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MAJOR DEVELOPMENTS IN THE BANKING SECTOR DURING THE
FIRST AND SECOND QUARTERS OF 2006

By
Resear ch Department

1.0 Introduction

During the first half of 2006, the banking sector witnessed a number of notable
developments and these include the release of the amendments to the Monetary
Policy Guidelines by the Monetary Policy Committee of the Central Bank of
Nigeria (CBN), commencement of the liquidation of the fourteen banks that did
not meet the N25billion recapitalization requirements as at the end of December,
2005 and the appointment of four additional settlement banks by the CBN. Others
include the repeal of the Community Banks Act and the commencement of the
licensing of new microfinance banks by the CBN. During same period, Nigeria
was de-listed from the list of non-cooperative countries and territories by the
Financial Action Task Force (FATF). Details of these developments and others
including reports on interest rates on major financial instruments in the money
market, the Naira Exchange rate as well as the performance of quoted banks’
shares on the Nigerian Stock Exchange (NSE) as at the end of the half of 2006 are

presented below.

2.0 Highlights of the Amendmentsto the M onetary Palicy for 2006

During the period under review, the Monetary Policy Committee of the Central

Bank of Nigeria (CBN) made changes to the existing monetary policy guidelines.
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According to the Committee, the changes were informed by the challenges posed
by an expected substantial liquidity overhang during the year. That expectation
was based on the following:
The likelihood of a more expansionary fiscal policy with proposed increase
in the benchmark oil price used for the budget;
The injection of ‘off-budget’ liquidity to the economy as a result of the
implementation of special projects such as building of power plants;
Increasing capital inflows, especially the portfolio type; and
Possibility of increased spending on the political process in preparation for

2007 general elections.

2.1 Policy Objectives and Thrusts

The major objectives of monetary policy remained the same as in the previous
year. However, much attention was expected to be focussed on overcoming the
likely liquidity overhang and maintenance of macroeconomic stability. Other main
objectives were as follows:

Vv Maintenance of lower single digit inflation rate by the end of 2006;

v Gradual reduction in the cost of borrowing for private sector investors by
reducing interest rates, and to improve capacity utilisation and output
growth;

v Maintenance of monetary stability; and

v Sustenance of exchange rate stability.

In order to achieve the above objectives, the main policy thrusts as enunciated by

the CBN were as follows:



+ Gross Domestic Product (GDP) growth rate of about 10 percent

+ Single ‘core’ inflation rate and strong commitment to attaining a single digit
‘headline’ inflation rate

+ Broad money (M2) growth rate of 15-17 percent

+ Bank credit to the private sector of about 30 percent

+ Flexible exchange rate regime to ensure stable macroeconomic environment

2.2 Policy M easures

Major policy measures applied in 2005 were to be employed in fiscal 2006. In the
main, they were as follows:

(a) Liquidity M anagement M easures

In 2006, the CBN was expected to tighten all sources of excess liquidity injection
into the system. As aresult of that, the apex bank was to maintain zero Ways and
Means advances to Government as was done in the previous year. In the extreme,
Government could be allowed to borrow up to 5% of previous year’s actual
revenue. Such indebtedness must be repaid within the quarter when the advance
was given a an interest rate of Minimum Rediscount Rate+tl (MRR+1). In
addition, the CBN intended to mop-up excess liquidity through the use of
instruments such as Open Market Operations (OMO). That was anticipated to be
carried out in a more systematic manner during the year. Cash reserve requirement
was to complement OMO to curb the growth of excess liquidity in the system.
Thus, the cash reserve ratio (CRR) was to remain unchanged while liquidity ratio
(LR), another complementary liquidity and prudential measure, was to remain at
40%.

(b) Interest Rate Policy



As was the case in 2005, in 2006, CBN was to move to a regime of more active
monetary policy, with decisions on interest rate regime reviewed every quarter.
The anchor rate would be the MRR and that would be reviewed in line with the

anti- inflation stance of the CBN.

(c) Exchange Rate Policy
The major exchange rate policy that was implemented during the year under
review was the Wholesale Dutch Auction System (WDAS) which came on stream
in the first quarter of 2006. As enunciated by the CBN, the introduction of WDAS
was to foster exchange rate convergence between the Dutch Auction System
(DAS) and the inter-bank market rates. To achieve that, the CBN issued new
Authorized Dealership License (ADL) to banks which met the prescribed
requirements. The requirements for the issuance of the Authorized Dealership
License (ADL) included, among others:

A dealing room fully equipped with Reuters Dealing Terminals,

functional fax and telephone lines;

Qualified and experienced dealers and,

Payment of a license fee of =N=1.5 million.

The Authorized Dealership licenses issued were to be valid for a period of one year
from date of issue and would be renewable from year to year upon payment of
license renewal fee to be fixed from time to time by the CBN. The minimum bid
amount by an Authorized Dealer would be $100,000.00 and the currencies of
transaction would be the Naira and United States Dollar. Authorized Dealers were

expected to return to the Central Bank of Nigeria any unutilized funds within



fifteen (15) business days after delivery at the rate of purchase. Authorized Dealers
under the new system, were required to quote two-ways and display in their
Banking Halls the buying and selling rates conspicuously. The spread between the

buying and selling rates as indicated in the Circular was not to exceed 1 percent.

Apart from the introduction of WDAS, the CBN also took some measures and
strategic initiatives to liberalize the foreign exchange market. The main strategy
was to ensure increased supply of foreign exchange to all markets and also remove
access restrictions to the official market thereby reducing the demand pressure on
the parallel market. The ultimate objective was to facilitate a convergence between
both markets as well as to achieve a single exchange rate for the Naira. Some of
the initiatives/measures included

v a 100 per cent increase in business and personal travel allowance (BTA and
PTA)

v Bureau de Change (BDC) operators were permitted to source foreign
exchange from the official market (from and through the banks) as well as
the CBN. They were also to serve as brokers within the inter-bank market
framework and, in addition, effect transfer of foreign exchange through
their domiciliary accounts with commercial banks

Vv Banks, travelex and other authorized dealers were also allowed to import
foreign exchange and supply to the market subject to statutory guidelines

v CBN introduced a cash swap system whereby it would sell foreign
exchange to some designated banks to be repurchased in future

v simplified foreign exchange procurement documentation for overseas

medical treatment and payment of school fees



v Banks were allowed to operate BDC window/outlet as part of their financial

products offering.

3.0 Banking Sector Consolidation

The policy-induced consolidation of the industry that started in July 2004 was
completed by 31% December, 2005. On 1 January, 2006, 25 banks emerged from
the 75 out of the 89 banking institutions that existed at the end of June, 2004. The
remaining fourteen (14) banks with negative net worth had their licenses revoked
and were handed over to the Corporation for liquidation. The names of these banks
are contained in Table 1.1.

Tablel.l
List of banks whose Operating Licenses Were Revoked
SIN BANK
1 African Express Bank
2 AllStates Trust Bank
3 Assurance Bank of Nigeria
4 City Express Bank
5 Eagle Bank
6 Fortune International Bank
7 Gulf Bank
8 Hallmark Bank
9 Lead Bank
10 Liberty Bank
11 M etropolitan Bank
12 Societe Generale Bank
13 Trade Bank
14 Triumph Bank

In keeping with the legal requirements, the Corporation had to obtain winding

orders from the Federal High Court (FHC). As at 30™ June, 2006, the Corporation
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had obtained five of such winding orders in respect of the following banks whose
licenses were revoked:

Allstates Trust Bank PLC

Assurance Bank Limited

Hallmark Bank PLC

Trade Bank PLC and

Lead Bank Limited.

In addition, under the Purchase and Assumption transaction which was the
resolution method adopted by the regulatory bodies, consolidated banks were
encouraged to purchase some or all the assets of the failed banks and also assume
some or all the liabilities including the insured deposits. As at the end of June
2006, two of the failed banks that had been acquired were Allstates Trust Bank and
Trade Bank of Nigeria PLC.

4.0 Appointments of Four (4) Additional Settlement Banks by the Central
Bank of Nigeria
During the period under review, the Central Bank of Nigeria appointed four
additional banks as Settlement and Clearing Banks in the system. The new
settlement banks were Access Bank PLC, Diamond Bank PLC, Intercontinental
Bank PLC and IBTC-Chartered Bank PLC. The four banks joined the other six (6)
Settlement banks (United Bank for Africa PLC, Zenith International Bank PLC,
Guaranty Trust Bank PLC, First Bank of Nigeria PLC, Afribank (Nigeria) PLC,
and Union Bank of Nigeria PLC) which were appointed by the apex bank on 1%
April, 2004.The appointment of the new Settlement banks took effect from March

6, 2006. To become a Settlement/Clearing Bank two basic requirements are:



The pledge of a minimum of =N=16 billion worth of Nigerian Treasury
Bills (NTBs) with the apex bank as settlement collateral;
Branch network in all the existing 22 CBN locations and any other that

would be opened in future.

5.0 Introduction of 2-Year and 3-Year FGN Bonds and the Restructuring of
the Treasury Billsinto Longer Tenor

In continuation of its efforts geared towards controlling excess liquidity in the
economy, the Central Bank of Nigeria (CBN), during the period under review,
commenced the use of the non-rediscount CBN Bills for liquidity management.
Also, the apex bank introduced the 2-year and 3-year FGN Bonds while the

Treasury Bills were restructured into longer tenors during the same period.

6.0 Tax Waiver on Interest Earning from Agricultural Lending By Banks

Following the resolution of banks to reduce interest rate on agricultural loans
subsequent to an agreement reached with government that tax exemption would be
granted on the interest earned on such facilities, the President and Commander-in-
Chief of the Federal Republic of Nigeria had, magnanimously, approved tax
waiver on interest earnings from agricultural loans for 2006 fiscal year. It would
be recalled that in the first quarter of the year, interest rate on agricultural loan was
pegged at 14% following an agreement amongst all stakeholders. In order to give
effect to the resolution of the stakeholders, the CBN was expected to subsidize the
14 percent interest rate for agricultural loans by 6 percent and the beneficiaries

were expected to pay the balance of 8 percent. The new development was in
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recognition of the significant role of the agricultural sector in sustaining the

country’s economic growth.

7.0 Exit of Nigeriafrom the Paris Club of Creditors

During the month of April, Nigeria finally exited the Paris Club of Creditors. The
exit was made possible after the country paid the last tranche of $4.5 billion to the
Paris Club. Nigeria had, therefore, become the first African country to pay off its
debts to the Club. The development had made Nigeria to move from a highly
indebted country to a country with a manageable debt.

It is worthy of note that the exit of the country from the Club came after a
favourable appraisal of the nation’s economic reform programme by the Executive
Board of the International Monetary Fund (IMF) in a debt-buy- back scheme
negotiated under the Naples Terms. Nigeria reached a deal in October 2005 with
the Paris Club and that allowed her to pay off about $30 billion in accumulated
debt for about $12 billion, an overall discount of about 60 percent. Also, the
International Monetary Fund (IMF) during the period approved a two-year Policy
Support Instrument (PSI) for Nigeria, as a pre-condition to exit the Paris Club debt

guagmire because of the strength of the country’s economic programme.

8.0 The Central Bank of Nigeria (CBN) Issued a Code of Corporate
Governance for Banksin Nigeria

During the year, the CBN issued a Code of Corporate Governance to guide banks
in the post-consolidation era. The Code of Corporate Governance which was
issued on March 1, 2006 became effective on April 3, 2006. The main aim of the

Code was to address the observed lingering poor corporate governance practices by
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Nigerian banks. The Code covered critical areas such as Equity Ownership;
Organizational Structure; Quality of Board Membership; Board Performance
Appraisal; Quality of Management and Reporting Relationship. Other issues
covered by the Code were Industry Transparency, Due Process, Data I ntegrity and
Disclosure Requirements, Risk Management as well as the Role of Auditors
(Internal and External).

9.0 Repeal of the Community Bank (CB) Act of 1992 by the Federal Executive
Council

During the period under review, the Federal Executive Council (FEC) approved
that the Community Bank Act No. 36 of 1992 be repealed and the takeover of
supervision of CBs by the CBN in accordance with Section 23 of the Banks and
Other Financial Institutions Act (BOFIA) No. 38 of 1998. That development was
to remove hindrances to the commencement of licensing of Micro-finance banks

which were to be formed from the existing Community Banks (CBs) in the system.

During the same period, the Central Bank of Nigeria (CBN) issued a Circular to all
Chairmen, Directors and Managers of Community Banks as well as the Public on
the requirements and procedures for the conversion of Community Banks (CBs) to
Microfinance Banks (MFBs). For a Community Bank (CB) to convert to a
Microfinance Bank (MFB) of a single branch, a minimum shareholders’ funds of
=N=20 million unimpaired by losses would be required. In addition, CB operators
wishing to have a state-wide MFB must provide a minimum shareholders’ funds of

=N=1 billion unimpaired by losses. It was also clearly stated that asset revaluation

12



would not be accepted for the purpose of meeting the minimum capital

requirement.

On a similar note, the CBN during the period under review also issued a Circular
to all Chairmen, trustees, operators and the public specifying the requirements and
procedures for the transformation of Non-Governmental-Microfinance Institutions
(NGO-MFIs) to Microfinance Banks (MFBs). The circular made it categorically
clear that all operators of Non-Governmental Organization-Micro-Finance
Institutions (NGO-MFIs) wishing to transform must satisfy the following
minimum requirements:

An asset base of =N=20 million or equivalent in US Dollars.

A report of an institutional assessment carried out by a rating agency

acceptable to the Central Bank of Nigeria.

Statement of Assets and Liabilities, duly certified by an independent

auditor.

Separation of the socio-welfare functions of the transforming NGO-MFI

from the credit/financial services by creating a separate entity to operate

asaMFB.

A list of existing owners that contributed to the formation of its assets

and the distribution of assets, as well as the list of prospective

shareholders.

A written declaration from its development partners or donor agencies for

the conversion of its assets into shares.
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10.0 The Establishment of National Micro-Finance Policy Consultative
Committee (NM FPCC) By the Central Bank of Nigeria (CBN)
In its desire to have wider acceptance/recognition of its efforts at developing the
micro-finance banking sub-sector of the financial system, the CBN during the
period under review, established the National Micro-finance Policy Consultative
Committee (NMFPCC), which would oversee the conversion of Community Banks
and Non-Governmental Organisations (NGOs) MFIs to Micro-finance Banks. The
committee was expected to provide policy direction to the micro-finance sector, as
well as guide its implementation and monitoring. The committee was to be chaired
by Deputy Governor, Financial Sector Surveillance of the CBN and members
drawn from Federal Ministries of Finance, Agriculture and Rural development.
Others are Apex Association of Micro-Finance Banks, Bankers’ Committee, and
the National Poverty Alleviation Programme (NAPAP), National Association of
Small and Medium Enterprises (NASME), and Directors, Development Finance

and Other Financial Institutions Departments of the CBN.

The Committee was expected to meet quarterly and on such other occasions as it
might consider necessary. It would have aterm of four years in the first instance.
Through the new micro-finance policy, it was expected that over 65 percent of
Nigerians who hitherto had no access to banking services were expected to be

provided with services.

11.0 De-listing of Nigeria from the List of Non-Cooperative Countries and
Territories (NCCTs) By the Financial Action Task Force (FATF)

14



During the period under review, the Financial Action Task Force (FATF), a global
anti-money laundering body, announced the delisting of the country’s name from
the list of Non-Cooperative Countries and Territories (NCCTs). The delisting of
the country’s name from the FATF’s list of NCCTs would go a long way to earn
the nation good image before the international community.  With that
development, foreign investors would be more willing to invest in the nation’s

economy knowing fully well that their investments would be safer than before.

12.0 Interest Rates
In a bid to maintain the stability of monetary aggregates in the system, the CBN
during the first half of 2006 reviewed upwards the Minimum Rediscount Rate
(MRR) by 100 basis points from 13% to 14%. It would be recalled that the apex
bank last reviewed the MRR in February 2005, when it was slashed from 15 per

cent to 13 per cent.

The interest rates for major financial instruments as at end of June, 2006 are
presented in Table 1.2. The table shows that the rates for most of the financial
instruments decreased while a few of the rates increased slightly during the period
under review. An analysis of the movement in rates indicated that Call and 7-Day
deposit rates decreased by 0.3 and 0.5 percentage points respectively. Similarly,
rates on 30-day and 90-Day deposits decreased by 0.4 and 0.5 percentage points
respectively whilst rates on 180-Day deposits and 360-Day deposits also
decreased marginally. In contrast to this declining trend, there was 0.4 percentage
point’s increase in the prime lending rate suggesting a widening spread between
lending and saving rates. The declines in major financial instruments witnessed in
the money market could be ascribed to government’s deliberate policy to bring
15



interest rates down in its desire at fighting inflation. Even though there was an
increase of 1 percentage point in MRR, the anchor rate in the sector, rates on
government’s own bills and bonds witnessed significant fall during the period

under review as shown in Table 1.2

Table 1.2
Average Interest Rates January-June, 2006
Financial Rates (%) Increase/Decrease
Instrument Between January and June
2006

January | February | March | April May June 2006

2006 | 2006 2006 | 2°% 2006

4.8 4.5 A7 4.4 4.4 46 -0.2
Savings

6.2 5.6 6.3 5.7 55 5.9 -0.3
Call

6.7 6.1 6.6 6.2 5.9 6.2 -0.5
7-Day

11.8 1.6 11.9 1.4 1.3 1.4 -0.4
30-Day

1.4 10.9 11.2 1.1 10.7 10.9 -05
90-Day

8.6 85 85 8.6 84 8.4 -0.2
180-Day

95 95 94 94 94 94 -0.1
360-Day

17.4 17.3 17.6 17.2 17.4 17.8 0.4
Prime
Lending

13.0 13.0 13.0 13.0 13.0 14.0 1.0
MRR

11.90 8.0 93 6.0 5.95 35 -8.4
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T/Bills
Rate

15.0 15.0 13.0 125 15.0 12.0 -3.0
FGN Bond

Source: NDIC Market Survey

14.0 The Naira Exchange Rate

A review of developments in the Nigerian economy since the beginning of the year
2006 showed that the foreign exchange market had remained stable. A major
concern, however, was the relatively high premium between the interbank/official
market and the other segments of the market during the first half of the year. That
had been caused largely by the Central Bank of Nigeria’s (CBN) effective control
of forex round-tripping by banks into the other two markets, thereby curtailing the
supply to those markets. A maor development as at mid-year, 2006 was the
commencement of bureau de change services by some licensed banks to the public
in line with the foreign exchange market liberalization policy of the Central Bank
of Nigeria (CBN).

From available records, the Naira, during the period, appreciated marginally in the
three segments of the market namely: Wholesale Dutch Auction Market (WDAYS),
Bureau de Change and Parallel market as shown in Tablel.4. As evidenced in the
Table, the Naira exchanged at &127.71 to a US dollar at the WDAS in June 2006
as against #4129 that was reported in January, 2006, depicting an appreciation of
1.01 percent. In the other segments of the market - the Bureaux de Change and
Parallel, the Naira exchange rate was &142.875 and §143.75 to a US dollar as at
end of June, 2006 as against :143.7 and &144.3 respectively in January, 2006 also

depicting a slight appreciation.
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Table 1.3

Naira Exchange Rate January- June 2006

Source Exchange Rate (x to $1) % Change in
the value of
April May June ®/USD
Janua Februa March
i Y 2006 2006 | 2006 between
June 2006
WDAS 129 00 128.625 |127.75 127.775 | 128.396 | 127.71 1.01
Bureaux 0.58
143.7 143.875 |144.625 |14837> 1446 142875
De
Change
Parallel 0.38
144.3 144375 |145125 |88 |1453 | 143.75
Market
(PM)

Source: NDIC Market Survey
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15.0 Performance of Banks Quoted On the Nigerian Stock Exchange
(NSE)

During the period under review, the Nigerian Stock Exchange (NSE) de-listed
from its Official List, the shares of eleven banks due to the withdrawal of their
operating licenses by the CBN and/or the completion of merger/acquisition process
which resulted from the recapitalization exercise initiated by the CBN. Banks
whose shares were de-listed as a result of the withdrawal of their operating licenses
included Savannah Bank Plc whose license was revoked in 2002 and five others:
African Express Bank PLC, Gulf Bank of Nigeria PLC, Hallmark Bank PLC,
Liberty Bank PLC and Trade Bank PLC whose operating licenses were revoked by
the Central Bank of Nigeria (CBN) following their inability to meet the N25 billion
recapitalization requirements as at the 31% December, 2005. As a result of that
development, the shares of the affected banks had seized to be traded on the floor
of the Nigerian Stock Exchange. Five other banks whose shares were de-listed
consequent upon the completion the merger/acquisition process with other banks
included Chartered Bank Plc, Cooperative Development Bank Plc, EIB
International Bank Plc, Lion Bank Plc and Regent Bank Plc. One bank, Ecobank
Plc, was listed during the period under review. Thus at the mid-year, 2006, the
number of listed banks totaled 31 compared with atotal 40 at the beginning of the

year.

The performance of the shares of thirty-one (31) banks listed on the floor of the
Nigerian Stock Exchange (NSE) as at the end of June, 2006 is presented in
Tablel.4. The comparative figures as a the end of January, 2006 are also
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presented. The stocks’ position as shown in the table revealed that First Bank of
Nigeria Plc still maintained the price leadership position with a quoted share price
of 5,243 kobo. Union Bank of Nigeria Plc occupied the second position with a
guoted price of 2,808 kobo. Other banks that trailed behind included Zenith Bank
Plc, Guaranty Trust Bank Plc, United Bank for Africa Plc, Intercontinental Bank
Plc, Afribank Nig. Plc and Oceanic Bank International Plc with quoted prices of
2,020kaobo, 1,397kobo, 1,333kobo, 1,045kobo, 707kobo and 699kobo respectively.

A comparison of the two periods also revealed that seven banks had a downward
movement in their share prices in the period under review. The affected banks
were Access Bank, Afribank Nigeria Plc, Diamond Bank Plc, First City Monument
Bank Plc, Trans International Bank Plc, Universal Trust Bank Plc and Wema Bank
Plc. The shares of nine other banks appreciated during the period under review.
These were Fidelity Bank Plc, First Bank of Nigeria Plc, First City Monument
Bank Plc, Guaranty Trust Bank Plc., Intercontinental Bank Plc, Oceanic Bank Pic,
UBA Plc, Union Bank of Nigeria Plc and Zenith Bank Plc.

Thirteen banks retained their share prices on the floor of the NSE during the period
under review. The banks are members of the 25 consolidated banks that emerged
as at December 31, 2005 and which still have their shares listed in their old names
in the NSE. The affected banks are ACB International Bank Plc, Cooperative
Bank Plc, Platinum Bank Plc, FSB International Bank Pic, Manny Bank Plc, First
Atlantic Bank Plc, Inland Bank Plc, IMB International Bank Plc, NAL Bank Plc,
Omega Bank Plc, Guardian Express Bank Plc, Skye Bank Pic and Unity Bank Plc.
The continued listing of these banks on the NSE could be attributed to the slow
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pace of integration among some of the merged banks. It is expected that the banks

would be de-listed as soon as all the necessary integration process are completed.

Table1.4
Performance of Insured Banks= Shares on the Nigerian Stock Exchange
(NSE) As At January 31 and June 20, 2006

Quotatio | Quotatio
BANK Par n (k) n Year | Year | Earnings | Price/lEarning Ratio (%)
value (k) =s =s P/share
High | Low | (K)
(k) Jan (k)
June
(k)
94
ACB INTERNATIONAL BANK 50 94 94 94 0.01 94.00
PLC
270
ACCESS BANK NIGERIA PLC 50 250 - 342 342 0.16 21.38
910
AFRIBANK NIGERIA PLC 50 707 663 663 51 13.00
AFRICAN EXPRESSBANK PLC | 50 144 na
CHARTERED BANK PLC 50 390 n.a
CO-OPERATIVE DEV. BANK 50 112 na
PLC
192
COOPERATIVE BANK PLC 50 192 192 192 12 16.00
775
DIAMOND BANK NIGERIA PLC | 50 490 775 630 41 18.90
EIB INTER. BANK 50 266 na
Ecobank NigeriaPlc 50 na 853 756 | 644 |- -
226
FIDELITY BANK PLC 50 293 323 280 11 29.23
341
FIRST ATLANTIC BANK PLC 50 341 341 342 13 26.23
3312
FIRST BANK OF NIG. PLC 50 5243 3200 | 3179 | 347 9.16
511
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Quotatio | Quotatio
BANK Par n (k) n Year | Year | Earnings | Price/Earning Ratio (%)
value (k) =s =s P/share
High | Low | (K)
(k) Jan (k)
June
(k)
FIRST MONUMENT BANK PLC 50 400 518 518 7 74.00
114
FSB INTERNATIONAL BANK | 50 114 - | 161 15 - 0
PLC
1312
GUARANTY TRUST BANK PLC | 50 1397 + 1352 | 8.66 89 11.24
Guardian Express Bank Plc 50 151 151 151 151 - -
GULF BANK PLC 50 26 na' 27 26 - -
HALLMARK BANK PLC 50 181 na' 600 181
IBTC Chartered Bank Plc 50 457 500 502 457 - -
84
IMB INTERNATIONAL BANK | 50 84 + 74 48 0 0
PLC
181
INLAND BANK (NIGERIA) PLC 50 181 181 102 11 16.45
845
INTERCONTINENTAL BANK | 50 1045 1098 | 510 103 5.92
PLC
LIBERTY BANK PLC 50 51 na
LION BANK OF NIG. PLC 50 140 na
115
MANNY BANK PLC 50 115 + | 132 96 5 23.00
280
NAL BANK PLC 50 280 280 176 38 7.37
580
OCEANIC BANK PLC 50 699 1000 | 632 51 12.39
191
OMEGA BANK PLC 50 191 792 203 19 10.05
PLATINUM BANK PLC 50 260 260 + 269 234 - -
REGENT BANK PLC 50 89 na
SAVANNAH BANK PLC 50 80 na
SKY BANK PLC 50 306 306 89 89 0 0
TRADE BANK PLC 50 135 na
37 155
TRANS INTERNATIONAL | 50 36 - 180 73 6.06
BANK PLC
1190
UBA PLC 50 1333 1538 | 905 155 6.06
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Quotatio | Quotatio
BANK Par n (k) n Year | Year | Earnings | Price/Earning Ratio (%)
value (k) =s =s P/share
High | Low | (K)
(k) Jan (k)
June
(k)
2548
UNION BANK NIG. PLC 50 2808 + 26.00 | 17.90 | 186 13.22
UNITY BANK PLC 50 250 250 262 218 0 0
69
UNIVERSAL TRUST BANK PLC | 50 48 109 60 16 4.88
374
WEMA BANK PLC 50 339+ 393 393 23 17.09
1964
ZENITH BANK PLC 50 2020 + 1720 | 12.42 | 95 16.46

Source: The Nigerian Stock Exchange, Lagos
Key:- - = Supply (Offer) +=Demand (Bid)
1= Banks whose operating licenses were withdrawn; 2= Banks which merged with or acquired by other

banks; 3= Ecobank’s shares were listed during the period under review
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FINANCIAL CONDITION AND PERFORMANCE OF INSURED
BANKSIN THE FIRST AND SECOND QUARTERS OF 2006

BY

RESEARCH & OFF-SITE SUPERVISION DEPARTMENTS

1.0 INTRODUCTION

The condition and performance of the insured banks were mixed during the period
under review. Total assets of the banks increased from N4.97 trillion as at the end
of the first quarter of 2006 to N5.70 trillion as at the end of the second quarter of
2006; this represents an increase of 14.68 percent. The industry’s total loans and
advances increased by 5.55 percent, from #&1.62 trillion as at the end of March
2006 to &1.71 trillion as at the end of June 2006. However, asset quality
experienced a slight deterioration as the proportion of non-performing loans to
total credit increased from 10.31 percent as at the end of the first quarter to 11.30
percent as at the end of the second quarter of 2006. Furthermore, Profit Before Tax
(PBT) which amounted to &37.78 billion as at the end of the first quarter declined
by 6.95 percent to N36.08 billion as at the end of the second quarter. On the other
hand, capital to risk-weighted asset ratio increased slightly by 0.05 percentage
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points from 22.0 percent at the end of March 2006 to 22.05 percent at the end of
June 2006. Similarly, the industry average liquidity ratio increased slightly by 2.91
percentage points from 69.30 percent as at the end of March to 72.21 percent as at

the end of June.

Apart from this introduction, the rest of the paper is divided into three sections.
Section 2 presents the structure of assets and liabilities of the banking industry,
while section 3 examines the financial condition of insured banks. Section 4

concludes the paper.

20 STRUCTURE OF ASSETSAND LIABILITIES

The total assets of the banking industry increased from N4.97 trillion as at the end
of March to 8&5.70 trillion as at the end of June 2006. The structure of banks’ total
assets and liabilities as at the end of the first and second quarters of 2006 are
presented in table 1 and further illustrated by Charts 1 (a) and 1 (b). TABLE 1

STRUCTURE OF BANKS ASSETSAND LIABILITIES
ASAT THE END OF MARCH AND JUNE 2006

Assets (%) 1% 2nd Liabilities (%) 1 2"
Quarter | Quarter Quarter | Quarter
Cash & Due from
Other Banks 23.65 24.46 Deposits 57.00 57.98
Inter-bank Placement 4.15 5.04 Inter-bank Takings 0.62 1.37
Government Securities
16.66 19.79 CBN Overdraft 0.00 0.00
Other Short-term
Funds 4.56 4.30 Dueto Other Banks 0.65 0.71
Other Borrowed
Loans & Advances 32.65 29.99 Funds 0.38 0.60
Investments 4,78 4.92 Other Liabilities 25.04 23.99
Other Assets 9.69 7.90 Long-term Loans 0.01 0.00
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Shareholders’ Funds
Fixed Assets 3.86 3.60 (Unadjusted) 351 3.12
Reserves 12.79 12.23
Total 100.00 | 100.00 | Total 100.00 | 100.00

Source: Bank Returns

NOTE: TOTAL ASSETS(# TRILLION) 15" QUARTER OF 2006 4.97 2\° QUARTER OF 2006 5.70

OFF-BALANCE SHEET (AsaProportion of Balance Sheet Items)  19.04%

CHART 1 A: STRUCTURE OF BANKS' ASSETS FOR THE 1ST
AND 2ND QUARTERS OF 2006

20.53%

1st Quarter 2nd Quarter

O Cash & Due from Other Banks B Interbank Placements
O Government Securities OOther Short-term Funds
B Loans & Advances/Leases OlInvestments

B Other Assets OFixed Assets
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CHART 1 B: STRUCTURE OF BANKS' LIABILITIES FOR 1ST AND 2ND QUARTERS OF 2006
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The largest proportion of total assets during the first quarter of 2006 was L oans &
Advances, which accounted for 32.65 percent. However, this item declined
slightly by 2.66 percentage points to 29.99 as at the end of the second quarter. The
relative share of Cash & Due from Other Banks increased from 23.65 percent as
at the end of March 2006 to 24.46 percent as at the end of June 2006; this
represents an increase of 0.81 percentage points. Thus, it retained its position as the
second largest component of total assets. Government Securities which
constituted 16.66 percent of total assets in the first quarter of 2006 maintained its
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third position on the log. However, its relative contribution increased by 3.13
percentage points to 19.79 percent in the second quarter and maintained its position
as the third largest component of total assets. Other components of the banking
industry’s assets whose relative contributions declined in the second quarter of
2006 compared to the situation in the first quarter of 2006 were Other Short-term
Funds and Fixed Assets which declined by 0.26 percentage points and 0.26

percentage points respectively.

On the liabilities side of the balance sheet, Deposits accounted for 57.98 percent of
the total as at the end of June 2006. That was higher than its contribution in the
first quarter by 0.98 percentage points. The second largest component of liabilities
of the banking industry as at the end of June 2006 were those classified under
Other Liabilities which accounted for 23.99 percent. That was 1.05 percentage
points lower than its contribution in the first quarter. Other sources of funding in
the industry during the second quarter of 2006 included the following: I nter-bank
Takings (1.37%); Due to Other Banks (0.71%); Other Borrowed Funds
(0.60%); Shareholders’ Funds (3.12%); and Reserves (12.23%).
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3.0 ASSESSMENT OF THE FINANCIAL CONDITION OF INSURED
BANKS

3.1 Asset Quality

The industry’s total loans and advances increased by 5.55 percent from #&1.62
trillion as at the end of March 2006 to #1.71 trillion as at the end of June 2006.
However, the quality of those assets deteriorated during the same period. Table 2
and Chart 2 present the indicators of insured banks’ asset quality for the first and
second quarters of 2006. Non-performing Loans increased by 13.45 percent from
§184.24 billion in the first quarter to 8209.02 billion in the second quarter of
2006. Thus, the proportion of Non-performing Credit to Total Credit also
increased, but marginally from 10.31 percent at the end of March 2006 to 11.30
percent at the end of June 2006. Furthermore, the proportion of Non-performing
Loans to Shareholders’ Funds declined slightly by 0.18 percent from 26.07 percent
as at the end of March 2006 to 26.02 percent as at the end of June 2006. One of the
reasons that could account for this might be the consolidation programme which

made banks to clean up their books.
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TABLE 2

INDICATORS OF INSURED BANK S ASSET QUALITY FOR THE FIRST AND
SECOND QUARTERS OF 2006

Asset Quality Indicator
(%)

Industry

1% Quarter of 2006

2" Quarter of 2006

Non-performing Credit to
Tota Credit

10.31

11.30

Provision for Non-
performing Loans to Total
Non-performing Credit

107.05

82.30

Non-performing Credit to
Shareholders’ Funds

26.07

26.02

Source: Bank Returns
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3.2 EARINGSAND ROFITABILITY
During the period under review, the banking industry recorded a 9.30 percent
decline in Interest Income from &118.522 billion in the first quarter to &107.49
billion in the second quarter of 2006. Similarly, Non-Interest | ncome declined
from &58.07 billion in the first quarter to 852.67 billion in the second quarter of
2006. The decreasing trend in two segments of income suggested that there was
absolute decline in the income generated by the operating banks during the period
under review. In fact, Total Profit Before Tax (PBT) of the banking industry fell by
6.95 percent from #&38.78 billion as at end of March to #36.08 billion as at the end
31



of June of the same year. Following the same trend, Operating Expenses also
declined from #&99.79 billion as at the end of March 2006 to N85.02 billion as at
the end of June 2006. Table 3 and Chart 3 present the Ear nings and Pr ofitability

Indicator s for the first and second quarters of 2006.

TABLE 3

EARNINGS AND PROFITABILITY INDICATORS FOR THE FIRST AND SECOND
QUARTERS OF 2006

Industry
Earnings/Profitability
Indicator 1% Quarter 2" Quarter
Return on Assets (%) 0.78 0.63
Return on Equity 5.49 4.49
Net Interest Margin 78.90 65.51
Yield on Earning Assets (%) 3.66 2.88
Profit Before Tax (MBillion) 38.78 36.08
Interest Income (= Billion) 118.52 107.49
Operating Expenses (i Billion) 99.79 85.02
Non-Interest Income (¥ Billion) 58.07 52.67

Source: Bank Returns

32



CHART 3: INSURED BANKS' EARNINGS AND
PROFITABILITY FOR 1ST AND 2ND QUARTERS OF 2006
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As shown in the table, the industry Return on Assets (ROA) decreased by 0.15
percentage points from 0.78 percent in March to 0.63 percent in June 2006.
Similarly, Return on Equity (ROE) also fell slightly from 5.49 percent as at the
end of March to 4.49 percent as at end of June 2006. The Yield on Earning Asset
(YEA) also witnessed a reduction of 0.78 percentage points from 3.66 percent as at
March to 2.88 percent as at June 2006.
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3.3 LIQUIDITY PROFILE

The industry average liquidity ratio increased during the second quarter of 2006
relative to the first quarter of the same year. Table 4 presents the indicators of
insured banks’ liquidity profile for the first and second quarters of 2006. The
average liquidity ratio increased from 69.30 percent as at the end of March, 2006
to 72.21 percent as at the end of June 2006, representing an increase of 2.91
percentage points. Thus, the ratio remained higher than the 40 percent minimum
regulatory requirement. That position could be attributable to the recently
concluded consolidation as most banks were awashed with fresh funds resulting
from their efforts to meet up the N25 recapitalization requirement as prescribed by
the regulatory authorities

TABLE 4

INDICATORS OF INSURED BANKS LIQUIDITY PROFILE FOR THE FIRST AND
SECOND QUARTERS OFM 200

Period
Liquidity 1* Quarter of
2006 2" Quarter of 2006

Average Liquidity Ratio (%) 69.30 72.21

Net Loans to Deposit Ratio (%) 57.29 51.71
Inter-bank Takings to Deposit Ratio (%) 0.71 1.41

No. of Banks with Liquidity Ratio of Less

than the prescribed 40% 6 3

Source: Bank Returns

34



From Table 4, it can be observed that the industry slightly increased its dependence
on inter-bank takings as the ratio of Inter-bank Takings to Deposits increased by
0.70 percentage points from 0.71 percent as at March to 1.41 percent at the end of
June 2006. The number of banks that could not meet up with the liquidity ratio of
40 percent prescribed by the regulatory authorities also declined from 6 in the first
guarter to 3 at the end of June 2006.

34 CAPITAL ADEQUACY

On the aggregate, the banking industry remained adequately capitalized as at the
end of the second quarter of 2006. The average Capital to Risk Weighted Assets
Ratio far exceeded the required minimum of 10 percent. Thus, the industry
required no additional capital. Table 5 and Chart 4 below show insured banks’
capital adequacy positions as at the end of March and June 2006.

TABLES

INDICATORS OF INSURED BANK S CAPITAL ADEQUACY POSITION FOR THE
FIRST AND SECOND QUARTERS OF 2006.

Capital Adequacy Indicator Period

1% quarter of 2006 | 2" Quarter of 2006

Capital to Risk weighted Asset Ratio (%) 22.00 22.05
Capital to Total Asset Ratio (%) 14.98 14.73
Adjusted Capital to Loan Ratio (%) 45.89 49.11

Source: Bank Returns
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CHART 4: INSURED BANKS' CAPITAL ADEQUACY
FOR 1ST AND 2ND QUARTERS OF 2006
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The Capital to Risk Assets Ratio increased by 0.05 percentage points from 22.00
percent as at the end of March to 22.05 percent as at the end of June 2006.
However, the Ratio of Capital to Total Assets for the industry declined slightly
from 14.98 percent in March to 14.73 percent in June 2006. The observed decline
may be due to the fact that the rate of increase of assets was greater than that of
capital. The Adjusted Capital to L oan Ratio increased from 45.89 percent as at
the end of the first quarter to 49.11 percent as at the end of the second quarter of
2006. The observed improvement in the various capital adequacy ratios may be

due to the fact that even after the completion of the first phase of the consolidation
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programme, banks were still shoring up their shareholders’ funds in their bids to

compete meaningfully with other market players.

40 CONCLUSION

The overall financial condition and performance of the insured banks during the
second quarter of 2006 relative to the first quarter were mixed. The total assets of
the industry increased during the period under review, while there was a marked

decline in earnings and profitability.

37



THE ROLE OF REGULATORY INSTITUTIONSIN THE

MANAGEMENT OF CAPITAL FLOWS
By
G. A. Ogunleye
M anaging Director/Chief Executive
Nigeria Deposit | nsurance Cor por ation

1.0 INTRODUCTION

Recent changes in technology, along with the opening up of many regions
previously closed to investment, have led to explosive growth in the international
movement of capital. Flows from foreign direct investment and debt and equity
financing can bring countries substantial gains by augmenting local savings and by
improving technology and incentives. But, as was underscored recently by the
economic and financial crises in several Asian countries, capital flows can also
bring risks. Hence the need to evolve appropriate policies that will enable the
monetary authorities to determine the optimal level of the capital flow that will

support any economic agenda being pursued at a point in time.

In Nigeria today, there is no doubt that the economy requires an optimal amount of
capital flow (net) in order to bridge the gap between the desired level of investment
and domestic savings in order to accelerate the pace of economic growth and
development on a sustainable basis under the ongoing macro-economic reform
programme — National Economic Empowerment and Development Strategy
(NEEDS). However, because of the inherent risks involved in such flows, there is

therefore the need for the relevant regulatory institutions to devise means and ways

" Origina paper delivered at the 5" Annual Monetary Policy Conference of the Central Bank of Nigeria (CBN) on
10" November, 2005
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of managing such flows so as to minimize such risks bearing in mind the overall

objective of seeking to promote rapid economic growth and development.

Apart from this introduction, this paper is divided into four other sections. In
Section 2, we examine some conceptual issues and experiences of other countries.
In Section 3, we review the legal framework in Nigeria while Section 4 highlights
development with respect to capital flows in Nigeria. In Section 5, we discuss the
regulatory institutions and capital flows in Nigeria. Section 6 summarises and

concludes the paper.

20 CONCEPTUAL [ISSUES AND EXPERIENCES OF OTHER
COUNTRIES

2.1 Composition of Capital Flows

Capital flows basically consist of foreign direct investment (FDI), portfolio equity
and debt flows, commercial lending and official flows. Available data from the
World Bank shows that whilst medium income countries experienced more
portfolio equity inflows as a percentage of total capital inflows in recent years, low
income countries like Nigeria and other countries in Sub-Saharan Africa relied
heavily on official debt flows.

There is no clear consensus on reasons for the existence of different forms of
capital flows or why some forms are dominant in one region or the other. Most
empirical studies available tend to examine the composition of flow from the
position of desirability. Pontes (1999) argues that FDI is a desirable form of capital
flow to the host country as it may bring positive externalities such as technology
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