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Cheque Transactions

The Bank has a cardinal responsibility for ensuring the enhancement of an effective and effi-
cient payments system, and one way of achieving this objective is through
engendering improved utilization of cheques by bank customers. As this paper dwells only
on the role of the Bank as banker to Federal Government as against banker to the banks.
the functioning of the clearing housc will not be covered. Government customers.
however. pay cheques into their accounts at the Bank through the counter or where such govern-
ment instit  ons maintain accounts with commercial banks. Cheques paid in would be processed
through the clearing house. ~ part from the processing of cheques issued by the Bank's customers (o
other parties for various transactions, a good number of cheques handled arc related to the collec-
tion of revenue for the Federal Government.

In order to enhance the  lisation of cheques, the clearing house rules were revised in
Januarv. 1995, specifically to reduce ciearing durations. Consequently, the duration __r the
determination of valuc for cheques drawn inter-state or up-country was reduced from 21 to
15 working days; intra-state. from 12 t 9 days and local, from 5 to 4 working days. These
changes are designed to improve thc payment system and thereby enhance funds flow and
management.

A recent addition to the CT ™ ™'s quest at improving banking services to our customers is
the introduction of the Magnetic Ink Character Recognition (MICR) system. Tl.. new
technology has revolutio ed cheque processing and the optimal benefits would be more
visible when the system begins to function nation-wide. The enormous increase in the
volume of cheque transactions had made manual processing of thesc cheques rather
laborious and crrorprone. With the incepti  of MICR, cheque processing. which is now
automatcd, has been enhanced with considerable ease. resulting in prompt and accurate
update of customers accounts as well as the timely production of customers' bank
staicments. It has also reduced the incidence of wrong ¢ ies into customers' statements
and enhanced security agamst frauds and forgerics. All Bank customers in the Lagos arca
have been issued with MICR cheques.

Accounting for Government Revenue

As banker to the Federal Government, a vital service which the Bank renders is the receipt of
and accounting for nues of the Federation. This role of the Bank is two-fold; the first is
observing the banker-customer relationship in the maintenance of the accounts; and the second, is
the Bank's responsibility as financial adviser to the government.

Federal Account

The Bank has the singular responsibility of receiving and accounting for the revenues
of the Federation. The sources of revenue for the Federation Account are derived from the follow-
ing components of the Federal Government agencies' accounts:

(i)  Nigeria National Petroleum Corporation
(i) Dep: nent of Petroleum Inspectorate
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The Petroleum (Special) Trust Fund

Following the drastic increase in the cost of petroleum pump price, Decree 25 of 1994 was
enacted establishing the Petroleum (Special) Trust Fund (PTF) or the Fund. The Decrec, as amended,
provides that the Fund shall receive all the monies from the sale of petroleum products less the
approved production cost per litre which for the time being. is as follows:

(a) Cost of crude oil 235
(b) Excise duty and MVAT N0.33
{c) Marketer's allowance N1.30
(d) NNPC cost and margin .70

The Decree established a Board for the Fund which shall be responsible for:
(a) Receiving monies accruing to the Fund:

(b} Disbursing monies from the Fund within the first week of every month to the
Federation Account, the Nigerian National Petroleum Corporation and to such
other beneficiaries as may be determined from time to time by the Head of
State, Commander-in-Chief of the Armed Forces; and

(¢) Retaining the balance of the money accruing to the Fund, after the
disbursements specified in paragraph (b). for the discharge of its functions under
the Decree.

Consequently, the Bank opened an account titled "FGN Petroleum Products
Account" in October, 1994 to receive procceds of sales of the petroleum products
throughout the country. Simultaneously. all CBN branches were directed to open similar
accounts and to remit the proceeds to the Lagos Head Office at the end of each week.

There is a technical sub-committee on reconciliation of the account of the Fund which meets
monthly to reconcile the proceeds of sales credited into or due to the account, while the apportion-
ment sub-committee also meets monthly to recommend the shares due to the beneficiaries. The
Decree stipulated the sharing formula as follows:

Beneficiary % Share
Petroleum Trust Funds 47
Federation Account 28
NNPC 21
Federal Sub-Treasury 4

1
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Customer Services

Paramount in the Bank's objectives has been the improvement of the level of efficiency of the
services rendered. Critics have often argued that because the Bank operates in a seemingly
monopolistic market, it is prone to sliding into complacency. Rather, the Banking Hall, which has
been in use since the inception of ¢ Bank has been drastically modernized it rms of structure
and aesthetics. Unlike in the past, customers’ bank statements are now produced more timely.
following automation.

[n the continued efforts at ensuring customer satisfaction, complaints from customers are
obtained and acceptable feedba i provided through a tripartite meeting held monthly at the
Federal Secretariat. The meeting. chaired by the Deputy Accountant-General of the Federation,
comprises repres  atives of Federal Ministries, parastatals and the CBN. There is no doubt that
this avenue for interaction has assisted in no small mcasure in reducing complaints by customers.

Frauds and Forgeries

As a bank, one major problem which the CBN has always had to confront is the incidence of
frauds and forgeries perpetrated on customers’ accounts. As an institution wholiy owned by
Government, the CBN's role as banker to the Government demands that staff actively collaborate in
the safequarding of its assets. A number of ingenious ways have been designed by fraud 15 in
assaulting customers' accounts. Unfortunately, some of these frauds are with the connivance of
some signatorics. However, it is pratifying to note that with the introduction of a combination of
preventive and pre-emptive measures. the incidence of frauduler practices have declined
significantly in recent timcs. Some measures have been designed, partly in the light of expericnce.
to detect and check the spatc  frauds.

PART 11
ANAGEMENT OF DOMESTIC PUBLIC DEBT

Domestic public debt and its management would be addressed simply from the
perspective of the Bank as banker to the Government. As banker to the Federal
Government of Nigeria, the Bank not only maintains accounts for the Government, it also accepts
some responsibility for the financing of its expenditure gaps. Paragraph 35 of the CBN Ordinance
1958 provides that "the Bank shall be entrusted with the issue and management of Federal Govern-
ment loans publicly issued in Nigeria, upon such terms and conditions as may be agreced  ween
the Federal Government and the Bank". This provision has been retained in subsequent amend-
ments. The Bank carries out the following functions in e management of domestic debt:

()  Advising the government as to ¢ timing of floatation of debt
instruments and terms of issue;

(i) Advertising for public subscriptions to the issues;

(i) Collecting the proceeds of issues on behalf of the government;
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There have been serious insinu  ons as to the Bank's insincerity or complicity in the granting of
these advances. Critics who appreciate and understand the mechanics of Government and
governance would accept that returning unpaid top government cheques drawn even on unfunded
accounts is not easy to do.

During fiscal year 1994, the closing Ways and Means figure was¥81.36 billion. As at August
31, 1995, the balancc stood at 325,86 billion, as against a corresponding figurc of #47 biliion in
the preceding year. It must be admitted that this performance in fiscal discipline is highly
commiendable. especially when weighed against the excesscs in recent years. Given the seeming
buoyancy in government current revenues as well as the projected deficit of 2412.84 billion for fiscal
1995, however, a much lower Ways and Means position would have been adjudged more
auspicious.

Asbanker to Government, it has been the Bank's duty to advise on the adverse consequences
of Government undue reliance on Ways and Means Advances. However. as pressures on
government finances increased, and recoursc to the facility became inevitable, the Federal
Government exercised its legislative power by reviewing the permissible credit from the CBN
upward. In addition, cach of the provisions for CBN credit facility in the enabling laws had becen
enacted without any obvious intention that these debts would be paid from government retained
revenue. For instance the Federal Government can borrow:

(iy 150.0 per cent of the estimated retained revenue of the Federal Governments
through Treasury Bills;

(i) 60.0 per cent of the estimated revenue of the Federal Government during a
financial vear through Treasurv Certificates:

(i) 75.0 per cent of the CBN's total liabilities through Development Stocks; and

(iv) through the conversion of existing Treasury Bills into Treasury Bonds ..r the
purpose of observing statutory regulations.

The overall credit from aveuues indicated above is a multiple of the retained revenue
of the Federal Governme Nevertheless, interest payments on the domestic debt
coniinue to grow as the principal increases from year o year. It is therefore recommended that this
line of credit should be revicwed because of its adverse consequences for effective monetary man-
agement and the attainment of macro-economic stability generally.

PART HI
CONCLUDING RE ARKS

As a developing nation, the role which the Bank plays as banker t¢ ¢ Government is likely to
remain very visible in the short to medium-term. This assertion is reinforced by the fact that the
programme of financial markets liberalization as well as privatization/commercialization does not
appear (o have engendered a concormitant stripping of certain aspects of the Bank's role. The retail
banking function of the Bank is an issue which requires a special re-appraisal as to its desirability
for the Bank. In our view. the Bank may undertake only wholesale banking for Government as
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against retail banking which embraces offering banking services to all institutions, both govern-
ment and quasi-government including primary and secondary schools, local council agencies and
lottery boards; etc. The human and material resources devoted for these services could be better
employed. In a way, an element of money creation is occasioned through the unitended credit
which some of these government institutions enjoy from the Bar

The issuc of fraud and forgeries rpetrated on customers accounts has posed a great
challenge. The management of the domestic public debt as well as the ability to contain its growth
has been rather daunting. A significant percentage of government's yearly revenue has to be dedi-
cated to domestic debt service. While some amelioration is being achieved through the application
of below-market interest rates, the issue of halting further accretion remains unresolved. To the
extent that the Bank is required to fund government borrowing requirements, it sld ap ar that
the desired solution can be found in a deliberate change in government policy which recognized the
harmeonization of fiscal and monetary policies.

I thank you for your attention.
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