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THE RELATION OF CENTRAL BANK OF
NIGERIA WITH OTHER BANKS UNDER THE
NEW CENTRAL BANK OF NIGERIA
DECREE NO. 24 OF 1991

Alhaji M. A. Sadiq.

My assignmentasaresource
person for this segment of
the Workshop is to examine
the areas of relationship
pbetween the CBN and the
other banks as containedin
the new CBN Decree No.
24,1991 to pave the way for
further discussion by way of
comments, observations,
questionsand answers, etc.
The ultimate objective is to
achieve a better under-
standing of the various as-
pects of the relationship. It is
also hoped that the discus-
sion will afford us the oppor-
tunity of examining some of
the problems, constrains
and impediments and to
make suggestions on what

can be done to minimise
them so that the full benefits
of the relationship can be
derived and enjoyed by all
parties.

Exactly as in the repealed
CBN Act (as amended), the
CBN Decree No. 24 of 1991
makes provisions for such re-
lationship with other banks.
Part VIl of the new decree
provides for such relation-
ship in five broad areas cov-
ered in Sections 37 to 41.
Section 37 ofthe decreeem-
powers the CBN to serve as
banker to their banks. The
sectionstatesthat “The Bank
may act as banker to their
banksin Nigeria and outside
Nigeria”. The practicalinter-
pretation of the section is
that it provides for the exist-
ence of the iypical banker/
customer relationship, com-
plete with all the usual rights
and responsibilities. In other
words, the CBN stands in @
similar relationship to the
other banks as the other
banks to their customers. It is
by virtue of this section that
the CBN, through its opera-
tionaldepartments, provides
the banks with a wide range
of b.aing services, some of

which can be enumerated
briefly as follows:-

Maintenance of
Accounts: Without
any doubt, maintain-
ing accounts for the
banks is the most fun-
damental element of
the relationship as it is
at the centre of the
provision of the finan-
cial services delivery.
Commercialand Mer-
chantbanksrequire to
have accounts with
the CBN in other to
facilitate their daily fi-
nancial _transactions.
It is for this reason that
assoonasanewbank
is established, its num-
ber one priority is to
haveits CBN account
opened. Without a
CBN account, a Bank
cannot be said to be
operational.

(1)

(2) Lodgements and

Withdrawals of
Cash: as in the re-
pealed CBN Act, the
new CBN decree
vests in the CBN the
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3)

sole right for the issu-
ance of legal tender
currency throughout
Nigeria. The decree
also entrusts to the
CBN responsibility of
the re-issue and ex-
change of currency
notes and coins. The
commercial banks’
daily currency trans-
actions at the Head
Office of the CBN and
atthebranchesinthe
State, which consti-
tute an integral par
of their business op-
erations, provide a
convenient vehicle
through which a sub-
stantial part of this
most important statu-
tory responsibility of
the CBN is dis-
charged. The CBN
appreciates and val-
ues the contributions
the banks are making
in this regard.

Transfers of funds:
Likeinthe case of cur-
rency transactions,
daily transfers of funds
from branches of
banks situated in the
States to their Lagos
Offices constitute a
major service pro-
vided by the CBN. Sur-
plus funds at the
banks’ outstations re-
quire to be pooled to
Lagos, where the
money market is, for
efficient utilization.

(4)

Financial assistance

to banks: In pursuance
of its cardinal objective
of promoting monetary
stability and sound fi-
nancial system in Nige-
ria, the CBN readily acts
aslender of last resort to
other banks, such finan-
cial assistance is most
obvious in the provision
of rediscounting facili-
ties at the Head Office
as well as in the provi-
sion of Cash Drawing
Facility made available
to banks at CBN
branches across the
country. Underthe Cash
Drawing facility
Scheme, the CBN allows
banks, under
collateralised arrange-
ments, to draw cash up
to agreed limits from
CBN branches to meet
unforeseen cash de-
mands from customers.
Indeed, this traditional
role of the CBN aslender
of last resort was dem-
onstrated to the fullest
during the liquidity crisis
of 1989. Apart from the
CBN/NDIC facility of
over N2 bilion granted
to the affected banks,
the CBN not only dis-
counted the traditional
Federal Government
securities but also ex-
pandeditsdiscount win-
dow to accommodate
State Governments’
promissory notes as well
as negotiable certifi-
cates of deposit issued

)

(6)

by banks.

Inter-Bank Money

market: Thisis a kind
of clearing mecha-
nism provldeg by the
CBN for wholesale
money intermedia-
tlon which takes
place daily among
banks. It is notewor-
thy that the inter-
bank market has wit-
nessed tremendous
growth in recent
times, a develop-
ment which is be-
ieved to be a result
of de-regulation and
other government
policy decisions as
well as the consider-
able increase in the
number of banks.

The Clearing

System: Because of
itsunique significance
in the CBN relation-
ship with other banks,
in view of its leading
role in promoting a
sound and efficient
banking systemin the
country, the establish-
ment of Clearing
Houses to facilitate
the clearing of
cheques and credit
instruments for banks,
is specifically pro-
vided fof under Sec-
tion 41 of the new
decree. The section
stipulates that the
CBN shall at any ap-
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propriate time and in
conjunction with
otherbanks, establish
clearing houses in
premises provided by
the CBN in such
places as the Bank
may consider neces-
sary. The section fur-
ther empowers the
CBN to suspend any
bank from participa-
tioninthe clearing for
such period as the
Bank may deemfit for
non-compliance with
its directives.
Commercial banks are
well advised to take note of
the new legal provision un-
der this section which em-
powers the CBN to suspend
from participating in the
Clearing any bank which
fails to comply with its direc-
tives. Before now, such sus-
pension used tobeimposed
under a provision in the
Clearing House Rules. It has
now acquired full legal
pbacking.

Other areas of operational
relationship can be found
in:

(a)Foreign Exchange
market activities

(b) Collection of repay-
ments in respect of
loans granted to state
governments by the
banks.

(c)Collection of other
payments for the
banks on behalf of
their customers.

(d)Provision of investment
servicesundermandate
through Discount Office
of Banking Operation
Department.

Section 40 of the new de-
cree deals with yet another
important area of CBN rela-
tion with other banks, namely,
appointment of other banks
asagentsto CBN. Specifically,
the section provides for ap-
pointment of other banks as
agents to the CBN for the is-
sue, re-issue, exchange and
withdrawal of currency notes
and coins. In reality, the banks
have always acted as agents
to the CBN in this connection.
As stated earlier while discuss-
ing lodgement and with-
drawal of cash, the banks are
daily carrying on cash trans-
actions with the CBN in the
course of performing their nor-
mal business operations. In
doing SO, they are
automatically giving effect to
this agency relationship with
the CBN. The stipulation in the
decree to my mind, is for the
purpose of re-enforcing and
underscoring therelevantsec-
tion of the decree vesting In
the CBN the sole right of issu-
ing, re-issuing and exchange
of currency notes and coinsin
the country. In other words, if
any organisation (i.e. the other
banks in this case) are to issue,
re-issue, withdraw and ex-
change currency notes and
coins, they are deemed to be
doing so on behalf of (ie. as
agents of ) the CBN.

Section 38 of the new de-

cree is of special impor-
tance in the sense that it
catersforgeneralcoopera-
tion between the CBN and
other banks, essentially for
the purpose of promoting
and maintaining of an ad-
equate and reasonable fi-
nancial service to the pub-
lic. It is this section which
empowers the CBN fo issue
periodic guidelines and di-
rectives pertaining to the
banks’ relationship with their
customers and for the ben-
efit of the general public.
Some of the obvious ex-
amples that readily come
to mind under this relation-
ship include:-

(1) The requirement to
clear with the CBN
before certain key
appointments are
made by any bank,
to ensure that only
personssuitably quali-
fied are appointed.
The requirement to
clear with the CBN
before public adver-
tisements are put up
by any bank, to en-
sure thatsuchadverts
donotcarryanything
that may be mislead-
ing to the pubilic.
Handling of public
complaints against
banks whereby any
aggrieved person
can lodge a com-
plaint with the CBN
for appropriate inter-
vention.

We may now turn to Sec-

@)
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tion 39 of the new decree
which deals with the pow-
ersof the CBN toissue direc-
tives to the banks on cash
reserve requirements for
achieving an effective mon-
etary policy. The summary
of the provisions of the sec-
tion with its numerous sub-
sections is that the CBN is
empowered fo:

(1) Prescribe cash re-
serve ratio.

(2) Prescribe liquidity ra-
fio.

(3) Calliforspecialdepos-
its from time to time to
be maintained/held
by the banks.

In doing so, the CBN is fur-
ther empowered to,
among other things:
Determine the class of
deposit liabilities
against which the
cashreservesshallbe
held.

Classify the banksinto
such categories as
the CBN may from
time to time specify.
Prescribe different
cash reserve ratios to
be maintained by
each category of
banks.

Vary the composition
and proportion of
eachcategoryof the
specified liquid assets
which may from fime
to time be held by a
bank

Callsfor information
andstatistics frommany
bank and as often as

M

(@)

(3)

(4)

®)

it may deem necessary.

Sub-Section 5, 6 and 7
of Section 39 deal with
the issue of:

Referring to the CBN for
its approval all applica-
tions for loans made to
any bank exceeding
suchamountasthe CBN
may specify.

Fixing of ceilings on the
volume and aggregate
amount of loans ad-
vances and discounts
outstanding at each
bank.

Holding of special de-
posits by the CBN on
which it may, at its dis-
cretion, pay interest.
Powers of the CBN fo
prohibitonybank which
falls to comply with any
of its directives from ex-
tending new loans and
advancesand from un-
dertaking new invest-
ments.

Finally, sub-section 8, Section
39, prescribes steep penalty
for any bank which furnishes
false information to the CBN.
The penalty is a fine of not less
than N100,000.00 for the first
offence and M200,000.00 for a
second or each second sub-
sequent offence.

M

(2)

3)

(4)

CONCLUSION:

While there may notbemuch
difference in the new decree
in comparison with the re-
pealedlawregarding the CBN
relations with the other banks,

| wish to use this opportunity
to underscore the need for
a continous strengthening
of the relationship. Indeed, |
will describe the totality of
the relationship as a col-
laborative endeavour
which Is necessary to en-
hance and re-inforce the
integrity and efficiency of
our banking system. We are
all living witnesses to some
of the dubious and unethi-
cal activities of certain indi-
viduals in the system, not to
mention the unprec-
edented high rate of frauds
being perpetrated on the
banks. It is my considered
opinion that we should uti-
lize the opportunity pro-
vided by the promulgation
of the twin decrees Nos. 24
and 25 of 1991 to re-dedi-
cate ourselves collectively
and individually to work to-
wards the attainment of a
sound, stable and prosper-
ous financial system. | be-
lieve that it is feasible and

“we should get on with it.
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