingtom power station, inMarch, 2010. Ina
similar development, a16.5 megawatts generator valued at US$26mn was acquired by the National
Power Authority (NPA), through the support of BADEA, anArab Bank For Economic Development, and
installed inthe East end of Freetown. Asaresult, power generation increased from 131.98Gw/hr in 2009
t0170.46Gw/hr in 2010.

Real GDP growth in 2010 based on revised estimateswas 5.0 percent which was higher than the 3.2
percent growth posted in 2009. The growth in GDPwas on account of the pick-up in activitiesduringthe
period driven mainly by areboundin diamond production aswell assolid growthinagriculture.
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Pump prices of Petroleum Productswere revised upwardsthreetimesduring thereview period. They
increased from Lel4, 800 to Lel5, 500 per gallon in February 2010, from Lel5,500 to Le16,500 per
gdloninJune, 2010 and from Le16,500to Le17,500 per gallonin October, 2010, duetoincreasesinthe
World market prices of petroleum products, the continued depreciation of the Leone against the United
StatesDollar and the part removal of government subsidy from petroleum products. These developments
have aknock-on effect on the general pricelevel asmeasured by the National Consumer Price Index,
throughitseffect ontrangport cost. Year-on-Year inflation rate, based onthed | urban composite consumer
priceindex (2007=100), remained in double digitsthroughout thereporting period. Theriseininflation
from 14.83 percent in January 2010to 17.80 percent in April 2010 was due mainly to the effect of the
introduction of the Goodsand ServicesTax (GST) in January 2010. However, thistrend in year-on-year
inflation rates continued throughout the period to peak at 18.30 percent at end November before declining
to 17.84 percent at end December 2010.

Total revenue (plusgrants) increased by 23.53 percent during thereporting period from Lel,237.87bn at
end December 2009to L e1,550.24bn a end December 2010, which wasabovethe programmebenchmark
of Lel,254.95bn. Total expenditure and net lending wasrecorded at Le2,073.76bn during the review
period, representing a42.29 percent increase when compared to Lel,457.41bnin 2009. It was also
abovethetargeted expenditure of Lel,860.76bn due mainly to extrabudgetary expendituresduring the
period. Thefiscal deficit significantly widened from Le219.55bnin 2009 to Le523.52bnin 2010, and was
Le268.08bn abovethetarget onoverdl fisca ba ance. Foreign financing reflected anet inflow of Lel61.73bn
whichwas 7.63 percent bel ow the programmetarget of Lel75.09bn.

TheBank of SierraL eone continued to focus on maintaining price stability asits primary objective of
monetary policy. Open Market-Type Operations(OMO) through primary saleof treasury billsand treasury
bearer bondsremained the mgjor instrument of monetary policy during theyear 2010. Repo and reverse
repo operations constituted additional instrumentsused in the secondary market for short term liquidity
management, to stimulate efficient inter-bank market activity. Monetary aggregates nonethel ess, expanded
during thefirst half of 2010, largely driven by expans onary fiscal policy accommodated by the banking
system. Broad Money (M2) and Reserve Money (RM) expanded by 28.47 percent and 34.61 percent
respectively, over thereview period. During thereporting year, the Central Bank established aMonetary
Policy Rate (MPR) that was meant to be used subsequently in the conduct of monetary operationsto
signd the Bank’ smonetary policy stancetothe market. A new family of resized banknoteswith enhanced
security featuresand improved durability wasintroduced by the Bank of Sierral.eonein denominationsof
onethousand (1,000), two thousand (2,000), fivethousand (5,000) and ten thousand (10,000) L eonesto
replacethe old one-sizefamily of banknotes.

TheFinancia Sector continued to deepen further, with thetotal number of commercial bank branchesin
the country increasing from 76 in December 2009 to 81 in December 2010. Additionally, the number of
Community Banksand Credit-only Microfinance Ingtitutionsincreased from six (6) and one (1) asat end
December 2009 to nine (9) and six (6) respectively, asat end December 2010. Thenumber of Licensed
Foreign Exchange Bureaux declined from seventy five (75) asat end December 2009 to fifty four (54) as
at end December 2010 while the number of Discount Houses remained unchanged at two (2) at end
December 2010. Also, trading on the floors of the Sierra Leone Stock Exchange Company (SL SE)
Limited commenced in November, 2010, with Rokel Commercial Bank asthe only listed company.
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On the external front, the trade deficit worsened from US$289.64mn at end December 2009 to
US$428.81mn at end December 2010, on account of strong import paymentsrelativeto lower export
receipts. Gross | nternational Reservesincreased by US$8.86mn (2.63%) from US$336.37mn at end
December 2009 to US$345.23mn at end December 2010, equivalent of 4.5 months of importsof goods
and services. Thestock of external debt increased by 12.06 percent during thereview period moving from
US$683.40 mn at end December 2009 to US$765.80mn at end December 2010.

Sierral eon€e’ s performance under the West African Monetary Zone (WAMZ) convergencecriteriain
2010indicated that one primary convergence criterion - grossinternational reservesequivalentto 4.5
monthsof imports cover- and one secondary convergence criterion - Public Investment from Domestic
Receiptsof morethan 20% - were met. Thecriterion on public investment from domestic receiptswasmet
for thefirst time on account of theincreaseininvestment from 16.5 percent in 2009 to 40.4 percent in
2010. The country continued to breach the criterion on singledigit inflation. Annual inflation rate moved
from 9.94 percent in December 2009 to 17.84 percent in December 2010. During theyear 2010 Liberia
attained full membership of theWest African Monetary Zone (WAMZ), thereby increasingitsmembership
fromfivecountriesto six. Now fully integrated, the country benefitsfrom anumber of WAMZ projects
including the Payments System Devel opment and the Financial Sector Integration and Trade Policies

Real Sector Developments

Real sector activitiesduring 2010 benefited from enhanced funding both from the Government andits
development partners. To alarge extent, resourceswere directed mainly to the agriculture sector, inline
with government’ sobjectiveto transform thissector from subs stenceand traditiona farming to commercia
and mechanized agriculture.

Agriculture

Theagriculture sector received significant boost at the beginning of 2010, when budgetary dlocationtothe
sector wasincreased from 7.7 percent in 2009 to approximately 10.0 percent in 2010, thereby fulfilling
therequirement of the 2003 Maputo Declaration. Theincrease also compared with budgetary allocation
of lessthan 2.0 percent over adecade ago. Thelaunching of the Smallholder Farmer Commercialization
Programme (SFCP) wastestament to Government’s commitment to revamp the agriculture sector. The
programmeisaimed at transforming theagriculture sector in order to increase productivity ongthevaue
chain of input, supply, production, processing and marketing. Following this devel opment, the Global
Agriculture and Food Security Programme (GAFSP) gpproved arequest from the Government of Sierra
Leonefor agrant of fifty million Dollars (US$50 million) in support of the programme. Rehabilitationand
expansion of infrastructure such asirrigation and feeder roads, improving accessto financeaswell as
providing socid protection and productivity safety netsarekey featuresof thecommercidization programme.
Under the programme, the Ministry of Agriculture, Forestry & Food Security (MAFFS), through the
Agricultura Business Centres, supplied morethan 4,000 bags of improved rice seedlings, 30,700 bags of
assorted fertilizers, 4,000 litresof weed killers, 218 power tillers, 201 ricethreshers, 266 rice cutters, 200
mini ricemills, 161 cassavagrating machinesand about 16,700 heads of assorted livestock during the
reporting year 2010.
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Table 1
Production
Jan-Dec '09 | Jan-Jun'10 | Jul-Dec'10 | Jan-Dec '10
1 2 3 4 5 6

Minerals

Diamonds 000 carats 400.48 238.24 1990.31 437.55
Bauxite 000 Mtons 742.82 561.99 527.14 1,089.13
Rutile 000 Mtons 63.86 30.65 37.55 68.20
Imenite 000 Mtons 15.20 8.84 9.37 18.21
Gold 000 Ounces 5.06 4.86 3.83 8.69
Agriculture

Coffee Mtons 7.32 2.66 0.33 2.9
Cocoa Mtons 19.44 6.23 13.48 19.70
Manufactured Goods

Beer and Stout 000 Cartons 726.47 390.95 404.54 795.48
Maltina 000 Cartons 189.33 96.99 106.43 203.42
Acetylene 000 cu.ft 141.77 102.62 99.06 201.68
Oxygen 000 cu.ft 204.13 137.14 136.52 273.66
Confectionery 000 Ibs 3,046.34 1,355.26 1,592.61 2,947.87
Common Soap 000 Mtons 579.87 263.07 153.83 419.52
Soft drinks 000 crates 1,531.29 1,029.73 932.35 1,962.08
Paint 000 gals 152.98 110.77 114.46 225.23
Cement 000 Mtons 236.22 162.87 144.34 307.21
Flour 000 Mtons 11.46 4.79 4.84 9.63
Services

Electricity GW/hr

Units Generated GWrhr 131.98 73.08 56.08 129.17
Industrial Consumption GW/hr 22.66 12.91 4.9 17.86
Domestic Consumption  |GW/hr 21.35 17.15 - 17.15
Commercial Consumption |GW/hr 10.52 11.49 - 11.49
Government Consumption |GW/hr 13.87 533 3.80 9.12

Sources: Manufacturing Establishments

AsSierraleone continuesto remain anet importer of itsstaplefood, rice, therisk of greater vulnerability
of theeconomy to externa supply shocksand highimported inflation still exists. Thevolumeof local rice
produced in 2010 was estimated at 1,026,671 metric tons, 15.6 percent higher than that produced in
2009 whichis51.0 percent in excessof production leve recordedin 2008. Locd riceproductionismainly
doneinsmall holder quantitiesby rural subsistencefarmersusing crude farming techniquesand more
labour intensive technol ogy. Production of other mgjor cropsal so indicated upward trendsin 2010, asa
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Table 2
Production of Major Food Crops (2008 - 2010)

CROP (Metric Tons) 2008 2009 2010
Maize 23,533 44,460 51,38
Cassava 1,988,561 2,814,576 3,250,04
Sweet Potato 113,478 176,969 206,18
Groundnut 59,172 70,049 81,45

SOURCE: Ministry of Agriculture and Food Security

result of government policy under the Smalholder Commercidisation Programme (SCP). Maizeproduction
increased by 15.59 percent to 51.39 thousand metric tons, cassavaby 15.47 percent to 3,250 thousand
metric tons, sweet potato by 16.51 percent to 206.19 thousand metric tons, and groundnut by 16.29
percent to 81.46 thousand metric tons.

Nonetheless, overall production of the country’smain traditional export cropswas mixed during 2010.
Cocoabeans production recorded anincrease of 1.36 percent to 19.7 thousand metric tons, while coffee
beans production declined sharply by 59.18 percent to 2.99 thousand metric tonsin the reporting period.
Thedrop in coffee production was on account of poor harvest dueto ageing crops, coupled with low
producer pricesoffered to farmers. Cocoacrop production hit alow of 6.23 thousand metric tonsduring
thefirst half of the year but recorded 13.48 thousand metric tonsin the second half. On the other hand,
coffee crop production washigher at 2.66 thousand metric tonsin thefirst half of 2010 compared with
0.33 thousand metric tonsin the second half. Theinverse movementsin output performancewere dueto
differencesinthe harvest periodsof thetwo cash crops.

Manufacturing

Performancein the manufacturing sub-sector during thereview period was enhanced with most products
recording increasesin output level sduring the reporting year. All beveragesregistered increasesintheir
production levels. The output of beer & stout increased by 9.5 percent to 795.48 thousand cartons,
Maltinadrinks by 7.44 percent to 203.42 thousand cartons and soft drinks by 28.13 percent to 430.79
thousand crates. The general increasein output of these beverageswasattributed to areductioninthe
importation of foreign brandsin theyear mainly dueto limited supply of foreign exchangeand the size of
the domestic market. Thus, while competition remained limited therewasacorresponding shiftin demand
for locally produced commodities, especialy during thefestive seasons.

The production of beer & stout and Mdtinadrinkswashigher during the second haf of theyear thaninthe
first haf, asproducers cater to meet the anticipated i ncreased demand preceding the usual festivitiesinthe
second half-year. In contrast, the volume of output of soft drinks declined during the second half of the
review period dueto the substantia volume of carry-over stock fromthe preceding monthsinthefirst half
of theyear.



BANK OF SIERRA LEONE

Chart 1l
Production of Major Food Crops (2008 - 2010)
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Acetylene and oxygen production a so recorded increases during 2010: acetylene by 42.26 percent to
201..68 thousand cubic feet and oxygen by 34.06 percent to 273.66 thousand cubic feet. Thisperformance
reflected anincreasein welding activities particularly during thefirst half of theyear when, dueto seasonal
factors, construction activitieswere at their peak. Production of paint also rosesignificantly by 47.23
percent to 225.23 thousand gallonsin the reporting year, indicating an expansionin repair worksand
reconstruction activitiesduring thereview period. Half yearly comparisonsindicate ahigher production
volume of cement during thefirst half of thereporting period thanin the second half. Thiswascons stent
with theincreased volumeof building activitiesduring the period. Paint production however recorded a
larger volumein the second half of theyear relativeto thefirst half. Production of confectionery, common
soap and flour however experienced declinesover theyear. Theoutput of confectionery dropped by 3.23
percent to 2,947.87 thousand metric tonsin 2010, common soap decreased by 28.11 percent to 416.9
thousand metric tons, whilethat of flour declined by 15.99 percent to 9.63 thousand metric tons. Thedrop
inoutput levelsof these productswas explained by thelimited availability of raw materid sand theincrease
in competition from avariety of imported brands.

Mining

The mining sector remainsthe country’ skey export revenue earner and the second largest employer inthe
economy. Performancein this sector wasimpressive during 2010, underpinned by increased production
of al minera outputs. Thevolume of diamonds produced in 2010 asreported by the Gold and Diamond
Department (GGD) totaled 437.55 thousand carats, which was 9.26 percent higher than the 400.48
thousand carats produced in 2009.

Bauxite production rosefrom 742.82 thousand metric tonsin 2009 to 1,089.13 thousand caratsin 2010;
output of rutilewasup by 6.79 percent to 68.20 thousand metric tons; ilmeniteby 19.77 percent to 18.21
thousand metric tons, while gold production increased by 62.24 percent to 8.69 thousand ounces. The
response of gold production to hikesinworld market pricefor gold during the reporting year wasweak.
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Table 3
Mineral Production (2007-2010)
Period Diamond Bauxite Rutile lImenite Gold
(000" Carat) |(000" Mtons)| (000" Mtons)| (000" Mtons) |(000" Qunces
2007 603,698.18 1,169,036.08 82,805.00 15,750.00 6,816.59
2008 371,285.31 954,370.01 78,908.00 17,258.00 6,152.69
2009 400,371.72 742,817.00 63,864.00 15,201.00 5,356.46
2010 437,552.04 1,089,131.00 68,198.00 18,206.00 8,690.22

SOURCE: Government Diamond Department

In 2010, the average world market price of gold roseto US$1,224.57 per ounce from US$972.98 per
ouncein 2009. Monthly trends show that the world market pricefor gold stood at US$1,117.84/0zin
January 2010 and trended upwardsthroughout theyear, hitting arecord high of US$1,390.55in December
2010. Productionof rutileand ilmenitewaslow during thefirst half of 2010 asit wasadversdly affected by
operating disruptionsto thedredge.

Zirconisnow produced in Sierra L eone, with estimatesindi cating that the country hasone of theworld's
largest zircon deposits. The minera iscommonly tied up with titanium mineral sand depositsbut hasvery
different market applications. Most titanium productsfrom sand have zircon asby-product, with thefocus
onthishigh-valued product growinginlinewith theincreasein demand from China. In 2010, Serraleone
produced atotal volumeof 4.5 thousand metric tonsof theminera, reinforcing the growth potentia of the
mining sector.

Themaindriversfor thegrowthinthemining sector arefavourableenvironmental conditions, coupled with
theincreasein thenumber of investorsarising from the general increasein demand for themineralsas
world market pricesmove upwards. These devel opments provide strong indications of improved mining
activitiesduring thereview period. Giventhe potentia for enhanced operationsby key playersinthe sector
such astheAfrican MinerasLimited and cons stent with the expectationsfrom the provisions of thenew
Minesand MineralsAct, the sector ispoised to record impressive performancein mineral productionin
theyearsahead.

Construction

Key indicatorsof performancein the construction industry are cement consumption and building permits.
Cement consumption increased from 236.22 thousand metric tonsin 2009 to 307.21 thousand metric
tonsin 2010, anincrease of 30.05 percent whichwasmainly driven by public works, particularly inroad
congructionactivities.

Extensiveroads construction activitieswere undertaken during the reporting year in various parts of the
country. On-going projectswere mainly situated in the provinces and the outskirts of the capital city
including the Peninsula Road, the K enema—K oindu Road and the Kambia—Port-L oko Road. Thereare
also many new projectsin the Western Area, such asWilkinson Road, Lumley Road, Spur Road and



Table 4

Building Permits issued for Freetown and Greater Freetown

2007 2008 2009 2010
Residential 1047 1909 1839 1411
Commercial 61 63 131 199
Wall Fence 172 175 176 144
School 6 7 2 3
Church 5 7 15 8
Mosque 3 3 6 2
Hospital 3 2 2 1
Hoarding 0 0 2 0

7 7 7 7

Total 1297 2166 2173 1768

SOURCE: Ministryof Lands and Country Planning

others in the East End of Freetown. These activities are mainly driven by the Government’s
strategy to emphasize infrastructure development.

In contrast, the number of building permits Table 5
issued in 2010 totaled 1,768, representing an Electricity Generation

18.53 percent drop compared with the 2,170 .
issued in 2009. Of the total number of eYCar Total Units Generated
building permits issued, residential 1999 52,874,886
buildings accounted for 79.81 percent; 2000 61.385.728
commercial buildings, 11.26 percent; wall- S
fencing, 8.14 percent; school buildings, 0.17 2001 106,312,033
percent; churches, 0.45 percent; Mosques, 2002 123,499,068
0.11 percent and hospitals, 0.06 percent. 2003 109,387,209
2004 84,816,249
Energy Sector 2005 53,212,105
Performance of the energy sector was
further enhanced during the year with the 2006 31,980,820
purchase of a 10 megawatts thermal plant 2007 30,681,450
for the Kingtqm power station in the west- 2008 138,776,007
end of the capital city and a 16.5 megawatts
thermal plant for the Blackhall Road power 2009 131,977,192
station in the east-end, in-order to augment 2010 170,637,263

overall power generation. Consequently,

power generation increased from 131.98Gw/hr in 2009 to 170.46Gw/hr in 2010. Of the overall
units generated during the year Bumbuna hydro electric power contributed 77.24 percent, Global
Trading Group (GTG) machines generated 15.83 percent, while Nigata Nos. 7 and 8 contributed
3.55 percent and 3.38 percent, respectively.

10
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Chart 2 Total Electricity Generation (2001 - 2010)
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Power generation was 16.27Gw/hin January 2010 and exhibited mixed trendsthroughout thefirst half of
2010. Itrecorded 17.2Gw/hr in duly but fll to 13.4Gw/hr inAugust and further to 12.57Gw/hr in November,
beforereaching an al timehigh of 18.85Gw/hr at end December 2010. With the exception of November
2010, monthly generation of eectricity in 2010 washigher thanthat in 2009, reflecting agenerd improvement
inoutput during thereview period.

Services Sector

Transport

Performancein thetransport sector, asmeasured by the number of vehiclesregistered and thoselicensed,
wasgood during thereview year. The number of vehiclesregistered by the Sierral.eone Road Transport
Authority (SLRTA) inthereporting period totaled 17,794, representing agrowth of 16.91 percent compared
with 15,220 vehiclesregistered in 2009. Of thetotal registered vehicles 2,087 were private cars, 1,089
Taxis, 8,198 motor cycles, 3,194 utility vans and station wagons, 1,998 vans/buses carrying up to 25
passengers, 127 buses carrying above 25 passengers, 597 truckswith six tyres, 211 truckswith morethan
six tyres, and 293 tractorsandtrailer units. Theoveral increasein registration occurred in the categories of
“motor cycles’; “ Truckswith six tyresand above six tyres’, and “tractorsand trailer units”.

Thenumber of vehicleslicensed in 2010 was 46,483, comprising 11,113 private cars, 4,283 taxis, 10,550
motor cycles, 11,866 utility vansand station wagons, 6,092 vans/busesof up to 25 passengers, 313 buses
above 25 passengers, 1,695 truckswith six tyres, 402 trucks above six tyresand 169 tractorsand trail er
units. Total vehicleslicensed during the reporting period increased by 11.02 percent compared to the
preceding year. Comparison by categoriesshowed that the number of licensesissued to the* motor cycles’,
“utility vansand stationwagons’, and “ truckswith six tyresand above six tyres’ categoriesexceeded their
2009 levels. Theincreasein both vehicleregisiration and vehicleslicensed isexpected toimpact positively
on revenuegeneration.

Communications

Inthe communi cation sector, theformer Sierral.eone Broadcasting Service (SLBS) wastransformed into
apublic service broadcaster, Sierral eone Broadcasting Corporation (SLBC), effectiveApril 2010, and
wasofficidly launched onthe (:ountry’s49th independenceanniversary dateinApril 2010. Thisinitiative
by the Government gave SierralLeonethe status of third post war country inAfricato transform astate-
owned entity to anindependent public broadcaster. The corporation iswell-equi pped with astate-of -the-
art technology.

In another devel opment, the mobil e telecommuni cations networksin the country expanded their activities
during theyear, resulting in anincreasein the number of subscribersfrom 1,497,631 in 200910 2,045,821
in 2010. Thenumber of mobile phone companiesreduced to threeincludingAfricel, Comium, and Airtel.
Africel holding, asubsidiary of Lebanon-based telecomsgroup Lintel, acquired Tigo Sierral_eone. Also,
Airtel Mobilenetwork, thelatest tel ecommunicationsbrand in Sierraleone, waslaunched in November
2010 replacing the Zain brand. M obil etel ephone has become the second most accessed communication
devicein SierraLeoneafter radio set.
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Tourism

Tourism hasbecome one of thetop priority sectorsinthe Government’ sagendafor change. Theindustry
Isset to become animportant contributor to the devel opment of the country. Therehabilitation work onthe
Bintumani International Conference Centreand the newly refurbished Mammy Yoko Hotel at Aberdeen
Villageareindicativeof thepotentia for futuregrowth intourism. Devel opment in tourism servicescould
congtitute aprincipal source of foreign exchange earningsand enhancement of theinternational reserve
position of thecountry. Tourigt arrivasvialL ungi Internationd Airportin 2010 numbered 31,271, exceeding
thepreceding year’sarriva by 19.57 percent. Thesgnificantly improved performanceisreflectiveof the
growing confidence of theinternational community inthecountry’sstability following aprotracted period
of civil conflict. Thisiscoupled with the vigorous moves made by the authoritiesto re-brand and market
the country asasuitabletourist destination. Of thetotal arrivals, 30.89 percent camefrom Europe, 22.12
percent camefrom ECOWAS, 18.82 percent from America, 8.97 percent fromAustralia, 7.69 percent
fromAsia, 6.23 percent from non-ECOWA S countriesand 5.27 percent from the Middle East.

Categorized by purpose of visit, 18.52 percent came on vacation, 35.57 percent on business, 25.94
percent on other purposes, 11.26 percent on visit to friends, and 8.72 percent on conferences.

Gross Domestic Product (GDP)

Real GDPin 2010, based on revised estimates, grew by 5.0 percent which was higher than the 3.2 percent
growth recorded in 2009. Optimism about GDP growth rate was based on the expected growth inthe
contributionsof agricultureand servicessectorsto theeconomy. Growthin agricultura output wasestimated
at 4.33 percent in 2010 compared to 3.79 percent in 2009, while that in the services sub-sector was
estimated at 5.66 percent in 2010 asagaingt 6.24 percent in 2009. The contribution of agriculture (including
forestry and fishery) toreal GDPfor 2010 wasestimated at 45.55 percent, whilethat of serviceswas put
at 42.34 percent. Therewasarebound in diamond production during the period.

Fiscal Operations
In 2010, the Government’ s prioritieswere geared towards achieving the objectives of the Agenda for
Change as stated below:

Providing reliable electricity supply to the country;

Raising agricultural productivity and value-added;

Developing a national transportation network;

Sustaining human development through the provision of improved social services.

op oo

In pursuance of these expenditure guidelines, the 2010 budget which was cast onthetheme* Confronting
the Future’” compelled Government to make ‘ tough policy choices and providea’ clear direction’ asit
affectseconomic growth and human devel opment.

These objectiveswere met with anumber of challenges, including low per capitaincome, illiteracy and
poverty, youth unemployment, global recession and thed ow pace of foreigninvestment inthe country.
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Table 6
Government Fiscal Operations
(In Millions of Leones)
2009 2010 Budget 2010
1 2 3 4
TOTAL REVENUE (PLUS GRANTS) 1,237,866 1,550,241 1,254,948
DOMESTIC REVENUE 746,455 1,007,627 737,802
Of which:
Customs & Excise 419,076 329,931 349,659
Import Taxes 317,204 246,145 204,017
Excise on Petroleum 82,243 73,142 126,584
Other Excise Dutties 8,465 3,522 10,748
Domestic Sales Tax 11,164 0 0
Income Tax Department 211,193 303,026 236,435
Company Tax 61,748 136,510 76,140
Personal Income Tax 120,643 155,237 147,473
Other Taxes 28,802 11,279 12,822
Miscellaneous 67,331 76,336 94,408
Mines Dept. 20,163 24,191 31,151
Royalty on Rutile 745 211 883
Royalty on Bauxite 1,200 976 4,098
Licences 18,218 21,148 19,810
Other Departments 47,168 52,145 63,257
Royalty on Fisheries 8,744 12,298 10,930
Parastatals 2,356 4,887 2,313
Other Revenues 36,068 34,960 50,014
Road User Charges 48,855 51,972 57,300
GRANTS 491,411 542,614 517,146
Programme 320,323 266,360 284,733
HIPC Debt Relief Assistance 15,708 19,855 19,581
UK (DFID) 58,354 78,400 79,160
EU 203,354 110,958 112,795
AFDB 28,179 28,513 31,919
W B 0 0 0
Peace Building Fund 14,728 925 0
Development Projects 171,088 276,254 232,413
TOTAL EXPENDIUTRE & NET LENDING 1,457,413 2,073,763 1,860,761
Of which:
Current Expenditure 1,007,642 1,286,476 1,218,894
Of which:
W ages & Salaries 404,880 535,669 514,974
Domestic Interest 87,478 141,930 135,206
Foreign Interest 14,438 17,249 16,353
Goods & Services 355,180 426,350 366,730
Transfers to Local Councils 58,715 78,438 85,694
DDR 0 0 0
Social Outlays 348 442 110
Grants to Educational Institutions 35,664 29,135 38,436
Transfers to Road fund 48,855 51,972 57,300
Elections & Democratisation 2,084 5,291 4,091
Development Exp. & Net Lending 449,771 787,287 641,867
Foreign Loans & Grants 345,323 432,178 417,687
Loans 159,507 154,999 185,274
Grants 185,816 277,179 232,413
Domestic 104,448 355,109 224,180
Subsidies 0 0 0
Lending Minus Repayment 0 0 0
CURRENT BALANCE+/- (Including grants) 230,224 263,765 36,054
ADD DEVELOPMENT EXPENDITURE -449,771 -787,287 -641,867
Basic Primary Balance -606,958 -469,488 -549,622
OVERALL DEFICIT/SURPLUS +/-(Incl. grants) -219,547 -523,522 -605,813
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Table 6 contd...
Government Fiscal Operations
(in Millions of Leones)
2009 2010 Budget 2010
FINANCING 219,547 523,522 605,813
Domestic 83,838| 446,161 268,081
Of which:

Bank Financing 108,994| 454,657 249,717
Bank of Sierra Leone 162,825| 391,624 226,714
Commercial Banks -53,831 63,032 23,003

Non-Bank Financing -25,156 -8,496 18,364

External 154,923 161,725 175,093
Of which:

Loans 198,335| 222,486 237,148
Project 159,507| 154,999 185,274
Programme 38,828 67,487 51,874

Amortisation -43,412 -60,761 -62,055

Debt Relief 0 0 0

Others* -19,214| -84,364 162,639

* Others include resheduling/write off,
financing gap, privatisation net & unaccounted amounts
Source: Budget Bureau, MOF

Inthemidst of these challenges, outlayswere structured towards making investment in agriculture, health
and infrastructure conducive to supporting economic growth and poverty reduction. While external
budgetary support continued to augment budget resources, the Government on thedomestic front broadened
thetax baseaswel| asstrengthened tax administration and collection to embark on an aggressiverevenue
mobilization. In January 2010, the Nationa RevenueA uthority (NRA) introduced the Goodsand Services
Tax (GST) toimprove on revenue generation.

Though expenditure was on the high side, it was curtailed to meet essential spending on current and
development expenditureitemsin priority areas, asidentified in the Government’s Agenda for Change.
Theseareasincluded agriculture, energy and water supply, hedth andinfrastructura development. Alongside
these efforts, prudent cash budget controlswere also adhered to.

Central Government budgetary operationsin 2010 resulted in adeficit of Le523.52bn, comparedto a
budgeted deficit of Le605.81bn for 2010fiscal year and adeficit of Le219.55bn for the preceding year.
Thishuge budget deficit wasattributableto a42.29 percent increaseintota expenditure, whichmorethan
doubled the combined increasein revenueand grantsfor thereview period. At thislevel, theoverall fiscal
balance (deficit) represented 6.1 percent of the estimated Gross Domestic Product (GDP) for 2010.
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Chart4 - Composition of Government Revenue - 2010

Road User
Charges

Miscellaneaus 6%
0,
1% Q\ , ............ Customs &
N\ caaminhe Excise

""" 43%

Income Tax
Department
41%

Tota revenue (including grants) of Lel,550.24bn (14.42% of GDP) was 23.53 percent in excess of the
budgeted target of Le1,254.95bn and 25.23 percent abovethe preceding year’samount of Lel,237.87bn.
Theincreasein revenuewas dueto increasesin both the domestic revenuesand grants.

Domestic revenue during the year was L e1,007.63bn (11.73% of GDP) and was 34.99 percent above
the 2009 level of Le746.46bn. Thistotal was also 36.57 percent in excess of the budgeted target of
L e737.80bn. Revenue performancewasmainly driven by theincreasesin collectionsfrom both tax and
non-tax sources. During thereview period, domestic revenue contributed 65.0 percent to total revenue
plusgrants compared to 60.3 percent in 2009.

Revenue collected from Customs and Excise Department amounted to L e329.93bn (3.84% of GDP),
representing 43.98 percent of domestic revenue. Thiswas 5.64 percent bel ow the budgeted target of
L e349.66bn and 21.27 percent below the Le419.08bn collected in 2009. The underperformance was

Chart 5 - Composition of Government Recurrent Expenditure - 2010

Elections Transfers to Local

Transfer to Road Fund
3.76%

6.11% Wages and Salaries
32.98%

Grants to Educational
Institutions
2.27%

Foreign Interest

\ 1.34%
Goods and Services Domestic Interest
33.30% 11.06%

16



ANNUAL REPORT AND STATEMENT OF ACCOUNTS

attributable, anong other things, to theexcessvegranting of discretionary duty waiversaswell asoperationd
problemsrelated to theforklift at the port, resulting in delaysin the clearing of containers. Under the
Customsand Excise category, total import tax collection of Le246.15bn was 20.65 percent in excess of
the 2010 target of Le204.02bn but 22.41 percent below the preceding year’s collections of Le317.20bn.
Theincrease, relativeto thetarget, wasdriven by theincreasein the value of dutiableimported goods.
Excise duties on petroleum products amounting L e73.14bn were 42.22 percent below the target of
L e126.58bn, partly dueto the non-payment of excise and road user chargesby oil companies. In addition,
recel ptson other excisedutiesof Le3.52bn, aswell asfreight levy from MaritimeAdministration totaling
Le7.12bnwered short of their budgeted targets.

Incometax collectionsof Le303.03bn (3.53% of GDP) were 28.16 percent abovethereporting year’s
target of Le236.44bn, aswell as43.48 higher than the preceding year’s collectionsof Le211.19bn. The
receipts accounted for 30.07 percent of total domestic revenue for the review period. This marked
improvement in revenue performance was on account of lump sum payments of Le24.5bn made by the
African Mineraslimited in respect of outstanding PAY E; and L e34.1bn by Woodsi de Energy in respect of
capital gainstax onthesaeof oil block. Coupled with this, wastheintensification of theaudit exercisein
investigating and finalizing audit cases, robust movesby thelncome Tax Department on outdoor collections
and intensive effortsto recover outstanding arrearsfrom private individuasand parastatals.

Of total incometax receipts, company tax contributed L e136.5bn (45.05%), while personal incometax
contributed Le155.24bn (51.12%) and recei ptsfrom other taxesLe11.28bn (3.83%). Collectionsfrom
personal income tax were 5.26 percent above the budgeted target of Lel47.47bn and 28.67 percent
higher than the 2009 receipts of Le120.64bn. Thisimprovement wasdriven partly by anincreaseinthe
number of civil servants (particularly inthemedical cadre) during theyear. Other taxesunder theincome
tax category however experienced adeclinefrom atotal of Le28.80bnin 2009 to Lell.28bnin 2010.

The Goods and Services Tax (GST) was launched and implemented in January 2010 in an effort to
enhance Government’srevenue generation. Despite the numerous challenges posed by this system of
taxation on the domestic economy, it has proved successful judging from returnsduring theyear. Revenue
generated from the GST in 2010 totaled L e246.36bn (2.87 % of GDP), falling 1.45 percentage short of
mesting the 2010 target of Le249.99bn dueto delaysin transferring revenues collected from trangit banks
to the Consolidated Revenue Fund. The contribution of GST to domestic revenuewas 24.45 percent for
thereporting period. Theenhanced revenue performancewas credited to theunfailing effort of the National
RevenueA uthority to ensure the success of the system, including undertaking intensive countrywide
sengitization campai gnsthroughout theimplementation phase of thetax, physical survelllanceof premises
of tax payers, enforcement exercisesincluding sedling-off of businesspremisesof defaultersandimpaosition
of penaltiesfor late payment and latefiling of GST returns. Capacity enhancement and intensive audit
exerciseswere al so contributory factorsto the GST performanceduring theyear. Thetotal revenuefrom
GST comprised of Lel36.71bn generated from import trade and Le109.66bn from export trade.
Notwithstanding these devel opments however, revenuefrom import GST was 19.94 percent short of its
target of Lel70.75bnwhileexport GST revenuewas 38.39 percent in excessof itstarget of Le79.24bn.

Theleve of tota tax revenue generated for the year was L e879.32bn (10.24% of GDP), implyingthat the
WAMZ criterion of tax revenueto GDPof at |east 20% remained in breach during the review period.
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Revenue generated from “ miscellaneous’ sources during the year amounted to Le76.34bn (0.89% of
GDP), representing anincrease of 13.37 percent relativeto the preceding year’ sreceiptsof Le67.33bn.
This performance was however 19.14 percent short of the budgeted target of Le94.41bn. Under the
“miscellaneousrevenue’ category, minesdepartment contributed Le24.19bn, while* other departments’
accounted for Le52.15bn. Though performancein both sub-categorieswereimprovementson last year
both failed to meet their respectivetargetsof Le31.15bn and Le63.26bn; contributing to theoverall shortfall
iInmiscellaneousrevenueasagangt itstarget.

Revenuefrom road user chargesrosefrom Le48.86bnin 2009to Le51.97bnin 2010. It was 9.5 percent
short of the budgeted position of Le57.3bn, dueto delaysin the payment of duesby oil market companies.

Foreign grantsreceived during the period under review totaled Le542.61bn (6.32% of GDP), whichwas
4.92 percent in excess of the 2009 position of Le491.41bn and 10.42 percent of the budgeted amount of
Leb17.15bn. The aggregate amount comprised Le266.36bn, in respect of programmegrantsfor budgetary
support, and project grant of Le276.25bn for development activities. Disbursements in respect of
programme grantsfor budgetary support registered ashortfall of 6.45 percent asagainst an anticipated
amount of Le284.73bn, and 16.85 percent asagainst the 2009 total of Le320.32bn. Programme grants
for thereview period comprised Highly Indebted Poor Country (HIPC) Debit Relief Assistance (Le19.86bn),
Japanese Food and Oil Aid (Le27.71bn), the United Kingdom/ Department for International Development
(Le78.4bn), European Union (Le110.96bn), African Devel opment Bank (Le28.51bn) and United Nations
Peace Building Fund (Le0.93bn). Disbursementsfor devel opment projectsamounting to Le276.25bn
however, was 18.86 percent more than the anticipated amount of Le232.41bn and 42.29 percent above
the preceding year’ sdisbursement of Le171.09bn. Thenoteworthy performancein grantsfor development
projectsoutweighed themargind shortfall in grantsfor budgetary support, resultingintheoveral increase
intotal grantsduring theyear 2010.

Tota expenditureand net lending for 2010 wasrecorded at L e2,073.76bn (24.16% of GDP), representing
anincrease of 42.29 percent compared to the 2009 position of Le1457.41bn but 11.45 percent lower
than the budgeted ceiling of Lel,860.76bn. The marked increasein total expenditure over theyear was
mainly on account of asignificantly higher outlay for development expenditurein respect of infrastructural
projectsin 2010.

Current expendituresfor 2010 wererecorded at Lel, 286.48bn, which was 14.99% of GDP, reflecting
an increase of 27.67 percent as compared with the 2009 position of Le1007.64bn. It was also 5.54
percent abovetheprogram celling of Lel, 218.89%n for thereporting period. Thehigher current expenditures
wasdriven by anal-roundincreasein wagesand sd aries, domestic and foreigninterest payments, expenses
ongoodsand services, transferstoloca councils, transfersto roadsfund and el ectionsand democratization.

Expenditure outlays on wagesand salariesfor 2010 were Le535.67bn or 6.24% of GDP, representing
41.64 percent of current expenditures. It was4.02 percent inbreach of theprogrammeceiling of Le514.97bn.
Thisexpenditureitemwasa so 32.3 percent in excess of itscorresponding 2009 aggregate of Le404.88bn.
Themarked increasein expenditureson wages & salarieswas, in part, attributableto theincreasein
government contribution to socia security paymentson behaf of thelarge number of healthworkerswith
enhanced salaries, following theintroduction of the Free Hedl th Care Programmeduring thereview period.
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Theincreaseinteachers salary in December 2010 coupled with that of thewages of staff of theforeign
missions, dueto depreciation of the Leoneagainst international currencies, also contributed tothe overall
increaseinwagesand saariesduring the period. Similarly, expenditures on goods and servicesamounting
L e426.35bn (33.14% of current expenditure) was 16.26 percent aboveitsceiling of Le366.73bn, and
20.04 percent in excess of the 2009 position of Le355.18bn dueto the general increasein the prices of
goodsand servicesin 2010.

Transferstoloca councilsduring thereference period totaled L e78.44bn, exceeding the preceding year’s
level by 33.59 percent, whileremaining within thetargeted celling of Le85.69bn. Also, theLe51.97bn
transferred to the Roads Fund during the year was 6.38 percent higher than that in 2009, but well within
thebudgeted ceiling of Le57.3bn.

Totd interest paymentsfor theyear comprised of Lel141.93bnindomesticinterest paymentsand Lel7.25bn
inforeigninterest payments. Domesticinterest payment was4.97 percent in excessof the budgeted target,
partly duetoincreasesininterest rateson short and medium term treasury securitiesaswel | aspayment of
interest on the substantial volume of Ways and M eansA dvances accumul ated by the Government during
thelast quarter of thereporting year. The 5.48 percent increasein foreign interest paymentsduring the
review period was attributableto further depreciation of the Leoneagainst international currencies.

Development expenditurefor 2010 totaling Le787.29bn (9.17% of GDP) was 22.66 percent in breach of
the budgeted target ceiling of Le641.87bn and 75.04 percent above the 2009 aggregate of Le449.77bn.
The share of development expenditureto the overall expenditureand net lending for theyear 2010 was
37.96 percent. The growth in devel opment expenditure was significantly attributableto the surgein
expenditureon domesticaly financed projectsduring theyear. Domestic devel opment expendituresrecorded
for 2010 was L e355.11bn, 58.4 percent in excess of the budgeted amount of Le224.18bn and morethan
triplethe Le104.45bn for 2009. The high domestic devel opment expenditurewas dueto expenditureson
unbudgeted projects, additiona costson infrastructure projects, unanticipated expendituresto rehabilitate
hospitasfor the Free Health Care Programme, and additional transferstolocal councils.

Expenditures on foreign financed projects during the review period were recorded at Le432.18bn,
comprising Lel55bninloansand Le277.18bnin grants. Thiswasa so 25.15 percent in excess of the
preceding year’stotal of Le345.32bn and 3.47 percent of the budgeted target of Le417.69bn.

Theoveral fiscal baanceincluding grantswasadeficit of Le523.52bn (6.1% of GDP) compared withthe
budgeted deficit of Le605.81bn, and the preceding year’ sdeficit of Le219.55bn. Financing of the deficit
during thereview period wasfrom both domestic and externa sources. Tota financing wasLe523.52bn,
comprising net externa financing (including programmeloans) intheamount of Lel61.73bn (1.88%to
GDP) and domestic financing in theamount of Le446.16bn (5.2% of GDP). Domestic financingwas
66.43 percent in excess of the programmetarget of Le268.08bn, whileforeign financing was 7.63 percent
below the programmetarget of Lel75.09bn. Domestic financing included bank financing, of whichthe
Bank of Serraleone provided Le391.63bn whilethe saleto deposit money banksof treasury billsand
other debt instrumentstotal ed L e63.03bn. The non-bank public reduced itsholdingsof securitiestothe
tuneof Le8.5bn.

19



BANK OF SIERRA LEONE

Monetary Developments

M onetary management during 2010 was challenged by expansionary Government fiscal operations, as
Government fiscal policy strategy shifted to fast track capital expenditureintheareasof infrastructure,
health and energy supply, resulting in ahuge deficit which wasfinanced by the banking system. With no
new extrabudgetary expenditures allowed and revenues envisaged from privati zation recei ptsto augment
Government operationswere bel ow expectations, the Central Bank wasunableto cap direct borrowing
to the Government at L e150bn agreed upon under the Extended Credit Facility programmewith the
Internationa Monetary Fund (IMF).

Withtheliquidity surgeinthefinancia system emanating from Government expenditure, oversubscription
inthe primary auctionfor treasury billswasobserved on severa occas ons, peaking inthethird quarter of
2010. The Central Bank consequently becamemore aggressivein its Open Market Operations (OMO),
Issuing additiond Le72.50bn worth of treasury billsfromitsstock of Non-Negotiable Non-Interest Bearing
(NNIB) securitiesto accommodate theincreased demand. However, as contractorsdemand for cash to
executether contract obligationsincreased and the approach of thefestive season becamemoreimminent,
commercia bankswereunabletoroll over dl their holdingsof securitiesmaturing in thefourth quarter of
2010, which the Central Bank had to take up thereby threatening the achievement of monetary policy
management objectives. Theannua yield onal tenuresof treasury billsasaresult increased.

The Central Bank continued to strengthen itsmonetary policy framework with theintensification of Repo
activitieswhilemaintaining itsstanding facility ratewhichinitially was st at 300 bas spointsabovethemost
recent 91 daysaveragetreasury billsratein January 2010 but | ater increased to 500 basi spointsabovethe
benchmark ratein March 2010. The Central Bank a so devel oped aMonetary Policy Rate (MPR) that
was designed to be used to conduct monetary policy operationsand signal the Central Bank’ smonetary
policy stanceto the market.

Despitetheseeffortsby the Centra Bank, the outcomein monetary aggregateswasan expansion. Reserve
Money and Broad Money Supply exceeded their targetsfor 2010. Thegrowthin Reserve Money registered
34.61 percent compared to atarget rate of 7.5 percent while Broad Money Supply grew by 32.73
percent asagainst atarget rate of 14.00 percent. Thisdevel opment, coupled with the depreciation of the
L eone, domestic shocksin taxesand subsidiesand international fuel and food priceincreases contributed
totheriseininflationto 17.84 percent in December, 2010 from 12.20 per cent in December 2009 also
exceeded itstarget of 16.00 per centin 2010.

Thegrowth in Reserve Money was dueto excessive appetitefor government borrowing fromthe central
bank to fund itsinfrastructure expenditureswhich resulted ina106.09 percent increasein Net Claimson
Government by the Central Bank. Thisconsequently trand ated into asurgein Reserve Money comprising
Currency Issued and Bankers Deposits. Currency issuedincreased by 29.82 percent and Banker’ sdeposits
by 82.10 percent. With regardsto Broad M oney Supply, the source of growth wasmainly Net Domestic
Assats(NDA), withaminor contribution from Net Foreign Assets(NFA). Net DomesticAssetsincreased
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Table 7
Monetary Survey (Million Leones)
Dec-09 Mar-10 Jun-10 Sep-10 Dec-10
1 2 3 4 5 6

Reserve Money 565,271 564,594 583,670 612,890 760,898
Broad Money 1,684,978 | 1,665,123 | 1,769,286 | 1,941,308 | 2,236,534
Broad Money* 1,247,545 | 1,204,097 | 1,279,398 | 1,410,497 | 1,577,937
Narrow Money 807,479 799,894 821,609 912,854 [ 1,048,055

Currency in Circulation 420,921 426,764 410,857 456,296 557,262

Demand Deposits 386,558 373,130 410,752 456,558 490,794
Quasi Money 877,499 865,229 947,677 | 1,028,454 | 1,188,478

Foreign Currency Deposits 437,433 461,026 489,888 530,810 658,597

Time Deposits 84,230 63,267 84,416 105,403 112,242

Savings Deposits 329,181 327,836 358,488 381,276 412,525

Other Deposits 24,416 10,869 12,828 8,913 3,062

Time Savingsand Foreign Currency deposits(BSL) 2,239 2,231 2,057 2,052 2,052

Net Foreign Assets 1,541,759 | 1,446,593 | 1,344,870 | 1,371,140 ( 1,644,505
Bank of SierralLeone 1,005,284 905,134 833,519 854,099 959,035
Assets 1,309,593 | 1,275,519 | 1,234,874 | 1,316,734 | 1,458,987
Liabilities 304,309 370,385 401,355 462,636 499,963
Commercial Banks 536,474 541,459 511,351 517,042 685,481
Assets 542,263 548,872 522,442 533,767 703,456
Liabilities 5,789 7,413 11,091 16,725 17,975
Domestic Credit 1,107,744 1,205,381 1,367,791 1,836,473 1,738,594
Claims on Central Govt. Net 444,724 498,621 598,209 | 1,023,856 872,813

of which:

BSL 278,131 357,796 430,227 706,948 574,080
Total Claims 745,384 744,434 794,728 1,110,959 904,802
Government Securities Issued obo BSL - - - - -
Treasury Bills 164,463 165,697 116,814 336,367 149,389
Treasury Bonds 24,666 22,484 20,782 21,798 20,592
Ways and Means Advances - - 100,866 196,530 177,694
Securities for Monetary Operations (Stock) 132,500 132,500 137,500 210,000 210,000
Stock of NNNIB 243,732 193,732 188,732 81,801 81,801
5YR Bonds for Recapitalization 180,000 230,000 230,000 264,430 264,430
Government Departments 24 22 34 33 12
Deposits 467,254 386,638 364,502 404,011 330,723

Treasury Income and Expenditure(net) (820) (776) (1,678) (133) 939
Departmental Accounts 22,007 13,167 21,797 19,542 16,654
HIPC (MDRI) 317,583 246,248 211,712 183,012 113,512
Steriliation Account Balance 128,475 127,991 132,663 201,582 199,610
Blocked Account 8 8 8 8 8
Kenema Branch Deposits - - - - -

Commercial Banks 166,593 140,825 167,983 316,908 298,734

Total Claims 360,770 346,264 408,151 463,895 476,127
Treasury Bills 346,153 332,173 391,560 442,677 458,226
Treasury Bearer Bonds - - - - -
Loansand Advances 14,617 14,091 16,591 21,218 17,901

Deposits 194,177 205,438 240,168 146,987 177,393
Demand Deposits 97,505 106,759 143,916 97,728 109,140
Savings Accounts 7,789 16,171 17,202 10,559 20,645
Time Deposits 88,883 82,508 79,050 38,700 47,608

Claims on Non Financial Public Sector 31,308 34,818 40,524 41,853 54,025
Claims on Private Sector 600,982 642,550 692,542 744,461 790,395
of which
Commercial Banks 594,073 630,887 683,709 737,060 783,523
Claims on Non-Banking Inst. 30,730 29,392 36,516 26,304 22,246
Other Items (Net) 964,524 986,851 943,375 | 1,266,306 | 1,147,049

* Excludes Foreign Currency Deposits at the Commercial Banks
Source: Bank of SerraLeone and Deposit Money Banks
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Chart6. Composition of Money Supply(M2)
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by 313.37 percent from Le 143.22bnin 2009 to Le592.03bn in 2010 while Net Foreign Assetsincreased
by 6.66 percent from Lel541.76bnin 2009 to Lel644.51bnin 2010. Thissignificantincreasein NDA
wastheresult of the shiftin Government’ sfiscal policy strategy towardsfast tracking capital expenditures
which precipitated accel eration in expenditure on infrastructure, health, energy and water supply. The
consequence, intheface of uneven collectionsin revenuewasahuge deficit that was mainly financed by
the banking system. Thisdevelopment saw Net Claimson Government by the Banking System amost
doubling; itincreased by 96.06 percent from Led44.72bnin 2009 to Le871.93bnin 2010. The Central
Bank contribution to thisincrease wasmorethan that of thecommercia banks. Net Claimson Government
by BSL increased by 106.09 percent from Le278.13bn in 2009 to Le573.20bn in 2010, with direct
borrowing through utilization of Waysand MeansAdvancesaccounting for 60.22 percent which trand ates
intoLel77.69bninnomina terms. Further tothis, therewasasubstantia drawdownin government deposits
intheamount of Le 136.53bn (29.22%) with most of it being M ultilateral Debt Relief Initiative (MDRI)
resources. Net Claimson Government by the commercia banksincreased by 79.32bn from Le166.59bn
in2009to Le298.73bnin 2010. Thiswasmainly occasioned by increasesin their holdingsof the 182days
tenuretreasury bills coupled with an 8.64 per cent drop in Government Deposits. Asdemand for cash
usudly increasestowardsthe end of theyear, commercid bankswereunwillingtoroll over dl maturing 91
daystreasury billsintheir portfolio during that period, resulting inadrop intheir holdingsof such securities.

Nonetheless, in spite of government’s huge financing requirements, credit to the private sector by the
commercia banks also increased by 31.89 percent compared to atarget of 26.0 percent. The main
beneficiary sectorsin 2010 were Commerce and Finance (including export trade, import trade, financia
servicesand other services) accounting for 37.96 percent, followed by Construction at 16.15 percent,
Manufacturing at 14.66 percent and theAgriculture, Forestry and Fishing sector, which received 12.64
percent of thetotal creditin 2010.
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Table 8
Average Interest Rates (Percent)
Dec-09 Mar-10 Jun-10 Sep-10 Dec-10
1 2 3 4 5 6

Treasury Bills (3-months) 13.99 14.55 15.01 18.10 24.54
Treasury Bills (6- months) 12.21 16.77 19.53 22.93 28.35
Treasury Bills (1-Y ear) 14.33 14.72 17.27 17.48 28.98
Treasury Bonds (1-year) 12.00 12.00 10.00 18.00 22.50
Savings® 6.32 6.32 6.32 6.32 6.19
1 Month 8.30 8.41 8.41 8.41 8.40
3 M onths® 8.87 8.99 8.99 8.99 8.90
6 M onths® 9.45 9.53 9.53 9.53 9.33
9 M onths? 9.25 9.25 9.25 9.25 9.25
12 M onths” 10.84 10.84 10.84 10.84 10.55
Lending ( Prime )* 22-29 22-29 21-29 21-28 21-28
N ational Inflation Rate* 12.22 17.37 16.42 16.76 17.84

N Revised data effective Aug-02 due to theincorporation of FIB
* The base year wasrevised from 2003 to 2007.

I nterest rates on treasury securitiestrended upwards sincethe beginning of thereview year but moresoin
thesecond haf. Theaverageannua yield on 3 months, 6 monthsand 12 months Treasury Billsincreased
by 1055, 1614 and 1465 basis pointsto 24.54 percent, 28.35 percent and 28.98 percent in 2010 from
13.99, 12.21 and 14.33 percent in 2009, respectively. Interest rate on 12 months Treasury Bondsalso
increased by 1050 basispoints, from 12.00 percent in 2009 to 22.50 percent in 2010. The structure of
interest rateson deposits showed mixed trendsin 2010. Whereasinterest rates on savings, 6 monthsand
12 months Time Depositsdeclined by 13, 12 and 29 basispointsto 6.19 percent, 9.33 percent and 10.55
percent, respectively, those on 1 month and 3 months Time Depositsincreased by 10 and 3 basispointsto
8.40 percent and 8.90 percent, respectively. Theinterest rate on 9 months Time Depositsand overdraft
lending rate at the Deposit Money Banks remained the unchanged at 9.25 percent and 21-28 percent,

respectively.

Inflation

The compositeinflation rate measured on ayear-on-year basisremained in double digitsthroughout the
year, ranging between 14.83 percent and 18.30 percent. In January, theinflation rate was 14.83 percent,
following theintroduction of the Goodsand Services Tax (GST) at the beginning of the month and trended
upwardstorecord 17.80 percentinApril 2010, reinforcing the passthrough effectsof the GST. It however
fell steadily through the monthsfrom 16.82 percentin May 2010 to 16.11 percent in August 2010 and
thereafter held steady before spiking to arecord high of 18.30 percentin November 2010. Thistrend was
explained by theincreasein trangportation costsand itsknock - on effect on the prices of most goodsand
sarvices. Theinflationrate has persisted in double digitsreflecting the continuous build-up of priceinthe
economy arisng fromtheupwardrevisoninthepump priceof fud aswell asdevel opmentsintheexchange
rateand theinternational markets.
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Table 9
Inflation Rates 2010
NATIONAL WESTERN AREA
PERIOD cPl Year-on-year % Monthly % CP Year-on-year % Monthly %

Change Change Change Change
January 138.90 14.83 4.15 137.56 13.29 2.90
February 142.40 16.11 2.52 142.65 15.83 3.70
March 143.82 17.37 1.00 144.18 17.07 1.07
April 145.00 17.80 0.82 145.62 17.82 1.00
May 145.37 16.82 0.25 145.23 17.08 0.30
June 147.40 16.42 1.40 148.82 17.17 1.89
July 149.28 16.21 1.27 150.67 17.18 1.24
August 151.50 16.11 1.49 155.89 17.29 3.46
September| 153.79 16.76 1.51 155.06 17.49 -0.53
October 153.74 16.53 0.03 155.02 17.01 -0.03
November 154.21 18.30 0.30 157.34 17.70 -1.50
December 157.15 17.84 1.91 161.03 17.76 2.30

Source: Statistics Sierra Leone

The pump pricesof petrol, diesel and kerosene wererevised upward threetimes during the year, from
Le14,800 in January 2010 to Lel5,500 in February, Lel6,500 in June and Lel7,500 in October. In
December 2010, the year-on-year inflation rate dropped by 0.46 percentage pointsto 17.84 percent;
whilethemonthly inflation rateincreased by 1.91 percent, asaresult of theincreasein al key components
of theindex during thefestive season.
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Theaverage annual inflation rate for 2010 was 16.76 percent, which was higher than the 6.43 percent
recorded in the preceding year. Thiswaslargely explained by depreciation of the L eone exchangerate
againg other internationa currencies, coupledwiththeriseinfud priceasaresult of government’ swithdrawa
of subgidies.

External Developments

External sector performance during thereview period wasdriven largely by thesow recovery fromthe
global economic dowdown which continuedin 2010. Sectora activity remained weak especially inthe
first half of 2010, underpinned by falling globa demand and commodity prices, and declining foreign
inflowsand export volumes. However, in spite of the deteriorating global economic environment andits
adverseeffectson theexterna sector, the country managed to stay on coursewith economic and structural
reforms, thus ensuring sustained macro-economic stability, while at the sametime embarking on measures
todleviatetheeffectsof thefood and fuel crisisof 2009. Consequently, asgloba demand for commodity
exportsrecovered, therewere signsof aturnaround in export performance during the course of theyear
under review.

Theexternd trade deficit widened substantially on account of stronger growthinimport paymentsthan that
in export receipts. Thelevel of Gross External Reservesincreased from US$336.37 million asat end
December 2009 to US$345.23 million asat end December 2010. Thisrepresented anincrease of 2.63
percent above the corresponding periodin 2009. Thisfavourable outturnis partly dueto the additional
disbursementsreceived from the World Bank and the reduction in theweekly offer anount intheforeign
exchangeauction. Inflowsto theforeign reservesduring thereview period mainly constituted receipts
from programme disbursementsfor both budgetary and balance of payments support. During thereview
period, donor support wasrealized from the IMF under the Extended Credit Facility arrangement, ADB
- Budgetary Support, UK/DFID - Poverty Reduction Budgetary Support (PRBS), World Bank Economic
Rehabilitation and Recovery Grant (WB/ERRG), EU-Post Conflict Budgetary Support and Islamic
Development Bank (IDB).

Thevaueof the Leone against mgor internationa currenciesincluding the United StatesDollar and the
British Pound Sterling continued to depreciate reflecting adeclinein foreign exchangeinflows. The
depreciation was more pronounced during the second half of thereview period with therateremaining
outsidethe +15 percent band of the central parity rate of Le2,562.18/US$1 under the Exchange Rate
Mechanism (ERM) of the West African Monetary Zone.

I nternational Trade

Following anexpansion of activitiesinthe mining sector during thereview period, SierraL.eone’stotal
merchandisetrade (i.e exports plusimports) amounted to US$1,111.26mn, representing asignificant
expansion of US$360.30mn compared to US$750.97mn recorded in 2009. The merchandised trade
deficit worsened further to US$428.81mnin 2010 from US$289.64mn in the previousyear, reflecting a
combination of an expansonin both export receiptsand import payments.
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Chart8. Composition of Exports 2010
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Total export receiptsgrew significantly by US$110.57mn (47.93%) to US$341.23mnin theyear ended
December 2010 from US$230.66mn in the year ended December 2009. The growth in export receipts
during thereporting period waslargely driven by strong performancesintheMinera and ** other exports”
sub-sectors, which together accounted for 81.73 percent of total export receipts. Receiptsfrom diamond
exportsincreased by US$35.14mn to US$113.51mn. Thisval ue comprised 245.38 thousand carats of
gem diamonds, valued at US$99.67mn and 192.14 thousand carats of industrial diamonds, valued at
US$13.85mn. In volumeterms, diamond exportsincreased by 37.05 thousand carats (9.25 percent).
Rutileand bauxite exportsalsoincreased during the period under review, with rutile exportsincreasing to
70.13 thousand metrictons, valued at US$40.57mnin 2010 and exportsof bauxiteincreasingto 1,254.74
thousand metric tons, valued at US$31.06mn. Receiptsfrom gold exportsincreased by 95.13 percent,
from US$4.76mnin 2009 to US$9.30mnin 2010indicating anincreasein volumefrom 5,361.46 ounces
in 200910 9,362.43 ouncesin 2010. Receiptsfrom exportsof ilmenite also increased by 189.36 percent,
from US$0.92mn in 2009 to US$2.65mn in 2010. The reporting period also witnessed an export of
zircomworth US$3.56mn.

Earningsfrom agricultural exportsdeclined by 19.75 percent, moving from US$48.47mnin 2009 to
US$38.90mn in 2010. Proceeds from cocoa exports increased by 80.35 percent, compared with
US$20.54mn recorded in 2009. Thevolume of cocoaexported inthe year, however decline. Thevaue of
cocoaexported increased significantly by 80.35 percent from US$20.54mn in 2009 to US$37.05mnin
2010.Thisgrowthin export receiptsof cocoawaslargely dueto theincreaseintheworld market price of
thiscommaodity. Thevolumeof coffee exported however decreased during thereview period from 8,144.55
metric tonsto 2,704.17 metric tonsresulting in decreased earnings of US$1.70mn from US$13.12mn
received in 2009. Therewere no significant contributionsfrom piassavaand ** Fish and Shrimps” exports.
Theexportsof miscellaneous products, subsumed under the* others’ category showed strong growth of
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Chart 9. Composition of Imports 2010
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US$58.26mn from US$19.97mn in 2009 to US$78.23mn in 2010. The val ue of re-exports decreased
minimally by 0.49 percent from US$23.56mnin 2009 to US$23.45mnin 2010

Imports

Total valueof importsinthereview year at US$770.04mn increased by 48 percent from US$520.30mn
recorded in 2009. Strong growth was noted inimport values of * Petroleum products', ‘ Intermediary
goods',  Manufactured goods' and ‘ Machinery and transport equipments’ which together constitutes
thebulk (morethan 80%) of thetota import bill. Theimport bill for ‘ consumer goods', which accounted
for 17.38 percent of total imports, decreased to US$137.53mn when compared to US$133.82mnin
2009. The decrease was due to a 22.84 percent fall in * Beverages and Tobacco’ which offset a0.37
percent and 21.53 percent increasein ‘ Food’ and * Animal and V' egetable Oifgespectively. Payments
for imported ricedropped by US$10.59mn, mainly attributableto government’sfood security drivethat
has stimulated domestic rice production, asreflectedin a28.26 percent (103,170.71 metric tons) reduction

Chart 10. External Trade - 2010
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Table 10
International Trade and Reserves (US$'000)
Jan -Dec'09| Jan-Jun'10 | Jul-Dec'10 |Jan - Dec'10
1 2 3 4 5
Merchandise Imports 520,3038 | 314,116.3 455921.2 | 770,037.5
Food of which 104,509.5 52,055.2 52,838.8 | 104,894.0
Rice 55,467.1 14,642.8 30,230.1 44.872.9
Beverages and Tobacco 25,255.6 10,370.1 91174 19,4875
Crude Materials 16,142.4 74711 5,796.2 13,267.3
Mineral Fuels and Lubricants of Which 126,459.4 87,751.0 83,6632 | 1714142
Fuel 105,292.6 74,797.0 70,3234 | 145,120.3
Animal and Vegetable Oils 7,763.9 5154.1 4,281.1 9,435.1
Chemicals 33,682.6 20,670.2 23,167.7 43,837.9
Manufactured Goods 67,745.9 44,146.9 66,388.6 | 110,535.5
Machinery and Transport Equipment 95,085.5 68,420.6 180,277.6 | 248,698.2
Other Imports 43,659.0 18,077.2 30,390.5 48,467.7
Merchandise Exports 230,661.4 | 166,840.8 1743856 | 341,226.4
Mineral Exports 138,652.9 93/452.3 107,197.2 | 200,649.6
Diamonds 78,3739 51,3719 62,1428 | 113514.7
Buaxite 18,677.8 17,159.2 13,901.8 31,061.0
Rutile 35,920.3 14,956.3 25,610.9 40,567.2
Imenite 916.9 1,224.1 1,429.0 2,653.1
Gold 4,764.0 5183.1 4112.7 9,295.8
Agricultural Exports 48,473.6 27,934.1 10,965.9 38,900.0
Coffee 13,1235 1,664.2 34.0 1,698.2
Cocoa 20,544.6 26,123.9 10,927.3 37,051.2
Piassava 4.6 - - -
Fishand Shrimps 14,800.9 146.0 4.7 150.6
Others 19,973.1 32,929.9 45,301.2 78,231.1
Re-exports 23,561.8 12,524.5 10,921.3 23,445.7
Trade Balance (289,642.4) (147,276) (281,536)| (428,811.1)
Foreign Reserves ($mn) 336.27 312.59 345.22 345.22

Sources: Customs and Excise Department, and Gold & Diamond Department
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Chart 11
Gross International Reserves
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in the volume of riceimport in 2010 from 143,814.42 metric tonsin 2009. Payments for petroleum
productssignificantly increased by 35.55 percent from US$126.46mnin 2009 to US$171.41mnin 2010.
Thebill for fuel import (85 percent of total bill for petroleum products) increased by 37.83 percent from
US$105.29mnin 2009 to US$145.12mn in 2010. Paymentsfor ‘ Intermediary goods, increased dightly
to US$57.11mn, 14.61 percent higher than thelevel recorded in 2009. Thiswas on account of a30.15
percent increasein paymentsfor chemicals, which offset the 17.81 percent dropin paymentsfor crude
materials. Paymentsfor manufactured goodsincreased by 42.73 percent to US$159.00mn during the
year. Therewasasignificant growth (161.55%) in paymentsfor machinery and transport equipment
amounting to US$248.70mnin 2010 from US$95.09mn in 2009. Thisgrowth reflectsincreased capital
investment inthemining sector and government’ sfast tracked infrastructure projects.

I nter national Reserves

Thegrossexterna reservesof the Bank of SierraL eonerose by US$8.86mn to US$345.23mn asat end
December 2010, from US$336.37mn reported asa end December 2009. Cumulativeinflowsand outflows
in 2010 amounted to US$142.11mn and US$123.69mn respectively, representing a net inflow of
US$18.42mn. Significant inflowsduring theyear included ai d/l oan disbursementstotaling US$118.71mn
comprising mainly US$42.82mn, in disbursementsby the International Monetary Fund (IMF) under the
new Extended Credit Facility (ECF) support programme, US$47.72mnintotal disbursementsfrom both
the European Union (US$27.47mn) and UK/DFID (US$20.25mn) in respect of Poverty Reduction
Budgetary Support, World Bank disbursement (US$16.76 mn), US$7.05mn from theAfrican Devel opment
Bank, total export receiptsto the tune of US$9.43mn, and US$6.25mn from African Mineralsbeing
arrears of payroll tax in respect of expatriate staff. Significant outflowswereasfollows: US$47.61mn
being foreign exchange utilized under the Bank of Sierra L eone weekly foreign exchange auction;
US$16.18mn being cost of fud for eectricity support; Government travel and other Government expenditure
to thetune of US$14.54mn; Embass esMissions paymentsto thetune of US$11.58mn; Expenditureon
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various Government Infrastructural projectsto thetune of US$15.99mn and total debt service payments
of US$14.13mnto variousinternationd creditorsincluding the International Monetary Fund (US$2.44mn),
theWorld Bank (US$0.98mn), African Devel opment Bank (US$0.74mn), Other Multilateral and Bilaterd
Creditors (US$4.14mn), Other Commercia Creditors (US$4.00mn), and Organi zation for Petroleum
Exporting Countries (US$1.57mn).

Supervision of Banks and Other Financial Institutions

Theresource base of thecommercia banksincreased from Lel.96 trillion asat end December, 2009 to
Le2.44trillion as at 31% December, 2010 representing a24.49 % growth or Le 479.27 billion. This
growth derived mainly fromthe 27.47% increasein depositswhich rosefrom Lel.43trillion asat end
December, 2009to Lel.83trillion asat end December, 2010 Demand, Savingsand Time depositswhich
wererecorded at Lel.24trillion, Led447.33 billion and Lel45.69 billion at the end of thereporting period
represented increasesof Le 319.80billion, Le110.36 billion and Le27.43 billion, respectively.

Shareholders fundsincreased by 14.27% (or Le29.70 billion) during thereview period from Le344.81
billionin December, 2009 to L e394.02 billion asat end December, 2010. Thiswasmainly on account of
thel1.09% increaseinissued and paid-up capital.

The capital adequacy ratio was adhered to and recorded at 33.42% as at end December, 2010 compared
with 34.16% asat end December, 2009. The adherenceto the statutory requirement wasmade possible
mainly duetotheincreaseintheindustry’s capital base, consequent upon theincreasein the minimum
paid-up capital of commercial banksto Lel5 billion at end December, 2009.

Theindustry’s gross private sector credit was put at Le874.70 billion as at end of the review period
reflecting anincrease of Le215.74 billion or 32.74% when compared to Le658.97 billion recorded at end
of thepreviousyear.

Thesectoral distribution of the outstanding stock of private credit at end December 2010 indi cated that
the" other services', “import trade’, “construction” and “transport, storage and communication”, sectors
accounted for 23.36 percent, 19.66 percent, 15.80 percent and 10.42 percent, respectively.
“Manufacturing”, “ agriculture, forestry and fishery”, and “ export trade” sectors accounted for |esser
proportions of 8.70 percent, 6.69 percent and 5.69 percent, respectively. “Miscellaneous’, ‘financial
services’, “mining and quarrying”, “ other trade and tourism” and “ el ectricity, gasand water” sectors,
represented only 2.80 percent, 2.53 percent, 1.92 percent, 1.80 percent and 0.63 percent respectively, of
the gross advances as at end December 2010.

Theindustry’s performing loansratiosincreased to 84.39 percent of grossadvancesasat end December,
2010. Consequently, theratio of non-performing loansto gross advances decreased from 16.48 percent
at end December, 2009 to 15.61 percent at end December, 2010.

Theprofitability of thecommercia bankswassignificantly enhanced during the period under review with
post-tax profitincreasing by 309.05% from Le10.61 billion during the period ended December, 2009 to
Le43.40 billion during the period ended December, 2010.

Five of thethirteen commercial banksrecorded |ossesamounting to Le10.41 billion during thereview
period. Notwithstanding this, therewasanincreasein Return on Assetsof 3.40 percent in 2010 up from
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Table 11

Commercial Banks Operating in Sierra Leone
Prudential Indicators (Unaudited)

(In Thousand Leones)

31-Dec-08 31-Dec-09 31-Dec-10
1 2 3 4
Total Assets 1,490,666,688 1,962,400,033 2,441,665,854
Average Total Assets 1,312,872,392 1,739,364,375 2,070,289,748
Loans and Advances(Gross) 439,820,084 658,966,802 874,704,758
Bad Debt Provision (32,936,570) (27,659,920) (44,175,809)
Interest in Suspense (42,336,871) (36,022,691) (48,150,625)
Loans and Advances(Net) 364,546,643 595,284,191 782,378,324
Investment-TB, TBB, OFI* 385,914,841 348,997,473 466,883,912
Fixed Assets 138,206,600 185,020,316 184,477,137
Local Deposits:- 705,465,261 909,706,776 1,075,536,005
Demand 341,072,374 410,921,409 510,509,862
Savings 252,845,962 329,335,123 419,636,190
Time 11,546,925 169,450,244 145,389,953
Foreign Deposits 347,212,684 495,002,644 739,227,833
Deposits with Financial Institutions - 29,191,147 10,938,982
Capital:- 212,642,949 - -
Paid-up 178,645,124 267,807,117 297,505,596
Statutory & Other Reseres 31,419,775 40,200,650 46,361,276
Retained Eamings 2,578,050 (13,705,452) (42,971,502)
Current Profit 17,478,320 7,559,663 43,039,636
Primary Capital 212,642,949 294,302,315 305,534,048
Revaluation Resenes 25,125,752 42,950,613 45,441,612
Capital Base 275,814,422 368,284,969 420,944,803
Total Risk Weighted Assets 634,850,303 1,084,200,091 2,665,925,308
Capital Adequacy Ratio 43.45 33.42 30.74
Surplus/(Shortfall)% 28.45 18.42 15.74
Surplus/(Shortfall):Le 180,702,216 199,689,173 215,552,381
Average Shareholders’ Fund 240,721,859 277,658,614 355,821,750

*TB - Treasury Bills

TBB - Treasury Bearer Bonds

OFI - Other Financial Institution
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Prudential Indicators (Unaudited)

Table 11 Contd
Commercial Banks Operating in Sierra Leone

(In Thousand Leones)

31-Dec-08 31-Dec-09 31-Dec-10
1 2 3 4
Asset Quality
Performing Loans 336,927,070 550,003,352 738,187,379
Non-Performing Loans 102,864,309 108,963,450 136,517,379
Loan Loss Provisions 32,936,570 27,659,920 44,175,809
Non- Performing as a % of Total Advances 23.39 16.54 15.61
Loan Loss Provisions as a % of Non-Performing 32.01 25.38 32.36
Profitability : Pre-Tax Profits 28,812,193 26,978,746 70,304,876
Post Tax Profits 17,479,320 10,610,815 43,039,637
Retum on Assets 2.19 1.55 3.40
Retum on Equity Funds 7.26 3.82 12.10
Liquidity:Liquid Assets 488,423,055 485,474,029 631,098,910
Cash 42,943,235 65,516,954 74,249,651
Cumrent Account with BSL 50,216,661 59,261,134 94,596,770
Treasury Bills 374,285,977 346,153,105 460,471,058
Placement with Discount Houses 13,335,182 14,542,836 1,781,431
Treasury Bearer Bonds 7,642,000 0
Cash Ratio 13.21 13.72 15.70
Overall Liquidity Ratio 68.15 53.37 58.68
Surplus/(Shortfall) (%) 38.88 24.33 29.18
Surplus/(Shortfall) (Le) 274,280,785 221,348,392 313,889,737
Foreign Assets: 368,672,244 555,726,776 711,461,554
Foreign Currency(cash) 33,037,788 75,948,511 43,918,520
Balance with Other Banks Abroad 322,094,419 470,950,665 659,468,332
Foreign Other Assets 13,540,037 8,827,600 8,074,702
Foreign Liabilities: 356,338,907 516,752,291 776,339,085
Foreign Deposits 345,078,116 495,002,644 739,227,833
Foreign Cash Marginal 11,260,791 16,838,452 37,111,252
Foreign Other Liabilities 4,911,195 3,613,588
NET FOREIGN POSITION:
Assets- Liabilities 12,333,337 38,974,485 (64,877,531)
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Table 12
Commercial Banks operating in Sierra Leone (31 st December 2010)
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Grand Total

1.55 percent in 2009. Similarly, the increase in Post-tax Profit affected the Return on Equity, as it
recorded 12.10 percent in 2010 as against 3.82 percent in 2009.

The statutory requirement on cash ratio was adhered to as surplus cash recorded a 3.70 percent in-
crease in 2010 as against 1.72 percent in 2009.

The overall liquidity ratio requirement of the banking system was also achieved as the industry
recorded actual liquidity ratio of 58.68 percent in 2010, representing an excess liquidity of 29.18
percentage points when compared with the statutory minimum requirement of 30%.

Table 13

Number of Accounts at Commercial Banks (31°' December 2010) ['000]

Current Current Savings Savings Time Time

Banks Account Account Account Account (Local) | (Foreign) Total
(Local) (Foreign) (Local) (Foreign)

SCB 1,475 1,212 7,010 - 167 - 9,864
RCB 16,719 3,185 83,867 - 383 - 104,154
SLCB 27,925 2,242 82,445 - 107 - 112,719
UTB 5,085 676 37,301 - 296 4 43,362
GTB 5,682 1,770 32,045 68 48 - 39,613
FIB 198,850 3,760 20,695 342 168 - 223,815
ICB 726 154 4,978 4 103 - 5,965
ECO 14,928 39 26,320 24 831 - 42,142
AB 1,696 631 4,899 - 61 - 7,287
UBA 3,566 632 9,856 - 90 - 14,144
SKYE 831 - 1,404 124 - - 2,359
ZEN 1,491 504 1,746 - 41 - 3,782
BANK PHB 1,233 138 3,163 - - - 4,534
Total 280,207 14,943 315,729 562 2,295 4 613,740
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Table 14
Discount Houses operating in Sierra Leone (31/12/10)
DiscountHouses No.ofBranches |F/town
First Discount House Ltd 1 1
CapitalDiscount House Ltd 1 1

Licensing of Financial Institutions

TheBank of SierraL eone continued to play itssupervisory role, aimed at achieving asound and stable
financia system over the past twelve months. Thelicensesof Guaranty Trust Bank (SL) Limited and Union
Trust Bank (SL) Limited were renewed for aperiod of fiveyearseach.

Also, during thereview period, ProCredit Bank (SL) Limited wasacquired by Ecobank (SL) Limited,
thereby reducing to thirteen, the number of commercial banksoperatingin Sierraleone.

Inan effort to promote enhanced economic activitiesin the country and bring financid servicesddivery to
thedoorstepsof the SierraLeonean public, the Bank of Sierral_eonegranted approval sfor the opening of
additional branchesto thefollowing commercial banksduring thereview period: the Union Trust Bank
(SL) Limited established branchesat M agburakain the Northern Province and NjalaCampus, Mokonde,
inthe Southern Province; the First International Bank(SL) Limited opened branchesat No.1 Station
Road, Makeni Town, inthe Northern Province, N0.6 Suku-Tamba Street, Koidu Town, in the Eastern
Provinceand at No. 15 Kissy Road, inthe Western Areg; the Zenith Bank(SL) Limited opened branches
at No.1 Bondo Street, off HanghaRoad, Kenema, in the Eastern Province; No 35A Freetown Road,
Lumley intheWestern Areaand at the Freetown I nternationa Airport inthe Northern Province, respectively.

Table 15
Credit-only Microfinance Institution with certificate issued by the Bank of Sierra Leone as at 31% December 2010
Credit-only No. of Branches Address
Brac Microfinance(SL) Limited 1 28 Old Lumley Road, Off Spur Road, Wilberforce, Freetown
A Call to Business Trading (SL) Limited 1 8 Road, off Gooding Drive, Babadorie-Lumley
Finance Salone 2 c¢/o Union Trust Bank
Salone Microfinance Trust Limited 5 13 Azzolini Highway, Makeni
Counterpart in Community Development and 1 350 Bai Bureh Road, Calaba
Microfinance Company Limited
Grassroots Gender Empowerment Movement 2 57 John Street, Freetown
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Thisbrought the total number of branches of commercia banksin SierraL eoneto eighty (excluding
branches of Procredit (SL) Limited that was acquired by Ecobank (SL) Limited).

Thereview period aso witnessed the signing of partnership agreements between domestic and foreign
banks, with First Internationa Bank(SL) Limited entering into one such agreement with theAfricaExport-
Import Bank (AFREXIMBANK) for aloanfacility in the sum of US$4mn comprising US$2mn Revolving
TradeFinanceLineof Credit Facility and US$2mn Remittance-Backed Term Loan Facility.

During thereview period, four micro financeinstitutionswereregistered with the Bank of SierraLeoneto
undertake credit-only businessin the country for aperiod of five (5) years. Theseindtitutionsare:

Finance Salone Limited

Salone Microfinance Trust Limited

Counterpart in Community Development and Microfinance Company Limited
Grassroots Gender Empower ment Movement Microfinance Limited

$* $ ¢

Also, inthesameperiod, afive (5) year licensewasgranted to Ecobank Microfinance Limited to undertake
deposit-taking microfinancebusiness.

Three new community banks- Nimiyama, Pendembu and Sandor community banks- were established
andlicensedfor fiveyearsduring thereview period with support fromthelnternational Fund for Agricultura
Development (IFAD).

Licenseswere also granted to four (4) new foreign exchange bureaux in the reporting period namely:
Rikban, Leigh, Dycar and Albasco.

Table 16
Community Banks operating in SierraLeone (31/12/10)
Bank No. of Branches Location
Marampa-Masimera Community 1 Lunsar

YoniCommunity Bank Mile 91

Segbwema

Segbwema Community Bank

Mattru Community Bank Mattru Jong

Zimmi Community Bank Zimmi

Kabala Community Bank Kabala

Pendembu Community Bank Pendembu

Nimiyama Community Bank Nimiyama, Kono

Rl -

Sandor Community Bank Sandor, Kono
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Asaresult of aSpecia Investigation conducted to ascertain theactua number of foreign exchange bureauix
operatingin SierraLeone, it wasdetermined that forty-two (42) licensed forei gn exchange bureaux operated
inSierraLeone asat end December 2010.

L egidation and Guidelines
Prudential Guidelinesfor the operation of Commercia bankswere devel oped and approved during the
reviewed period. These guidelinesbecame operationa in November 2010.

Theguidelinesfor foreign exchange bureaux were a so reviewed during the period.

Minimum Capital Requirements

TheBank of Sierral_eone reviewed the minimum paid-up capital requirement of commercial banks,
discount houses and mortgage financeingtitutionsin order to enhancetheir operationsand to ensurea
stable and sound financia system.

Other Financial Institutions

Other Financia Institutions (OFIs) comprisefinancia institutions other than commercia banks. They
complement thefunctions of commercial banksand perform specialized functions. Thelicensed Other
Financia Ingtitutionsas at end December 2010 includetwo (2) discount houses, forty-two (42) Foreign
Exchange Bureaux, nine (9) Community Banks, one (1) Deposit-taking Microfinance [ nstitution and six
(6) Credit-only Microfinance I ngtitutions.

Capital Market

The Banking Supervision Department hasa so devel oped licensing requirementsfor participantsinthe
stock market and have come up with minimum paid-up capital requirement for variousAgenciesoperating
inthemarket.

Another dgnificant devel opment during thereview period wasthe gppointment of anew Director Generd/
Chief Executive Officer of the Sierraleone Stock Exchange Company Limited.

Table 17
Licensing requirement for players in the stock market
Agencies Minimum Paid-up capital(Le)

Stock Exchange 1 billion
Dealer 200 million
Broker 150 million
Share Transfer Agent 150 million
Trustee/Custodian 1 bilion
Central Securities Depository/ Clearing & Settlement Agency 200 million
Registrar 200 million
Underwriter 200 million
Issuing House/Manager of a Public Issue 200 million
Investment Adviser 200 million
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Financial Intelligence

TheBank of SierraL eone presented the Country’sreport and First Enhanced Follow-up report at the
Penary Mesting of Inter-Governmenta Action GroupAgainst Money LaunderinginWest Africa(GIABA)
onthe progressmadein advancing thefight against Money Laundering and Terrorism Financingin Sierra
Leone, inlinewithinternational standardsespecialy the FATF 40+9 Recommendations.

AML/CFT Bill 2009

The AML/CFT Bill 2009 was approved by Cabinet and the process of enactment was set in motion
during thereview period. Theenactment of thisBill isexpected to addressmost of thewesknessesidentified
inthe AML Act 2005. Specifically, thekey strengthsof thisBill includesthe effective criminalization of
money laundering and terrorism financing offences, the extension of powersof confiscation, freezing or
seizing the proceeds of crime, enhanced preventive measures, stringent sanctionsfor non-compliance,
establishment of the Financid Intelligence Unit (FIU) asan autonomousentity and extension of itspowers
tofacilitateintelligence gathering and dissemination to appropriate Law Enforcement Agencies.

L eader ship Training for Membersof theAML/CFT Technical Committee

Two membersof the Technical Committee on Anti-Money Laundering and Combating the Financing of
Terrorism (AML/CFT) issues attended leadership training on AML/CFT issues organized by theWorld
Bank in Washington DC, United Statesof America. Thistrainingisexpected to enhancetheir capacity to
formulate policiesaimed at strengthening theAML/CFT regime.

Credit Reference Bureau

During thereview period, a Credit Reference Bureau was established at the Bank of SierralLeoneto
obviatethe problem of information asymmetry inthefinancial market. Operating Guidelineshave been
developed and issued to commercia banks.

Financial Market

Theimpact of theglobal financia crisisand the subsegquent second-round effects positioned the exchange
rateat anew level withimplicationsfor exchange rate performance during the reporting period. At the
beginning of the 2010 review period, the exchangerate of the Leone against international currencies
particularly theUSDollar remained relatively stableat thisnew level. However, by theend of the second
guarter, 2010 therewasan increasein demand for foreign exchangewhichled to the gradual depreciation
of the Leoneagainst the US Dallar, atrend which continued up to the end of the year.

Theincreasein demand for foreign exchange during 2010 was al so exacerbated by the Government’s
implementation of new infrastructure projectsthat required substantia foreign exchange content to meet
theimportation needsof the projects. Consequently, the additiona pressure placed ontheforeign exchange
market resulted in the depreciation of the Leonewith further challengesto foreign exchange management.

Generdlly, total foreign exchangetransactionsincreased in 2010 when compared to 2009 even though the

foreign exchangeauction sizewas scaed down during the period. Therewasasignificantincreaseinthe
receiptsfrom diamond exportsaswell asmigrant’ sremittancesin 2010 compared to 2009.
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Table 18
Licensed Foreign Exchange and their Branches in Sierra Leone (31/12/10

No. Bureaux F/town |Bo | kenema |Makeni | Lungi | Kono |Kabala | Total
1 Afro Foreign Exchange Bureau Limited 1 1 1 1 - 1 - 5
2 Aiemahs Foreign Exchange Bureau Limited 1 - - - - - - 1
3 Ama Foreign Exchange Bureau Limited - 1 - - - - - 1
4 Ayoub Foreign Exchange Bureau Limited 1 - - - - - - 1
5 Abu-Taraff Foreign Exchange Bureau Limited 1 - - - - - - 1
6 Albasco Foreign Exchange Bureau Limited 1 - - - - - - 1
7 Best Foreign Exchange Bureau Limited 1 - - - - - - 1
8 Blue Circle Foreign Exchange Bureau Limited 1 - - - - - - 1
9 City Centre Foreign Exchange Bureau Limited 1 1 - - - - - 2
10 |Dem Foreign Exchange Bureau Limited 1 - - - - - - 1
1 DevKay Foreign Exchange Bureau Limited 1 - - - - - - 1
12 Dycar Foreign Exchange Bureau Limited 1 - - - - - - 1
13 |Fad Foreign Exchange Bureau Limited 1 - - - - - - 1
14 |Fadugu Foreign Exchange Bureau Limited 1 - - - - - - 1
15 |Fatismed Foreign Exchange Bureau Limited 1 - - - - - - 1
16  |First Foreign Exchange Bureau Limited 1 - - - - - - 1
17  |Fofan Foreign Exchange Bureau Limited 1 - - - - - - 1
18  |Frandia Foreign Exchange Bureau Ltd 2 - - - - - - 2
19  |Freetown Foreign Exchange Bureau Limited 1 - - - - - - 1
20 |Galtech Foreign Exchange Bureau Limited 1 - - - - - - 1
21 |Guru Nunuk Foreign Exchange Bureau Limited 1 - - - - - - 1
22 |Harry’s Foreign Exchange Bureau Limited 1 - - - - - - 1
23|I B C Foreign Exchange Bureau 1 - - - - - - 1
24 |Kakua Foreign Exchange Bureau Ltd 1 1 - - - - - 2
25 |Kallah Foreign Exchange Bureau Limited 1 - - - - - - 1
26  |LeoneUK Foreign Exchange Bureau Limited 1 - - - - - - 1
27  |Leigh Foreign Exchange Bureau Limited 1 - - - - - - 1
28 |Malador Foreign Exchange Bureau Limited 1 - - - - - - 1
29 |Manans Foreign Exchange Bureau Limited 1 1 1 1 - - 1 5
30 |Monorma Foreign Exchange Bureau 1 - - - - - - 1
31 Navo’s International Foreign Exchange Bureau 1 - - - - - - 1
32 |INimo Foreign Exchange Bureau Limited 1 - - - - - - 1
33 |Paramount Foreign Exchange Bureau Limited 1 - - - - - - 1
34 |Pottal Foreign Exchange Bureau Limited 1 - - - - - - 1
35 Raju’s Foreign Exchange Bureau Limited 1 - - - - - - 1
36 |Rikban Foreign Exchange Bureau Limited 1 - - - - - - 1
37 |Rumez Foreign Exchange Bureau Limited 1 - - - - - - 1
38 |Sara Foreign Exchange Bureau Limited 1 - - - - - - 1
39 |Tap Foreign Exchange Bureau limited 1 - - - 1 - - 2
40 |Tonisco Foreign Exchange Bureau Limited 1 - - - - - - 1
4 Vanbhari Foreign Exchange Bureau Limited 1 - - - - - - 1
42 |Wickburn Foreign Exchange Bureau Limited 1 - - - - - - 1
Total Number of Bureau and Branches 42 5 2 2 1 1 1 54
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Chart 12
Monthly Average Exchange rate trend 2010
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Also, anew and detailed reporting form for commercia bankswasintroduced by the Bank of Sierra
Leoneduringthereview period. Thisnew reporting form for foreign exchangetransactionsby commercial
banks captures key sectorsand transactionsin the market and hel psin the surveillance of the market.

Exchange Rate Developments

Theyear 2010 witnessed the continued depreciation of the nominal monthly average mid-rate of the
Leoneagainst theUSdollar inall segmentsof theforeign exchange market. The monthly average mid-
rates of the BSL, Commercial Banks, Bureaux and Parallel market depreciated by 7.70 percent, 7.94
percent, 5.60 percent and 6.52 percent respectively, from Le3884.82/USS$, Le3880.03/USS, Le3968.24/
US$and Led025.13/US$ in January 2010to Le4184.09/USS$, Le4188.06/US$, Le4190.30/US$ and
L e4287.50/US$in December 2010. Theforeign exchange auction rate depreciated by 13.14 percent
from Le3793.24/US$ in January 2010 to L e4291.50/US$ in December 2010.

Theofficial weekly weighted average mid-rate depreciated by 8.88% from Le3855.68/USD asat end
December 2009to Le4198.01/USD asat end December 2010 whilst commercia banks weekly weighted
average mid-rate depreciated by 8.76% from Le3851.83/USD asat end December 2009 to Le4189.09/
USD as at end December 2010. Whereas, the weekly parallel market mid-rate depreciated by 8.11
percent from Le4005.00/US$ as at end December 2009 to Le4330.00/US$ as at end December 2010
and the bureaux mid-rate depreciated by 5.82 percent from Le3978.36/US$ as at end December 2009
to Led4209.73/US$ as at end December 2010. Finally, the weekly auction rate depreciated by 11.95
percent from Le3840.18/USD asat end December 2009 to L e4299.20/USD as at end December 2010.
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Table 19

Sectoral Distribution of Foreign Exchange Auction Funds

% of Total % Change in
Sector 2009 2010 amount in 2010 2010

Banks 13,590.91(11,823.26 24.76 -13.01
Industries 2,214.07| 2,352.55 4,93 6.25
General M erchandise 7,169.07| 3,081.34 6.45 -57.02
Oil Companies 36,113.00(17,241.55 36.11 -52.26
Rice 8,896.48(13,251.30 27.75 48.95
Total 67,983.53[ 47,750.00 100

Volume of Transactionsby Commer cial Banksand Foreign Exchange Bur eaux
Commercial Banks

Commercia banks continued to be the dominant playersin theforeign exchange market and theyearly
purchases of foreign exchange by commercial banksincreased by 6.92 percent from US$360.52mnin
2009 to US$385.45mn in 2010 whilst yearly sales of foreign exchangeincrease by 7.98 percent from
US$393.51mnin 2009 to US$424.90mnin 2010.

Foreign Exchange Bur eaux

Foreign exchange bureaux have continued tofacilitate tradein the\West African Sub-region especidly in
enabling small businessesandtraveler’s tofind easy accessto foreign exchange, and facilitating themopping
up of foreign exchange, which could have possibly found itsway into the para lel market.

Theforeign exchange bureaux market experienced adeclinein their transactions. Yearly purchases of
foreign exchange decreased by 17.49 percent from US$21.04mnin 2009 to US$17.36mnin 2010 and
yearly salesdropped by 15.03 percent from US$19.96mn in 2009 to US$16.96mn in 2010.

Exchange Control Regulations

TheBank still maintainsrestrictionson capital account transactions. However sincetherepeal of Section
10 of the Exchange Control Act, the need to obtain exchange control approval fromthe Bank of Sierra
Leonefor registration of companiesnolonger exists. Theremaining restrictionson the capital account are
being kept constantly under review taking into consideration financial system stability and regulatory
concerns, against the potentia benefitsof liberaization and maintaininginternationa standards.

TheForeign ExchangeAuction

TheBank of Sierraleone continued to conduct itsweekly foreign exchangeauctioninitsbidtoputin
placeamarket based alocation of foreign exchange through an efficient and transparent all ocation process.
For most of thereview period, theweekly weighted average foreign exchange rate exhibited depreciating
trendsasaresult of hugedemand for foreign currency inthemarket tofacilitate government’sinfrastructura
development projects. However, theMarket’ sperception of regular availl ability of foreign exchangethrough
the auction system may have assi sted in contai ning depreci ati on expectati ons during January-December
2010.
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Chart13
Sectoral Distribution of Auction Funds(US$'000)
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TheAuction offer amount was gradually reduced from US$2.00mn in January to US$0.4mn by end
December 2010 asaresult of thetight foreign exchange cash flow position and the need to meet the Gross
Foreign Reservestarget during thereview period. Theinitial amount put on offer at the commencement of
theauctionin January 2010 was set at US$2.00mn but by end September 2010t was reduced to US$0.4mn
and biddersin all categories(i.eail, riceand other eligibleimports) were requested to submit bidsin
multiples of US$5,000.00 up to amaximum amount of US$50,000.00.

Through thegradual reduction of the offer amounts, the auction rate became much morereflective of the
market, asthe spread between the highest bid rate and the clearing (or lowest successful rate) mostly fell

within the recommended 2 percent. Hence the percentage divergence between the highest and lowest
awarded auction bid rates narrowed considerably.

Demand, Supply and Offer Amount of Foreign ExchangeAuction Funds
Theamount offered, demanded and supplied under the foreign exchange auction during 2010 recorded
decreases of 30.30 percent, 24.89 and 29.82 percent below the respective amounts recorded in the

preceding period (2009). The auction rate depreciated by 11.95% from Le3,840.08/US$1 to Le4,299.20/
US$1 by end December 2010.

Table 20
Amount Offered, Demanded and Supplied in Foreign Exchange Auction
(Thousand Dollars)
2009 2010 % Change in 2010
Amount Offered 72,600.00 50,600.00 (30.30)
Amount Demanded 93,997.17 70,602.14 (24.89)
Amount Supplied 67,683.53 47,750.00 (29.45)
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Sectoral Distribution of Foreign Exchange Auction Funds

Oil and Riceimports(36.11% and 27.75%, respectively) accounted for the bulk of total foreign exchange
auctionresourcessoldin 2010. They werefollowed by the Banking sector (24.76%), General Merchandise
(6.45%) and Industries (4.63%)

The auction continued to assist in stabilizing the L eone/US$ exchange rate during the review period.
However itseffectivenesswas constrained by the requirement to meet the grossforeign exchangereserves
positiontarget. It ishoped that following successful compl etion of government’ sinfrastructure projects,
effortswill bedirected at exports promotion to improve on export earnings.

Monetary Operations

During thefirst half of 2010 the market for treasury billswas characterized by over subscriptioninthe
primary market dueto liquidity surge primarily from the banking system. Against thisbackdrop, the Bank
took atight monetary policy stance and strengthened its monetary operations. During the second half of
theyear, monetary operationsremained tight driven by growth in Reserve Money (RM) aboveitsquarter
4 target, resulting mainly from government’sincreased utilization of Waysand MeansAdvances. The
growthin RM wasreflected largely in currency outside banks.

Market demand for government treasury billsincreased asaresult of theliquidity surgeinthebanking
system during quarter 3, driven mainly by expansionary fiscal policy. The primary market auctionsfor
treasury billswerelargely over-subscribed during the third quarter of thereview period. Against this
backdrop, the Bank strengthened its monetary operationsthrough the issuance of Le72.50bn special
treasury bills converted from the approved stock of Non-Nogotiable Non-Interest Bearing (NNIB)
Securities. Inaddition, Le25.15bnworth of government treasury securitieswasissued from conversion of
Waysand MeansAdvancesin 2010.

Inquarter 4 of 2010, commercia bankswereunabletoroll over their existing maturitiesasaresult of the
large volumesof treasury billsthat were sold at the beginning of quarter 3. Some of theinitial liquidity
sterilised was now required to fund theimplementation of some of the energy infrastructure projectsand
thereisnormally avery high demand for money for transactions purposes during thefestive season. This
therefore gave riseto under-subscriptionsthat were taken up by BSL in quarter 4 of 2010.

Fisca expans ontowardsthe end of 2010 was significant and Ways and MeansAdvances outstanding as
at 31st December, 2010 was L e178.58bn. Consistent with Section 42(4) of the Bank of SierraLeone
Act, theBank transferred the outstanding Le178.58bn being “ 2010 Stock of Waysand Means” into a
new account on itsbook for subsequent saleto the market within 93 days.

The91-day Treasury bill average annual yield increased from 15.84 per cent to 26.76 per cent, the 182-
day Treasury bill average annual market rateincreased from 20.03 percent to 29.37 per cent and the 364
-day treasury bill average annual market rate also increased from 17.28 percent to 28.96 per cent. The
nominal interest rate on treasury bondsincreased from 10.00 percent to 25.00 percent by end of quarter
4 of 2010.

42



ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Table 21

(in Million Leones)

Stock of Government Securities Outstanding by Holders

2009 2010 Change
91-DAYS TBs 278,101.00f 291,303.65 13,202.65
BSL 55,846.25 27,024.60( -28,821.65
COM. BANKS 147,314.70| 172,627.95| 25,313.25
Non-Bank Public 74,940.05 78,277.15 3,337.10
NASSIT 19,000.00 13,373.95 -5,626.05
182-DAYS TBs 124,304.30( 249,222.35| 124,918.05
BSL 45,139.70 15,008.55| -30,131.15
COM. BANKS 56,610.30( 212,546.75| 155,936.45
Non-Bank Public 22,554.30 9,613.95( -12,940.35
NASSIT 21,355.90 12,053.10 -9,302.80
364-DAYS 249,563.20( 230,527.35| -19,035.85
BSL 63,476.75| 107,355.55| 43,878.80
COM. BANKS 155,064.35 89,070.10( -65,994.25
Non-Bank Public 31,022.10 6,116.45| -24,905.65
NASSIT 18,757.70 27,985.25 9,227.55
TBOND 103,976.40| 107,666.45 3,690.05
BSL 24665.75 20591.6 -4,074.15
COM. BANKS 0 0 0.00
Non-Bank Public 79310.65 87074.85 7,764.20
NASSIT 0 0 0.00
TOTAL 755944.9 878710.8| 122,765.90
BSL 189128.45 169980.3| -19,148.15
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At theend of the period, Commercia Banksholdingsof thetotal outstanding Government Securities
amounting to Le474,244.80 million was 53.97 percent while that of the non-bank public was 19.98
percent and that of Bank of Sierral.eone 19.34 percent.

For eign Exchange M anagement

Foreign Exchange Assets

Theactual gross external reserves position of the Bank asat end December 2010 stood at US$345.23
millionwhich wasU$8.86 million or 2.63 percent above US$336.37 million for the corresponding period
in 2009. Thefavourable position was partly dueto the additional disbursementsreceived from the World
Bank, thereduction intheweekly offer amount in theforeign exchange auction and theamount received
fromAfrican Mineralsinrespect of arrearsunder expatriatetax.

Theprogrammefor thereview period wassupported mainly by inflowsfrom UK/Sierraleone Programme
Aid Grant of GBP12.10 million (US$20.25 million), IMF-Enhanced Credit Facility SDR27.99 million
(US$42.82 million), World Bank Governanceand Reform Credit (US$16.76 million), African Devel opment
Bank (US$7.05million) and EUR21.33 million (US$27.47 million) from European Commission. Against
thisbackground, atotal of US$51.94 million and US$16.42 million were programmed to fund theforeign
exchange auctions and Government infrastructural (Roads, Energy and Water) projectsfor theyear,
respectively. Debt Service Paymentswere made asand whenthey fell due.

Inflows

Total inflowsrecorded for the period January to December, 2010 amounted to US$142.11 million as
against US$276.35 millionin 2009, reflecting adecrease of US$134.24 million (48.58 percent). The
performance recorded under inflowsisasfollows:

Receiptsfrom Exports

Total recei ptsfrom exportsincreased by 18.02 percent from US$7.99 millionin 2009 to US$9.43million
in 2010 whichis6.64% of thetotd inflowsof US$142.11 million asat end December 2010. Thebulk of
the performanceunder recei ptsfrom exportswasredized from Diamond License Fees, Diamond Exporter’s
Tax and Fishing Royalty/License. The performancerecorded in respect of Diamond License Feesand
Diamond Exporter’s Tax was US$3.11 million and US$3.00 million, ascompared to the 2009 actual s of
US$5.11million and US$1.83 million, respectively. The decreasein performance under Diamond License
Feesisattributed mainly to the depletion of aluvial diamondswhiletheincreasein Diamond Exporter’s
Tax wasasaresult of changein tax rate from 3.0 percent to 6.5 percent. On the other hand, Rutileand
Bauxited so recorded satisfactory performance of US$0.21 million and US$1.00 millionin 2010 compared
to the corresponding periodin 2009. Inflowsrealized from Fishing Royalty of US$2.11million exceeded
theactua of US$1.05millionin2009 by US$1.06million (101%). This performance could be attributed
to the strategic measures put in placein 2010 by the Ministry of Marine Resources, which amongst others
included thefollowing:-

License now being issued quarterly instead of monthly

Levy now being placed on fish discharge/export

Improved surveillance of our territorial waters for would be poachers and ensuring that the crew
composition of each vessel and mesh sizes are correct
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Table 22
Bank of Sierra Leone Foreign Exchange Cash Flow (in US$ Mn)
JAN - DEC JAN - DEC
2009 2010
INFLOW S:-Of which 276.34 142.11
Receipts from exports 7.99 9.43
Rutile - 0.21
Bauxite - 1.00
Diamond License fees 5.11 3.11
Diamond Exporters Income Tax 1.83 3.00
Fishing Royalty/License 1.05 2.11
M aritime Administration - 0.64
Other Govt 5.14 4.11
Others 2.03 1.25
Revenue for Infrastructural Proj. 1.52
African Mineral Mining Co. - 6.25
Inspection Fees - -
BSL Purchases of Notes/T. Cheques - -
Transactions with Commercial Banks 5.00 0.20
Privatization - -
Aid Disbursement/BOP Support 256.18 118.71
IM F 18.76 42.82
AFDB (ERRP 4) 8.52 7.05
UK/DFID 17.90 20.25
EU (EDF Replenishment) - -
W B Loan (ERRC/G) 10.04 16.76
EU - PCBS 56.91 27.47
Other Multilaterals/Bilaterals (Kuwait) 1.00 -
IDA/W orld Bank 3.39 2.91
IDB 3.96 1.45
OPEC Fund 5.40
HIPC Flow Relief - -
New SDR Allocation 130.30 -
OUTFLOWS:-Of which 150.45 123.68
Payments for Goods and Services 137.93 109.56
Embassy/Missions 10.88 11.58
BSL 7.90 1.23
Stabilization & Cooperation Fund - -
Printing of Currency 12.35 -
Government Travel 1.85 2.81
Other Government 11.44 11.73
New Infrastructure Projects (Roads) - 9.12
New Infrastructure Projects (Energy & W ater) - 6.87
Subscription to Intl. Organisations 2.58 1.95
Electricity Support 22.24 16.18
Private Sector Support 67.69 47.61
HIPC Related Imports 1.00 0.48
Debt Service after debtrelief 12.53 14.12
IM F 0.45 2.44
W orld Bank 0.93 0.98
AFDB 0.60 0.74
IFAD 0.01 0.26
EC/EIB - -
Other multilaterals and bilaterals 4.00 4.14
Paris Club Creditors - -
Other Commercial Debt 5.50 4.00
OPEC (CIP Arrangement) 0.98 1.57
Clearing of Arrears (EEC/EIB etc) 0.06 -




BANK OF SIERRA LEONE

Donor Disbur sements

Actual donor aid disbursementsin 2010 were US$118.71mn compared to US$256.18millionin the
corresponding period of 2009. The 2010 recei ptsweremainly realized fromaid dishursementsrepresenting
83.44% of total receipts. Out of thetotal aid disbursementsof US$118.71mnin 2010, US$42.82mn
(SDR27.99mn) was disbursed by the IMF under the Enhanced Credit Facility (ECF), US$20.25mn
(GBP12.10mn) wasdisbursed by UK/SierraLeone ProgrammeAid Grant 2010 for budgetary support,
US$16.76mn from the World Bank under the Governance Reform credit, US$27.47 mn (Euro21.33 mn)
from the European Union asbudgetary support and US$7.05mn from AfDB. Thedisbursement under EU
fell by US$29.44 mnin 2010 as compared that in 2009. A total of US$2.91mn and US$1.33 mnwere
realized from Leonessoldto IDA/IBRD and I DB respectively, to fund variouslocd projectsinthe country
in 2010 compared to US$3.39 mn and US$3.96 mnin 20009.

Outflows

Tota paymentsfor goodsand services and debt service paymentsamounted to US$123.68 million for the
year 2010 asagaingt US$150.46 millionin 2009. Thisrepresentsareductionin expendituresof US$26.78
million or 18%. Thisdrop insuch expenditurewasmainly asaresult of thereductionin theweekly amounts
offered under theforeign exchange auction. However, the bulk of expendituresduring 2010 werein respect
of theforeign exchange auction of US$47.61 million, new Infrastructural projects (Roadsand Energy) of
US$15.99 million, Embassy/Missionsof US$11.66 million and other Government expenditures (printing
of nationa 1D cards, theAce Consortium project etc.) of US$12.07 million. Actua debt service payment
madein thereview period amounted to US$14.12 million asagainst US$12.53millionin 2009. Thebulk
of the debt service paymentsin 2010 were madeto multilateral and commercial creditorsto thetune of
US$10.12 mn and US$4.00mn, respectively.

I nvestment Activities

Actud revenuerealized from externa investment for the period January to December, 2010 wasL €3.28
billion, whichis 15.69 percent abovethe budgeted amount of Le2.84billion. Thefavorable performancein
thereview period can be attributed to acombination of factorsincluding the depreciation of the Leone
againg theBank’sinvesting currenciessuch astheUSDallar, Pound Sterling, Euro and the SDR. However,
theLe3.28 billionrealized from external investment in 2010 was 9.07 percent bel ow the Le3.61 billion
recorded for the corresponding periodin 2009. Thiswasdueto lower level of invested foreign exchange
reservesemanating from latedonor disbursementsand huge paymentsrel ated to theinfrastructura projects
coupled with lower interest ratesin the Euro, Sterling and US dollar zones.

Foreign Currency Management

TheBank of Sierraleone’spolicy objectivefor currency management continuesto bethe holding of
reservesin currenciesto match cash flow needswith debt service paymentsand private sector support
condtituting themost significant.

External Debt Management

Serraleone' stota disbursed and outstanding officid long-term debt, including principa arrearsasat end
December 2010, stood at US$767.9 million as compared to US$692.0 million as at end December
2009. Tota outstanding debt continued to be dominated by debtsto multilateral creditors, accounting for
61.9 percent of thetotal, followed by commercia creditorsof 27.5 percent. Theresidual 10.60 percent
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Table 23

Currency Management

% of % of

Dec.2010 Total B al. Dec.2009 Total B al.
U.S. Dollars 118.4 34.64 41.12 12.41
Pound Sterling 23.16 6.78 6.00 1.81
Euro 15.23 4.46 94.71 28.58
Japanese Y en 0.85 0.25 0.75 0.23
SDRs 184.18 53.88 188.82 56.98
Total Balance 345.23 100 336.37 100
Donor funds
U.S. Dollars 100 100

wasowed to bilateral and other creditors. Theprincipa multilateral creditor wasthe World Bank with 20
percent of total debt owed.

A tota of US$239.9 million of the stock of disbursed outstanding debt wasin relation to principal arrears,
mainly owed to commercial creditors. Interest arrearsfor the review year amounted to US$3.5 million
owed alsoto commercia creditors.

During the period under review, the Government of SierraL eone continued to maketimely debt service
paymentsto al external creditors.

Total disbursements, both programme and project, received from external creditors amounted to
approximately US$98.23 million. Of thisamount, US$31.48 million wasfrom International Devel opment
Association (IDA) of theWorld Bank Group; US$42.82 million from the International M onetary Fund;
US$16.45 million from the African Development Bank and the residud of US$7.48 million wasfrom the
|lamic Devel opment Bank, Organization of Petroleum Exporting Countries (OPEC), EXIM Bank of
Indiaand Saudi Fund under various projects.

External Debt and Arrearsby Creditor Category

Thetotal outstanding debt stood at US$ 767.9 million asat end December 2010 showing an increase of
US$75.9 million when compared to US$ 692.0 million asat end December 2009. Theincreasein debt
stock inthereview period resulted from total disbursements made, which morethan outwei ghed total
principa repayments made during the same period.

Theprincipa andinterest arrearswere mainly inrespect of commercia creditors. The Principa arrearsof
US$ 8.4million owed to Chinawas under negotiationswith the Government of Chinafor atotal write-off.

Currency Composition

Themaor componentsof Sierral_eone sdebt by currenciesare dominated by the Special Drawing Rights
(SDR) and the United States Dol lar. They accounted for 57.06 percent and 17.40 percent, respectively,
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Table 24
Disbursed Outstanding Debt, including Principal Arrears as at End December 2010
classified by currency of liability ('000)
Dec. 2009 Dec. 2010
debtin debtin
Currency Foreign total debtin Le |%of total| Foreign total debtin Le |%of total
Currency Currency
Chinese Yuan 114,343 64,168,148 3.96 114,343 72,352,820 3.45
EURO 23,159 127,697,336 7.88 22,281 124,232,617 5.92
Japanese Yen 903,206 37,573,370 2.32 920,550 47,270,243 2.25
Kuwaiti Dinar 6,207 83,314,513 5.14 6,595 98,317,798 4.69
Saudi Riyal 2,306 2,370,499 0.15 7,702 8,623,467 0.41
United States Dollar 74,092 285,675,043 17.64 86,908 364,840,653 17.40
Special Drawing Rights 140,467 845,583,247 52.20 185,084 1,196,649,497 57.06
Islamic Dinar 28,816 173,466,557 10.71 28,613 184,995,635 8.82
Total 1,619,848,712 100 2,097,282,730 100

Source: External Debt Policy Section

asat end December 2010. Loansto theIDA/WB and IMF are mainly denominated in SDRs, which
accounted for the high percentage of thetotal debt. Thethird major currency component of the country’s
debt istheldamic Dinar, which accountsfor 8.82 percent.

Debt I ndicatorsand Debt Service

Debt service payments madeincreased dightly by 7.1 percent from US$15.65 millionin 2009to US$16.76
millionin 2010. Thisincrease was accounted for mainly by the principa amount paid to the IMF and
goodwill payments madeto commercial creditors. Savingsfrom debt relief under the HIPC Initiative
increased from US$3.69 millionin 2009 to US$3.71 millionin 2010. Thisreflectsdebt-flow relief dueon

Table 25
Principal & Interest Arrears as atend Dec-2010 (US$Mn)
DEC. 2009 DEC. 2010
Principal|lnterest|Principal|lnterest
Arrears Arrears Arrears Arrears
Total External Debt 242.6 3.5 239.9 3.5
Total Commercial Obligations 213.8 211.1
& Short-Term Debt 1/
Total Long-Term Debt, 28.8 3.5 28.8 3.5
of which :

Multilateral
W orld Bank Group

IM F
Others

O fficial Bilateral 8.4 8.4
Paris Club
Others 2/ 8.4 8.4

Other Creditors 20.4 3.5 20.4 3.5
E xecutive Outcom e 20.3 3.5 20.0 3.5
Chatelet Investment Ltd 0.1 0.4

1/ China, M orocco, Kuw ait & Saudi Fund
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debt service paymentsonly to EEC/EIB and IFAD. Theratio of debt serviceto exportsdecreasedin
2010, asaresult of theincreasein exports. Theratio of the stock of debt/GDPincreased by 4.12 percent
asaresult of theincreasein Gross Domestic Product, whichislower thantheincreaseinthe stock of debt.

AsSierral.eone sdebt situation isat amoderaterisk of debt distressthe Government seeksto maintain
prudent borrowing policiesand torely mainly on grantsand highly concessional loans.

Sierra Leone’'s Performance on the West African Monetary Zone (WAMZ)

Convergence Scale 2010

Whileeffortsat promoting regional integration continue a ong the path of achieving thesingle currency
objective of theWAMZ, anumber of challengesstill remain. Nonetheless, thejourney sofar, and the
lessons|earnt indicate that rigorous steps need to be taken to consolidate the gainsto ensure further
progressisregistered. Against thisbackground, it isrecognized that, for member countriesto achievefull
compliancegtatusrdativeto the WAMZ Macroeconomic Convergencecriteria, fiscal and monetary policy
coordination must be strengthened and measures adopted to rationalize expenditure and enhance revenue
performance. Tothisend, theWAMZ Convergence Council of Ministersand Governorsof Central Banks
recommend intensification of effortsto redressthe challenge of hugefiscal deficits, promote fiscal
sustainability, and adopt fiscal responsibility legidation. Also, member statesare expected to adopt effective
expenditurerationalization and non-inflationary methods of financing infrastructure projectsin national
budget formul ation and management. A major highlight of developmentsinthe WAMZ during theyear
2010wasL iberiaattaining full membership of theWest African Monetary Zone (WAMZ) thereby incressing
the membership of thezonefrom five countriesto six. Consequently, Liberiahasnow beenfully integrated
to benefit fromal WAMZ projectsincluding Payments System devel opment, Financia Sector Integration
and Trade Policiesetc.

Sierra Leone's Macroeconomic Performance

Duringthereview period, Sierraleonemet only oneout of thefour primary convergencecriteria, namely,
grossreservesto monthsof import cover. Thecriterion on single-digit inflation was breached asthe country
continued to post doubledigit inflation rate throughout 2010. Thecriteriaon centra bank financing of fiscal
deficit and budget deficit excluding grantswere a so not met, reflecting increased government expenditures
financed through utilization of waysand meansadvancesfrom the Central Bank. The over-dependenceon
externd budgetary support, whichfor themost part isdel ayed, constitutesanother difficulty. The continued
depreciation of the Leone against major currenciesand thewidening of government budget deficit were
among the mgjor challengesfaced by the government during the reporting period. However, only one
secondary criterion was met during the period under review.

Primary Criteria

Inflation

Inflation continued to remainin doubledigitsfor thewhole of 2010 with theyear-on-year ratereachinga
peak of 18.3 percent in November 2010. Year-on-year inflation rate wasrecorded at 17.84% asat end
December 2010, alevel which wasin breach of the singledigit criterion prescribed under the WAMZ
programme. Thiswas attributableto theimpact of theintroduction of the Goodsand ServicesTax (GST)
in January 2010 coupled withtheincreasesinfud pricesasaresult of government’sgradua withdrawal of
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subsidiesand the depreciation of the Leone. Thelowest year-on-year inflation rate of 14.83 percent was
recorded in January 2010.

Fiscal Deficit/GDP Ratio

Compared to 2009, the year under review recorded awider fiscal deficit/GDPratio of 12.5 percent, in
breach of the criterion of not morethan 4 percent. Fiscal deficit excluding grantsin 2010 was 2.62
percentage points higher when compared to the 9.88 percent of GDP recorded in the previous year.
Revenue performancein 2010improved asaresult of theenhanced performancefrom the newly introduced
Goodsand ServicesTax (GST). However, theincrease in government expenditure outweighed that in
revenue. Expenditure exceeded budgetary targets dueto salary increases, expenditure on the health sector
and extra-budgetary infrastructure outlays. Despitethe efficiency gainsfrom the goods and servicestax
(GST) and other revenue sources, the need to find new avenuesto generate additional revenue and create
sufficient fiscal spacefor theimplementation of government’sinvestment programsin infrastructureand
social services cannot be over emphasized. One such areacould readily bethe revenue potential from
mining, whichincludessigned agreementsfor iron oremining and revenuesfromroyaties.

Table 26
Status of Convergence
(Primary Criteria)
Criteria Target 2007 2008 2009 2010
Inflation (end period) Single digit 12.10% 13.21% 12.22% 17.84%
H ici (o)
Fiscal Deficit/GDP% Less than or 6.00% 15.00% 9.88% 12.50%
(excl. grants) equal to 4%
Central Bank Less than or
Financing/ Previous 0.80% 0 18.70% | 27.90%
equal to 10%
years tax revenue
Gross External Greater than or
Reserves (Months of equal to 3 4.8 4.0 5.8 4.5
imports) months
(Secondary Criteria
Criteria Target 2007 2008 2009 2010
Domestic Arrears 0 n.a n.a n.a n.a
Tax reven_ue/GDP Greater than or 10.8% 13.0% 9.8% 10.3%
ratio equal to 20%
Salary Mass/Total Less than or 65.2% 59.3% 64.5% 60.9%
Tax revenue equal to 35%
Public Investment G ter than
from Dom estic reaterthan orf 2209 1320% | 1651% | 40.38%
. equal to 20%
receipts
Real Interest Rate Greater than 0 -4.40% -6.70% -5.97% -11.59%
Exchange rate Stable +/-15% 14.90% 15.77% 33.55% 38.97%
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Central Bank Financing of Fiscal Deficit

Central Bank financing of fiscal deficit of 28 percent of previousyear’ stax revenuewasat variancewith
therequirementsunder the WAMZ criterion of not morethan 10 percent of previousyear’stax revenue.
Thedeficit wasmainly financed by Net Claimson Government by the Banking Systemwhichincreased by
62.93 percent. Ways and MeansAdvancesincreased to Lel78.58bn as at end December 2010 while
securitiesholdings by the banking systemincreased by Le92.93bn. Meanwhile, theBank of SierraLeone
continuesto pursue activemonetary policy to achieveitsobjectives.

Gross External Reservesin Months of | mports Cover

Gross external reserves position of the Bank improved from US$336.4 mn in December 2009 to
US$345.23mn at end-December 2010. Thistrandated into 4.5 months of imports compared to 5.7
monthsof importscover recorded in the preceding year. Notwithstanding the drop in reserves coverage of
imports, SierraL eone still met the WAMZ criterion of at least 3 monthsof importscover. Thedropin
importscover wasdueto thehighlevel of importsrecorded during thereview period.

Secondary Criteria

Tax Revenue/GDP Ratio

Theratio of revenue as a percentage of GDP was recorded at 10.3 percent during the review period
compared to theWAMZ benchmark of 20.0 percent. Consequently, the country failed to meet thiscriterion
in 2010. This performancewas however abovethe 8.8 percent attained in 2009. Despitetheincreasein
revenue collection, therewasstill room for improvement. Domestic revenueincreased in part, asaresult of
theincreasein diamond roydtiesfrom 3.0t0 6.5 percent, the continued efficiency gainsin GST performance
and the benefitsfrom reformsin tax administration.

W ageBill/Total Revenue

SierraL eonefdl short of meeting the criterion on salary mass/total revenue of not more than 35 percent.
The 64.5 percent attained in the preceding year however dropped to 60.9 percent during the review
period, thereby breaching the criterion. Theincrease could be partly attributabl e to the recruitment of
additional 3,000 health careworkersto implement the FreeHedlth Carelnitiative (FHCI).

Public I nvestment from Domestic Receipts

Thecriterion on Publicinvestment from domestic recei ptswas met for thefirst timeduring thereview
period, increasing from 16.5 percent in 2009 to 40.4 percent in 2010. Performance under thiscriterion
hasbeenlargdy influenced by government’ sinvolvement inthe devel opment of basicinfrastructure (including
roads, energy, water and sanitation systems) acrossthe country. The purposeisto removethekey congraints
to creating an enabling environment for businesses and promote sustainable growth.

Real | nterest Rate

Redl interest ratewasrecorded at minus 11.59 percent during thereview period. The deteriorationwasa
result of the upward trend in inflation rate which moved from 9.94 percent in 2009 to 17.84 percent in
December 2010, combined with thevirtua stagnation in the savingsratesduring thereview period.
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Nominal Exchange Rate Stability

TheL eonecontinued to depreciateagainst major internationa currenciesduring thereview period, deviating
by 38.97 percent from the central parity rate and exceeding the WAMZ benchmark band of + 15 percent.
Theexchangeratewasrelatively stable during thefirst haf of 2010 but depreciated steadily in the second
half duemainly to domestic demand pressuresfor forelgn exchangetofacilitate government’ sinfrastructure
devel opment projects and meet theimport requirements of the public amidst increasing international
commodity prices. Bank of SierraL eone continued to supply foreign currency to the market through
foreign exchangeauctions, which sizewas sca ed down from US$2 million per week in January to US$0.40
million per week in December 2010.

I nstitutional Preparedness

Sincethelifting of the suspensionin December 2007 no company has been registered under the
ECOWASTradeLiberalization Scheme(ETLS). SierraLeone' sparticipationinthe ETLSwas
therefore only through importssince no exporting company wasregistered during theperiod. This
may be explained by thefact that there are very few large scale manufacturing enterprisesin the
country that stand to benefit from exporting under the ETL S. The problemsthat led to theinitial
suspension of thescheme, namdly: difficultiesin authenti cating certificates of origin that accompany
theregistered goods, still persist.

In SierralLeone, the Automated System of CustomsData(ASY CUDA) hasbeen deployed at the
major entry points. TheASY CUDA isnow in full operation at the Customs main house at the
Queen Elizabeth 11 Quay in Freetown. Thereare plansto extend itscoverageto other mainentry
pointsat theLungi Internationa Airport.

Under the ECOWA S Common External Tariff (CET), SierraLeoneisyet to submititslist of
commoditiesunder thefifth band.

Thereview of the capital base of commercia banksin SierraL eone hasresulted in some banks
struggling to meet thenew requirements. Sierraleoneiscurrently operating under Basdl | but has
recently prepared prudential guidelinesfor banksand deposit taking Microfinance Institutions
(MFIs) andiscurrently reviewing the banking Act.

The modernization of the payments system of Sierra Leone project funded by the African
Development Bank (AfDB) ison course with the prospect that the deadlines for individual
componentswill bemet. .

In Sierraleone, the CPI has been rebased to 2007. However coverageislimited to mgjor urban
arrears.

There hasbeen alull in sensitization activitiesin SierraL eone partly dueto issuesrelating to
uncertaintiesin thelaunch datesand fears of credibility problemsfollowing thethree previous
postponements. Thereareindicationsthat the National Sensitization Committees (NSCs) inmost
member countriesareawaiting theimplementation of the new strategy proposed by the convergence
Council.
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Table 27
D ebt Service payments made in US$mn
2009 2010

Bilateral: 1.10 1.8

Paris Club Creditors 0
O ther Bilateral 1.10 1.8
M ultilateral (Net amount) 5.20 7.7
A frican D evelopment Bank/Fund 0.58 0.6
W orld Bank (IBRD/IDA) 0.92 0.9
International M onetary Fund 0.32 2.1
O ther M ultilateral 7.07 7.6
Of which: HIPC for. exch. savings on debt service* 3.69 3.7
Net Amount paid 3.38 3.9
Other Commercial/M ilitary D ebts 5.65 3.5
Grand Total 15.65 16.7
Of which: HIPC Debt relief 3.69 3.7
Net Amount 11.96 13.0

Source: External Debt Policy Section, BSL

Human Resources Developments

Saff Srength

During theyear under review, the Bank continued with the restructuring exercise which commencedin
2008 with the main focus being modernization and professionalization of the Bank in order to ensure
enhanced capacity of itsworkforce. The Bank recruited professional Accountantsand I T staff, whilst
internaly, staff who haveimproved their technica skillsand qualificationswere promoted.

Total staff strength as at end December 2010 was 521, reflecting a 1.7% decrease from 530 at end
December 2009. The changein staff strength was on account of changesin thefollowing categories:
Management staff, Sub-Professional and Other cadres. Asat end December 2010, Management staff
recorded adecrease of 2, from 6 asat end December 2009 to 4 asat end December 2010. Thisdecrease
wasdueto theretirement of 2 Heads of Department.

Staff strengthinthe Professional cadreremained stagnant at 230 athough there were severances, additions
and promotionswithinthiscadre during theyear. Staff strength in the Sub-professiona cadredeclined by
7 duemainly to severanceof 7 staff memberswithinthiscadre. Staff strength inthe other cadresdecreased
by 3from 127 asat end December 2009 to 124 asat end December 2010. The decrease wasaresult of
the severance of 3 membersof staff.

Total permanent male staff strength was 371 as at end December 2010. Of this, 9 were Fixed Term

Employees. Theproportion of maegtaff including Fixed Term Employeestotota saff srengthwasrecorded
at 72.9 percent asat 318t December 2010.
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Tota fema e staff asat end December 2010 was 141 (one hundred and forty-one). Out of this, 18 (eighteen)
wereFixed Term Employees. The proportion of femal e staff to total staff including Fixed Term Employees
wasrecorded at 27.1%.

Severance
A total of 28 (twenty-eight) membersof staff severed from the services of the Bank as shown below:

Resgnation

Retirement

Deceased

Retirement on Medica Grounds
Voluntary Retirement

End of Contract

Termination

Digmisd

Position Declared Vacant

Total

N
|CD|HH-I>-I> N W oo o1

Training

Inlinewithitsobjectiveto foster the development of apool of highly trained professionals, the Bank
continued to providetraining opportunities both locally and overseasto enable staff perform their duties
effectively and efficiently. During theyear under review, requestsfor training from Departments/'unitswere

Chart 14
Breakdown of Staff per Category as at end 2010
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analyzed and processed inlinewith the specific needs of the Departments/Unitsof the Bank. TheBank has
been repositioning itself to meet itscurrent/future challenges and stepswere taken to strengthen Banking
Supervisonandin particular the Financid Intelligence Unit (FIU) and the Credit Reference Bureauwhich
aretobe'midwifed’ by the Bank of Sierral_eonebeforeturning them over to the private sector ingtitutions
to allow the Bank to focus on executing its core mandate. Training wasa so undertaken to build capacity
to support the Payments System programmeto impart efficiency soundnessand stability inthefunctioning
of thefinancial system.

Staffsinthese sectionshave been given gppropriatetraining. Much of thetraining wastherefore concentrated
in building Human Resource capacity inthesearess.

Also, invitationsfor anumber of overseas short courses, mostly organized by theWest African Ingtitutefor
Financial and Economic Management (WAIFEM) were received and processed for staff participation
bank-wide. Nominationsfor participation werea so processed for coursesorganized localy by ingtitutions
such astheIngtitute of Public Administration and Management (IPAM).

In order to enhancetheir career prospectsinthe Bank, 8 staff were pursuing degree programmeslocally
on Bank sponsorship. Two of them compl eted their respective programmesduring the year.

Directors of the Board

The Board comprisestwo Executive Directors (The Governor and Deputy Governor) and five Non-
Executive Directors appointed by His Excellency, The President of the Republic of SierralLeone, in
compliancewith the provisionsof the Bank of Sierral.eoneAct 2000.

The Governor and Deputy Governor are appointed for aterm not exceeding five (5) yearsand shall be
eligiblefor re-appointment. The Governor and Deputy Governor were appointed 15t July 2009 and 6th
October 2008, respectively.

TheNon-Executive Directorsare gppointed for aterm of threeyearsand shdl bedigiblefor re-gppointment.
TheDirector, Secretary’s Department isal so the Secretary to the Board.

Pension Fund

TheBank hasdissolved its Pension Fund Scheme and made aternative arrangementsfor the migration of
al saff totheNationa Pension Trust Fund Scheme managed by the Nationa Socid Security and Insurance
Trust (NASSIT) Company.

L egislative Changes Relevant to the Bank

A review of theBank of Sierral.eoneAct 2000, the Banking Acts 2001, the Other Financial ServicesAct
2001 and theAnti-Money Laundering Act 2005 are currently in progressin collaboration with technical
assistance from the World Bank. Parliament during the review period enacted the Companies, and
Bankruptcy Acts.
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Bank of SierralL eoneCharity Trust Fund

The Charity Trust Fund was established by the Bank of SierraL.eoneon 1% August 2005. Itisintended to
serve deserving studentswho achieve academic excellencein the pursuit of their academic/scholastic
endeavorsat the Secondary School level. The Charity ismanaged by anindependent Board of distinguished
membersin their chosen profession, who act as Trustees of the Fund.

TheBoard of Trustees currently comprisesthefollowing members.

Professor JA SRedwood-Sawyerr - Chairman
Mr.A. Conteh - Member
Dr. ChristianaThorpe - Member
Mr. M. l.Amara - Member
Mr. TomLee - Member

Note
The Board which was established on 4th August 2005 wasinaugurated on 6th August 2005 with the
following main responsibilities, among others:

- To promote the advancement of education in Serra Leone
- To support and subscribe to any charitable or public object and any institution or society
for the promotion of education in Serra Leone.

Two new beneficiariesof the charity for the 2010-2011 academic year, were recognized and presented
with chequesto cover tuition, lodging, booksand maintenance.

Theproud beneficiarieswere Ms. Kumba Seddu and Mr. Sdlieu Jaloh. Theformer scored thehighestin
theWest African Senior School Certificate Examination (WA SSCE) in May/June 2010 and thel atter the
second highest. They wererespectively from the Annie Walsh Memorial School in Freetown and the
Albert Academy School, alsoin Freetown.

BOARD OF DIRECTORS, OFFICIALSAND REGISTERED OFFICE

Directors: Mr. S.S. Sesay - (Governor)
Ms. A. R. Coker - (Deputy Governor)
Dr. S.A. Bockarie
Mr. D. F. Shears

Mr. H. Hanciles
Dr. MorieK. Manyeh
Mrs. M. Kamara

Secretary of the Board: Mr. H.E.P Musah
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Ag. Director, Accounts and
Budget Department: Mr. Abdul Aziz Sowe

Solicitors: Renner-Thomasé& Co.
AddeChambers
15 Wilberforce Street
Freetown

Auditors PKF
Chartered Accountantsand BusinessAdvisers
Regent House
12 Wilberforce Street
Freetown

Registered Office Siaka Stevens Street
Freetown

Satement of Directors Responsibilities

TheBank of Sierral.eoneAct 2000 requiresthe Directors of the Bank to prepare and forward to the
Minister of Finance and Economic Devel opment (MOFED) financia statementsfor each financia year
whichgiveatrueandfair view of the sate of affairsof the Bank and of the profit or lossfor theyear then
ended.

In preparing thesefinancia statements, the Directorsarerequired to:
- sdect suitableaccounting policiesand then apply them consi stently;
- makejudgmentsand estimatesthat are reasonable and prudent;
- datewhether gpplicableaccounting standardshave beenfollowed, subject to any materia departures
disclosed and explainedinthefinancid statements; and
- preparethefinancia statementson the going concern basisunlessit isinappropriateto presume
that the Bank will continueitsoperations.

TheDirectorsareresponsiblefor keeping proper recordswhich disclosewith reasonable accuracy at any
time, thefinancial position of the bank and to enable them to ensurethat thefinancial statementsshould
includeasummary of significant financia accounting policiesand other explanatory notesin accordance
with international financial reporting standardsand the Bank of SierraLeoneAct 2000. They arealso
responsiblefor safeguarding theassets of the Bank and hencefor taking reasonable stepsfor the prevention
and detection of fraud and other irregularities.

Directorsand their Interests
Thefollowing were Directorsof the Bank asat 31t December 2010

Mr. S.S. Sesay - Governor (appointed July 1, 2009)

Ms. A. R. Coker - Deputy Governor (appointed October 6, 2008)
Dr. S. A. Bockarie - Director (appointed April 22, 2008)
Mr. D. F. Shears - Director (appointed April 22, 2008)
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Mr. H. Hanciles - Director (appointed April 22, 2008)
Dr.MorieK. Manyeh - Director (appointed April 22, 2008)
Mrs. M. Kamara - Director (appointed April 29, 2008)

The Governor and Deputy Governor, who were appointed on 18t July, 2009 and October 6th 2008
respectively, shall each be appointed for aterm not exceeding five yearsand shall be eligiblefor re-
gppointment.

Theother Directorshold officesfor threeyearsand shal bedigiblefor re-appointment.

No Director had, during theyear, had amateria interest inany contract or arrangement of significanceto
which thebank wasor isaparty.

Auditors

TheAuditors, MessrsK PM G weregppointed in March 2011 to conduct theaudit of thefinancid statements
for theyear ending 315t December 2010.
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ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Financial Position and Operating Results of the Bank
for the Year ended 31st December, 2010

BACKGROUND

In 2007, the Bank commenced preparing itsannua accountsinlinewith thelnternationd Financid Reporting
Standards (IFRS) in linewith current best practice. Messrs. KPM G has proposed that the accountsbe
prepared in the most recent format of the IFRS and hencethe presentation of the Statement of Financial
Position and Statement of Comprehensive Incomediffersfrom that of the year 2009 asreported by the
thenAuditors, Messrs PKF. Comparativefiguresfor the previousyear are shown alongside.

1 STATEMENT OF FINANCIAL POSITION
TheBank'soverdl financid performanceimproved with total assetsandtotd liabilitiesand equity
increasing significantly by 35% from Lel.65 trillion in 2009 to Le2.23 trillion asat 31st

December, 2010.

Thecomposition of total assetsisdepictedinthetablebelow and two piechartsoverleaf:

In thousands of Leones 2010 2009
Assets

Cashand cash equivalents 678,567,070 570,683,317
International Monetary Fund Related A sset 831,314,280 573,654,590
L oansand advances 198,789,921 17,437,122
Investment inequity 17,550,941 15,973,581
I nvestment securities 435,094,849 365,185,994
Property, plant and equipment 59,177,854 46,311,444
Other assets 7,794,820 55,994,568

Total assets 2,228,289,735 1,645,240,616
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Assets

Thegraph bel ow showsthe comparative analysis of thedifferent categories of assetsover thetwo year
period.
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Thelnternational Monetary Fund (IMF) Related Assets, reported on anet basis(IMF Quotaless Securities
and IMF No.1 Account balances plus SDR Holdings) increased by 44.91% from Le573.65 billionin
2009 to Le831.31 hillion in 2010. Cash and Cash Equivalents with Banks and the Bank's Foreign
Investmentsin Equity alsoincreased by 18.90% and 9.87% respectively.

Thesignificant increasein Loansand Advanceswas dueto Ways and M eansAdvancesto Government of
Lel77.69 billioninaStock Account which wasnil in 2009. Staff L oans and Reverse REPO A ccount
increased by 17.27% and 64.44% respectively.

TheBank'sInvestment Securitiesincreased by 19.14% from Le365.19 billionin 2009 to Le435.09 billion
in2010. The5-year Medium Term Bondsincreased by 55.55% reflecting the Government's conversion of
Le100 billion worth of Non-Negotiable, Non-interest Bearing Securities under the Recapitalisation
Programme. Holdings of Government Securities (Treasury Billsand Bonds) decreased by 16.25% from
Lel85.19hillionto Lel55.09 billionin 2010.

Thetotal value of Other Assets (including thevalue of gold stock and inventory items) fell drastically by
86.07%from Le55.99 hillionin 2009to Le7. 79 billionin 2010 mainly dueto asharp decreasein ltemsin
Transit (from Le52.76 billion in 2009 to Le125.54 million in 2010) and the write-off of Government
Securities Certificatesamounting to Lel41.72 million that wereno longer required.

However, Deferred Currency | ssue Expensesincreased by 243.62% from Lel, 879.38 billionin 2009to
Le6, 458 billion in 2010 as aresult of the launching of resized notesin May, 2010.Gold Stock also
increased by 41.19% from Le375. 81 millionin 2009 to Le530.64 million asat 31st December, 2010.

TheBank's Property, Plant and Equi pment improved by 27.78% from Le46.31 billionin 2009to Le59.18
billionin2010asaresult of Sgnificant additionsto Premises (L e8.58 billion), Office Furnitureand Equipment
(Le3.80 billion) and Work in Progress on the Tokeh Resource Centre (Le2.81 hillion).
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Liabilities

Thegraph bel ow showsthe comparativeanaysisof thedifferent categoriesof liabilitiesover thetwoyear
period.
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Total Liabilitiesincreased marginaly by 7.69% from Lel.95trillion in 2009 to Le2.10trillionin
2010.

IMF Specid Drawing Rights(SDRs) Allocation increased from Le693.35 billionin2009to Lel.12trillion
in 2010 mainly because | MF Specia Drawing Rights (SDRs) increased by 36.33% from Le471.89billion
in 2009 to Le643.35 billion as at 31st December, 2010 and Disbursements under the IMF Poverty
Reduction and Growth Facility (PRGF) also increased by 114.18% from Le221.46 billionin 2009 to
Le474.32billionin 2010.

Total Non-Financial Liabilitiesdecreased by 15.15% mainly dueto a90.32% decreasein the Provision
for the Revauation of PipelineLiabilitieswhich wasdiscounted to its present value during the year from
Le291.19hillionto Le28.18 hillion. However, Currency in Circulation increased by 29.83%.

Depositsfrom Commercial and Community Banksincreased by 85.06% from Le49.54 billionin 2009to
Le91.69 billionin 2010. Accrued Chargesand Other Liabilitiesincreased by 20.57%. Government Deposits
however decreased by 61.56% from Le338.75 hillion asat 31st December, 2009to Le130.20 billionin
December, 2010. Other Depositsa so decreased by 3.11%.

Reserves
Total Reservesimproved significantly during the period from net total negativer eservesof L €352.03
billion asat December 31, 2009 to net total positivereservesof Le82.43 billion asat December 31,

2010. Thisfavourableposition reflected corresponding improvementsin the Foreign Exchange Reva uation
Reserve and General ReserveAccounts.
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Thenet credit of Le139.44 billion inthe Foreign Exchange Reva uation ReserveAccount will be
treated in accordance with Section 54(3) and (4) of the Bank of SierraLeoneAct 2000. The
194.70% improvement was dueto thetransfer of net reval uation gainsrealised during the period
under review.

The negative balancein the Genera ReserveAccount improved by 62.20% mainly asaresult of
theadjusmentsmadeto reflect thereduction inthe provisonfor impairment of theNon-Negotiable,
Non-Interest Bearing Securitieswhich were converted to marketable securities as part of the
Bank'sassets (L e84.43 hillion 5-year medium term bonds) and for monetary operations(Le77.5
billiontreasury bills).

2. STATEMENT OF COMPREHENSIVE INCOME
OperatingIncome
Total operating incomeamounting to L e68.38 billion represented anincrease of 126.46% from
theamount of L €30.19 billion generated in 2009. The Net Oper ating L ossof L €23.34 billion,
increased by L e439.55 million over thenet loss of L €22.91 billion incurred in 20009.

Thisisdepicted in thetableand graph below:

Description 2008 2009 2010
SLL'M SLL'M SLL'M

Revenues 36,925 30,195 68,379

Losses -12,470 -22,905 -23,345

G0,000

40,000

E== Revenues
20,000

—| 55e S

-l2470 -22,905 -23,345

-20,000

=40, 000

Thefavourable performance of incomewaslargely attributed toincome of Le41.62 billionfrom
Investment Securitiesrepresenting a93.80% increasefrom 2009 (Le21.48 billion). Income of
Le22.95hillion redlised fromthe5-Year Medium Term Bonds converted from the non-negotiable,
non-interest bearing securitiesasat end December, 2010 constituted 55.13% of thetotal income
frominvestment securities.
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I nterest income from Loans and Advances (to Government) amounting to Le20.22 billion wasthe next
major sourceof income. It increased significantly from Le3.04 billionin 2009 dueto anincreaseinthe
utilisation of theWaysand MeansAdvancesFacility by Government.

Thetotd incomeof Le3.28 billionaccruing from Foreign Currency |nvestmentswas4.94% of totd interest
and similar income. Thisincome represented adrop by 9.02% when compared with the amount of
Le3.61 billion generated in 2009. Thisunfavourable position clearly reflectsthe negative effects of the
Globa Financid Criss.

Thegraph below showsthe comparative andysisof the different categories of revenue over thetwo year
period.
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Operating Expenses

Total operating expensesincreased by 72.73% from L e53.10 billion in 2009 to L €91.72 billion.
39.83% of thisamount, representing a407.05% increase over the amount spent in 2009 wasin respect of
currency costs. Theincreaseismainly attributed to the resized notes with enhanced security features
launched during theyesr.

Personnel costsamounting to Le33.58 billion wasthe next mgjor item of expenditure during the period,
accounting for 36.60% of total operating expensesand representing a20.17% increase over theamount
spentin 2009.

Other Expenses(including directors remuneration, lega and professiona feese ectricity costs, insurance

payments and passages and overseas allowances) increased by 24.08% over the amount incurredin
20009.
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Net Operating L 0ss

The Net Operating Lossof Le23.34 billion, increased by L e439.55 million over the net loss of
Le22.91 billionincurred in 2009, which will betreated in accordance with the requirements of
Sections 11 (6) and (9) of the Bank of Sierral.eoneAct 2000.

3. Equity

Total equity improved significantly from anegativebaance of Le302.03 billionin 2009to apositive
baancelLel32.44 billionlargely dueto thepositiveeffect of thetotal profit (net of revaluationgains
and operating | oss) redised for theyear, and the adjustment to reflect thereductioninthe provision
for theimpairment of the Non-negotiable, Non-Interest Bearing Securities.

Budget Performance for year 2010

Theandysisof theBank'sBudgetary Performancefor the period January to December, 2010isbased on
the Consolidated Recurrent Budget approved for the year, which projected total income at L €34.16
billion and expenditureat L €113.22 billion, with aresultant projected deficit of L €79.06 billion.

In actua termshowever, the net lossof L e23.34 billion incurred was 70.47% bel ow the projected loss of
L e79.06 billion. Thisfavourable position for theyear under review was dueto acombination of higher
levelsof incomeand lower level sof expenditurethan projected.

TheActual lossfor 2010 was higher than the net loss of L €22.91 billion incurred asat end Decembe,
2009. Please see Tableand Chart below for further anaysis.
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Report of the directors

TheDirectorshave pleasurein submitting their report to the Government of SierraLeonetogether with the
audited financial statementsfor theyear ended 31 December 2010.

Principal activities

(@  tofostertheliquidity, solvency and proper functioning of astable market-based financia system;
(b)  toformulate, adopt and executethe monetary policy of SierraLeone;
(o  toformulate, adopt and executetheforeign exchange policy of SierraL.eone;

(d) tolicenseand superviseinstitutionsthat engagein the business of receiving money depositsor
other repayablefundsfrom the public and extending creditsfor their own account, including bureauix
of exchangeand foreignexchangededlers,

(¢  toown, holdand manageitsofficid internationa reserves,
® to act asbanker and adviser to, and asfiscal agent of, the Government;
(9  topromotetheefficient operation of payment system and

(h)  topromotethe safe and sound development of thefinancial systemincluding safeguarding the
interestsof depositors.

Directors responsbility statement

TheBank'sDirectorsareresponsiblefor the preparation and fair presentation of thefinancid statements,
comprising thestatement of financid position asa 31 December 2010 and the tatementsof comprehensive
income, changesin equity and cash flowsfor theyear then ended, and the notesto thefinancia statements,
whichincludeasummary of significant accounting policiesand other explanatory notes, in accordance
with Internationa Financial Reporting Standards, andinthe manner required by the Bank of Sierral.eone
Act 2000 and for suchinternal control asthe directors determineisnecessary to enablethe preparation of
financial statementsthat arefreefrom material misstatement, whether dueto fraud or error .
TheDirectorshave made an assessment of the Bank'sability to continue asagoing concernand haveno
reason to believethe businesswill not beagoing concernintheyear ahead.

Sharecapital

Detailsof the Bank'sshare capita areshowninnote 28to thesefinancial statements.

Resultsfor theyear and appropriation

Lossfor theyear wasL e 23.3 billion. (2009: Le22.9 hillion). No appropriation ismade asrequired by
Section 11 of the Bank of SierraL.eoneAct 2000 asthe Bank incurred anet | oss.
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Report of the directors (continued)
Audit Committee

TheAudit Committee comprising non-executivedirectorsisresponsiblefor oversight function over the
audit mechanism, internal control system and financial reporting system. TheAudit committee meets
quarterly to review and monitor theimplementation of recommendationsin theinternal audit reports,
external auditors management |ettersand other oversight reportslike the IMF Safeguards A ssessment

Reports.

Monetary Policy Committee

TheMonetary Policy Committeeisthe highest policy making body inthe Bank on monetary policy matters.
Chaired by the Governor of the Bank, thiscommitteemeetsmonthly to review developmentsin theeconomy
and their implicationsfor monetary management. It takesdecisonsontheleve of thekey policy rate of
the Bank, theMonetary Policy Rate (MPR) to signal to the market the stance and direction of the Bank's
Monetary Policy in seeking to achievethe primary objective of pricestability.

Banking Supervision Technical Committee

ThisCommitteeisresponsibleto direct and deliberate on the operationsof all financid institutions.
Foreign AssetsCommittee

The Foreign Assets Committee meets quarterly and hasresponsibility to deliberate on issuesrelating to
foreign assetsof the Bank, review exchange control regul ationsrelating to capital account transactions,
monitor and maintain theexterna reservesto safeguard theinternd valueof thelegd currency, and formulate
policiesthat support monetary and exchange rate management.

Project Monitoring Committee

The Project Monitoring Committeeisresponsi ble to monitor ongoing projectsimplemented by the Bank
and make appropriate recommendati onsto management and board of directors.

Property and equipment

Detailsof the Bank's property and equipment are shown in notes 20 to thesefinancia statements.
Employment of disabled people

TheBank doesnot discriminate against aqualified individual with disability with regardsto recruitment,
advancement, training, compensation, discharge or other terms, conditionsor privilegesof employment.

Health, safety and welfareat work

TheBank hasretained the services of amedical doctor for all employeesof the Bank and aconducive
officeenvironment ismaintained for saff and vigitors, with adequatelighting and ventilation.
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Thereisan approved training schedulefor thebank and staff aretrained both locally and internationdly in
variousareastoimprovether skillsand knowledge.
Employeeinvolvement and training

Therearevariousforumswherethe staff meet and discussissuesthat relateto them and their progressat
thework place, theseinclude unit meetings, and regular general meetings.

Thereisan approved training schedulefor staff and the Bank also has a staff performance appraisal
processthrough which staffsare apprai sed and promotionsand /or increments are made.
Directorsand their interest

Thefollowing weredirectorsof the Bank asat 31 December 2010:

Mr. Sheku S. Sesay Governor (appointed July 1, 2009)

Ms. AndrinaR. Coker Deputy Governor (appointed October 6, 2008)
Dr MorieK. Manyeh Director (re-appointed April 22, 2008)
Dr Sandy A. Bockarie Director (appointed April 22, 2008)
Mr. Dalton F. Shears Director (appointed April 22, 2008)
Mr. Harold Hanciles Director (appointed April 22, 2008)
Mrs. MarianKamara Director (appointed April 29,2008)

The Governor and Deputy Governor were appointed on 1 July 2009 and 6 October 2008 respectively
and in accordance with section 13(1) of the Bank of SierralLeoneAct 2000, they shall hold officefor a
termof fiveyearseach.

Theother directorsareto hold officesfor three yearsand shall bedigiblefor re-appointment. Asof the
date of signing thesefinancial statementsall but Dr. M.K. Manyeh of the other directorshave beenre-
appointed, with effect from 22 April 2011 for afurther term of threeyears.

Nodirector had during theyear or hasamateria interest inany contract or arrangement of significanceto
what the Bank was or isaparty.

Auditors

Theauditorshaveexpressed their willingnessto remainin office.

Theauditors, KPM G were appointed by theAuditor-General on 29 December 2010 to conduct the audit
of thefinancia statementsfor theyear ended 31 December 2010.
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Report of the directors (continued)
Approval of thefinancial statements

The Financial Statementswere approved by the board of directorson \3\59?‘\@'\%95 ....2011

Governor Deputy Governor

Director I Director

Secretary
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Independent auditor'sreport tothe Government of Sierraleone

Wehave audited theaccompanying financid satementsof Bank Sierral.eonewhich comprisethestatement
of financial position asat 31 December 2010, and the statements of comprehensiveincome, changesin
equity and cash flowsfor the year then ended, and the notesto thefinancial statementswhichincludea
summary of significant accounting policiesand other explanatory notes, as set out on pages8to 54.

Directors responsibility for thefinancial statements

TheBank'sDirectorsareresponsiblefor the preparation and fair presentation of thesefinancia statements
inaccordancewith Internationa Financia Reporting Standardsand therequirementsof theBank of Serra
LeoneAct 2000, and for such internal control as the directors determine is necessary to enable the
preparation of financial statementsthat arefreefrom material misstatement, whether duetofraud or error.

Auditor'sresponsbility

Our responsibility isto expressan opinion on thesefinancia statementsbased on our audit. We conducted
our audit inaccordancewith International StandardsonAuditing. Thosestandardsrequirethat we comply
with ethical requirementsand plan and perform the audit to obtai n reasonabl e assurance whether the
financid statementsarefree of materia misstatement.

Anaudit involvesperforming proceduresto obtain audit evidence about theamountsand disclosuresinthe
financial stlatements. The procedures selected depend onthe auditors judgement including the assessment
of risksof materia misstatement of thefinancid statementswhether duetofraud or error. Inmaking those
risk assessmentswe consider interna control relevant to the entity's preparation and fair presentation of
thefinancial statementsin order to design audit proceduresthat are appropriatein the circumstances but
not for the purpose of expressing an opinion on the effectivenessof the entity'sinternal control.

Anaudit dsoincludeseva uating the appropriateness of theaccounting policies used and the reasonabl eness
of accounting estimates made by the directors, aswell as evaluating the overall financial statement
presentation.

Webelievethat theaudit evidencewe have obtained issufficient and appropriate to provide abasisfor our
qualified audit opinion.

Basisfor qualified opinion
TheBank hasnot complied with International Financial Standardsin respect of thefollowing matters:

° TheBank operatesadefined benefit scheme, and hasmadeaprovison of Le 1.1 billioninrespect
of the outstanding employee benefit obligation, which isdefined asapost empl oyment benefit
obligationinaccordancewithAS 19, Employee Benefits. IAS 19 requiresthat in order to measure
the present val ue of the post-empl oyment benefit obligationsand therelated current servicecog, it
isnecessary to gpply an actuarid va uation method. The provisonwasnot determinedin accordance
withan actuarid valuation method by an actuaria vauator. Furthermore, the disclosuresrequired
by IAS 19inthecircumstances have not been presented. It wasimpracticablefor usto quantify the
effectsonthefinancia statements.
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° The Bank has complied with Section 54 (1) and (2) of the Bank of SierraL.eoneAct 2000, which
requiresgainsandlossesarising from any changesinvauation of the Bank'sassetsand liabilitiesin,
or denominatedin, gold or foreign currencies, specia drawingrightsor Eurosasaresult of changes
intheexchangeratefor the Leoneor of any changein thevalues, partiesor exchangeratesof such
assetswith respect to the Leoneto be carried to aspecial account called therevaluation reserve
account. Theprofitsand lossesarising from such changesare prohibited frombeingincludedinthe
computation of theannua profitsand losseson the Bank by theAct.

° Thisisnotinaccordancewith|AS 21, TheEffectsof Changesin Foreign Exchange Rates, which
requiresthat exchange differencesarising on the settlement or trand ation of such monetary itemsto
berecognisedin prafit or lossintheperiodinwhichthey arise. Accordingly, exchangegainsamounting
toLe 286.6 billion were not recognised inthelossfor theyear, but directly in the Foreign reserve
included in other reservesin equity.

Qualified Opinion

Inour opinion, except for the effectsof the mattersdescribed inthe basisfor qualified opinion paragraphs,
the accompanying financid statementsgiveatrueandfair view of thefinancid pogtion of theBank asat 31
December 2010, and of itsfinancia performance and cash flowsfor the year then ended in accordance
with International Financia Reporting Standardsand the requirementsof the Bank of SierraLeoneAct
2000.

Emphasisof matter

Without further quaifying our opinion, wedraw attentionto note 17 b (iii) whichindicatesthat the Bank of
Sierral eone made advancesto the Government of SierraLeoneof Le 395.3 billion. The note further
indicatesthat thisexceeds 5% (Le 37.3 billion) of the Government of SierraLeone'sactua revenueinthe

previousyear's budget, which contravenes the requirements of Section 42 (1) and (2) of the Bank of
SierraLeoneAct 2000.

Date: 1% .ILFLM../LA- 21.\({ Chartefed Accountants

Freetown
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Satement of financial position
as at 31 December

In thousands of Leones Note 2010 2009
Assets

Cash and cash equivalents 15 678,567,070 570,683,317
International Monetary Fund Related Asset 16 831,314,280 573,654,590
Loans and advances 17 198,789,921 17,437,122
Investment in equity 18 17,550,941 15,973,581
Investment securities 19 435,094,849 365,185,994
Property, plant and equipment 20 59,177,854 46,311,444
Other assets 21 7,794,820 55,994,568
Total assets 2,228,289,735 1,645,240,616
Liabilities

International Monetary Fund Special

drawing rights allocation 22 1,117,669,718 693,348,450
Deposits from Government 23 130,203,850 338,746,493
Deposits from Banks 24 91,687,549 49,544,719
Deposit from others 25 29,436,819 30,384,663
Other liabilities 26 725,778,786 834,809,157
End of service benefit 27 1,076,066 437,754
Total liabilities 2,095,852,788 1,947,271,236
Equity

Share capital 28 50,000,000 50,000,000
General reserve 29(a) (89,796,802) (237,587,132)
Other reserves 29(b) 172,233,749 (114,443,488)
Total equity attributable to

equity holders of the Bank 132,436,947 (302,030,620)
Total liabilities and equity 2,228,289,735 1,645,240,616

\'3\\59‘3‘;9\"\%99 2011

These financial statements were approved by the Board of Directors on

) Governor

e

......................................................... ) Deputy Governor

)
----------- PR eans. )
i Y Y i, ) Prectors
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Satement of compr ehensiveincome
for the y ear ended 31 December

In thousands of Leones

Interest and Smilar income
I nterest expensesand Smilar charges

Net interest income

Feesand commissionincome
Feesand commission expense
Net feeand commission income

Net trading income/(10ss)
Other income
Operatingincome

Impairment losson loansand advances
Personnel expense

Currency

Depreciation and amortisation

Other expenses

Lossfor theyear

Other comprehensiveincome

Fair valuereserve (non negotiablenoninterest
bearing securities):

Net changeinfar value

Net amount transferred to profit or loss
Other comprehensiveincomefor theyear
Total comprehensiveincomefor theyear
Lossattributableto:

Equity holdersof theBank

Lossfor theyear

Total comprehensiveincomeattributableto:

Equity holdersof the Bank
Total comprehensiveincomefor theyear

)

Note

oo o

10

17

12
20
13

14

) Governor

) Deputy Governor

) Directors
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2010

66,136,705
(2,165,179)

63,971,526

31,815

31,815
1,950,742

2,424,968

68,379,051

(7,902)
(33,576,707)
(36,536,574)

(2,405,829)
(19,196,724)

(23,344,685)

161,930,000

161,930,000
138,585,315

(23,344,685)
(23,344,685)

138,585,315

138,585,315

2009
28,766,069
(1,147,330)
27,618,739

25,577

- 25577
~ (600,560)
3,150,902
30,194,658

(27,940,712)
(7,205,639)
(2,482,639)

(15,470,800)

(22,905,132)

162,500,000

162,500,000
139,594,868

(22,905,132)
(22,905,132

139,594,868
139,594,868



Satement of changesin equity
for they ear ended 31 December 2008

In thousands of Leones

Balance at 1 January 2009

Totalcomprehensive income for the year

Loss for the year

Revaluation gain for the year

Loss on sale of marketable securities

Other comprehensive income

Fair value reserve (non interest bearing securities)
Net Change in fair value

Net amount transferred to profit or loss

Total other comprehensive income for the year

Other transfers
Transfer to foreign exchange reserve

Total transfers
Total comprehensive income and other transfers

Paid up capital
Deposit for shares

Total contribution by and distributors owners

Balance at 31 December 2009

Foreign Property Restated
Share exchange revaluation General Other
capital reserve reserve reserves reserves Total
50,000,000 (200,660,911) 32,792,919 (375,517,007) (493,384,999)
- - - (22,905,132) - (22,905,132)
- - - 53,424,504 - 53,424,504
- - - (1,664,993) - (1,664,993)
- - - 162,500,000 - 162,500,000
- - - 162,500,000 - 162,500,000
- 53,424,504 - (53,424,504) - -
- 53,424,504 - (53,424,504) - -
- 53,424,504 - 137,929,875 - 191,354,379
50,000,000 (147,236,407) 32,792,919 (237,587,132) - (302,030,620)
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Satement of changesin equity

In thousands of Leones

Balance at 1 January 2010

Total comprehensive income for the year

Net loss for the year

Revaluation gain for the year

Loss on sale of marketable securities

Securities for prior year losses

Other comprehensive income

Fair value reserve (non interest bearing securities)
Net change in fair value

Net amount transferred to profit or loss

Total other comprehensive income for the year

Other transfers
Total Transfers
Total comprehensive income and other transfers

Paid up capital
Deposit for shares

Total contribution by and distributors owners

Balance at 31 December 2010

Foreign Property

Share exchange revaluation General Other

capital reserve reserve reserves reserves Total

50,000,000 (147,236,407) 32,792,919 (237,587,132) - (302,030,620)
- - - (23,344,685) - (23,344,685)
- - - 286,677,237 - 286,677,237
- - - (6,364,985) - (6,364,985)
- - - 15,570,000 - 15,570,000
- - - 161,930,000 - 161,930,000
- - - 161,930,000 - 161,930,000
- 286,677,237 - (286,677,237) - -
- 286,677,237 - (286,677,237) - -
- 286,677,237 - 147,790,330 - 434,467,567

50,000,000 139,440,830 32,792,919 (89,796,802) - 132,436,947
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BANK OF SIERRA LEONE

Satement of cash flows
In thousands of Leones
Cash flows from operating activities

Loss for the year
Adjustment for:

Depreciation and amortisation

Impairment losses on loans and advances

Net interest Income

Loss on disposal of property, plant and equipment
Impairment of property, plant and equipment

Changes in loans and advances
Changes in other assets
Changes in Government Deposit
Changes in other deposits
Changes in other liabilities
Changes in end of service benefit

Interest received
Interest paid

Note

20

7

~

Net cash (utilised in)/generated from operating activities

Cash flows from investing activities
Purchase of Investment Securities

Medium term bond acquisition

Acquisition of property and equipment
Proceeds from the sale property and equipment
Net cash used in investing activities

Cash flows from financing activities

Net change in funds from the IMF
Net movementin reserves

Net cash from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Effect of foreign exchange rate changes on cash
and cash equivalent held or due in foreign currency

Cash and cash equivalent at 31 December

78

2010 2009
(23,344,685) (22,905,132)
2,405,829 2,482,639
7,902 -
(63,971,526) (27,618,739)
- (1,092)

809,029 -
(84,093,451) (48,042,324)
(181,360,701) (5,421,634)
48,199,748 (37,726,697)
(208,542,643) (42,911,087)
41,194,986 (7,542,652)
(109,030,371) 206,057,913
638,312 437,754
(492,994,120) 64,851,273
66,136,705 28,766,069
(2,165,179) (1,147,330)
(429,022,594) 92,470,012
(69,908,855) (242,404,139)
(1,577,360) (2,104,619)
(16,081,268) (1,045,006)
1,260

(87,567,483) (245,552,504)
166,661,578 (35,663,190)
171,135,015 160,835,007
337,796,593 125,171,817
(178,793,484) (27,910,675)
570,683,317 545,169,488
286,677,237 53,424,504
678,567,070 570,683,317



ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Notestothefinancial statements

1

Reporting entity

TheBank of SerraLeoneisdomiciledin Sierral_eoneand wholly owned by the Government of
Sierraleone. Theaddressof the Bank'sregistered officeis 30 Siaka Stevens Street Freetown.
TheBank isprimarily established to foster theliquidity, solvency and proper functioning of astable
market-based financid system andtolicenseand superviseingitutionsthat engagein thebusiness
of receiving money depositsor other repayable fundsfrom the public and extending creditsfor
their own account, including bureaux of exchangeand foreign exchangededlers.

Basisof preparation

@ Statement of compliance

TheSinancia Statementshavebeen prepared in accordancewith Internationa Financial Reporting
Sandards (IFRS), asissued by theInternationa Accounting Standards Board (IASB)

(b) Basis of measurement

TheFinancid Statementshave been prepared onthe historical cost basisexcept for availablefor
sdefinancia assetsmeasured at fair value.

© Functional and presentation currency

TheseFinancia statementsare presentedin Leones, whichisthe Bank'sfunctiona currency. Al
financia information presented in L eones has been rounded to the nearest thousand.

(d) Use of estimates and judgments

The preparation of financia statementsin conformity with IFRSsrequires management to make
judgements, estimates and assumptionsthat affect the gpplication of accounting policiesand the
reported amountsof assets, liabilities, incomeand expenses. Actua resultsmay differ fromthese
eslimates.

Estimatesand underlying assumptionsarereviewed on an ongoing basis. Revisonsto accounting
esimatesarerecognised intheperiodinwhich theestimatesarerevisedif therevison affectsonly
that period, or inthe period of therevision and future periods, if therevision affectsboth current
and future periods.

In particular, information about S gnificant areas of estimation, uncertainty and critica judgements
Inapplying accounting policiesthat havethe most significant effect on theamountsrecognisedin
thefinancial statementsisincludedin note5.

Significant accounting policies

Theaccounting policies set out below have been applied consistently to al periods presentedin
thesefinancia statementsby the Bank.

Certain comparativeamounts have been reclassified to conformwith the current year'spresentation.
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BANK OF SIERRA LEONE

Notestothe Financial Satements
@ Foreign currency

Transactionsinforeign currenciesaretrand ated to thefunctiona currency of the Bank at exchange
rates at the dates of the transactions. Monetary assetsand liabilitiesdenominated in foreign
currenciesat thereported date areretrand ated to the functional currency at theexchangerateat
that date. Theforeign currency gainor losson monetary itemsisthe difference between amortised
cost inthefunctional currency at the beginning of the period, adjusted for effectiveinterest and
payments during the period and the amortised cost inforeign currency trandated at the exchange
rate at the end of the period.

Non monetary assetsand liabilitiesdenominated in foreign currenciesthat are measured at fair
vaueareretrandated to thefunctional currency at the exchangerate at the datethat thefair value
wasdetermined. Foreign currency differencesarising asretrandation arerecognisedinthereva uation
reserve account asrequired by the Bank of SierraleoneAct 2,000, except for differencesarisng
ontheretrandation of available-for-saeequity instruments.

(b) I nterest

Interest income and expenses are recognized in theincome statement for all interest-bearing
Instrumentson an accrua bagis, using the effectiveinterest rate method.

Therecognition of interest ceaseswhen the payment of interest or principasisindoubt. Interest
isincluded inincometheresfter, only whenitisreceived.

Theeffectiveinterest rateistheratethat exactly discountsthe estimated future cash paymentsand
recei ptsthrough the expected life of thefinancia asset or liability (or, which appropriate, ashorter
period) to the carrying amount of thefinancial asset or liability. Theeffectiveinterest rateis
established oninitia recognition of thefinancia asset and liability andisnot revised subsequently.

Thecdculation of theeffectiveinterest rateincludesal feesandinterest paid or received, transaction
costs, and discountsor premiumsthat areanintegral part of the effectiveinterest rate.

Transaction costsareincremental coststhat aredirectly attributableto the acquisition, issueor
disposa of afinancia asset or lighility.

I nterest incomeand expenses presented intheincome statement includeinterest onfinancial assets
andliabilitiesat amortised cost on an effectiveinterest ratebasis.

Interestincome and expenseon al trading assetsand liabilitiesare considered to beincidenta to

the Bank'strading operationsand are presented together with al other changesinthefair valueof
trading assetsand liabilitiesin net trading income.
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ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Notestothefinancial statements(continued)

3.

Significant accounting policies(continued)

©

(d)

©

(f)

()

Fees and commissions

Feesand Commissions|ncome and expensesthat areintegral tothe effectiveinterest rate
onafinancia asset or liability areincluded in the measurement of theeffectiveinterest rate.

Other feesand commissonincome, including account servicing fees, invesment management
fees salescommission, placement feesand syndication fees, arerecognised astherelated
servicesare performed.

Other feesand commission expenserelates mainly to transaction and servicefees, which
areexpensed asthe servicesarereceived.

Net trading income

Net trading income comprisesgainslesslossesrelated to trading of assetsand liabilitiesand
includesall realised and unrealised fair value changes, interest, and foreign exchange
differences.

L ease payments made

Payments made under operating leasesare recognised in profit or lossonastraight line
basisover theterm of thelease. Leaseincentivesreceived arerecognised asanintegral
part of thetotal |ease expense, over theterm of thelease.

Minimum |ease payments made under finance |l eases are gpportioned between thefinance
expense and thereduction of the outstanding liability. Thefinanceexpenseisallocatedto
each period during thelease term so asto produce aconstant periodic rate of interest onthe
remaining balanceof theliability. Contingent lease paymentsare accounted for by revising
theminimum lease paymentsover theremaining term of theleasewhen thelease adjustment
isconfirmed.

I ncome tax expense

Inaccordancewith section 9 (a) (iii) of the Income Tax Act 2000 and section 56 (3) of the
Bank of SierraL.eoneAct 2000, the profitsof the Bank arenot liableto IncomeTax, or any
other tax.

Financial assetsand liabilities
Recognition

TheBank initialy recognises|oans and advances and deposits on the date that they are
originated. All other financid assetsand liabilitiesincluding assetsand liabilitiesdesgnated
at fair valuethrough profit or lossareinitialy recognised on the trade date at which the
Bank becomesaparty to the contractua provisionsintheinstrument.
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BANK OF SIERRA LEONE

Notestothefinancial statements(continued)

3. Significant accounting policies(continued)

(i)

(iii)

Derecognition

TheBank derecognisesafinancia asset whenthecontractua rightsto thecash flowsfrom
theasset expire, or it transferstheright to receivethe contractual cash flowsonthefinancia
asset inatransaction in which substantially all therisksand rewards of ownership of the
financid assetsaretransferred. Any interest intransferred financia assetsthat iscreated or
retained by the Bank isrecognised asaseparate asset or liability.

TheBank derecognisesafinancid liability whenitscontractua obligationsare discharged
or cancelled or expire.

TheBank entersinto transactionswhereby it transfers assets recogni sed on itsbalance
shest, but retainseither al risk and rewards of thetransferred assetsor aportion of them.
If al or substantialy al risksand rewardsareretained, thenthetransferred assetsare not
derecognised from the balance sheet. Transfers of assets with retentions of al or
substantialy dl risksand rewardsinclude, for example securitieslending and repurchase
transaction.

When assetsare sold to athird party with aconcurrent total rate of return swap on the
transferred assets, the transaction isaccounted for asasecured financing  transaction
similarto repurchasetransactions. Intransactionswherethe Bank neither retainsnor
transfers substantially all the risks, and rewards of ownership of afinancial asset it
derecognisestheassetsif control over theasset islodt.

Therightsand obligationsretained inthetransfer are recognised separately asassetsand
liabilitiesasappropriate. Intransferswhere control over the asset isretained, the Bank
continuesto recognisethe asset to the extent of its continuing involvement, determined by
theextent towhichit isexposed to changesin thevaue of thetransferred asset.

In certain circumstancesthe Bank retainsrightsto serviceatransferred financial asset for
afee. Thetransferred asset isderecognisedinitsentirety if it meetsthe derecognition
criteria Anasset or liability isrecognised for the servicing rights, depending onwhether the
servicing feeismore than adequate to cover servicing expenses (asset) or islessthan
adequatefor performing theservicing (liability).

Offsetting

Financia Assetsand Liabilitiesare set off and the net amount presented in the statement of
financia position when, and only whenthe Bank hasalegd right to set off theamountsand
intends either to settle on a net basis or to realise the asset and settle the liability
sImultaneoudy.

Income and expensesare presented on anet basisonly when permitted by the accounting

standards, or for gainsand lossesarising fromagroup of amilar transactionssuch asinthe
Bank'strading activity.
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ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Notestothefinancial statements(continued)

3.

Significant accounting policies(continued)

Financial assetsand liabilities(continued)

(iv)

(v)

(Vi)

Amortised cost measurement

Theamortised cost of afinancia asset or liability istheamount at which thefinancia asset
or liability ismeasured at initia recognition, minusprincipa repayments, plusor minusthe
cumulative amortisation using the effectiveinterest method of any differencesbetweenthe
initial amount recognised and the maturity amount minusany reduction for impairment.

Fair value measurement

Thedetermination of fair valueof financid assetsand financid liabilitiesisbased on quoted
market pricesor dealer price quotation for financial instrumentstraded in active markets.
For al other financia instruments, fair valueisdetermined by using val uation techniques.
Valuation techniquesinclude the net present val ue techniques, the discounted cash flow
method, comparison to similar instrumentsfor which market observablepricesexi<t, and
vauationmodes. TheBank useswidely recognised valuation model sfor determining the
fairvaue of commonandmoresmplefinancia instrumentslikeinterest rateand currency
swaps. For thesefinancia instruments, inputsinto model sare market observable.

For morecomplex ingruments, the Bank usesprobability modd swhich usudly aredeve oped
from recognised valuation models. Someor al of theinputsto these modelsmay not be
market observable, and arederived from market pricesor ratesor are estimated based on
assumptions. When enteringinto atransaction, thefinancia instrument isrecognisedinitidly
at thetransaction pricewhich isthebest indication of fair value, although the value
obtained fromtheva uation modd may differ fromthetransactionprice. Thisinitid difference
usudly anincrease, inthefair va ueindicated by va uation techniquesisrecognisedinincome
depending upon theindividual factsand circumstances of each transaction and not later
than when the market databecomes observable.

Thevalue produced by amodel or other valuation techniqueisadjusted to allow for a
number of factorsasappropriate, because va uation techniques cannot appropriately reflect
all factorsmarket partici pantstakeinto account when entering into atransaction.

Valuation adjustments are recorded to allow for model risks, bid risk spreads, liquidity
prices, aswell asother factors. Management believesthat these valuation adjustmentsare
necessary and appropriatetofairly statefinancial instrumentscarried at fair valueon the
bal ance sheet.

| dentification and measurement of impair ment

At eachfinancia position datethe Bank assesseswhether thereisobjective evidencethat
financia assetsnot carried a fair va uethrough profit or lossareimpaired. Financia assets
areimpaired when objective evidence demonstratesthat aloss event has occurred after
theinitial recognition of the asset, and that the |oss event has an impact on thefuture cash
flowson the asset that can be estimated reliably.

83



BANK OF SIERRA LEONE

Notestothefinancial statements(continued)

3.

Significant accounting policies(continued)
Financial assetsand liabilities(continued)

The Bank considers evidence of impairment at both aspecific asset and collectivelevel. All
individualy significant financial assetsare assessed for specificimpairment. All significant assets
found not to be specifically impaired arethen collectively assessed for any impairment that has
beenincurred but not yet identified. Assetsthat arenot individualy significant arethen collectively
assessed for impairment by grouping together financial assets (carried at amortised cost) with
amilar risk characteristics.

Impairment losseson assetscarried at amortised cost arerecognised in statement of comprehensive
income and reflected in an allowance account against loans and advances.

When asubsequent event causestheamount of impairment lossto decrease, theimpairment loss
Isreversed through the statement of comprehensiveincome.

However, any sgnificant recovery inthefair valueof animpaired available-for-saeequity security
isrecognised directly in equity. Changesinimpairment provision attributabletotimevalueare
reflected asacomponent of interest income.

(h) Cash and cash equivalents

Cash and cash equiva entsinclude notesand coinson hand and balanceswith other foreign
central Banksand highly liquid financia assetswith original maturitiesof lessthan three
months, which are subject toinsgnificant risk of changesin their vdueand areused by the
Bank inthemanagement of itsshort-term commitments.

Cash and cash equivalentsare carried at amortised cost in the bal ance sheet.

(i) Loansand advances

L oansand advancesare non-derivativefinancid assatswith fixed or determinable payments
that arenot quotedin an active market and that the Bank doesnot intend to sall immediately
orinthenear term

WhentheBank isthelessor in alease agreement that transfers substantialy al of therisks
and rewardsincidenta to ownership of an asset to thelessee, thearrangement ispresented
withinloansand advances.

Loansand advancesareinitialy measured at fair va ue plusincrementd direct transaction
costs, and subsequently at their amortised cost using the effectiveinterest method.

() | nvestment securities

Investmentsecuritiesareinitially messured at fair value plusincrementa direct transaction
costsand subsequently accounted for depending on their classification aseither held-to-
meaturity, fair valuethrough profit or loss, or available-for-sae.
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ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Notestothefinancial statements

0]

Held-to-maturity

Held-to-maturity invesmentsarenon-derivative assetswith fixed or determinable payments
and fixed maturity that the Bank hasthe positiveintent and ability to hold to maturity, and
whicharenot designated at fair valuethrough profit or lossor available-for-sae.

Hedd-to-maturity invesmentsare carried at amortised cost using theeffectiveinterest method.
Any saleor reclassification of asignificant amount of held-to-maturity investmentsnot
closetotheir maturity would result inthereclassification of dl held-to-maturity investments
asavailable-for-sae, and prevent the Bank from classifying investment securitiesasheld-
to-maturity for the current and thefollowing two financia years.

Avallable-for-sde

Available-for-saleinvestments are non-derivativeinvestmentsthat are not designated as
another category of financia assets. Unquoted equity securitieswhosefair va ue cannot
bereliably measured arecarried a cost. All other available-for-sdeinvestmentsarecarried
afairvaue.

Interest incomeisrecognisedin profit or lossusing the effectiveinterest method. Foreign
exchangegainsor |osseson avail able-for-sale debt security investmentsarerecognisedin
profit or loss.

Other fair value changes are recognised directly in equity until theinvestment issold or
impaired and the ba ancein equity isrecognised in profit or |oss.

(k) Property and equipment

0]

Recognition and measurement

All property, plant and equipment are stated at cost |ess accumul ated depreci ation and
accumulated impairment losses.

Cost includes expendituresthat are directly attributableto the acquisition of the asset.
Purchase softwarethat isintegral tothefunctiondity of therelated equipment iscapitdized
aspart of that equipment.

When partsof anitemof property or equipment havedifferent useful lives, they areaccounted
for asseparate items (maj or components) of property and equipment.

Subsequent costs

Subsequent cogtsareincluded in the asset's carrying amount or arerecognised asaseparate
asset as appropriate, only whenit isprobabl e that future economic benefits associated
withtheitemswill flow to the Bank and the cost of theitems can bemeasured reliably. All
other repairs and maintenance are charged to theincome statement during thefinancial
period inwhichthey areincurred. Mgjor improvementsare capitalised
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BANK OF SIERRA LEONE

Notestothefinancial statements

3.

()

(m)

Significant accounting policies(continued)

Property and equipment (continued)

(@iii)  Depreciation
Freehold premisesare depreciated over amaximum of fifty years. For leasehold properties,
wheretheunexpired leasetermismorethanfifty years, depreciationischarged over fifty
years. Wherethe unexpired leasetermislessthanfifty years, the vaue of theleasehold
property isamortised over the periods appropriateto therelevant leasetermson astraight
linebasis.
Motor vehicles, equipment and fixturesand fittingsare depreciated onastraight linebasis
over itsestimated useful life, principally between 3and 8 years.

Theassets residua valuesand useful livesarereviewed and adjusted, if appropriate at
each bal ance sheet date. Gains and | osses on disposal s are determined by comparing
proceedswith carrying amount. Theseareincluded intheincome statement.

Leased assets - |essee

L easesin termsof which the Bank assumes substantially all therisksand rewards of ownership
areclassfied asfinanceleases. Uponinitia recognition theleased asset ismeasured at an amount
equd tothelower of itsfair va ueand the present va ue of theminimum lease payments. Subsequent
toinitia recognition, theasset isaccounted for inaccordance with the accounting policy applicable
tothat asset. Other |eases are operating leases and they are not recogni sed onthe Bank'sbalance
shest.

I mpairment of non-financial assets

The carrying amounts of the Bank'snon-financial assets, arereviewed at each reporting dateto
determinewhether thereisany indication of impairment. If any suchindication existsthenthe
asset'srecoverable amount isestimated.

Animparment lossisrecognised if the carrying amount of an asset or its cash-generating unit
exceedsitsrecoverableamount. A cash-generating unitisthe smallest identifiableasset group that
generates cash flowsthat largely areindependent from other assetsand groups. Impairment
lossesarerecognisedin profit or loss. Impairment lossesrecognised in respect of cash-generating
unitsareallocated first to reduce the carrying amount of any goodwill allocated to theunitsand
then to reducethe carrying amount of the other assetsintheunit on aproratabasis.

Therecoverableamount of an asset or cash-generating unitisthegreater of itsvalueinuseandits
far valuelesscoststo sdll. Inassessing valuein use, the estimated future cash flows are discounted
tother present value using apre-tax discount rate that reflects current market assessmentsof the
timevalue of money and therisks specific to the asset.

Impairment lossesrecognised in prior periodsare assessed at each reporting datefor any indications
that thelosshas decreased or nolonger exists. Animpairment lossisreversedif therehasbeena
changeinthe estimates used to determinetherecoverableamount. Animpairment lossisreversed
only to the extent that the asset's carrying amount does not exceed the carrying amount that would
have been determined, net of depreciation or amortisation, if noimpairment losshad been recognised.
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Notestothefinancial statements

3.

Significant accounting policies(continued)

(n)

()

(P)

Deposits

Depositsareinitially measured at fair value, with fair value plustransaction costs, and
subsequently measured at their amortised cost using the effectiveinterest method.

Provisions

A provisionisrecognised if, asaresult of apast event, the Bank hasapresent legal or
congtructive obligation that can beestimated reliably, and it is probable that an outflow of
economic benefitswill berequired to settletheobligation. Provisionsaredetermined by
discounting the expected future cash flows at apre-tax rate that reflects current market
assessments of thetime value of money and, where appropriate, therisksspecificto the
lighility.

A provisionfor restructuring isrecognised when the Bank has approved adetailed and
forma restructuring plan, and therestructuring either hascommenced or hasbeen announced
publicly. Future operating costsare not provided for.

A provisionfor onerous contractsisrecogni sed when the expected benefitsto be derived
by the Bank from arelower than the unavoidabl e cost of meeting itsobligationsunder the
contract. Theprovisionismeasured at the present va ue of thelower of the expected cost
of terminating the contract and the expected net cost of continuing withthecontract. Before
aprovisonisestablished, the Bank recognisesany impairment losson the assets associ ated
withthat contract.

Financial guarantees

Financia guaranteesare contractsthat require the Bank to make specified paymentsto
reimbursetheholder for alossit incursbecause aspecified debtor failsto make payment
when duein accordancewith thetermsof adebt instrument.

All financia guaranteeliabilitiesaredisclosed by way of notesin thefinancial statements
andareonly includedin other liabilitiesif theliability hascrystalised or becomesprobable
thatitwill crystaise.

(@) Employee ben€efits
0] Short term benefits
Short term employee benefit obligationsare measured on an undiscounted

basisand are expensed astherelated services provided.

A provisionisrecognised for theamount expected to be paid under short
term cash bonusor profit sharing plansif the Bank hasapresent legal an
constructive obligation to pay this amount as aresult of past service
provided by theemployee, and the obligation can berdiably estimated.
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Notestothefinancial statements

3. Significant accounting policies(continued)

(i)

(iii)

defined benefit plan

Thebank providesend of servicebenefitstoitsretirees. Theentitlement to these benefits
isconditional onthe completion of aminimum service period. End of servicebenefitisa
post-employment benefit plan. Theliability recognisedinthestatement of financia position
Isthe present value of theend of service benefitsobligation at thefinancia position date,
together with adjustmentsfor actuarial gainsor lossesand past service costs. Thepresent
value of the obligation isdetermined by discounting the estimated future cash outflows
taking into account average service period and salary increasesand using interest rates of
Government treasury bondsthat are denominated in Leones, the currency inwhichthe
obligation will be paid and that maturesin oneyear'stime. Thecal culationisperformed
by actuary using the projected unit credit method.

Thebank recognisesall actuaria gainsand lossesfrom end of servicebenefitsin profit or
loss.

Termination benefits

Termination benefitsare payablewhen employment isterminated by the Bank beforethe
normal retirement date, or whenever an employee accepts voluntary redundancy in
exchange for these benefits. The Bank recognises termination benefits when it is
demonstrably committed to either: terminating the employment of current employees
accordingtoadetaledformd planwithout possibility of withdrawd ; or providing termination
benefitsasaresult of an offer madeto encourage voluntary redundancy. Benefitsfalling
due morethan 12 months after the bal ance sheet date are discounted to present value.

() Share capital and reserves

©)

()

(i)

Share capital

TheBank classifiescapitd instrumentsasfinancid liabilitiesasequity instrumentsin
accordance with the substance of the contractual terms of theinstrument. Sections
10(1) and 71 of the Bank of Sierral_eoneA ct 2000 requirethat the minimum paid up
capital of the Bank must be Le 50bn, to be subscribed within five years from
commencement of theAct (that iscommencing from 15 February 2005). The capita
hasbeen fully subscribed.

Shareissue costs

Incremental cogtsdirectly attributableto theissue of an equity instrument are deducted
fromtheinitial measurement of theequity instruments.

New standards and interpretations not yet adopted

A number of new standards, amendmentsto standardsand interpretationsare not yet effective
for the period ended 31 December 2010, and have not been applied in preparing thesefinancia
gatements. Theseincludethefollowing:

a.  AmendmenttolAS32Financia Instruments. Presentation - Classification of Rightslssues

ThelASB amended |AS32to dlow rights, optionsor warrantsto acquire afixed number
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Significant accounting policies(continued)

of the entity'sown equity instrumentsfor afixed amount of any currency to be classified asequity
instruments provided the entity offerstherights, optionsor warrantspro ratato all of itsexisting
ownersof thesame classof itsown non-derivative equity instruments. Thisstandard iseffectivefor
periodsbeginning on or after 1 February 2010.

b.

IFRIC 19 Extinguishing Financid Liabilitieswith Equity instruments

Thisinterpretation providesguidance ontheaccounting for debt for equity swaps. Thisstandard
iseffectivefor period beginning on or after 1 July 2010.

Amendment to IFRS 1 First-timeAdoption of International Financial Reporting Standards-
Limited Exemptionfrom Comparativel FRS 7 Disclosuresfor firg-timeAdopters.

Theamendment provided the samerdlief tofirst-time adoptersaswasgivento current users
of IFRSs upon adoption of the amendment to IFRS 7. The amendment also clarifiesthe
trangitiona provision of theamendmentsto IFRS 7. Thisstandard iseffectivefor periods
beginning onor after 1 July 2010.

Improvementsto |FRSs 2010 - Amendmentsto | FRS 3 Business Combinations
Theamendments:

° Clarify that contingent consideration arising in abusi ness combination previously
accounted for inaccordancewith IFRS 3 (2004) that remainsoutstanding at the adoption
date of IFRS 3 (2008) continues to be accounted for in accordance with IFRS 3
(2004);

e  Limittheaccounting policy choiceto measure non-controlling interest uponinitial
recognition at afair value or at non-controlling interest's proportionate share of the
acquiree's identifiable net assetsto instrumentsthat givesriseto apresent ownership
interest and that currently entitle the holder to a share of net assetsin the event of
liquidetion; and

° Expand the current guidance on the attribution of the market-based measure of an
acquirer'sshare-based payment awardsissued in exchangefor acquireeawardsbetween
cong deration transferred and post-combi nation compensation cost when an acquirer
isobliged to replacethe acquireg's existing awardsto encompass vol untarily replaced
unexpired acquireeeawards. Theseamendmentsareeffectivefor period beginningon
or after 1 July 2010.

Improvementsto IFRSs 2010- Amendmentsto | AS 27 Consolidated and Separatefinancial
Statements

Theamendmentsclarify that the consequentid amendmentsto IAS21. Theeffectsof changes
inforeignexchangerates, IAS28 and |AS 31 resulting from 1AS 27 (2008) should be applied
prospectively, with the exception of amendmentsresulting renumbering. Thisstandardis
effectivefor periodsbeginning on or after 1 July 2010.

89



BANK OF SIERRA LEONE

Notestothefinancial statements

3.

Significant accounting policies(continued)

New standardsand inter pretationsnot yet adopted (continued)

f.

| SA 24 Related Party Disclosures (revised 2009)

Therevised | ASRe ated Party Disclosuresamendsthedefinition of arel ated party and modifies
certain related party disclosurerequirementsfor government-rel ated entities. Thisstandardis
effectivefor period beginning on or after 1 January 2011.

Amendmentsto IFRIC 141AS19- TheLimit on aDefined Benefit Assets. Minimum Funding
Requirementsand their Interaction

Theseamendmentsremove unintended consegquencesarisng from thetreatment of prepayments
wherethereisaminimum funding requirement. These amendmentsresult in prepaymentsof
contributionsin certain circumstances beng recognised as an asset rather than an expense.
Thisstandard iseffectivefor period beginning on or after 1 January 2011.

Improvementsto IFRSs 2010 - IFRS 1 First-timeAdoption of IFRSs
Theamendments:

e Claifythat IAS8isnot goplicableto changesin accounting policiesoccurring during the
period covered by an entity'sfirst IFRSfinancial statements,

e Introduceguidancefor entitiesthat publishinterimfinancia informationunder IAS34
Interim Financial Reporting and change either their accounting policiesor use of the
IFRS 1 exemptionsduring the period covered by ther first IFRSfinancia statements;

e  Extend the scope of paragraph D8 of IFRS 1 so that an entity is permitted to use an
event-driven fair value measurement asdeemed cost for someor al of itsassetswhen
suchrevauation occurred during thereporting periodscovered by itsfirst IFRSfinancia
gatements; and

e Introducean additiona optional deemed cost exemption for entitiesto usethecarrying
amounts under previous GAAP asdeemed cost at the date of transitionto IFRSsfor
itemsof property, plant and equipment or intangible assetsused in cartain rate-regul ated
activities.

Improvement to IFRSs2010 - IFRS 7 Financial I nstruments Disclosures

Theamendmentsadd an explicit statement that qualitative disclosure should be madein the

contact of the quantitative disclosuresto better enable usersto evaluate an entity'sexposureto

risksarisng fromfinancia instruments. Inaddition, thel ASB amended and removed existing
disclosurerequirements. Thisstandardis

Improvementsto IFRSs2010 - IAS 1 Presentation of Financia Statements

Theamendmentsclarify that disaggregation of changesin each component of equity arising
from transactionsrecognised in other comprehensiveincomeisal so required to be presented,
but may be presented either in the statement of changesin equity or inthenotes. Thisstandard
iseffectivefor periodsbeginning on or after 1 January 2011.

90



ANNUAL REPORT AND STATEMENT OF ACCOUNTS

NotestotheFinancial Satements

3.

4.

Significant accounting policies(continued)

New standardsand inter pretationsnot yet adopted (continued)

K.

(t)

Improvementsto IFRSs 2010 - |AS 34 Interim Financial Reporting

Theamendmentsadd examplestothelist of eventsor transactionsthat require disclosure
under |AS 34 and removereferencesto materiality in 1 As34 that describesother minimum
disclosures. Thisstandardiseffectivefor periods beginning onor after 1 January 2011.

Improvement to IFRSs 2010 -1FRIC 13 Customer Loyalty Programme

Theamendmentsclarify that thefair value of award creditstakesinto account the amount
of discountsor incentivesthat otherwise would be offered to customersthat have not
earned theaward credits. Thisstandard iseffectivefor periodsbeginning on or after 1
January 2011.

IFRS9Financid Instruments
IFRS9 (2009) isthefirst standard issued aspart of awider project to replace |AS 39.

IFRS 9 (2009) retains but ssmplifiesthe mixed measurement model and established two
primary measurement categoriesfor financia assets. amortised cost andfair value. The
bas sof classfication dependson the entity'sbusinessmode and the contractua cashflow
characteristicsof thefinancial asset. TheguidanceinlAS39 onimpairment of financid
assetsand hedge accounting continuesto apply.

Prior periods need not berestated if an entity adoptsthe standard for reporting periods
beginning before 1 January 2012. Thisstandard iseffectivefor periods beginning on or
after 1 January 2013.

Compar atives

Where necessary comparative figures have been adjusted to conform to changesin
presentationinthe current year.

Financial risk management

@

Introduction and overview

TheBank hasexposureto thefollowing risksfromitsuseof financia instruments:
Creditrisk

Liquidity risk

Market risks

Operationd risks

Thisnote presentsinformation about the Bank's exposureto each of the aboverisks, the
Bank'sobjectives, policiesand processesfor measuring and managing risk, and theBank's
management of capital.
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Risk management framewor k

The Bank's management seeksto ensurethat strong and effective risk management and control
systemsarein placefor assessing, monitoring and managing risk exposure. Specidist staff conducts
the Bank'slocal currency, foreign currency reserve management, and foreign exchange dealing
operationsin accordancewith aclearly defined risk management framework, del egated functions
and limits set by the Governor.

TheBank issubject to an annual external audit for which theAuditor General takesresponsibility
either by conducting the audit or appointing an auditor asprescribed in Section 52(1) of the Bank
of SierraL eoneAct 2000. Auditing arrangements are overseen by an Audit Committee of the
Board which meetsregularly to monitor thefinancid reporting and audit functionswithinthe Bank.
Thecommitteereviewstheinternal audit function and when necessary, should havedirect access
to the External Auditor. The committeereportsto the Board of Directorsonitsactivities.

Risk management policiesare established toidentify and analysetherisksfaced by the Bank, to
set appropriaterisk limitsand controls, and to monitor risks and adherence to market conditions,
productsand servicesoffered. The Bank, through itstraining and management standardsand
procedures, aimsto devel op adisciplined and constructive control environment, inwhich all
employeesunderstand their rolesand obligations.

TheAudit Committee of the Board isresponsiblefor monitoring the adequacy of the accounting
and other recordsand internal control systems. Itsother functionsincludereviewing theinternal
audit and management reports.

Creditrisk

Creditriskistherisk of financia lossto the Bank if counterparty to afinancial instrument failsto
meset itscontractua obligations, and arisesprincipaly fromtheinvesmentsinforeign debt securities
and short to medium term cash deposits.

Management of credit risk

TheBank minimizesexposureto credit risk related to investment madein foreign debt securities
and short term deposits by establishing limitsoninvestmentswith different credit quality. Credit
quality isevaluated on the basisof theratingsset by the International rating agencies. The bulk of
thefundsisplacedwithtriple"A" rated Banks (i.e. Central Banksand other internationa financial
indtitutionssuch asBlSand IMF) asapproved by theForeign Asset Committee (FAC), Management
and the Board. For risk management purposes, credit risk arising on trading securitiesismanaged
independently, but reported asacomponent of market risk exposure.
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Themaximum lossthat the Bank would suffer asaresult of asecurity issuer defaultingisthevauereported
inthestatement of financia pogtion.

Concentration analysis 2010 2009
Assets

United StatesDollars 541,165,855 209,690,748
Euro 61,863,744 339,462,061
Pound sterling 87,688,219 32,869,122
SDR 831,728,688 573,654,590
Leonesand others 705,843,229 489,564,095
Total 2,228,289,735 1,645,240,616
Liabilities

United StatesDollars 58,986,794 351,919,759
Euro 1,870,361 145,092,651
Pound gterling - 58,161,300
SDR 1,117,669,718 95,626,933
Leones& others 917,325,915 1,296,470,593
Total 2,095,852,788 1,947,271,236
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Management of credit risk (continued)

Credit exposureby credit rating

Thefollowing table representsthe Bank's Financia A ssetsbased on Standard and Poor's credit rating of
theissuer. AAA isthe highest quality rating possibleand indicatesthat the entity hasan extremely strong
capacity and A isan upper medium grade, indicating astrong capacity to pay interest and principal. BBB
isthelowest investment grade rating, indicating amedium capacity to pay interest and principal. N/R
Indicated that the entity has not been rated by Standard and Poor's.

Cash balances with central

banks

Other cash balances
International monetary

Fund assets

L oans and advances to bank
Investment in equity
Investment securities

(© Liquidity risk

Credit rating

2010 % of FA 2009 % of FA

AAA 508,427,380 23.5% 477,999,672 31%
AA 170,141,040 7.9% 92,683,645 6%
NR 831,314,280 38.5% 573,654,590 37.2%
NR 198,789,921  9.2% 17,437,122 1%
NR 17,550,941  0.8% 15,973,581 1%
NR 435,094,849 20.1% 365,185,994 23.8%
2,161,318,411 100%  1,542,934,604 100%

Liquidity risk istherisk that the Bank may not be ableto accommodate decreasesin liabilitiesor
fund decreasein assetsinfull at thetimethat acommitment or transactionisduefor settlement. In
thecaseof theBark, thisrisk isnot relevant to domestic assetsand liabilitiesbecause of the ability
of theBank to create L eoneswhen required. However, the Bank doesfaceliquidity risk in respect

of foreign assetsandliahilities.

Management of liquidity risk

The Bank managesitsforeign'sliquidity risksthrough the appropriate structuring of itsforeign
Investment portfoliosto ensurethat the maturity profile of foreign assetssufficiently match those of
foreign commitments. Thisismonitored and managed onadaily basis. In addition, theforeign
investment portfolio of the Bank includessufficient short-term, highly liquidinvestment ingruments.

Thetablebelow analysesthefinancia liabilitiesinto relevant maturity groupings based onthe

remaining period at bal ance sheet dateto contractua maturity date.
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Residual contractual maturitiesof financial liabilities

In thousands of Leones
31 December 2010
Non-derivativeliabilities

IMF specia drawing rightsallocation
Depositsfrom Government

Deposit from Banks

Deposit from others

Other liabilities

End of service benefit

31 December 2009
Non-derivativeliabilities

IMF Special drawing rightsallocation
Depositsfrom Government

Deposit from Banks

Deposit from others

Other liabilities

End of service benefit

Notes

24

26
27

24

26
27

Uptol 1to3 3 months 1to5 Over Five
month months to 1 year years 5 years Total
- - - 474,322,135 643,347,583 1,117,669,718
130,203,850 - - - 130,203,850
91,687,549 - - - 91,687,549
29,436,819 - - - 29,436,819
636,616,123 - - 28,178,431 60,984,232 725,778,786
- - - 1,076,066 - 1,076,066
887,944,341 - - 503,576,632 704,331,815 2,095,852,788
- - - 221,458,176 471,890,274 693,348,450
338,746,493 - - - 338,746,493
49,544,719 - - - 49,544,719
490,670,736 - - 291,192,731 52,945,690 834,809,157
- - - 437,754 - 437,754
909,346,611 - - 513,088,661 524,835,964 1,947,271,236
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Financial risk management (continued)

Credit exposureby credit rating
Market pricerisk

Market pricerisk istherisk of lossresulting from changesin market conditionsand prices. Inits
monetary policy operations, the Bank isobliged to accept certain market-related risksthat would
not befully compatiblewith purecommercia practice. The Bank, neverthel ess, managesitsmarket
risk responsibly, utilising modern technology, and appropriate organisation structures and
procedures. Exposuresand limitsare measured continuoudly, and Srategiesareroutinely reviewed
by management on adaily basisand when circumstancesrequire, throughout the day.

Exposure to interest rate risk - non-trading portfolios

Theprincipal risk to which non-trading portfoliosare exposed istherisk of lossfrom fluctuations
inthefuture cashflowsor fair valuesof financia instrument because of achangein market interest
rates. Interest raterisk ismanaged principaly through monitoringinterest rate ggpsand by having
pre-approved limitsfor repricing bands. A summary of the Bank'sinterest rate gap position on

non-trading portfolioisasfollows:

More
Carrying 0-3 3-12 1-5 than
In thousands of Leones Note Amount Months Months Years 5 Years
Cash and cash
equivalents 15 678,567,070 678,532,456 - 34,614 -
IMF fund related asset 16 831,314,280 - 831,314,280 - -
Loans and advances 17 198,789,921 193,835,740 - 4,954,181 -
Investment in equity 19 17,550,941 - 15,293,720 2,257,221
Investment securities 20 435,094,849 435,094,849 - -
2,161,317,061 1,307,463,045 831,314,280 20,282,515 2,257,221
IMF related liabilities 23 1,117,669,718 - - 474,322,135 643,347,583
Deposit from
Government 24 130,203,850 130,203,850 - -
Deposits from Banks 25 91,687,549 91,687,549 -
Deposits from others 26 29,436,819 29,436,819 - -
1,368,997,936 251,328,218 474,322,135 643,347,583
792,319,125 1,056,134,827 831,314,280  (454,039,620) (641,090,362)
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Market risk (continued)

More
Carrying 0-3 3-12 1-5 than
In thousands of Leones Note amount months months years 5 years
Cash and cash
Equivalents 15 570,683,317 545,731,931 24,918,585 32,801 -
IMF fund assset 16 573,654,590 - 573,654,590 - -
Loans and advances 17 17,437,122 - - 17,437,122 -
Investment in equity 18 15,973,581 - 732,389 15,241,192 -
Investment securities 19 365,185,994 586,528 184,599,466 180,000,000 -
1,542,934,604 546,318,459 783,905,030 212,711,115 -
IMF liabilities 22 693,348,450 693,348,450 - - -
Deposit from
Government 23 338,746,493 338,746,493 - - -
Deposits from Banks 24 49,544,719 49,544,719 - - -
Deposits from others 265 30,384,663 30,384,663 - - -
1,112,024,325 1,112,024,325 - - -
430,910,279 (565,705,866) 783,905,030 212,711,115 -

Sensitivity of projected net interest income (Interest rate sensitivity analysis)

Increase Decrease
In thousand of Leones 2010 2010
Interest Income Impact 1,328,266 (1,328,266)
Interest Expense Impact (43,304) 43,304
Net impact 1,284,962 (1,284,962)
In thousand of Leones 2009 2009
Interest Income Impact 582,751 (582,751)
Interest Expense Impact (22,947) 22,947
Net Impact 559,804 (559,804)

200 bp (2%)

200bp (2%)

The expected impact on net interest income have been based on a+/- two percent swing in interest
ratesthat may occur during the ensuing year. The computation considered interest incomeon cash
and short term funds, investment securitiesand loansand advances, and interest expensed| of which
are deemed susceptibleto interest rate change.
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e. Currencyrisk

TheBank takes on exposureto effectsof fluctuationsin the prevailing foreign currency exchange
ratesonitsfinancial position and cash flows. Basic guidelinesfor the management of Bank's
international reserves are set by the Board of the bank and reviewed on a quarterly basis; the
guidance prescribethe currency structure, averageterm of depositsand a selection of foreign
banks.

Thetable below summarisesthe Bank'sexposureto foreign currency exchangeraterisk at 31
December 2010. Included inthetablearethe Bank'sassetsand liabilitiesat carrying amounts,
categorised by currency.

Concentrations of assets, liabilitiesand off balance sheet items

In thousands of
Leones GBP Euro US$ SDR Other Total
Cash and balances with
the Banks 87,682,963 61,859,825 525,461,801 - 3,562,481 678,567,070
IMF assets - - - 831,314,280 - 831,314,280
Loans and advances - - - - 198,789,921 198,789,921
Investment inequity - - 15,674,494 - 1,876,447 17,550,941
Investment in securities - - - - 435,094,849 435,094,849
Property, plant
and equipment - - - - 59,177,854 59,177,854
Other assets - - - - 7,794,820 7,794,820
Total assets 87,682,963 61,859,825 541,136,295 831,314,280 706,296,372 2,228,289,735
Liabilities
IMF drawing rights allocation - - - 1,117,669,718 - 1,117,669,718
Deposit from
Government - - - - 130,203,850 130,203,850
Deposit from
Banks

91,687,549 91,687,549
Deposit from
Others - - - 29,436,819 29,436,819
Other liability - 1,870,360 58,986,794 - 664,921,632 725,778,786
End of service benefir - 1,076,066 1,076,066
Total Liabilities - 1,870,360 58,986,794 1,117,669,718 917,325,916 2,095,852,788

Net on-balance
sheet position 87,682,963 59,989,465 482,149,501 (286,355,438) (211,029,536) 132,436,947

Credit commitments - - - - - R

At 31 December 2009
Total assets 32,869,122 339,462,061 209,690,748 573,654,590 489,564,095 1,645,240,616
Total liabilities 58,161,300 145,092,651 351,919,759 95,626,933 1,296,470,593 1,947,271,236
Net on-balance sheet
position (25,292,178) 194,369,410 (142,229,011) 478,027,657 (806,906,498) (302,030,620)
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Financial risk management (continued)
Currency risk (continued)
Foreign currency senditivity analysis

Concentration of Leoneequivaent of foreign currency denominated assetsand liabilities.

2010

In thousands of Leones usb GBP EUR SDR Total
Assets

Cash and balance

with the banks 52,546,181 725 841 - 52,547,747
IMF assets - - - 83,131,428 83,131,428
Investment in equity 1,567,449 - - - 1,567,449
Total Assets 54,113,630 725 841 83,131,428 137,246,624
Liabilities

IMF drawings - - - 111,766,972 111,766,972
Other liabilities 5,898,679 - 187,036 - 6,085,715
Total liabilities 5,898,679 - 187,036 111,766,972 117,852,687
Net-on-balance

sheet position 48,214,951 725 (186,195) (28,635,544) 19,393,937
2009

In Thousands of Leones uSD GBP EUR SDR Total
Assets

Total assets 20,969,075 3286912 33946206  57,365459 115,567,652
Total assets 20,969,075 3,286,912 33,946,206 57,365,459 115,567,652
Liabilities

Totd liabilities 35,191,976 5,816,130 14,509,265 9,562,693 65,080,064
Total liabilities 35,191,976 5,816,130 14,509,265 9,562,693 65,080,064

Net-on-balance
sheet position (14,222,901) (2,529,218) 19,436,941 47,802,766 50,487,588

Theabove sensitivity analysis has been based on changein US Dollar exchangerate against the
Leone. TheLeonehasbeen relatively stablefor the past couple of years, but may well depreciate
or strengthen against the dollar by amargin of 10 percent.
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f. Operational risks
Operationd riskistherisk of direct or indirect lossarisng fromawidevariety of causesassociated
withtheBank's processes, personnel, technology and infrastructure, and from externa factors
other than credit, market and liquidity risks such asthose arising from legal and regulatory
requirementsand generally accepted standards of corporate behaviour. Operational risksarise
fromall of the Bank's operations.
TheBank's objectiveisto manage operational risk so asto balance the avoidance of financial
losses and damageto the Bank'sreputation with overall cost effectiveness and to avoid control
proceduresthat restrict initiativeand creativity.
Theprimary responsbility for thedeve opment andimplementation of controlsto addressoperationd
risk isassigned to senior management withinthe Bank. Thisresponsibility issupported by the
development of overal Bank standardsfor the management of operational risk inthefollowing
aress.

° Requirementsfor gppropriate segregation of duties, including theindependent authorisation
of transactions,

° Requirementsfor thereconciliation and monitoring of transactions;
° Compliancewith regulatory and other lega requirements;
° Documentation of controlsand procedures;

° Requirementsfor the periodic assessment of operationa risksfaced, and the adequacy of
controlsand proceduresto addresstherisk identified;

° Requirementsfor thereporting of operational lossesand proposed remedid action;
° Devel opment of contingency plans;

° Training and professiona devel opment;

° Ethical and businessstandards,

° Risk mitigation, including insurancewherethisiseffective.

Compliancewiththe Bank standardsis maintained by the Internal Audit Department.
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Use of estimatesand judgements

Thesedisclosures supplement the commentary onfinancia risk management.
K ey sour cesof estimation uncertainty

Allowancesfor credit |osses

Assetsaccounted for at amortised cost are evaluated for impairment on abasisdescribed inthe
accounting policy.

The specific counterparty component of thetotal allowancesfor impairment appliesto claims
evauated individudly for impairment and i sbased upon management'sbest estimate of the potentia
lossthat may beincurred given their knowledge of the customer and the history of theaccount. In
estimating these cash flows, management makes judgements about acounter party'sfinancial
situation. Eachimpaired asset isassessed on its merits, and estimate of cash flowsconsidered
recoverable.

Collectively assessed impairment allowances cover credit |ossesinherent in portfoliosof claims
with smilar economic characterigtics.

Determining fair values

Thedetermination of fair valuefor financia assetsand liabilitiesfor which thereisno observable
market pricerequiresthe use of valuation techniques asdescribed in the accounting policy. For
financia instrumentsthat tradeinfrequently and havelittle pricetransparency, fair valueisless
objective, and requires varying degrees of judgments depending on liquidity, concentration,
uncertainty of market factors, pricing assumptionsand other risksaffecting the specificinstrument.
Critical accounting judgementsmadein gpplying the Bank'saccounting policiesinclude:
Financial asset and liability classification

TheBank'saccounting policiesprovide scopefor assetsand liabilitiesto be designated oninception

into different accounting categoriesin certain circumstancesandin classifying financial assetsas
availablefor sale, the Bank hasdetermined that it meetsthe description asset out in the accounting

policy.
Segment reporting

The Bank did not maintain and operate separate busi ness segments during the year. Thus, the
presentation of segmented information isnot consideredinformative.

101



BANK OF SIERRA LEONE

Notestothefinancial statements

7.

Net interest income

In thousands of Leones
Interest and similar income
Foreigninvestment

Loansand advances

Cash and short term funds
I nvestment securities

I nterest expensesand similar charges
In thousands of Leones

IMF interest and charges
Others

Net inter est income

Net feeand commission income
In thousands of Leones
Feeand commission income

Credit related feesand commission
Tradefinanceand other fees

Feesand commission expense

Feesand commission expense

Net feesand commission income
Net tradingincome

In thousands of Leones

Foreignexchange (loss)/gains

2010

3,284,313
20,216,610
1,012,541
41,623,241

66,136,705

2010

(2,085,441)
(79,738)

(2,165,179)
63,971,526

2010

29,834
1,981

31,815

31,815

2010

1,950,742

2009

3,611,885
3,035,730
642,009
21,476,445

28,766,069

2009

(1,028,941)
(118,389)

(1,147,330)
27,618,739

2009

22,718
2,859

25,577

25,577

2009

(600,560)

Foreign exchange net trading incomeincludes gainsand | ossesfrom spot and forward contracts.
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12.

13.

Other income
In thousands of Leones

Rent recelved

Sundry receipts

Profit on sale of asset

Income on reval uation repo operation

Personnel expenses
In thousands of Leones

Saariesand wages
Socid security

End of servicebenefit
Others

Currency
In thousands of Leones

Currency management
Currency Issueexpenses

Other expenses
In thousands of Leones

Occupancy cost
Directorsremuneration

Auditfees

Legd and professional Fees
Advertisement

Electricity

Insurance

Passage and overseasallowances
Repairsand maintenance

Write-off of property, plant and equipment

Other

103

2010

52,176
2,372,792

2,424,968

2010

28,892,526
1,597,216
1,923,039
1,163,926

33,576,707

2010

205,052
36,331,522

36,536,574

2010

311,958
1,347,054
160,000
2,457,565
138,230
2,201,535
1,578,036
1,418,277
375,795
809,028
8,399,246

19,196,724

2009

25,063
2,119,146
1,092
1,005,601

3,150,902

2009

23,225,355
1,559,179
1,887,002
1,269,176

27,940,712

2009

56,785
7,148,854

7,205,639

2009

258,378
1,423,621
75,000
1,897,312
469,300
1,466,163
1,465,719
1,108,516
382,764

6,947,027

15,470,800



BANK OF SIERRA LEONE

Notestothefinancial statements(continued)

14. Lossfor theyear

Thelossfor theyear has been stated after charging:

In thousands of Leones
Depreciation and amortisation

Directorsremuneration
Auditfees

15. Cash and cash equivalents
In thousands of Leones
Cash and Balanceswith Banks
Baancewith other Central Banks

Placement with Banks

Cash and balanceswith Banks

2010

2,405,829
1,347,054

160,000

2010
170,139,689
205,183,419
303,243,962

678,567,070

16. International Monetary Fund Related Assets

In thousands of Leones

IM F Quotasubscription
SecuritiesAccount
IMF No.1Account

SDRHoldings

SerraLeonesinterest intheInternational Monetary fund ispresented on anet basisasthereisalegal right

of set off between itsmembership accounts.

2010

670,466,128
(67,390,261)
(544,971,185)

58,104,682
773,209,598

831,314,280

104

2009
2,482,639

1,423,621
75,000

2009
113,106,104
358,547,940

99,029,273

570,683,317

2009

491,781,508
(67,390,261)
(424,276,746)

114,501
573,540,089

573,654,590



ANNUAL REPORT AND STATEMENT OF ACCOUNTS

Notestothefinancial statements(continued)

17.

17a

17b.

L oansand advances
In thousands of Leones
L oansand advancesto banks (Note 17a)

Loansand advancesto Government
and others (Note 17b)

L oansand advancesto Banks
In thousands of Leones

Loansand advancesto Banks
Lessimpairment alowances

I mpair ment allowances

Balanceat 1 January
Impairment lossfor theyear

Balance at 31 December

L oansand advancesto Gover nment and others
() Analysisbytype
In thousands of Leone

Government of Serraleone
(Waysand Means stock)
Saff

Reverse REPO Account
Others(Note17iv)

Grossloansand advances
Less: dlowancesfor losseson
|loansand advances

105

2010
4,954,181

193,835,740

198,789,921

2010

5,187,083
(232,902)

4,954,181

225,000
7,902

232,902

2010

177,693,764
4,140,004
9,810,446
2,191,526

193,835,740

193,835,740

2009
5,009,983

12,427,139

17,437,122

2009

5,234,983

(225,000)

5,009,983

225,000

225,000

2009

3,530,327
5,965,782
2,931,030

12,427,139

12,427,139



BANK OF SIERRA LEONE

Notestothefinancial statements(continued
17.  Loansand advances(continued)

17b. Loansand advancesto Gover nment and other s(continued)

(i) Allowancesfor impair ment
In thousands of Leones 2010 2009

Specificallowancesfor impair ment

Balanceat 1 January - -
Impairment lossfor theyear - -
Balance at 31 December - -
Collectiveallowancefor impair ment

Balanceat 1 January - - -
Impairment lossfor theyear - -
Balance at 31 December - -
Total allowancesfor impair ment - -

(i) Advancesto Government of SierraL eone

In thousands of Leones 2010 2009

Ways and means advances brought forward - -

Advancesduringtheyear 850,358,094 -
Receiptsduring theyear (672,664,330) -
Waysand MeansAdvances Carried forward 177,693,764 -

Under the Provisions of Section 42(1) and (2) of the Bank of SierraLeoneAct, 2000, thelimit of the
Waysand MeansAdvancesthat the Bank can grant to the Government shal | not exceed five percent
of the Government'sactua revenueinthe previousyear'sbudget.

In thousands of Leones 2010 2009
Waysand MeansAdvances 177,693,764 -
Treasury andeligiblebills 435,094,849 365,185,994

612,788,613 365,185,994
Less Government deposits (130,203,850) (338,746,493)
Capital account (50,000,000) (50,000,000)
Net debit/(credit) to Government of

SerralLeone 432,584,763 (23,560,499)
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Notestothefinancial statements(continued)

17.

17b.

18.

19.

L oansand advances(continued)

L oansand advancesto Gover nment and other s(continued)

i Advancesto Gover nnment of SierraL eone(continued)

In thousands of Leones

Government actuarRevenuein previousyear

5% thereof

Excessin Government lending

2010

746,460,000
37,323,000

395,261,763

2009

660,050,000

33,002,500

(33,002,500)

The Directorsreport excessin lendingsto the Government of SierraLeoneasat 31 December
2010 of Le 395,261,763 (2009: deficit of Le 33,002,500)

(iv) Others

Thisinclude advancesgivento contractorsamounting to Le 1.2 billionand along term
liability tothe Sierraleonestock exchange (Le 1billion).

I nvestment in equity

In thousands of Leones
AfreximBank Capita Investment
AfreximBank Dividend I nvestment

BSL CON-WAMA credit Guaranteefund
WAMA

I nvestment securities

In thousands of Leones

Investment securitiesat fair vaue
through profit or loss

Heldto Maturity investment securities
Availablefor sdeinvestment securities
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2010

4,798,695
380,774
1,423,303
10,948,169

17,550,941

2010

435,094,849

435,094,849

2009

4,407,382
149,525
1,348,604

10,068,070

15,973,581

2009

365,185,994

365,185,994



BANK OF SIERRA LEONE

Notestothefinancial statements(continued)

19.

I nvestment securities(continued)

Held tomaturity investment securities

In thousands of Leones

Fiveyear medium term bonds

Treasury billsheld for monetary policy
Treasury bond held for monetary policy
Oneyear treasury bills

182 daystreasury hills

Others

non negotiableinterest bearing securities
Less Fair vaueadjusment onnon
negotiable, oninterest bearing ecurities

Fair vdueresarve:

At 1 January
Reduction of fair value adjustment

2010

280,000,000
26,070,233
20,591,600
87,373,585
13,329,720

7,729,711
81,801,429

(81,801,429)

435,094,849

243,731,429

(161,930,000)

81,801,429

2009

180,000,000
54,408,484
24,665,750
54,918,454
42,667,024

8,526,282

243,731,429

(243,731,429)

365,185,994

406,231,429
(162,500,000)

243,731,429

Under Section 44(2) and 7(2) of therepealed Bank of Sierraleone (Amendment) Act 1970, the
Minister of Finance and the Financia Secretary, on behalf of the Government issued on 24 June
1994 and 25 May 2000 non-negotiable, non-interest bearing securitieswith no fixed redemption
date. Asthese securitieshave no interest rate and no fixed redemption date in accordance with
International Accounting Standardsthey have been discounted to net present value date based on
projected cash flows. Thisvaluation resultsinazerovalue.
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20. Property plant and equipment

In thousands of Leones

Balance at 1 January 2009
Additionsduring theyear
Disposals

Balance at 31December 2009

Balance at 1 January 2010
Additionsduring the year
Impairment of asset

Balance at 31 December 2010

Depreciation

Balance at 1 January 2009
Depreciation for the year
Disposals

Balance at 31 December 2009

Balance at 1 January 2010
Depreciation for the year

Balance at 31December 2010
Carrying amount:
As at 31 December 2009

As at 1 January 2010
As at 31 December 2010

M otor Officefurniture  Plant and Work-in

Premises vehicle equipment machinery progress Total
50,344,950 5,525,846 10,362,908 3,383,415 - 69,617,119
- - 88,140 956,866 - 1,045,006
- (5,000) - - - (5,000)
50,344,950 5,520,846 10,451,048 4,340,281 - 70,657,125
50,344,950 5,520,846 10,451,048 4,340,281 - 70,657,125
9,384,836 9,000 3,803,382 78694 280535 16,081,268
(809,029) - - - - (809,029)
58,920,757 5,529,846 14,254,430 4,418,975 2,805,356 85,929,364
7,199,221 3,197,123 9,160,298 2,311,232 - 21,867,874
996,357 617,901 598,031 270,350 - 2,482,639
- (4,832 - - - (4,832
8,195,578 3,810,192 9,758,329 2,581,582 - 24,345,681
8,195,578 3,810,192 9,758,329 2,581,582 - 24,345,681
1,020,014 585,005 493,525 307,285 - 2,405,829
9,215,592 4,395,197 10,251,854 2,888,867 - 26,751,510
42,149,372 1,710,644 692,719 1,758,699 - 46,311,444
42,149,372 1,710,654 692,719 1,758,699 - 46,311,444
49,705,165 1,134,649 4,002,576 1,530,108 2,805,356 59,177,854

Work in progressrepresents amount spent on the Tokeh Resource Center Project whichisyet to be completed at thefinancid position date.
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BANK OF SIERRA LEONE

Notestothefinancial statements(continued)

21. Othe assets

Inthousandsof Leones 2010 2009
Gold stock 530,635 375,808
[temsintrangt 125,541 52,762,507
Other consumables 469,086 391,189
Prepayment 102,496 443,967
Interest receivable 109.065 -
Deferred currency issue expense 6,457,997 1,879,378
Deferred Govt security certificate 141,719 141,719
Less

Allowancesfor impairment (141,719) -

7,794,820 55,994,568

Allowancesfor impairment:

At 1 January - -
Impairment chargefor theyear 141,719 -
141,719 -
22. International Monetary Fund Special

DrawingRightsAllocation
In thousands of Leones 2010 2009
IMF Specid Drawing Rights 643,347,583 471,890,274
IMF Poverty Reduction and Growth Fecility 474,322,135 221,458,176
1,117,669,718 693,348,450

Thisrelatesto amount dueto thelnternationa Monetary fund (IMF) for amountsof SDR'sallocated
tothebank for transactionswith IMF and to support programs, strengthen balance of payments
position and afoster durable growth, leading to higher living standardsand areductionin poverty.

23. Deposit from Gover nment

In thousands of Leones 2010 2009
Government specia depositsaccounts 130,203,850 338,746,493
130,203,850 338,746,493
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Notestothefinancial statements(continued)

24. Deposit from Banks
In thousands of Leones

Commercial Bank'sreserveaccount
Rura and community bank'sreserve accounts
Others

25. Depositsfrom Others

In thousands of Leones

Other deposits

26. Other liabilities
In thousands of Leones
Financial liabilities
Other foreign currency financid liabilities(26a)
Accrued chargesand other ligbilities (26b)

Non-financial liabilities
Currency incirculation (26¢)
Provisonfor revauation of pipdineliabilities(26d)

26a. Other foreign currency financial liabilities
In thousands of Leones

Foreign payment

SerraRutile/GoSL Loan

Bank of ChinaUS$ clearing

WAMA ECOWA Stravellers cheques
WAMA ECOWA Stravellers chequesclearing
Commission of European committee

WAMA settlement

OFID Debt relief imprest account
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2010

86,888,920
4,587,827
210,802

91,687,549

2010
29,436,819

29,436,819

2010

60,906,376
5,103,636

66,010,012

631,590,343

28,178,431
659,768,774

725,778,786

2010

8,303,703
3,043,724
35,326,970
11,798
(1,169)
40,760

14,180,590

60,906,376

2009

45,943,117
3,390,800
210,802

49,544,719

2009
30,384,663

30,384,663

2009

52,945,690
4,232,893

57,178,583

486,437,843

291,192,731
777,630,574

834,809,157

2009

88,571
2,795,521
32,446,205
11,798
(1,169)

(1,491,088)
19,095,852

52,945,690
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Notestothefinancial statements(continued)

26Db.

26cC.

26d.

Accrued chargesand other liabilities

In thousands of Leones 2010 2009
Accrued expenses 4,853,589 3,038,722
PS. Bondincirculation 449 449
Retentionmonies 224,761 194,487
Tradeand sundry creditors 24,837 999,235
5,103,636 4,232,893
Currencyincirculation
Inthousands of Leones 2010 2009
Notes 622,422,094 477,861,495
Coins 9,168,249 8,576,348
Balance at 31 December 631,590,343 486,437,843

Theliability for notesand coinissued isthe net liability after offsetting notesand coin held by
the Bank of Sierral eone as cash on hand, because cash held by the bank does not represent

currency incirculation.

Provision for revaluation of pipelineliabilities

In thousands of Leones 2010 2009
Baanceat January 291,192,731 215,769,090
Revduation (gain)/loss (263,014,300) 75,423,641
Disbursament - -

Balance at 31 December 28,178,431 291,192,731

Theprovisonfor revauation of pipelinesisacontingency provisoninrepect of pipelinedeposts.
Thisrelatesto the purported obligation of the Bank to settleliabilitiesto commercial Banksin
relation to money they deposited in Leones on behalf of importersin exchangefor the Bank
seitling their foreign currency obligation. Theliability asstated reflect the currency Leoneva ueof
Identifiable currency liabilitiesto anumber of commercia bankswith respect to foreign currency
obligationsthat were not settled by the bank.
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27. End of servicebenefit
In thousands of Leones 2010 2009

Present valueof obligation 1,076,066 437,754

Recognised liability for end of service _— _
benefit obligation 1,076,066 437,754

Movement in the present value of end of service
benefit

Changeinliability

Baanceat January 437,754 -
Servicecost 638,312 437,754
Interest cost - -
Actuarid (gain)/loss - -
Benefit paid - -

Balance at 31 December 1,076,066 437,754
The provision hasnot been actuarialy valued.

28. I ssued capital
In thousands of Leones 2010 2009

Authorised: - I—
100,000,000 100,000,000
Issued and fully paid —_— _—
Baanceat January/31 December 50,000,000 50,000,000

Section 10(1) and 71 of the Bank of SierraLeoneAct 2000 requirethe Bank of Sierraleoneto
maintainaminimum paid up capital of Le50hbillion, whichisto besubscribed withinfiveyearsfrom
the commencement of the Bank of SierraLeoneAct (that is 15 February 2005). Thispaid up
capital hasbeen fully subscribed and isheld exclusively by the Government of Sierraleone.
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Notestothefinancial statements(continued)

29.

Reservesand retained ear nings

In thousands of Leones 2010
General reserves(a) (89,796,802)
Other reserves(b) 172,233,749
Total reserves as at 31 December 82,436,947
(@  Generalreserve
In thousands of Leones 2010
Baanceat start of theyear (237,587,132)
Net Lossfor theyear (23,344,685)
Revauationgainfor theyear 286,677,237
Losson saleof marketable securities (6,364,985)
Transfer toforeign exchangereserve (286,677,237)
Fair vauereserve 161,930,000
Securitiesfor prior year [osses 15,570,000
Balance at 31 December

(89,796,802)

2009

(237,587,132)
(114,443,488)

(352,030,620)

2009

(375,517,007)
(22,905,132)
53,424,504
(1,664,993)
(53,424,504
162,500,000

(237,587,132)

Under Section 10(6) subject to section 71 of the Act, where the judgement of the Board, the
assetsof the Bank arelessthan the sum of itsliabilitiesand minimum paid-up capital, the Board
shdl notify the Minister who shall, notwithstanding any other provision of thisAct, authorised the
transfer of the Bank funds, readily marketabl e securities or foreign exchangefor the purpose of
preserving theminimum paid-up capita of the Bank fromimpairment.

(b)  Other reserves
In thousands of Leones 2010 2009
139,440,830

Foreign exchangerevaluation reserves(i) (147,236,407)

Property revaluation reserve(ii) 32,792,919 32,792,919
Balance at 31 December 172,233,749 (114,443,488)
(i)  Foreignexchangerevaluation reserves

In thousands of Leones 2010 2009
Balanceat start of theyear (147,236,407) (200,660,911)
Transferred fromgenera reserve 286,677,237 53,424,504
Balance at 31 December 139,440,830 (147,236,407)
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29.

30

30a.

30b.

Reservesand retained ear nings (continued)

In accordancewith Section 54(1) of the Bank of SierraL.eoneAct 2000, gainsand lossesarising
from any changesin theval uation of the Bank'sforeign currency denominated assetsand liabilities
resulting from changesintherate of exchange of the Leone, or any changeinthevauepartiesor
exchangerate of assetswith respect to the Leone are taken to the Foreign Exchange Reval uation
Reserve.

Under Section 54(3) of theAct, any net debit in thisReserveAccount will be cancelled by future
revaluation gainsor by transfersfromthe General Reserve. Additionally no profit shal be credited
to the Reval uation ReserveA ccount until theamount issufficient to cover thelossesreflected by the
debit that hasbeen transferred.

(i) Propertyrevaluation reserves

In thousands of Leones 2010 2009
Balanceat start of theyear andend of theyear 32,792,919 32,792,919

Balance at 31 December 32,792,919 32,792,919
TheBank maintainsaproperty revauation reservetowhichistransferred revaluation gains
onrevauingitsproperties
Contingenciesand commitments

Contingent liabilities

In thousands of Leones 2010 2009
Guarantees and Endorsement 164,735,939 280,881,096
Promissory notes 1,163,939 2,822,576

165,899,878 283,703,672

Capital commitments

In thousands of Leones 2010 2009
Capitd expenditure 4,102,331 1,661,049
African Export Import Bank 3,358,408 3,084,544

7,460,739 4,745,593
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30c.

31.

32.

Contingenciesand commitments(continued)

Pending law suits, legal proceedingsand claims

TheBank haspending litigationsagaingt it in relation to three former employeeswho areclaiming
damagesfor wrongful dismissal, upward revision of pension and payment of terminal benefitsand
other allowances. However, the Bank has appeal ed against the judgements and the mattersare
presently at the Court of Appedl. Intheevent that the appealsare not successful, the Bank would
beliableto pay an amount not lessthan Le547 million excluding interest at therate of 35% per
annum and solicitor'scogsts.

Related parties
Parent and ultimate controlling party

AlthoughtheBank isan autonomousentity, the Government of Sierraleone being the sol e subscriber
tothesharecapital of theBank, isin principlethe owner of the Bank. The Bank continuedto act as
the banker and adviser to, and fiscal agent of, the Government of SierralLeoneaslaid downin
statutes. Inthecourse of executing these duties, the Bank facilitates paymentsto the Government's
suppliersand creditors, and extends credit facilitiesto the Government.

Asat 31 December 2010, total advancesto the Government wasL e 177.59 billion (2009: Nil).

TheBoard of Directors (including the Governor and Deputy Governor) received remuneration
amountingto Le1.38 billion (2009: Le1.28hillion). The Governorsbenefited from rent allowance
and vehiclesfor officia and domestic purposes. Board members did not benefit from any loan
during the period under review. A tota of Le35.80 million (2009: Le41.27 million) wascontributed
totheNationa Socia Security and Insurance Trust Scheme (NASSIT) on behaf of the Governors.

Senior Management received remuneration of Le 1.13 billion (2009: Le 1.63 billion) and benefited
fromofficia vehicles. Outstanding loansto senior management totalled Le63.77 million (2009: Le
107.79million). Atotal of Le108.09 million(2009: Le106.12 million) wascontributed ontheir
behalf toNASSIT.

Depositsfrom Government totalled Le 131 billion (2009: Le 339 hillion).

Post balance sheet events

Events subsequent to the statement of financial position date arereflected only to the extent they

relatedirectly tothefinancid statementsandtheir effectismaterial. Therewereno sucheventson
thedatethefinancia statementsweresigned.
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