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1.0 Introduction

During the period under review, the nation’s economy, particularly the financial
services industry and the banking sub-sector, witnessed some key developments
amongst which was the reduction in up-country clearance cycle from six to four
working days. Other notable developments in the industry included the sacking of the
Board of Directors of the Spring Bank Plc by the Central Bank of Nigeria. These and
other developments in both the Money and Capital markets during the first half of
2007, with particular reference to interest rates on mgjor financial instruments, the
Naira exchangerate aswell as the average performance of quoted banks’ sharesonthe

floor of the Nigerian Stock Exchange (NSE) are presented in this section.

2.0 Reductionin UP-Country Clearing Cycle From Six To Four Working Days
The Central Bank of Nigeria (CBN), in collaboration with the Bankers’ Committee
approved areduction in the up-country clearing cycle for payment instruments from six
(6) working days (that is, T+5) to four (4) working days (that is, T+3) with effect from
Monday, July 2, 2007. The decision to reduce the up-country clearing cycle was based
on the positive outcomes of the recent reforms in the banking system, especially the
consolidation exercise and the observed widespread automeation in the nation’s banking
system. It was expected that the reduction will positively impact business processesas
the waiting period for the receipt of value for instruments lodged in banks will be

shortened by the new measure.



3.0 Central Bank of Nigeria (CBN) Sacked the Board of Spring Bank PLC And
I naugur ated A New One

During the period under review, the Central Bank of Nigeria (CBN) and the Nigeria
Deposit Insurance Corporation (NDIC) at ajoint Press briefing announced the sacking
of the Board of Directors of Spring Bank Plc. The sacking of the Board was as a
result of the protracted Boardroom squabble and other unethical practices which had
threatened the survival of Spring Bank Plc. 1t would be recalled that Spring Bank Plc
was the outcome of the merger of six banks during the consolidation exercise. The
affected banks were Citizens Bank Plc, African Continental Bank Plc, Guardian
Express Bank Plc, Omega Bank Plc, Fountain Trust Bank Plc and Trans International
Bank Plc.

In its bid to ensure that depositors of the bank are protected, the Apex Bank also
appointed anew Board of Directorsto oversee the affairs of the bank during the period.

The new seven-man Board of Directors whichwasinaugurated by the CBN Governor,
Prof. Charles Soludo, had aformer CBN Director of Banking Operations, Mr. Vincent
Omoike, as the Chairman of the Board while the immediate past Director-General of
the Securities and Exchange Commission (SEC), Dr. Suleyman A. Ndanusa was
appointed as the Managing Director/Chief Executive Officer (CEO). Other members of
the Board were Abdulraman Umar, Bature Mohammed Abubakar, Bulus Dareg,
H.l.Muhammed and Emmanuel Onucheyo. The CBN Governor pledged the support of
the CBN to the new Board to recapitalize the bank in order to ensure that it met the
aspirations of shareholders, depositors and the Nigerian public.

4.0 International Conference on Financial System Strategy (FSS) 2020
Organised In Abuja

As a major step towards realizing the dream of making Nigeria Africa’s Financial



Centre, the Steering Committee of the Financial System Strategy (FSS) 2020 organised
a three-day international conference in Abuja during the period under review. The
conference which took place between June 18 and 20, 2007 attracted experts from
Nigeriaand abroad. During the conference, experts examined the experiences of other
International Financial Centres in developed as well as emerging markets and there
from drew lessons for the proposed international financial centre in Nigeria. In
addition, participants discussed strategies for an integrated and sound financial system
that would ensure that Nigeriajoinsthe league of top 20 largest economiesintheworld
by 2020. The President of the Federal Republic of Nigeria, Alhgi Umaru Musa
Y ar’adua, launched the Strategic Plan document for the FSS 2020 at the Conference.
The theme of the International Conference was “Building an African Financial

Centre of Choice”.

5.0 Interest Rates

During the period under review, the Monetary Policy Rate (M PR) was reduced by 200
basis points, from 10.0 per cent to 8.0 per cent by the Monetary Policy Committee
(MPC) of the Central Bank of Nigeria (CBN). The reduction was effected based on
the perceived satisfactory macroeconomic performancesin thefirst five (5) months of

2007 especially asinflation and Naira/Dollar exchange rates stabilized further.

The interest rates for major financial instruments in the money market during the first
half of 2007 are presented in Table 1.1. The table shows that as at end of June2007,
the rates for most of the financial instruments compared with the figures for the month
of January, 2007 decreased while some remained the same. Whilst rate on Savings
Deposit remained static during the period under review, rates on money on call aswell
as 360-day deposit increased by 4.2 and 1.2 percentage points respectively. Deposits
for other varying period experienced slight decreases; ditto for rates on government

bills and bonds.



Tablel.1
Average Interest Rates for the period, January-June 2007

Financial Rates (%) Increase/Decr ease
Instrument Between January
and June 2007
January, | February, | March, | April,2007 | May,2007 | June,2007
2007 2007 2007
6.3 6.3 6.3 6.3 6.3 6.3 -
Savings
9.6 9.6 9.6 8.0 8.0 13.8 4.2
Call
114 7.7 7.8 7.7 8.8 8.2 -3.2
7-Day
13.2 11.6 10.8 11.3 13.0 12.3 -0.9
30-Day
60-Day 13.0 121 121 12.3 13.0 12.3 -0.7
90-Day 133 129 129 12.6 12.7 12.6 -0.7
129 13.0 13.0 13.0 13.0 125 -0.4
180-Day
12.6 131 129 12.2 134 13.8 12
360-Day
24.0 24.0 24.0 24.0 24.0 24.0 -
Prime
Lending
10.0 10.0 10.0 10.0 10.0 8.0 -2.0
MPR
6.9 6.6 9.9 7.3 7.3 6.3 -0.6
T/Bills Rate
10.0 12.7 12.7 9.0 10.8 9.2 -0.8
FGN Bond

Source: NDIC Market Survey

6.0 The Naira Exchange Rate

A review of the developmentsin the Nigerian foreign exchange market for thefirst half

of the beginning of 2007 showed relative stability in the three segments of the market.
The change to the Whole Dutch Auction System (WDAYS) since 2006 had improved

supply to the market and hence the relative stability experienced inthe market and even

the slight appreciation of the Naira.




The average Naira exchange rate against the US Dollar for the period under review is
presented in Table 1.2. As evidenced in the table, the Naira appreciated in the three
segments of the market namely - WDAS, the Parallel market and the Bureau De
Change (BDC) during the period under review. The Nairaexchange ratewas127.50
to aUSdollar in June, 2007, as against &128.03 in January, 2007 at the WDAS. In
the BDC, the Naira exchanged for 129 in June 2007 as against #&129.1 that was
reported in January, 2007. Inthe parallel market, the Naira exchanged for #129.50in
June, 2007 as against #130.00 to a US dollar in January, 2007.

Table 2
Average Naira Exchange Rate for the period January-June 2007
Source Exchange Rate (x to $1) % Changein the value of
¥ between Juneand
January , 2007
January February | March April May 2007 | June 2007
2007 2007 2007 2007
WDAS 128.03 128.27 128.265 128.05 127.67 127.50 0.41
Bureaux | 1291 129.4 129.4 12875 | 128.63 129 0.08
De Change
Parallel 130.00 130.00 129875 | 12925 | 129625 | 12950 0.40
M arket
(PM)

Source: NDIC Market Survey

7.0 Performance of Banks Quoted on the Nigerian Stock Exchange (NSE)

A notable development in the nation’s capital market during the period under review
was the announcement of a #&100 Billion hybrid offer which included a Public Offer
and Right Issue by the First Bank of NigeriaPlc. The FBN Plc hybrid offer is made up



of Offer for Subscription of 1,624,253,238 Ordinary Shares of 50 Kobo each at =N=33
per share and Rights Issue of 1,496,762,682 Ordinary Shares of 50 Kobo each at
=N=31 per share.

Asin the previous months, the shares of the banking sub-sector continued to dominate
the market as it remained the most active on the floor of the Nigerian Stock Exchange
during the period under review. In spite of the nationwide workers’ strike that almost
closed the nation’s economy, many banks’ share prices closed at a new all-time high
during the month of June, 2007. The expectation of good returns from the banks
provided the new impetus for the continued rise in the demand for bank stocks. The
audited report and accounts of most banks started to trickle into the market during the
period under review. The implication of the news had continued to reflect in high

demand by investors for banks’ shares.

Presented in Table 1.3 isthe performance of the banks’ shares onthefloor of NSE asat
June 21, 2007 in comparison to the previous position as at the end of January, 2007. As
evidenced in thetable, Zenith Bank Plc maintained the price leadership position onthe
Nigeria Stock Exchange (NSE) with a quoted price of 5,960 kobo, United Bank of
Africa came second with quoted price of 4,401 kobo while Union Bank of Nigeria
came third with quoted price of 4,042 kobo. First Bank of Nigeria Plc, though still on
technical suspension, occupied the fourth position with a quoted price of 4,040 kobo.
Other banks that trailed behind included, Guaranty Trust Bank Pic, Platinum-Habib
Bank Plc, Oceanic Bank, Intercontinental Bank Plc and Diamond Bank Plc with quoted
prices of 3,517kobo, 2,997kobo, 2,898kobo, 2,555kobo and 2,060kobo respectively.

A comparison of the two periods (January and June 2007) also revealed that nearly all

banks quoted on the floor of NSE had upward movementsin their share pricesin June,
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2007 compared with their positions as at the end of January, 2007 the only exceptions

were Afribank Nig. PLC whose share price was stagnant during the period and Unity

experienced decrease of about 4.2 percent during same period. As at the end of June,
2007, most banks’ stocks closed on bid depicting the level of investors’ interest in
these stocks. Only two banks, Sterling Bank PLC and FirstInland Bank PLC closed on

offer.
Table1l3
Performance of I nsured Banks’ Shareson the Nigerian Stock
Exchange (NSE) As At January 19 and June 21, 2007.

January June

BANK Par value Quotation Year=sHigh Year=s Earnings Price/Ea

(9] Quotation (k) [ (k) Low Plshare Ratio (%
) (k) (k)

699

ACCESS BANK NIGERIA PLC 50 1,932 1932 696 0.33 58.55
1151

AFRIBANK NIGERIA PLC 50 1,151 1151 1151 0.51 22.57
905

DIAMOND BANK NIGERIA PLC 50 2,060 2060 747 0.80 25.75

ECOBANK NIG. PLC 50 525+ 815+ 815 498 0.19 42.89
252+

FIDELITY BANK PLC 50 960 + 1050 215 0.32 30.00
3820

FIRST BANK OF NIG. PLC 50 4,040 + 4190 3200 1.98 20.40
469

FIRST CITY MONUMENT BANK PLC 50 1,570+ 1570 405 0.13 32.71
385

FIRSTINLAND BANK PLC 50 882 - 1000 339 0.00 0.00
2202

GUARANTY TRUST BANK PLC 50 3,517 + 3796 1815 1.32 26.64

IBTC — CHARTERED BANK PLC 50 771 1,100+ 1213 705 0.50 22.00
1720

INTERCONTINENTAL BANK PLC 50 2,555 + 2900 1360 141 18.12
1375

OCEANIC BANK PLC 50 2,898 + 3200 1248 1.06 27.34

PLATINUMHABIB BANK PLC 50 328 2,997 + 3000 292 0.81 37.00

SKYE BANK PLC 50 369 1,199 1270 352 0.44 27.25

SPRING BANK PLC 50 503 559 716 380 0.16 34.94
315

STERLING BANK PLC 50 834 - 1010 300 0.16 52.13
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January June
BANK Par value Quotation Year=s High Year=s Earnings Price/Ea
(k) Quotation (k) | (k) Low Plshare Ratio (%
(k) (k) (k)
3444
UBA PLC 50 4,401+ 5087 2531 2.01 21.90
2877
UNION BANK NIG. PLC 50 4,042 + 4399 2291 1.30 31.09
UNITY BANK PLC 50 750 718 + 889 250 0 0
415
WEMA BANK PLC 50 815 + 979 318 0.22 37.05
2900
ZENITH BANK PLC 50 5,960 + 6008 2440 1.90 31.37

Source: The Nigerian Stock Exchange, Lagos

Key: - = Supply (Offer)

+ = Demand (Bid)
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FINANCIAL CONDITION AND PERFORMANCE OF INSURED BANKSIN
THE FIRST AND SECOND QUARTERS OF 2007

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 N7.19 trillion as at the end of
the first quarter of 2007 to N8.39 trillion as at the end of the second quarter of 2007,
which represents an increase of 16.69 percent. The industry’stotal loans and advances
increased by 13.56 percent, from N2.36 trillion as at the end of March 2007 to N2.68
trillion as at the end of June 2007. However, asset quality experienced a slight
appreciation as the proportion of non-performing loans to total credit declined from
7.91 percent as at the end of thefirst quarter to 6.82 percent as at the end of the second
guarter of 2007. Furthermore, profit before tax (PBT) which amounted to N106.18
billion as at the end of the March 2007 increased significantly by 64.03 percent to
N174.17 billion as at the end of June 2007. On the other hand, Capital to Risk-
Weighted Asset Ratio declined slightly by 0.67 percentage points from 19.31 percent
as at the end of March 2007 to 18.64 percent as at the end of June 2007. Similarly, the
industry average liquidity ratio declined by 6.91 percentage points from 59.43 percent
as at the end of March to 52.52 percent as at the end of June.

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.
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20 STRUCTURE OF ASSETSAND LIABILITIES

The total assets of the banking industry increased from N7.19 trillion as at the end of
first quarter of 2007 to N8.39 trillion as at the end of the second quarter of 2007. The
structure of banks’ total assets and liabilities as at the end of the first and second
guarters of 2007 are presented in Table 2.1 and further illustrated by Charts 1 (a) and 1

(0).

TABLE 2.1

STRUCTURE OF BANKS’ ASSETSAND LIABILITIES
ASAT THE END OF MARCH AND JUNE 2007

Assets (%) ihe 2" Liabilities (%) 1% 2"
Quarter | Quarter Quarter | Quarter
Cash & Due from
Other Banks 18.70 22.38 Deposits 62.45 58.57
Inter-bank Placement 8.15 5.68 Inter-bank Takings 1.54 1.18
Government Securities
15.27 14.37 CBN Overdraft 0.08 0.35
Other Short-term
Funds 4.63 5.15 Due to Other Banks 1.30 131
Other Borrowed
Loans & Advances 32.78 3191 Funds (0.06) 0.00
Investments 7.30 7.31 Other Liabilities 20.01 23.91
Other Assets 8.96 9.20 Long-term Loans 1.12 1.72
Shareholders’ Funds
Fixed Assets 421 4.00 (Unadjusted) 2.14 1.69
Reserves 11.42 11.27
Total 100.00 | 100.00 | Total 100.00 | 100.00

Source: Bank Returns

NOTE: TOTAL ASSETS(=N=TRILLION) 15 QUARTER OF 2007 7.19 2"° QUARTER OF 2007 8.39
OFF-BALANCE SHEET (Asa Proportion of Balance Sheet Items)  20.17% 23.16%

13



CHART 1 A: STRUCTURE OF BANKS' ASSETS FOR THE
1ST AND 2ND QUARTERS OF 2007
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CHART 1 B: STRUCTURE OF BANKS' LIABILITIES FOR 1ST AND 2ND QUARTERS OF 2007
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The largest proportion of total assets during the first quarter of 2007 was L oans &
Advances, which accounted for 32.78 percent. However, this item as a proportion of
total assets declined slightly by 0.87 percentage points to 31.91 as at the end of the
second quarter. The relative share of Cash & Due from Other Banks increased by
3.68 percentage points during the first half of 2007. It increased from 18.70 percent as
at the end of March 2007 to 22.38 percent as at the end of June 2007. It retained its
position as the second largest component of total assets during the period under review.
Government Securities which constituted 15.27 percent of total assets in the first

guarter of 2007 maintained its third position on the log. However, its relative
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contribution declined by 0.90 percentage points to 14.37 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 changed
during the period under review were | nter-Bank Placementswhich declined from 8.15
percent in the first quarter to 5.68 percent in the second quarter of 2007, and Fixed
Assetswhich also decreased from 4.21 percent in the first quarter to 4.00 percent inthe

second quarter.

Ontheliabilities side of the balance sheet, Deposits accounted for 58.57 percent of the
total as at the end of June 2007. This was lower than its contribution of 62.45 percent
inthefirst quarter by 3.88 percentage points. The second largest liability of the banking
industry as at the end of June 2007 was Other Liabilities which accounted for 23.91
percent of the total liabilities. That was 3.90 percentage points higher than its
contribution in the first quarter. Other sources of funding in the industry during the
second quarter of 2007 included the following: I nter-bank Takings (1.18%); Dueto
Other Banks (1.31%); Long-term Loans (1.72%); Shareholders’ Funds (1.69%); and
Reserves (11.27%).

3.0 ASSESSMENT OF THE FINANCIAL CONDITION OF INSURED
BANKS

3.1 Asset Quality

Theindustry’stotal loans and advances increased by 13.56 percent from N2.36 trillion
as at the end of March 2007 to N2.68 trillion as at the end of June 2007. The quality of
those assets appreciated during the same period. Table 2.2 and Chart 2 present the
indicators of insured banks’ asset quality for the first and second quarters of 2007,
Non-performing Loans declined by 0.84 percent from N258.41 hillion in the first
guarter to N256.25 billion in the second quarter of 2007. Thus, the proportion of Non-

16



performing Credit to Total Credit also decreased marginally from 7.91 percent at the

end of March 2007 to 6.82 percent at the end of June 2007. Furthermore, the

proportion of Non-performing Loans to Shareholders’ Funds also declined by 11.13

percent from 3.03 percent as at the end of March 2007 to 24.19 percent as at the end of

June 2007.

INDICATORS OF INSURED BANK S ASSET QUALITY FOR THE FIRST AND

TABLE 2.2

SECOND QUARTERS OF 2007

Asset Quality Indicator
(%)

Industry

1* Quarter of 2007

2" Quarter of 2007

Non-performing Credit to

Total Credit 7.91 6.82
Provision for Non-

performing Loans to Total

Non-performing Credit 95.51 97.36
Non-performing Credit to

Shareholders’ Funds 27.22 24.19

Source: Bank Returns
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CHART 2: INSURED BANKS' ASSET QUALITY FOR THE 1ST
AND 2ND QUARTERS OF 2007
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3.2 Earningsand Profitability

The banking industry recorded a 24.45 percent increase in Interest 1ncome from
N267.52 billion in the first quarter to N332.93 hillion in the second quarter of 2007.
However, Non-I nterest ncome declined from N145.37 billion in the first quarter to
N130.38 hillion in the second quarter of 2007. Following the same trend, Oper ating
Expenses also declined by awhopping sum of N29.20 billion from N209.89 billion as
at the end of March 2007 to N180.69 hillion as at the end of June 2007. The reduction

in operating expenses during the period under review signaled the efficient use of
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resourcesintheindustry. Asaresult of that development plusthe significant increasein

Interest Income during the period, the total Profit Before Tax (PBT) of the banking
industry increased by 64.03 percent from N106.18 billionasat March 2007 toN174.17

billion as at June of the same year. Table 2.3 and Chart 3 present the Earnings and

Profitability Indicator s for the first and second quarters of 2007.

TABLE 2.3
EARNINGS AND PROFITABILITY INDICATORSFOR THE FIRST AND SECOND
QUARTERS OF 2007

Industry

EarninggProfitability
| ndicator 1% Quarter 2" Quarter
Return on Assets (%) 1.48 2.08
Return on Equity (%) 11.19 16.45
Net Interest Margin (%) 3.76 4.18
Yield on Earning Assets (%) 6.10 6.26
Profit Before Tax (=N= Billion) 106.18 174.17
Interest Income (=N= Billion) 267.52 332.93
Operating Expenses (=N= Billion) 209.89 180.69
Non-Interest Income (=N= Billion) 145.37 130.38

Source: Bank Returns
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CHART 3: INSURED BANKS' EARNINGS AND
PROFITABILITY FOR 1ST AND 2ND QUARTERS OF
2007

1st Quarter 2nd Quarter

O Return on Assets B Return on Equity

OYield on Earning Assets ONet Interest Margin

As evidenced in the table, all indicators showed positive developments as they
witnessed increases during the period under review. For instance, theindustry’sReturn
on Assets (ROA) increased by 0.58 percentage points from 1.48 percent in March to
2.08 percent in June 2007. Similarly, Return on Equity (ROE) also increased from
11.19 percent as at the end of March to 16.45 percent as at end of June 2007. The
Yield on Earning Assets (YEA) also witnessed an appreciation of 0.16 percentage
points from 6.10 percent as at March to 6.26 percent as at June 2007.
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3.3 Liquidity Profile

Theindustry average liquidity ratio declined during the second quarter of 2007 relative
to thefirst quarter of the same year. Table 2.4 presents the indicators of insured banks’
liquidity profile for the first and second quarters of 2007. The average liquidity ratio
declined from 59.43 percent as at the end of March to 52.52 percent as at the end of
June 2007, representing adecline of 6.91 percentage points. In spite of thisdecline, the

ratio remained higher than the 40 percent minimum regulatory requirement.

TABLE 24

INDICATORS OF INSURED BANK S’ LIQUIDITY PROFILE FOR THE FIRST AND
SECOND QUARTERS OF 2007

Period
Liquidity 1* Quarter of
2007 2" Quarter of 2007

Average Liquidity Ratio (%) 59.43 52.52

Net Loans to Deposit Ratio (%) 67.27 71.40
Inter-bank Takings to Deposit Ratio (%) 2.46 2.02

No. of Banks with Liquidity Ratio of Less

than the prescribed 40% 4 7

Source: Bank Returns

From Table 4, it can be observed that the industry slightly reduced its dependence on
inter-bank takings as the ratio of Inter-bank Takings to Deposits declined by 0.44
percentage points from 2.46 percent as at March to 2.02 percent at the end of June
2007. However, the number of banks that could not meet up with the liquidity ratio of
40 percent prescribed by the regulatory authorities increased from 4 in the first quarter

21



to 7 at the end of June 2007.

3.4 Capital Adequacy

On the aggregate, the banking industry remained adequately capitalized asat the end of
the second quarter of 2007 in spite of the slight decrease experienced between the two
guarters of the year. The average Capital to Risk Weighted Assets Ratio far exceeded
the required minimum of 10 percent. Thus, the industry required no additional capital.
Table 2.5 and Chart 4 below show insured banks’ capital adequacy positions as at the
end of March and June 2007.

TABLE 2.5

INDICATORS OF INSURED BANK S CAPITAL ADEQUACY POSITION FOR THE
FIRST AND SECOND QUARTERS OF 2007.

Capital Adequacy Indicator Period

1% quarter of 2007 | 2™ Quarter of 2007

Capital to Risk weighted Asset Ratio (%) 19.31 18.64
Capital to Total Asset Ratio (%) 13.19 12.62
Adjusted Capital to Loan Ratio (%) 30.67 29.91

Source: Bank Returns
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CHART 4: INSURED BANKS' CAPITAL ADEQUACY
FOR 1ST AND 2ND QUARTERS OF 2007
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The Capital to Risk Assets Ratio declined from 19.31 percent as at the end of March
to 18.64 percent as at the end of June 2007. Similarly, the Ratio of Capital to Total
Assetsfor the industry declined slightly from 13.19 percent in March to 12.62 percent
in June 2007. So also Adjusted Capital to L oan Ratio which declined from 30.67
percent as at the end of the first quarter to 29.91 percent as at the end of the second

guarter of 2007.

4.0 CONCLUSION

The overall financial condition and performance of the insured banks during the second
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guarter of 2007 relative to the first quarter were mixed. On the one hand, the total
assets of the industry as well as the earnings and profitability increased during the
period under review. On the other hand, average liquidity and capital adequacy ratios

experienced some declines though they were still above the minimum prescribed by the
regulatory authorities.
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VALUE CREATION IN THE CONTEXT OF DEPOSIT INSURANCE
SYSTEM?

BY
UMARU IBRAHIM ( FNIM, mni)
EXECUTIVE DIRECTOR (CORPORATE SERVICES)
NIGERIA DEPOSIT INSURANCE CORPORATION

1.0 INTRODUCTION
In the private sector, there is usually the difficulty of measuring the values that
consumers gain from products made or services provided. For some consumers,
value often residesin such intangibles as product’s |ook; for some, in emotions such
as nostalgia and for some others, it isin status and prestige attached to the product
or service. In others, value may take different forms such as product usefulness, its
guality, the image associated with it, its availability and the service that
accompaniesit. However one defines the value attached to a product or service, the
fact isthat valueis not defined by what an organisation does but the customerswho

buy the goods/services

In the public sector, defining the value created by agovernmental agency could even
be more tasking for several reasons. Instead of physical product/service, public
sector agencies render services that are sometimes not noticeable but very essentia
to the basic existence of the citizenry. Public sector agencies have diversified
classes of ‘customers’ which we could basically refer to as stakeholders with varied

interest. Thus, whereas in the private sector, shareholder value is consistently
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measured in the same financial terms regardless of the industry; “citizen value” is
going to vary depending on the service being delivered. To date, there is no
consistent standard basic tool for performance measurement that would allow

government officials to assess how effectively resources are generating real value.

Whether in the private or public sector, value creation has become the animating
principle of modern management and its chief responsibility. The phrase capturesan
important shift in mindset from managing the resources that go into work (the
Inputs) to managing performance (the outputs, results). It reflects a view of what

performance is and how organizations perform.

The deposit insurance system (DIS) in Nigeria was established in 1988 but
commenced operations in 1989 with twin objectives of protecting the deposits of
savers and also contributing to the stability of financial system. From onset, the
ownership of the scheme was public; that means government runs the agency that is
saddled with implementing the mandates of the system in Nigeria. Over 18 years
since its inception, how far has this agency fulfilled the mandates for which it was
created? How far has it created something new that benefits the public? Has it
improved on existing service? Has the establishment of the system provided better
access or opportunity for depositorsin the system? These questions and many more
are the focus of this paper. Apart fromthis introduction, Section Two examinesthe
concepts of value creation in the public sector. In Section Three, we delveinto what
various stakeholders expect from atypical explicit DIS. Section Four discussesthe
mandate of the Corporation and the value that can be created from carrying such

mandates. In Section Five, we examine the value creating activities of the

1 Theorigina version of this paper was presented at NIM Mandatory Education Improvement Programme for the
Corporation’s Staff
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Corporation and the outcomes there from. Section Six discusses on the challengesto
effective creation of values in the Corporation whilst Section Seven proffer some

suggestions to overcome these challenges. The paper is concluded in Section Eight.

2.0 THE CONCEPT OF VALUE CREATION IN THE PUBLIC SECTOR

In the traditional public management philosophy, what constitutes value in the public
sector is defined by politicians and experts whilst the performance objective those days
was managing inputs. Under that arrangement the goal of the public managers wasto
respond to political direction. In the 1980s and 1990s, there was a new public
management reform thinking. That was premised on the applicability of management
techniques across both public and private sectors. Under this new “regime”, vauewas
defined as the aggregation of individual preferences demonstrated by customer choices
whilst managing inputs and outputs were the key performance objective. To the extent
that government created value, it would do so by mimicking organizational and
financial systems used by business. Thus the ultimate goal of public managers wasto
meet agreed performance targets. In spite of the modest gains achieved by that
direction of thinking, that approach was criticized on the basis on its emphasis on the
narrow concepts of cost efficiency over other considerations. As opined by Kelly,
Mulgan and Muers (2002), those things that were easy to measure tended to be become
objectives and those that could not were played down or ignored. Hence improvements
in efficiency in that narrow sense were not synonymous with increases in value to the

public.

Recently a new viewpoint has dominated the concept of value and value creationinthe
public sector. According this latest perspective, value in the public sector generically

referred to as public value is defined as the value created by government through
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services, laws, regulation and other actions (Kelly et al 2002). According to Coleand
Parston (2006), a public service organization generates public value when it deliversa
set of social and economic outcomes that are aligned to citizen priorities in a cost-
effective manner. Thus by increasing either outcomes or cost-effectiveness, an
organization increases the value it delivers. In a democracy, this value is ultimately
defined by the public themselves. Value is determined by citizens’ preferences,
expressed through a variety of means and refracted through the decisions of elected
leaders. The value added by government is the difference between these benefits and
the resources and powers which citizens decide to give to their government. Animplicit
and sometimes explicit contract underlies public value. The legitimacy of government

as a whole depends on how well it creates value.

Under the philosophy of public value, proponents identify important components of
value to fall into three broad categories. services, outcomes and trust. Each of these
building blocksis an independent but mutual reinforcing source of public value. Inthe
case of the first component, services, it is argued that citizens derive benefits from the
personal use of public services that are very similar to the benefits derived from
consuming those purchased from the private sector. Evidence suggests that user
satisfactionislikely to be shaped by awide range of factorsincluding customer service,
information and choice amongst many others. Maximizing value through service
provision requires an understanding of what is most valuable to the public in a given
service. On similar note, ethos and culture of an organization is also very important in

determining the extent to which services create or destroy value.

The second component, outcomes, is seen as better targets than narrower outputs or
activity measures. It captures a range of other factors, clearly desirable and is less

vulnerable to the risk of distortion by the agencies involved than narrower measures.
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Nonetheless, determining value through the impact on objective measures of outcomes

is difficult.

Thethird main source of public value istrust combined with legitimacy and confidence.
That is considered as the heart of the relationship between the citizens and government.
Trust is particularly important in relation to services which influencelife and liberty but
it also matters for many other services. What determines the levels of trust and
legitimacy is rather complex but they are generally related to levels of social trust and
propensity to trust institutionsin general, the effectiveness with which government and
its agencies manage the economy and deliver services and finally the way leaders and

political institutions behave.

In her contribution, Bocondin (2006) defines value creation in the public sector to
include either one or al the following: creating something new that benefits the public,
Improving an existing service and/or providing better access or opportunity. She goes
further to emphasize the importance of value creation in the public sector to encompass
effectiveness (accomplishing objectives/goals), efficiency (doing things better at
reasonable cost), economy(cost/time reduction) and equity(fairness of implementation).
Bocondin (2006) identifies six ways to create value and these include the following:

+ |mproving quality;

£ Saving time;

+ Expanding/prolonging usefulness;

+ Reducing costs;

£ Providing better information; and

+ Increasing sale/transfer value

How does one measure value in public entities? In many public entities, there is no
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performance measurement requirement. In other words, the public sector agencies are
locked into a performance measurement system mandated by stature or bureaucratic
mandate. These mandated measurement systems usually do not measure the
organization’s progress toward creating public value. But some have argued that inan
environment of rapid change, public managers need to concentrate on creating values
not just on how to implement mandated policies consistently and efficiently. According
to that line of argument, whilst the value of vision, mission and goals should be well-
recognized, it is suggested that emphasis should be laid on entrepreneurial imagination
as the key to value creation. That is not impossible but may be difficult in practical

terms.

Recently, the Accenture Group came out with a model, the Accenture Public Sector
Vaue Model which intends to provide a measure of how effectively resources are
generating real value in the public sector. At its simplest, the model considers two
levers of “citizen value” outcomes and cost-effectiveness. By increasing one at the
expense of the other, governments can be understood to be making atrade-off between
their two fundamentals means of creating value. A decrease in both levers representsa
clear reduction in public-sector value. Outcomes are weighed basket of social
achievements whilst cost-effectiveness is defined as annual expenditure minus capital

expenditure, plus capital charge.

One critical benefits of the model isthat it provides a baseline for comparison overtime
for a particular government agency or against similar agencies. Agencies can isolate
individual outcomes and determine which factors are the most meaningful for driving
overall value. The model setsthe stage for amore holistic way of setting future strategy
aswell asfor identifying existing activities that are unlikely to create value. The model

looks at relative change; it cannot indicate whether an agency is performing well or
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badly but it can show whether an agency is doing better or worse than the year before.,
3.0 THE EXPECTATIONS OF STAKEHOLDERS FROM DEPOST
INSURANCE SYSTEM

The deposit insurance system is a vital element of the financial safety net. The most
important role of the DIS is to protect depositors from market imperfections by
guaranteeing the liquidity of deposits thus lending stability to the financial system
(Llanto, 2005). The assurance of the safety of deposits guarantee by the existence of
DIS reduces the incentive to make a ‘run’ on a failing or failed bank. Thus run-
prevention is the second most important role of the DIS. By performing that role, the
deposit insurer prevents panic from spreading throughout the financial system which,
ordinarily, will adversely affect both healthy and troubled banks if not immediately

controlled.

The above twin roles create expectations amongst stakeholders in the system. For
example, depositors of aclosed bank expect a re-imbursement of trapped fund limited
only by the specified maximum deposit insurance coverage. In fact, in most
jurisdictions where the benefits and limitations of the DIS are not well understood,
depositors expected payment to the full amount that were in their deposit accounts
before a failed bank was closed. In addition, not only that depositor expected full
payment of the MDIC, they expect such payment by the deposit insurer to be effected
on time. Thus timely repayment of trapped deposits in a closed bank is considered a
value addition by the deposit insurer.

For participating banks which pay the premiums that are used to fund the system, the
basic expectations is that such contribution should be well managed. In addition, they
also anticipate a situation where the deposit insurer and other regulators would cometo

their aidsin times of trouble especially where other market measures havefailed but not
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without being punished for improvident behaviour.

There are expectations from other players in the safety-net arrangement since deposit
insurance is just one of the elements of such arrangement. Other componentsinclude
bank access to a lender of last resort facility, final risk-less settlement of payment
system transactions and effective prudential supervision. In most jurisdictions, the
central banks play the role of the lender of the last resort and they also provide financia
support to illiquid but solvent banks so as to curb the spread of a liquidity crisis. In
some jurisdictions, the central banks and/or other independent agencies are also
involved in prudential supervision of insured institutions. The intersection of
responsibilities amongst various players in the system calls for close cooperation and
coordination amongst these institutions in order to stem the possibility of conflicting
mandates which could undermine the effectiveness of afinancial safety net. In addition,
there is the need for effective information the safety-net players to foster better
supervision, reduce regulatory burden on insured institutions, reduce regulatory
arbitrage and facilitate effective the failure resolution process. These and many more
demand that the deposit insurer to, effectively, inter-relate with the other safety-net

players to guarantee a workable and working financial system.

Finally, the government and the general public expect that the deposit insurer to act to
prevent bank run and also resolve bank failure(s) within the shortest possible time and
at the least cost. Government and the general public also expect that as practicable as
possible, the greater proportion of the cost of failure resolution should be borne by the
insured banks. In the case of systemic distress, it should be the responsibility of

government to step in to avoid panic.
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4.0 VISION, MISSION, FUNCTIONSAND VALUE-CREATING ACTIVITIES
OF THE NIGERIA DEPOSIT INSURANCE CORPORATION

4.1 Vision, Mission and Functions

Vision

To become one of the leading Deposit Insurers in the world

Mission

To protect depositors and contribute to the stability of the financial system through
effective supervision of insured institutions, provision of financial and technical
assistance to eligible insured institutions, prompt payment of guaranteed sums and

orderly resolution of failed insured financial institutions.

Functions

According to Section 2 of Act No. 16 of 2006, the new statute of the Corporation, the

main functions include but not limited to the following:
Insuring all deposit liabilities of licensed banks and other non-bank
deposit taking institutions operating in Nigeria
Giving financial and technical assistanceintheinterest of depositors, in
case of imminent or actual financial difficulties of banks, particularly
where suspension of payments is threatened
Guaranteeing payments to depositors, in case of imminent or actual
suspension of payments by insured banks or financial institution up to the
maximum amount provided in the act establishing the Corporation
Assisting the Monetary Authorities in the formulation and
Implementation of banking policy so as to ensure sound banking practice

and fair competition among banks in the country
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From the above, the derivable value-creating activities would be in respect of the
following:

@ Deposit Guarantee

@ Banking Supervision,

@ Distress Resolution;

@ Bank Liguidation

4.2 Some value-drivers

(@) The Statute Establishing the Corporation

The Corporation is established as arisk minimizer as against some other DIS agencies
which are just pay-boxes. There are obvious value additions from such arrangement.
Whilst a pay-box agency largely confine itself to paying claims of depositors after a
bank is closed, deposit insurersin risk-minimization systems, by contrast, have broader
mandates such as :

Power to control entry and exit from the DIS

Power to assess and monitor risks

Power to conduct examinations of banks or request that their affairs be examined
Power to provide financial assistance to problem banks

Power to intervene in the affairs of troubled banks

© O O o o o

Power to resolve bank failures in the least-cost way

(b) Servicom as a Value-driver

The adoption of the Servicom Charter provides a veritable platform to add value to the
services rendered by the Corporation especialy through proper and timely service
delivery, exchanging of accurate and timely information with our stakeholders and
ensuring that staffs treat all stakeholders, especially the depositors, with touch of

professionalism and the right attitude
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5.0 VALUE CREATION BY THE NDIC

Given its mandates, the Corporation can create values in several ways to achieve its

mission and satisfy its varied stakeholders. Such ways include the following:

%)

%)

%)

Providing adequate coverage limit for depositors especially the small ones and
continually adjusting such limit to reflect the actual economic situation in its
jurisdiction

Conducting timely and accurate payment of insured deposits of a failed
institution

Engaging in constant and timely monitoring of participating institutionsin order
to assess their financial conditions and take appropriate supervisory actions if
and when necessary

Payment of liquidation dividends to reinforce the hope of uninsured depositors
and creditors of failed banks

Charge differential premiums to participating based on perceived risks pose the
deposit insurance fund

Providing qualitative and timely technical support and adequate financial support
for banks perceived to be in one problem or the other

Embarking on debt recovery from customers of failed banks and sale of physical
assets in order pay liguidation dividends

Timely Intervention in problem banks to instill confidence in the industry and
prevent disruption to the payment system

Carrying out public awareness program to increase the public awareness about
deposit insurance and to improve public understanding of the benefits and

limitations of deposit insurance

How much of these have we created and managed overtime?
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() Deposit Guar antee

For agreater part of its existence, the Corporation maintained the maximum deposit
insurance coverage at N50,000. That amount was doubled at a point in time and
presently it stands at N200,000.00 per account per depositor. The essence of the
continual upward review was responding to changing economic situation and the
desire of the deposit insurer to satisfy the general public whom are generaly the

depositors.

At inception and up to recent past, deposit insurance service was limited to
conventional licensed banks. That has changed with the extension of coverage to
other deposit-taking financial institutions, specifically micro-financed banks (M FBS)
and Primary Mortgage Institutions (PMIs) at a limit of N100,000.00. It was
recognized that quite a number of small savers will be excluded from protection if
deposit insurance was limited to only big universal banks hence the extension of
coverage to the smaller institutions. The essence isto encourage the small saversto
cultivate and improve on their banking habits since they are assured of the safety of

the deposit at all times.

What are the outcomes of deposit protection since the first set of banks were
liquidated in 19947 There had been payment of about N3,303.82million insured
deposits out of N5.2 billion total insured amount for 34 banks in liquidation as at
end of August 2007, representing over 63% of total insured claims. The owners of
the remaining 37% are being encouraged to come for their deposits through periodic
media campaign. Also the claim-filing period have been extended beyond the

statutory period of 18 months

(b) Banking Supervision and Cooper ation with Other Safety-net players
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Being a risk-minimzer, the Corporation since inception engages in on-site and
offsite examination of insured banks alongside with CBN thereby reducing the
examination cycle. In addition, it has contributed to development of infrastructure
that had helped the system to timely access data from insured institutions. The
Corporation have been at the forefront of promoting meaningful interrelationships
with other safety-net players. For instance, the Corporation played a key in the
establishment of the Financial Services Regulation Coordinating Committee
(FRSCC). The committee and its various subcommittees provide avenues for
discussing common problems of the financial system, exchange of information and
development of infrastructure to enhance the effective working of the financial
systemin general. Finaly, in recent times, the Corporation has collaborated with the
Central Bank of Nigeria (CBN) in latter’s efforts at reform the banking industry and
dealing with the unfolding challenges such as liquidation of 14 banks and
implementation of Risk-Based Supervision and the new Codes of Corporate

Governance

© Distress Resolution

The Corporation in conjunction with the CBN, developed the Contingency Planning
Framework for Banking Systemic Crises. Earlier in 1989 when it was newly
established, the Corporation gave financial support of N2.3 Billion to 10 banks.
Such financial supports have been extended to several problem banks since the
initial onewas givenin 1989. The Corporation had taken-over of management and
control of 28 problem banks to safeguard their assets and intervening in others

where boardroom squabbles were noticed

The Corporation closed 36 terminally distressed banks that failed to respond to

various regulator/supervisory initiatives. It had also sold 9 banks out of the 14 banks
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recently closed under the Purchase & Assumption(P& A) transaction. It is pertinent
to mention that the adoption of P& A has helped in creating more confidenceinthe
system. The adoption of Purchase and Assumption (P&A) as a failure resolution
strategy would  result in payment of N83.108hillion private deposits out of
N177.349 billion total deposits to all private depositors in the 14 banks recently
closed. Ordinarily, only N6.294 billion which were insured would have been paid to
these private depositors at least at the initial period if these were out rightly
liquidated.

(d)Liquidation Activities
There are four distinct but interrelated activities under liquidation. These include:

@ Closing activities

@ Deposit Pay-out

@ Asset Redlization

@ Settlement of Claims

(1) Closing Activities involve

o Verification of assets and liabilities of the closed bank as at closure date

0 Exercise control over the moveable and immoveable assets of the closed bank

0 Prepare the deposit register for eventual pay-out
In order to safeguard the assets of the closed banks, there is always the urgency to take
physical control of the closed bank. From past closing, it took the Corporation an
average of five days between the time the president consented to the revocation of
operating licenses ( of those closed in 1994 and 1998) and the day the actual physical

closure of the banks was effected. That is a value addition.

(2)Deposit Pay-out Exercise
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The deposit pay-out involves

0 Determining the appropriate Pay Centre

0 Setting up the administrative structure and personnel requirement of the Pay

Centre as well as needed logistics and supplies

o Physical payment either in cash or cheque
The Corporation could either pay the insured deposits directly to depositors or transfer
funds for such payment to appointed agent banks for onward payment to the depositors.
The choiceis determined by convenience to the depositors. The Corporation’spolicy is
to ensure that depositors do not travel beyond 50 kilometers in order to receive

payment. That is the value addition with respect to this exercise.

(3)Assets Realization

The Corporation had to realize the assets of the closed banks so as to be able to pay
liquidation dividends to the uninsured depositors as well as other creditors. These
activities are carried in a Liquidation Centre

The assets of the closed banks were made up of risk assets and physical assets. As part
of efforts to facilitate recovery of debts, the Corporation stops charging interest on
outstanding loans and advances with effect from the date of the banks closure. In
disposing physical assets, systematic and orderly marketing and disposal strategies
were adopted by the Corporation. The underlying objectiveswereto realizethemasthe
most reasonable prices within the shortest possible time and to exhibit utmost

transparency in disposing the assets.

(4)Settlement of Claims
Thisactivity isusually carried out in aLiquidation Centre (aswell Lagos Office) set up
by the Corporation to continue the liquidation exercise since, ordinarily, it takes some

years before such exercise could be completed for a bank. This activity involves the
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0 Settlement of claims filed by depositors
o Payment of liquidation dividends to uninsured depositors, other creditors and
shareholders

(5) Outcomes of the Liquidation Activities.

o Payment of liquidation dividend to Depositors and genera
creditors/shareholders. As at the end of August 2007, that amounted to
N6110.48 billion;

0 Recovery of atotal of N12.03 billion from debtors of 45 closed banks as at the
end of August, 2007;

o Disposal of Fixed/Tangible Assets of closed banks for atotal sum of N16.948
billion as at end of August. 2007;

(Thelast two activities contributed immensely to the payment of liquidation dividends)

(e) Other Value-creating Activities of the Cor poration

0 The Corporation drafted a new NDIC Act and this was signed into law in
December 2006. The new act was to take care of observed loopholes and
hindrances in the earlier statute

0 Recently, the Corporation reduced the premium burden oninsured banks through
reduction in the assessment base. For instance, it excluded inter-bank deposits
from premium assessment.

0 International networking through membership of International Association of
Deposit Insurers (IADI) Executive Council and Chair of Africa Regional
Committee of IADI,

o Enhancement of supervisory capacity through focused training,

o Enhancing Public Awareness about the activities of the Corporation through
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q Distribution of, different publications of the Corporation including books,
journals, pamphlets, law reports free of charge

q Organising public awareness week every year since 2005

g Organising annual conference to educate members of the mediaon different
aspects of deposit insurance

q Periodic campaign in both electronic and print media in different local

languages

6.0 CHALLENGESTO EFFECTIVE CREATION AND MANAGEMENT OF
VALUESIN THE CORPORATION

There are several challenges that need to be surmounted if the Corporation is desirous
of creating optimal valuesfromits activitiesin order to satisfy its various stakeholders.

Such challenges include but not limited to:

I Inadequate Public Awareness of the benefits and limitations of Deposit
Insurance System. A greater proportion of the informed and uninformed
members of the public still believe the only role of the NDIC in the system is
that which relates to its liquidation activities alone

I Low claim response by depositors of closed banks: about 37% of insured
depositors (especially those with small balances) are yet to come forward for
their deposits in spite of all measures that have been taken by the Corporation

I Low debt recovery due to, amongst other factors:

@ Unwillingness of debtors to honour obligations,

@ large volume of unsecured or fraudulently granted loans,

@ Paucity of records to sufficiently prove some outstanding debts

@ Poor credit administration (e.g. borrowers without proper address)

I Inaccurate financial reporting by banks
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I Implementing Risk-Based Supervision

I Disposal of risk assets under Purchase and Assumption Transactions. This has
been problematic because of the non-availability of secondary market especially
for selling-off risk assets of acquired banks

I Ensuring sound governance of insured institutions

I Effect of Fiscal Responsibility Act on Deposit Insurance Fund

I Implementing Differential Premium Assessment System

7.0 SUGGESTIONS TO IMPROVE VALUE CREATION AND
MANAGEMENT IN THE CORPORATION
To improve upon our efforts at creating greater public values through the means of
deposit insurance service, there is the ne