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Disclaimer Policy                                                                            
This publication is produced by FSDH Securities Limited (FSDH Sec) a 

subsidiary of First Securities Discount House Limited (FSDH) solely for the 
information of users who are expected to make their own investment 

decisions without undue reliance on any information or opinions contained 
herein. The opinions contained in the report should not be interpreted as an 
offer to sell, or a solicitation of any offer to buy any investment. FSDH Sec 

may invest substantially in securities of companies using information 
contained herein and may also perform or seek to perform investment 

services for companies mentioned herein. Whilst every care has been taken 
in preparing this document, no responsibility or liability is accepted by any 
member of the FSDH for actions taken as a result of information provided in 

this publication. 
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Executive Summary 

The Global Financial Stability Report (GFSR) September edition 

of the International Monetary Fund (IMF) titled, ñGrappling with 

Crisis Legaciesò reiterates that financial stability risks have 

increased substantially over the past few months. The report 

states that weaker growth prospects adversely affect both public 

and private balance sheets and heighten the challenge of coping 

with heavy debt burdens. According to the GFSR, the priorities in 

advanced economies are to address the legacy of the crisis and 

conclude financial regulatory reforms as soon as possible in 

order to improve the resilience of the system. For emerging 

markets, IMF said they must limit the buildup of financial 

imbalances while laying the foundations for a more robust 

financial framework. In particular, coherent policy solutions are 

needed to reduce sovereign risks in advanced economies and 

prevent contagion. 

 

Meanwhile, major central banks around the world have made 

coordinated efforts to ensure that banks find it easier to have 

access to the US Dollar credits if needed. The intention of the 

central banks is to enhance their capacity to provide liquidity 

support to the global financial system. The participating central 

banks include: The European Central Bank (ECB), the US 

Federal Reserve (the Fed), the Bank of England (BOE), and the 

Central Banks of Canada, Japan and Switzerland.  

 

The Central Bank of Nigeria (CBN) and other regulators in the 

financial market have taken proactive steps to implement a 

number of policies in the last 2 years to safe guard the Nigerian 

financial system against both internal and external attack. Some 

of these measures are: establishment of Asset Management 

Corporation of Nigeria (AMCON) to buy the toxic assets of banks, 

injection of fresh capital to some insolvent bank, guarantee of 

inter-bank, pension fund placements and foreign lines in the local  

 

 

banking system,  abolition of universal banking system, adoption 

of uniform financial year end for banks, nationalisation of some 

rescue banks, sensitisation towards a cashless banking and the 

adoption of the International Financial Reporting Standard (IFRS) 

among others. These measures have helped to build confidence 

in the domestic banking system and averted the collapse of some 

banks. The rating agencies have upgraded the ratings of the 

Nigerian banks on account of the progress recorded with the 

implementation of some of these measures.      

 

As at December, 31 2010 there were 24 banks operating in 

Nigeria. 21 of these banks were quoted on the floors of the NSE 

while 3 were unquoted. 3 of the banks, which are Citi Bank, 

Standard Chartered Bank and Stanbic IBTC Bank are foreign 

banks that have parent companies outside the shores of Nigeria 

while the remaining banks are local banks. For the purpose of 

this industry size analysis we covered twenty two (22) banks. We 

excluded Afribank and Equitorial Trust Bank (ETB) from our 

coverage because we were not able to lay our hands on the 

Audited Reports for the period ended 2010 as at the time of this 

report.  The total Assets of the banking industry in Nigeria stood 

at N15.74tri an increase of 7.62% from N14.63tri as at December 

2009. The total Customer Deposits Liabilities which represents 

depositorôs confidence in the banking industry stood at N10.99tri 

an increase of 5.42% from N10.42tri in December 31, 2009.   

 

The total Net Assets (Total Equity) of the banking industry stood 

at N1.10tri as at December 2010 representing an increase of 

12.31% from N0.99tri as at December 2009. Gross loans and 

advances stood at N7.18tri in December 2010, while non-

performing loans (NPL) to gross loans ratio was 18% in 2010. 

The activities of AMCON have reduced the non-performing loans 

drastically. The CBN targets NPL ratio of about 5% for the 

industry.  The gross earnings (interest income and fees &  
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commission income) dropped by 13.99% to N1.89tri in 2010 from 

N2.20tri in 2009. The operators will need to deploy their assets to 

generate commensurate profit for the shareholders as the return 

on assets (pre-tax profit) was very low at 3% as at December 

2010. Starting from 2011, all banks operating in Nigerian are 

required to make provision of 0.3% of the total assets in their last 

audited financial accounts to fund the operations of AMCON for 

ten (10) years.   

 

We analysed ten (10) banks based on their latest audited 

financial result as at December 2010 and adopted two valuation 

methods to value our forecasts for the banks between 2011- 

2015. Our valuation result shows that all the ten banks except 

Stanbic IBTC were traded at huge discounts as at November 30 

2011. Therefore, we see upside potentials in the banking industry 

for equity investors. 

 

We anticipate the following outcomes for the banking industry in 

2012. 

ü Attractiveness of banks valuation and earnings would attract 

investors into banking stocks. 

ü Low non-performing assets/loans. 

ü More disclosures as banks adopt IFRS. 

ü Improved earnings due to more reliance on Public, Private 

Partnership (PPP) in resolving the infrastructural problems in 

the country.  

ü The CBNôs policy on cashless economy should drive more 

non-interest income for banks. 

ü Growth in risk assets in order to generate income 

ü There may be further consolidation in the industry and the 

number of banks may reduce further. 

 

Notwithstanding these opportunities, the major risk we see in the 

industry for the results of banks in December 2011 is the losses 

that banks may book from their bond portfolio investment which is 

as a result of drop in the price of bonds and increase in yields. 

 

The insecurity in the country is also a threat as this may affect the 

productive sector and scare investors both local and foreign. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

S/N Bank Rating 

1. Access Bank BUY 

2. Diamond Bank BUY 

3. First City Monument Bank BUY 

4. Fidelity Bank BUY 

5. First Bank BUY 

6. Guaranty Trust Bank BUY 

7. Stanbic IBTC REDUCE 

8. Skye Bank BUY 

9. United Bank for Africa BUY 

10. Zenith Bank BUY 
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1.0 Global Financial Developments 

1.1 State of the Global Financial System 

The Global Financial Stability Report (GFSR) September edition of the International 

Monetary Fund (IMF) titled, ñGrappling with Crisis Legaciesò reiterates that financial 

stability risks have increased substantially over the past few months. The report states 

that weaker growth prospects adversely affect both public and private balance sheets 

and heighten the challenge of coping with heavy debt burdens.  

 

According to the report, public balance sheets in many advanced economies are highly 

vulnerable to rising financing costs, in part owing to the transfer of private risk to the 

public sector. According to the GFSR, the priorities in advanced economies are to 

address the legacy of the crisis and conclude financial regulatory reforms as soon as 

possible in order to improve the resilience of the system. For emerging markets, IMF 

said they must limit the buildup of financial imbalances while laying the foundations for 

a more robust financial framework. In particular, coherent policy solutions are needed to 

reduce sovereign risks in advanced economies and prevent contagion. Adding that 

credible efforts are required to strengthen the resilience of the financial system and 

guard against excesses; emerging market policymakers need to guard against 

overheating and a buildup of financial imbalances through adequate macroeconomic 

and financial policies; and the financial reform agenda needs to be completed as soon 

as possible and implemented internationally in a consistent manner. 

 

In another development, the major central banks around the world have made 

coordinated efforts to ensure that banks find it easier to have access to the US Dollar 

credits if needed. The intention of the central banks is to enhance their capacity to 

provide liquidity support to the global financial system. The participating central banks 

include: The European Central Bank (ECB), the US Federal Reserve (the Fed), the 

Bank of England (BOE), and the Central Banks of Canada, Japan and Switzerland. 

Stock markets in the major global economies increased sharply on Wednesday, 

November 30, 2011 on receiving the news. The ECB added that the central banks were 

making it cheaper for banks to get US Dollar liquidity when they need it and have 

agreed to reduce the cost of temporary US Dollars loans to banks  

Financial stability risks have 

increased substantially over 

the past few months. 

The major central banks 

around the world have made 

coordinated efforts to ensure 

that banks find it easier to 

have access to the US Dollar 

credits if needed.  
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(liquidity swaps) by half a percentage point, starting on Monday, December 5, 2011. 

Also, the apex banks are taking steps to ensure that banks can get ready money in any 

currency if market conditions warrant via the establishment of a temporary network of 

reciprocal swap lines. The Central Bank of Nigeria (CBN) and other regulators in the 

financial market have taken proactive steps to implement a number of policies in the 

last 2 years to safe guard the Nigerian financial system against both internal and 

external attack. 

 

2.0 The Nigerian Macro-Economic Environment 

2.1 Gross Domestic Product (GDP) 

Available data from the National Bureau of Statistics (NBS) shows that Real Gross 

Domestic Product (GDP) in Nigeria grew by 7.40% in Q3 2011, compared with 7.86% 

recorded in the corresponding period of 2010, and 7.72% and 7.87% recorded in Q2 

2011 and end-December 2010, respectively. The marginal drop in the real GDP 

compared with the Q2 2011 figure was amongst others, due to the decrease in the oil 

sector of the economy. The non-oil GDP was driven by growth recorded in Agriculture, 

Wholesale & Retail Trade, Telecommunications, Manufacturing and Finance & 

Insurance sectors. In the ñEconomic & Financial Market: Review and Outlook for 2011ò, 

FSDH Research released a GDP growth rate forecast of 7%-8% for 2011. The sectoral 

growth rate shows that Telecommunication & Post sector recorded the highest real 

GDP growth rate of 35.11%, followed by Wholesale & Retail: 11.84%; Hotel & 

Restaurant: 11.81%; Solid Minerals: 11.50%; Real Estate: 11.05%; Building & 

Construction: 10.72%; Business & Other Services: 8.43%; Manufacturing: 8.15%; 

Agriculture: 5.82%; Finance & Insurance: 3.98%; while Crude Petroleum decreased 

marginally by 0.34%. 

 

The breakdown of the GDP by sectors shows that Agriculture represents 43.64%, 

followed by Wholesale and Retails Trade accounting for 18.29%, while Crude 

Petroleum and Natural Gas accounts for 14.27%. The nominal GDP for Q3 2011 was 

estimated at N10.21trn, compared with N8.01trn recorded in the corresponding period 

of 2010, representing a growth of 27.47%. Oil nominal GDP accounted for 40.10%, 

while non-oil nominal GDP contributed 59.90%. Looking at the sectoral contribution to  

GDP grew by 7.40% in Q3 

2011. 

The sectoral growth rate shows 

that Telecommunication & Post 

sector recorded the highest 

real GDP growth rate of 

35.11% 

The breakdown of the GDP by 

sectors shows that Agriculture 

represents 43.64%, followed by 

Wholesale and Retails Trade 

accounting for 18.29%, while 

Crude Petroleum and Natural 

Gas accounts for 14.27%.  
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the nominal GDP, Crude Petroleum & Natural Gas: 40.10%, followed by Agriculture: 

31.99%; Wholesale & Retail Trade: 12.70%; while others contributed 15.21%.  

 

According to the NBS, the oil sector output decreased due to operational constraints 

experienced by some of the oil producing companies during the period under review. 

Adding that the sector continues to play its dominant role in the Nigerian economy as 

the major source of foreign exchange and revenue for the country. The average daily 

production stood at 2.36mb/d in Q3 2011, compared with 2.49mb/d in Q3 2010.  

Looking at the breakdown of real GDP to oil and non-oil sectors, the Nigerian economy 

is dominated by the non-oil sector, with a contribution of 85.73%, while the oil sector 

contributed 14.27% to output in Q3 2011. The contribution of 14.27% by the oil sector to 

real GDP in Q3 2011 was lower than 15.38% recorded in Q3 2010; as a result of an 

increase in other activity sectors such as agriculture, wholesale & retail trade, 

telecommunication and manufacturing relative to the corresponding year, as well as the 

drop in oil sector contribution in Q3 2011.  

 

The financial services sector, which includes the banking system, recorded a real 

growth of 3.98% in Q3 2011, compared with 3.96% growth in Q3 2010. The major 

policy thrust of the regulatory authorities in the banking system has been the need for 

adequate liquidity in the industry to ensure that the banks and other firms involved in 

financial intermediation meet up with their credit creation to the other sectors of the 

economy in a non-inflationary way. The Central Bank of Nigeria (CBN) interventions 

and effective monitoring of this sector is boosting customersô confidence, helping to 

reactivate the pre-financial crisis scenario. The NBS mentioned that with the conclusion 

of the reforms in the banking system, there were renewed activities in the sector in Q3 

2011 as banks were better positioned to carry out lending activities to businesses and 

individuals. 

 

 

 

 

 

The oil sector output decreased 

due to operational constraints 

experienced by some of the oil 

producing companies during 

the period under review.  

The financial services sector, 

which includes the banking 

system, recorded a real growth 

of 3.98% in Q3 2011, 

compared with 3.96% growth in 

Q3 2010.  
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2.2 Inflation 

The inflation rate at the end of November 2011 stood at 10.50%. Inflationary pressure 

continues to emanate from the structural deficiency of the Nigerian economy, high 

import bill, and inefficient government spending without commensurate value addition, 

amongst others. The average inflation rate (year-on-year) for the first eleven months of 

2011 stands at 10.90%, while the lowest and highest year-on-year inflation rate for the 

same period stands at 12.80% and 9.30%, respectively. Looking at the quarterly year-

on-year inflation rate, at the end of Q1 2011, the figure stood at 12.80%, compared with 

14.80% in the corresponding period of 2010. At the end of Q2 2011, the figure stood at 

10.20%, compared with 14.10% in the corresponding period of 2010, while it stood at 

10.30% at the end of Q3 2011, compared with 13.60% in the corresponding period of 

2011 and 11.80% as at December 31, 2010.  

 

One of the cardinal goals of the CBN thus far is to achieve single digit inflation rate. 

According to CBN, single digit inflation rate will lead to positive real return on fixed 

income securities and encourage investment in these instruments and also engender 

savings. FSDH Research notes that efforts to address the infrastructural challenges 

especially in electricity and transport system will go along way towards the achievement 

of sustainable single digit inflation rate in Nigeria. 
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Inflation rate as at November 

2011 stood at 10.50%. 

One of the cardinal goals of the 

CBN thus far is to achieve 

single digit inflation rate.  
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2.3 Monetary Policy Rate (MPR) 

The goals of the CBN in 2011 informed the series of restrictive policy measures it 

announced during the year. Top of its list are: maintenance of single digit inflation, 

reduced speculative demand for the US Dollar to keep exchange rate stable, achieving 

positive real return on fixed income securities amongst others. The MPC raised MPR 

from 6.25%in January 2011 to 12% in November 2011; maintained the +/-2% around 

the MPR, meaning that Standing Lending Facility (SLF) stands at 14%, while Standing 

Deposit Facility (SDF) stands at 10%. It raised the Cash Reserve Ratio (CRR) from 1% 

to 8%; raised Liquidity Ratio (LR) from 25% to 30%; reduced the Net Foreign Exchange 

Open Position (NOP) of banks from 5% to 1% of shareholders funds, and later to 3%. 

The CBN backed all these measures with aggressive use of Open Market Operation 

(OMO) to reduce liquidity in the system.  

 

The Monetary Policy Committee (MPC) of the CBN convened six meetings in 2011. The 

meetings reviewed both the domestic and international economic and financial 

developments in 2011 and the challenges facing the Nigerian economy in the short-to-

medium term. The MPC raised rates in each of the meetings, except the November 

2011 meeting, in which it announce adjustment in the base of the Naira in exchange for 

the US Dollar.   

 

The effects of the CBNôs contractionary measures are: increase in yields on fixed 

income securities and inter-bank rates, drop in the prices of bonds across tenor, 

increases in finance costs for corporate and potential loss on bond portfolios of banks. 

Despite the aggressive contractionary policy measures of the CBN, inflation rate 

remains in double digit, while the exchange rate had to be devalued in response to high 

demand pressure at the foreign exchange market.                                                      

 

FSDH Research had recommended adoption of some unconventional methods in 

dealing with the attack on the Naira and the use of Open Market Operation (OMO) to 

reduce the temporary excess liquidity in the market. We noted that raising the MPR  

may result in higher cost of borrowing for corporate, which will limit credit creation and 

increase finance cost.  

 

The restrictive measures of the 

CBN in 2011 led to increase in 

yields on fixed income 

securities and increase in cost 

of funds. 

Despite the aggressive 

contractionary policy measures 

of the CBN, inflation rate 

remains in double digit, while 

the exchange rate had to be 

devalued in response to high 

demand pressure at the foreign 

exchange market.                                                      
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2.4 Foreign Exchange Market 

Excessive demand pressure at the foreign exchange market remained unabated in the 

first eleven months of 2011, causing the value of the Naira to slide against the US 

Dollar. In order to ensure stability in this market, the CBN adopted some measures; 

some of which are: Increase in the sale of foreign exchange, although at the expense of 

foreign reserves; removal of limit of dollars sold to Bureau De Change (BDCs); target 

audit of the authorized dealers to prevent speculative demand on dollars; lifting of 

restriction on the holding period in government securities by foreign investors; increase 

in MPR; and lately, the reduction in net open limit of banks shareholders funds. 

 

The value of the Nigerian Naira depreciated in all the three segments of the foreign 

exchange market against the US Dollar as at November 30, 2011. The official, inter-

bank and parallel markets depreciated by 4.79%, 6.02% and 4.99% respectively. 

During the period under review, the CBN exceeded the 3% limit it placed on the 

movement in the Naira in the foreign exchange market. The continued demand 

pressure for Dollars informed the recent decision of the CBN to devalue the Naira by 

expanding the mid-point of target official exchange rate from N150/US$1 to N155/US$1 

and maintained the band of +/-3%; implying that the Naira may float roughly within a 

range of N150/US$1-N160/US$1. However, the CBN noted that extraordinary shocks 

could force a change in its stance. The average premium between the parallel market 

rate and the official market rate in 11 months 2011 was 4.15%.  

 

Looking ahead into 2012, there are speculations that the CBN may announce another 

around of devaluation as the current band may not still be sustainable. Some analysts 

think the exchange rate may settle around N164-N167/US$1 in 2012. With high oil price 

around US$100/b and local oil production in the region of 2.4mb/d, exchange rate may 

remain stable as a result of good foreign exchange inflows. 

 

 

 

 

 

The value of the Nigerian Naira 
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segments of the foreign 

exchange market against the 

US Dollar as at November 30, 

2011.                                                 

The average premium between 
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2.5 External Reserves 

According to CBN, Nigeriaôs external reserves position as at November 30, 2011 stood 

at US$33.01bn, representing an increase of 2.06%, compared with US$32.35bn as at 

December 31, 2010. The CBN has expressed concerns about the persistent demand 

pressure in the foreign exchange market and emphasized the need for tighter fiscal 

controls around oil revenue. The CBN notes that the solution to reserve depletion lies in 

the implementation of appropriate reforms with regard to industrial and trade policies 

aimed at reducing import-dependency nature of the Nigerian economy which will help to 

conserve some foreign exchange.   

 

FSDH Research emphasize that the sustainable way to increase the external reserves 

is to implement policies that will engender the competitiveness of the Nigerian economy 

in order to increase its non-oil based exports.  

 

2.6 National Debt 

Available data from the Debt Management Office (DMO) shows that Nigeriaôs total debt 

stock (addition of external and domestic debts) as at September 30, 2011 stood at 

N6,198.60bn  representing an increase of 18.41% from the December 31, 2010 figure 

of N5,234.84bn. A breakdown of the debt stock shows that external debt accounted for  

14.21% of the total debt stock at N880.61bn, while domestic debt stock accounted for 

85.79% of the total debt stock at N5, 318bn. The total public debt stock in the country 

as at September 2011 represents about 16.59% of the Gross Domestic Product (GDP), 

as against the applicable critical limit of 40% for countries in Nigeriaôs economic peer 

group. This means that Nigeriaôs debt portfolio have a wide fiscal sustainability space. 

There is commitment from the Federal Government to ensure that the total debt stock 

does not exceed 25% of GDP. 
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3.0 The Nigerian Banking Industry 

3.1 Regulatory Environment: 

The Nigerian banking industry is highly regulated because of the importance of the 

sector in the economy. Bank Operations in Nigeria are governed by the following 

bodies: 

Á The CBN Act (2007); 

Á Banking and Other  Financial Institutions Act (BOFIA), 1991 as amended;  

Á Nigeria Deposit Insurance Corporation Act, 1988 (NDIC); 

Á Failed Banks (Recovery of Debts) and Financial Malpractices in Banks Act,1994; 

Á Money Laundering Act,1995; 

Á CBN Prudential Lines, as well as any other Monetary, Credit, Foreign, Trade and 

Exchange Policy circulars that may be issued by the regulatory authorities from 

time to time 

 

The key regulators in the Nigerian banking industry are: 

Á The Central Bank of Nigeria (CBN) 

Á Nigeria Deposit Insurance Corporation (NDIC) 

Á Securities and Exchange Commission (SEC) 

 

While other ancillary regulators are: 

Á The Nigerian Stock Exchange (NSE) 

Á Federal Ministry of Finance (FMF) through adhoc circulars 

Á Financial Services Regulation Coordinating Committee (FSRCC) 

Á By the Acts put in place to set up the EFCC, ICPC and the NDLEA, banks are 

required to provide these government agencies with specific data periodically 

concerning their relationship with third parties. 

 

Banking activities in Nigeria are also influenced by professional bodies such as: 

Á The Chartered Institute of Bankers (CIB) 

Á Financial Market Dealers Association of Nigeria (FMDA) 

Á The Nigerian Accounting Standards Board (NASB) 
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3.1.1 The Central Bank of Nigeria (CBN) 

The Central Bank of Nigeria (CBN) is solely responsible for the formulation of monetary, 

credit and exchange rate policies, and plays an overall supervisory and regulatory role 

for financial Institutions. The CBN is directly accountable to the National Assembly, and 

has the authority to grant or withdraw licenses for all financial institutions under its 

supervisory jurisdiction. The financial institutions regulated by the CBN are:  

Á All the deposit taking Banks, 

Á Discount Houses, 

Á Primary Mortgage Institutions, 

Á Community Banks, 

Á Finance Companies, 

Á Bureau-de-Change and 

Á Development Finance Institutions 

 

CBNôs Supervisory process involves both on-site and off-Site examinations. The On-

Site examination includes: 

Á An assessment of banks corporate governance structures, 

Á Internal Control Systems and 

Á The reliability of information provided in statutory returns 

 

Examples of on-site examinations are classified as: 

Á Maiden ïThis is usually conducted within six months of commencement of 

operation by a new bank. 

Á Routine ï This refers to the regular examination. 

Á Target   ï This addresses Specific areas of banking operations, while 

Á Special ï Refers to examinations carried out as and when required.  

 

The CBN also conducts spot-checks, for quick confirmations and verifications. Off Site 

examinations review and analyze the financial condition of banks using prudential 

reports, statutory returns, and any other relevant information. During the period under 

review, the CBN commenced risk based supervision to comply fully with the Basel Core 

Principles, moving from the traditional to compliance based supervision framework.  
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3.1.2 The Nigerian Deposit Insurance Cooperation (NDIC) 

The NDIC complements the CBNôs efforts, in terms of bank supervision and 

examination. The deposit insurance system was established in Nigeria in 1988. The 

primary mission of the NDIC is to ensure stability and public confidence in the banking 

sector by guaranteeing payments to depositors in the event of failure of insured 

institutions as well as by conducting periodic bank examinations in conjunction with the 

CBN. The insurance premium is ascertained based on the level of market, capital and 

operational risks. The NDIC is also responsible for ensuring the orderly closure of failed 

insured financial institutions as well as making prompt payments to insured depositors. 

A depositorôs claim is limited to a maximum of N200,000.00 in event of a bank failure. 

 

Rationale Behind the Establishment of the NDIC 

 The establishment of the Corporation was also informed by the approach which 

some other countries adopted to ensure banking stability. In addition, the scheme 

served to encourage saving, by increasing the safety of deposits and ensuring 

the best possible development of banking practice in the country. The United 

States of America (USA) established the Federal Deposit Insurance Corporation 

(FDIC) in 1933 in response to a banking collapse and panic. 

 

 Also, the Structural Adjustment Programme (SAP) embarked upon by 

government in 1986 was aimed at deregulating the economy in the direction of 

market-determined pricing. It was envisaged that since deregulation would 

involve the liberalization of the bank licensing process, there would be a 

substantial increase in the number of licensed banks to be supervised by the 

CBN. The establishment of an explicit deposit insurance scheme with 

supervisory powers over insured institutions was expected to complement the 

supervisory efforts of the CBN.  

 

 Finally, prior to the establishment of the Corporation, government had been 

unwilling to let any bank fail, no matter a bankôs financial condition and/or quality 

of management. Government feared the potential adverse effects on confidence 

 

A depositorôs claim is limited to 

a maximum of N200,000.00 in  

event of a bank failure. 
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in the banking system and in the economy following a bank failure. Thus, 

government established the Corporation to administer the deposit protection 

scheme on its behalf and to serve as a vehicle for implementing failure resolution 

options for badly managed insolvent banks. 

 

3.1.3 The Securities and Exchange Commission (SEC) 

The Securities and Exchange Commission (SEC) is fully responsible for the regulation 

and development of the Nigerian Capital Market (NCM). The commission undertakes 

various activities to protect investors and monitor activities of market operators. Banks 

listed on the Nigerian Stock Exchange (NSE) are therefore regulated by the SEC, and 

are expected to comply with its rules and regulations. 

 

 Regulatory Requirements for Nigerian Banks: 

The capital requirements are as follows: 

1) Shareholderôs fund of a minimum of: 

 N10 billion for Regional Bank 

 N25 billion for a National Bank 

 N50 billion for an International Bank 

 N5 billion for a Non-Interest Bank Regional license 

 N10 billion for a National Non-Interest Bank 

 N15 billion for a Merchant Bank 

   

Also, other provisos include: 

2) Minimum base ratio (Adjusted Capital to Risk-Weighted Assets) is 10% 

3) Secondary capital cannot exceed primary capital 

 

The Liquidity Requirements are as follows: 

1) Banks are obliged to hold at least 30% of their deposits as liquid assets (i.e. cash 

and near cash items). 

2)  At least one-third of liquid assets must be held in treasury bills 

3) Cash Reserve Ratio (CRR) is currently 8% of deposits 

4) This is in addition to the 30% liquidity ratio. 

Government established NDIC 

to administer the deposit 

protection scheme on its behalf 

and to serve as a vehicle for 

implementing failure resolution 

options for badly managed 

insolvent banks.  
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The Prudential Regulations are as follows: 

1) Loans are classified into specialized and non-specialized loans; 

2) Interest Income on non-performing assets is recognized on a cash basis and not 

on an accrual basis; 

3) Provisions are expected to be made for non-performing loans of non-specialised 

loans as follows: 

Interest and or Principal Outstanding for: Classification Provision  

90 days but less than 180 days Substandard 10% 

180 days but less than 360 days Doubtful 50% 

360 days and above Lost 100% 

 

4) In addition a general provision of 1% is to be made on all performing loans; 

5) All banks operating in Nigeria are expected to make a contribution of 0.3% of 

their total assets as contained in the last audited account to fund AMCON for a 

period of 10 years starting December 2011. 

 

 Deposit Insurance: 

1) Rate of premium calculated under the differential premium system; 

2) Insurance premium is ascertained based on level of the market as well as capital 

and operational risks. 

 

The Lending Limits are as follows: 

1) A single obligor limit is 20% of shareholders funds for all banks 

2) A bank cannot lend out more than 10 times its adjusted capital 

3) A holding  company  and its subsidiaries (related parties) are classified as a 

single obligor 

4) 33.5% off balance sheet engagements are used to determine the single obligor 

limit 

5) Total off-balance sheet lending  cannot exceed 150% of shareholders funds  

 

 

 

A bank cannot lend out more 

than 10x of its adjusted capital.  
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4.0 Developments in the Nigerian Banking Industry 

4.1 Asset Management Corporation of Nigeria (AMCON) Operations 

The banking industry has undergone tremendous shakeup in recent years following the 

announcement of the sack of the Managing Directors of some Nigerian banks that failed 

the CBN and the Nigerian Deposit Insurance Corporation (NDIC) joint audit test on 

August 14, 2009. The CBN gave a directive to all Nigerian banks to adopt December as 

uniform financial year in order to eliminate inter-bank transactions which conceal the 

true financial position of each of the operators. The CBN also introduced a new 

reporting format for banks unaudited and audited financial statement in order to show 

more credibility and transparency in the banksô financial statements. The new reporting 

format and uniform financial year end took effect from September, 2009 and December 

2009 respectively. 

 

In response to the final resolution of the ensuing banking system crisis, the CBN and 

the Federal Ministry of Finance spearheaded the establishment of Asset Management 

Corporation of Nigeria (AMCON) to purchase non-performing loans from deposit money 

banks and recapitalize the affected banks. The Bill was signed into law by President 

Goodluck Jonathan on July 19, 2010 and AMCON has since commenced operations.     

 

According to the CBN, it is expected that AMCON will help to stimulate the recovery of 

the financial system through the following:  

 

1. Providing liquidity to the intervention banks and other banks that have huge 

non- performing assets which have been provided for.  

2. Provide capital to the intervention banks and the remaining banks.  

3. Facilitate merger and acquisition transactions, strategic partnership and 

attracting institutional investors.  

4. Increase confidence in the banksô balance sheets and thereby increasing credit 

creation.  

5. Increasing access to restructuring/refinancing opportunities for borrowers.  

 

 

According to the CBN, it is 

expected that AMCON will help 

to stimulate the recovery of the 

financial system. 
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Prior to the creation of AMCON, the CBN mandated all Nigerian banks to make full 

provision in their December 2009 Audited Accounts for their non-performing and bad 

assets which led to huge provisioning amounting to over N2trn. This shrank the balance 

sheet size of the banking industry and resulted in unwillingness and inability of the 

banks to lend to the private sector in order to support growth. The reluctance of banks 

to lend to the private sector of the economy brought about liquidity glut in the financial 

system and reduced drastically the deposit generating drive of Nigerian banks and 

consequently inter-bank rates and deposit rates dropped without a corresponding drop 

in the lending rate.   

  

The Monetary Policy Committee (MPC) of the CBN, during its meeting of July, 2010 

noted that the key policy challenges remained the negative growth in money supply and 

private sector credit as well as subsisting high lending rate in the face of declining inter-

bank rates. In response, the CBN put-up several measures in order to engender credit 

creation to priority sectors of the economy. Some of which are partial guarantee of the 

lending to the Small and Medium Scale manufacturers, the continued efforts of the 

Bank of Industry (BOI) to extend soft credits to the SME and the intervention fund of 

N300bn that the CBN released to the BOI for onward lending to the private sector of the 

economy (power and aviation sectors) at 7% interest rates.  

 

4.2 Nationalisation of Some Distressed Banks 

In order to prevent the imminent collapse of some of the rescued banks in Nigeria, the 

CBN nationalised three banks on August 05, 2011. Subsequently, AMCON injected a 

capital of about N678bn to the 3 nationalised banks to assure them of the safety of 

depositorsô funds. The nationalised banks, their new names and the capital injected are: 

 

Nationalised Banks 

Former Names New Names AMCON Capital Injection (Nbn) 

Afribank Mainstreet Bank 285 

Bank PHB Keystone Bank  283 

Spring Bank Enterprise Bank 110 

Total  678 

 

 

Inter-bank rates and deposit 

rates dropped without a 

corresponding drop in the 

lending rate. 

In order to prevent the 
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Following the nationalisation, the shareholders of the national banks lost their total 

equities investments in the banks. And all the banks have since been delisted from the 

Daily Official List (DOL) of the Nigerian Stock Exchange (NSE). We think this has 

helped to prevent systemic risk in the banking industry. The CBNôs guarantee of 

interbank placements, Pension Fund Administration (PFA) placements and foreign 

credit lines to banks have also been extended to December 2011 for the banks. 

 

4.3 Mergers & Acquisitions in the Banking Industry 

4.3.1 Access Bank & Intercontinental Bank 

Access Bank and Intercontinental Bank recently announced the recapitalization of 

Intercontinental Bank and the acquisition of 75% majority interest in Intercontinental 

Bank by Access Bank for N50bn. Pending the final merger with Access Bank, 

Intercontinental Bank will be owned as follows: 

Shareholders Post Scheme Holding 

Shares (bn) 

% of New 

Holding 

Existing Shareholders 2.00 10 

AMCON 3.00 15 

Project Star Investment ltd (Access Bank) 15.00 75 

Total 20.00 100 

 

Access Bank has constituted a new board and management for Intercontinental Bank. 

Meanwhile, Intercontinental Bank will be merged with Access Bank within the Q2 2012. 

In the interim, Intercontinental Bank will operate as a high performing subsidiary of 

Access Bank fulfilling all obligations to customers and other stakeholders. 

 

4.3.2 Ecobank & Oceanic Bank 

After obtaining all necessary approvals, Ecobank Transnational Incorporated Plc (ETI) 

acquired 100% of the outstanding share capital of Oceanic Bank. ETI and Oceanic 

Bank Plc signed a Transaction Implementation Agreement (TIA) on July 30, 2011 in 

relation to the acquisition and recapitalization of Oceanic Bank. According to the 

Managing Director/Chief Executive Officer of ETI, Oceanic Bankôs business model is 

highly complementary to the ETIs Group business and growth strategy in Nigeria. The 

acquisition was executed through a Scheme of Arrangement. AMCON invested a 

Following the nationalisation, 

the shareholders of the national 

banks lost their total equities 

investments in the banks. 
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Financial Accommodation Amount (FAA) of about N290.20bn to restore the net asset 

value of Oceanic Bank to zero and in exchange AMCON received issued ordinary 

shares of Oceanic Bank through a private placement. Following the injection of the 

FAA, ETI acquired 100% of the outstanding ordinary share capital of Oceanic Bank at a 

consideration of about N55bn, which would be made via pro-rata split of 70% in 

ordinary shares of ETI and 30% in participating Cumulative Convertible Preference 

Shares of ETI. The authorized and unissued shares of Oceanic Bank (1.60bn units) will 

be issued on the ordinary shares of Oceanic Bank being cancelled, this translates to 1 

share for every 14 ordinary shares held in Oceanic Bank. It is envisaged that after the 

acquisition of Oceanic Bank by ETI, ETI will merge Oceanic Bank with Ecobank Nigeria. 

Following the merger, the combined entity will have a minimum Capital Adequacy Ratio 

of 16%. 

 

4.3.3 First City Monument Bank (FCMB) & Finbank Plc 

First City Monument Bank (FCMB) has entered into a Scheme of Arrangement with 

Finbank for the recapitalization of Finbankôs entire share capital by the reduction and 

cancellation of the entire issued share capital and a corresponding portion of the 

authorized share capital of Finbank. AMCON will restore Finbankôs negative 

shareholders funds to zero by providing Financial Accommodation Amount (FAA) of 

about N155.60bn through the injection of AMCON Bonds into Finbank as consideration 

for the issuance of the Scheme Shares to AMCON. FCMB, through a special purpose 

vehicle FCMB Investments Limited (FIL) will acquire the Scheme Shares from AMCON. 

In consideration for the reduction and cancellation of Finbankôs issued share capital, 

Finbankôs shareholders shall be entitled to receive their share of the scheme 

consideration in the form of either FCMB shares or cash or a combination of both in 

accordance with their respective choices. 

 

The total consideration being offered to AMCON and existing shareholders in respect of 

FCMBs acquisition of Finbank is N6bn. Existing shareholders of Finbank shall receive 

10kobo as cash consideration for each existing shares in Finbank or 1 FCMB shares for  

 

 

It is envisaged that after the 

acquisition of Oceanic Bank by 

ETI, ETI will merge Oceanic 

Bank with Ecobank Nigeria.  

Existing shareholders of 

Finbank shall receive 10kobo 

as cash consideration for each 

existing shares in Finbank or 1 

FCMB shares for every 60 

existing shares.  
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every 60 existing shares. Also, AMCON shall receive N1.02 as cash consideration for 

each Scheme Shares to FIL or 1 FCMB share for every 6 Scheme Shares.     

 

4.4 Recapitalisation 

4.4.1 Union Bank Recapitalisation 

Following obtaining all necessary approval, Union Bank has embarked on a Rights 

issue of 5 new shares for every 9 shares held. This is part of its re-capitalisation 

process where a core investor will take the major stake in the bank. The preferred core 

investor is a consortium of private equity firms headed by African Capital Alliance. The 

core investor will offer the following: 

ü Retention of the existing name of the bank 

ü Eliminate existing fragmented shareholding structure 

ü Equitable for existing shareholders 

ü Injection of genuine capital 

The recapitalisation of the bank will be concluded by a further transaction by which an 

additional sum ï in Tier 2 Securities ï will be offered to all the existing shareholders of 

Union Bank. This exercise will be executed within a year of the conclusion of the bankôs 

present re-capitalisation exercise. Lately the Bank has reduced its share capital by 

allocating 3 shares for every 16 shares already held. 

 

4.5 Banksô Rating 

Fitch Rating recently stated that it expects the financial performance of most of the 

Fitch-rated Nigerian Banks to improve in 2011 as a result of lower impairment charges 

and funding costs. According to it, over the medium term, higher levels of credit growth, 

non-interest income and a greater cost management focus may support banksô 

earnings as the competition for lower cost deposits intensifies. It also noted that the HY 

2011 results of banks show a trend of improved, more stable earnings due to 

significantly lower impairment charges compared with 2009-2010. HY 2011 results 

show some pent-up demand after prolonged uncertainty with cost management 

expected to take on increased focus.  

 

 

The HY 2011 results of banks 

show a trend of improved, 

more stable earnings due to 

significantly lower impairment 

charges compared with 2009-

2010.  
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The rating agency added that the asset quality indicators of Nigerian Banks benefitted 

from the sale of non-performing loans (NPLs) to the AMCON during 2010 and HY 2011. 

In addition, banks proactively used restructuring as a risk management tool to offset the  

negative impact of further NPL inflows on asset quality indicators. However, Fitch noted 

that Nigerian banks Tier 1 capital ratio may continue to be eroded by asset growth and 

low internal capital generation due to generous dividend policies. Considering the 

difficulties of raising fresh capital after the banking crisis, Fitch expects banks that hold 

higher levels of Tier 1 capital to be better placed to grow in the light of the difficult 

operating environment and credit concentrations as well as low impairment coverage 

ratios in the case of certain banks. 

 

In a related development, Standard & Poor (S & P) Rating Agency has revised the 

rating of Nigerian banks from 8 to 9 due to the recent actions of the AMCON. It also 

assigned an industry high score of 7 for the Nigerian banking system. The rating was 

done under the agencyôs ñBanking Industry Country Risk Assessmentò (BICRA), which 

is an analysis for a country covering rated and unrated financial institutions that take 

deposits, extends, or engage in both activities; a BIRCA is scored on a scale from 1 to 

10, ranging from the lowest-risk banking systems (group 1) to the highest-risk (group 

10). 

 

S & P stated that Nigeria is a  country with high political risk, low Gross Domestic 

Product (GDP) per capita, and large infrastructure needs, all factors the agency 

consider contributes to a volatile and risky operating environment for banks. However, 

S & P noted that Nigeria has large natural resources, low government debt, and high 

economic growth potential, which it said partly mitigate the identified risks in the 

economy. The agency noted the slow recovery of the domestic economy had slowed 

credit growth and kept the stock market muted. It added that credit risk in the Nigerian 

economy was very high because of the low wealth levels, banksô track record of relaxed 

underwriting standards, industry concentration and a weak payment culture. 

Nevertheless, financial support from AMCON helped reduce credit risk. 
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4.6 Extension of Inter-bank Guarantee 

Inter-bank liquidity tightened as an aftermath of the resolution of the banking system 

crisis that engulfed the Nigerian banking system in 2008. The special audit of the CBN 

and the NDIC revealed the rot in the system and exposed the distressed banks failed 

health, majorly due to bad corporate governance. Inter-bank liquidity tightened and the 

CBN put in place an Inter-bank Guarantee Scheme in order to avert the contagion 

effect of perceived liquidity distress amongst some banks in the Nigerian banking 

system. The guarantee helped to smooth a gradual resolution of the ensuing crisis and 

the CBN has moved the expiry date for the inter-bank guarantee from September 30, 

2011 to December 31, 2011. The CBN strongly believe that the banking system crisis 

would have been fully resolved by the expiry date of the inter-bank guarantee. 

 

4.7 Nigeria Uniform Bank Account Number (NUBAN) 

The CBN recently announced that the Banking Clearing House has witnessed an 

upsurge in the volume of Automated Direct Credits (ADC) cleared through the system 

since February 2009. This resulted from the Federal Government of Nigeria (FGN) to 

the effect that all Ministries, Departments and Agencies of the FGN should replace all 

forms of cheque payments with electronic payments as from January 1, 2009. The 

Cheques and ADC Working Group (CAWG) of the CBN observed that as the ADC 

increased, so have complaints of banks and bank customers resulting from the 

incidents of abuse of the clearing system. Such complaints included: delayed 

presentment of customers instructions in the clearing house; delayed application of 

inward ADC items by some banks; late return of unapplied inward ADC items; 

application of inward ADC items to wrong accounts; and wrong quote of bank account  

numbers by customers. The CAWG stated that many of the identified complaints were 

traceable to the non-uniform structure of bank account numbers among Nigerians 

banks. 

 

A uniform account number structure would enable both the customer and the 

presenting bank to validate account numbers and thus substantially reduce the volume 

of items returned unapplied due to wrong account numbers; reduce the incidence of 

wrong postings of account numbers by the receiving bank; reduce the incidence of  

CBN put in place an Inter-bank 

Guarantee Scheme in order to 

avert the contagion effect of 

perceived liquidity distress 

amongst some banks in the 

Nigerian banking system. 



       Nigerian Banking Industry Review & Outlook 
 

 
 

24 
FSDH Research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

delayed presentment of outward ADC items (currently, most banks use days to cross-

check, validate and correct account numbers before presenting ADC items through the 

Automated Clearing House); reduce the incidence of delayed application of inward ADC 

items (most banks expend a lot of energy and time to correct account numbers before  

uploading inward items because their core banking applications work with too long bank 

account numbers). 

 

The successful implementation of the Uniform Bank Account Number in the banking 

system would ensure that many of the electronic payment problems currently facing the 

banking system would be resolved and banks would achieve reduced cost of operations 

and increased efficiency of ADC processing. The NUBAN is a ten (10) digit Bank 

Account Number format. The format includes an Account Serial Number and a Cheque 

Digit, constructed to support a modulus check, which enables the presenting bank to 

perform checks.  

 

Every bank is required to create and maintain a NUBAN code for every customer 

account (current, savings, etc.) in its customer records database, and the NUBAN code 

should be the only Account Number to be used at all interfaces with a bank customer. 

Also, the 10-digit NUBAN will make Nigeria fully comply with the 10-digit Account 

Number structure required by the West Africa Monetary Institute towards the economic 

integration of ECOWAS countries. 

 

4.7.1 Impact of NUBAN on Micro Cheques 

The Nigeria MICR Cheque Standards already prescribes a 10-digit account number in 

the MICR code line of all cheques. This shows clearly that NUBAN is complaint with the 

Nigeria Cheque Standard, so banks will not have to change the physical features of the 

cheque, now or in the future. However, banks would have to change the structure of the 

10-digit account number in the code line. NUBAN helps to streamline the account 

number of all other account types (Savings Account, etc.) to the 10-digit format which 

Current Accounts have enjoyed over the years. 

 

The successful implementation 

of the Uniform Bank Account 

Number in the banking system 

would ensure that many of the 

electronic payment problems 

currently facing the banking 

system would be resolved and 

banks would achieve reduced 

cost of operations and 

increased efficiency of ADC 

processing.  

The 10-digit NUBAN will make 

Nigeria fully comply with the 

10-digit Account Number 

structure required by the West 

Africa Monetary Institute 

towards the economic 

integration of ECOWAS 

countries. 



       Nigerian Banking Industry Review & Outlook 
 

 
 

25 
FSDH Research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4.8 New CBN Cash Collection Policy 

4.8.1 Background  

The new cash collection policy is a sequel to the electronic payments directive of the 

Federal Government of January 2009. The CBN through several forum of 

enlightenment about the new payment scheme have maintained that the new cash 

collection policy is beneficial to Nigeria, as we aspire to be amongst the top 20 

economies of the world by 2020. The new policy was informed by the data analysis 

carried out by the CBN in the wake of the 2009 banking reforms, in which commercial 

banks showed a high cost structure in the banking industry, of which a significant 

proportion is passed on to the customers in the form of high service charges and high 

lending rates. Also, of mention, is that a substantial part of the operational costs is the 

expenditure on cash management. The progress made by the Federal Government in 

the electronic payments of salaries and contractors/suppliers, the growing acceptance 

among the citizens of innovations such as the ATM and mobile telephony and 

commitment by the banking community to improve the supporting infrastructure for 

seamless electronic payments are encouraging the acceptance of the new retail cash 

policy. 

 

In addition, the CBN has emphasised that the Nigerian economy is too heavily cash-

oriented in the transactions of goods and services. The huge volumes of cash 

transactions impose enormous costs to the banking system and consequently, the 

customer, in terms of cash management, frequent printing of currency notes, currency 

sorting and cash movements. The CBN stated that, this cash-fueled transaction in the 

economy informed the preference by the banks to lend to the capital market and oil and 

gas industry rather than the real sector and small & medium scale enterprises (SMEs). 

In 2009, the direct cost of cash management to the banking industry was N114.5bn, 

and it is estimated by the CBN to reach N192bn by 2012. The spiraling cash 

management cost, most of which is passed to the customers in the form of bank 

charges and lending rates, is as a result of the cash dominant economy.  

 

 

 

The new policy was informed 

by the data analysis carried out 

by the CBN in the wake of the 

2009 banking reforms, in which 

commercial banks showed a 

high cost structure in the 

banking industry. 



       Nigerian Banking Industry Review & Outlook 
 

 
 

26 
FSDH Research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4.8.2 The New Retail Cash Policy 

The new CBN retail cash policy will commence from January 1, 2012. The policy 

stipulates that over the counter cash transaction above N150,000 and N1,000,000 for 

individuals and corporate respectively will attract a charge. The implementation of the 

policy will commence in Lagos, and gradually phased to cover Port Harcourt, Kano, Aba 

and the Federal Capital Territory (FCT).    

 

4.9 Non-Interest Banking 

The non-interest banking model in Nigeria operates under the principles of Islamic 

Commercial Jurisprudence, and it is one of the categories of Non-Interest Financial 

Institutions (NIFI). The CBN recently issued a guideline for the regulation and 

supervision of institutions offering non-interest financial services in Nigeria. According to 

the CBN, non-interest banking and finance models are broadly classified into: non-

interest banking and finance based on Islamic commercial jurisprudence ad non-

interest banking and finance based on any other established non-interest principle. 

 

The CBN stated that given the increasing number of requests from persons, banks and 

other financial institutions desiring to offer non-interest banking products and services 

based on Islamic commercial jurisprudence in Nigeria; the apex bank has decided to 

issue guidelines to this effect. Thus, all non-interest financial institutions under this 

model are required to comply with the guidelines that may be issued by the CBN from 

time to time. The reference to such institutions in the guidelines includes: 

 

ü Full fledged Islamic bank or full-fledged Islamic banking subsidiary of a 

conventional bank 

ü Full-fledged Islamic merchant or full-fledged Islamic subsidiary of a 

conventional merchant bank 

ü Full-fledged Islamic micro-finance bank 

ü Islamic branch of or window of a conventional bank 

ü Islamic subsidiary, branch or window of a non-bank financial institution 

ü A development bank regulated by the CBN offering Islamic financial services. 
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The central theme of the Islamic financial services is that it recognises profit sharing 

and prohibits the charge of interest on loans. 

 

4.10 Repeal of Universal Banking Model  

The CBN has repealed the current Universal Banking Model, as part of its strategic 

initiative to reforming the Nigerian Financial system to enhance the quality of banks, 

ensure financial system stability and promote evolution of a healthy financial sector. 

Consequently, it has approved the guideline for a new banking model. Banks operating 

in Nigeria are required to apply to CBN for a new operating license which can either be 

commercial or merchant banking license. Commercial banks can operate at regional, 

national and international levels with paid up share capital of N10bn, N25bn and N50bn 

respectively. Merchant banks are required to provide a paid up share capital of N15bn. 

Under the current model, banks in Nigeria are allowed to carry out a wide range of 

banking and non-banking services which include insurance, investment advisory, 

assets management services and so on.  

 

The CBN believes the current universal banking regime has exposed banking business 

to greater risks that challenge the stability of the financial system. The risks arose 

because most banks have limited skills to cover the entire banking spectrum in the 

banking group; increased risk from affiliate transaction; improper allocation of 

depositorsô funds to high risk businesses such as proprietary trading and investments; 

limited penetration and specialization as a result of the insufficient niches which have 

not been appropriately served and weak group corporate governance.  

 

The objective of the new model is to make banks focus on their core banking business 

and develop specialization. Banks operating in Nigeria are required to submit their 

plans on how they intend to transform to the new system. After they are given a new 

banking license, they will be required to either spin-off or discontinue operations which 

are inconsistent with terms of the new banking license. 

  

FSDH Research is in support of actions and model that will enable banks contribute to 

the sustainable development of the real economy and subsequently increase the  

Commercial banks can operate 

at regional, national and 

international levels with paid up 

share capital of N10bn, N25bn 

and N50bn respectively. 

The CBN believes the current 

universal banking regime has 

exposed banking business to 

greater risks that challenge the 

stability of the financial system.  

Merchant banks are required to 

provide a paid up share capital 

of N15bn.  
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stakeholdersô value.  However, the relevant regulatory authorities, especially the CBN, 

should beef-up their supervisory and monitoring roles as they cannot totally exonerate 

themselves from the recent crisis in the financial industry.  Except for the restructuring 

costs that will be associated with migrating to the holding company model, the value of 

the current group structure will be identical to the value of the proposed holding 

company. Meanwhile, the discussion on the impact of double taxation for holding 

company structure is still on-going. 

 

Any bank/banking group that wish to retain non-banking business, will evolve into 

holding company model which will hold investments in the bank and each non-core 

banking operation in subsidiary arrangement. The structure is as follows:   

 

 

 

 

 

 

Our preliminary discussions with some of the quoted banks reveal that some of them 

will adopt the holding company structure and will list the holding company on the floor of 

the Nigerian Stock Exchange (NSE) to replace the current group companies that are 

listed.  

 

5.0 The Monetary Policy Environment 

5.1 Monetary Policy Rate 
The contractionary monetary policy stance of the CBN in the first eleven months of the 

year which included the increase in rates and mopping up activities through Open 

Market Operation (OMO), brought about tightness in the money market. The tightness 

in the market led to: increases in inter-bank rates; drops in FGN Bond prices across 

tenors; increases in discount rates on treasury bills; increases in FGN Bond marginal 

rates; increases in FGN Bond yields; increases in FGN coupon rates; increases in 

banksô deposit rates across tenors and increase cost of borrowings. 

Our preliminary discussions 

with some of the quoted banks 

reveal that some of them will 

adopt the holding company 

structure and will list the 

holding company on the floor of 

the Nigerian Stock Exchange 

(NSE) to replace the current 

group companies that are 

listed.  
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The Monetary Policy Committee (MPC) of the CBN convened six meetings during the 

period under review. The meetings reviewed both the domestic and international 

economic and financial developments in 2011 and the challenges facing the Nigerian 

economy in the short-to-medium term. In addition, it convened one extra-ordinary 

meeting on October 10, 2011. At the Extra-ordinary Meeting, the MPC was concerned 

about the inefficiencies of the subsidy on petroleum products and sub-optimal operating 

environment; inflation rate; import dependency of the Nigerian economy; and the low 

real interest rate in the economy due to its cautious approach to unwinding the banking 

sector crisis.   

 

The major highlights of the decisions of the MPC for the first eleven months of the year 

include, consistent increase in the MPR from 6.25% to 12%; maintained the symmetric 

corridor of +/-200 basis points; raised the Cash Reserve Ratio (CRR) from 1% to 8%; 

raised the Liquidity Ratio (LR) from 25% to 30%; extended the CBNôs guarantee on 

inter-bank transactions and guarantee of foreign credit lines to December 31, 2001; and 

the Net Open Position (NOP) of banks reduced from 5% to 3% of shareholders funds. 

 

FSDH Research had recommended adoption of some unconventional methods in 

dealing with the attack on the Naira and the use of Open Market Operation (OMO) to 

reduce the temporary excess liquidity in the market. We noted that raising the MPR 

may result in higher cost of borrowing for corporate, which will limit credit creation and 

increase finance cost.  

 

5.2 Monetary Aggregates 
According to the MPC, provisional data showed that the growth in broad money (M2) in 

the first eight months of 2011 relative to December 2010 was 8.55%, or 12.82% when 

annualized. Aggregate domestic credit (net) grew by 14.72% in August 2011 when 

compared with the level in December 2010. The growth in aggregate credit was 

accounted for by the increases in credit to the Federal Government and the private 

sector. The MPC noted that with the banking crisis approaching a final resolution with 

the recapitalization of banks, it is expected that banks will increase lending once 

integration issues are concluded. 

 

Raising the MPR may result in 

higher cost of borrowing for 

corporate, which will limit credit 

creation and increase finance 

cost.  

With the banking crisis 

approaching a final resolution 

with the recapitalization of 

banks, it is expected that banks 

will increase lending once 

integration issues are 

concluded. 
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FSDH Research maintains that concerted efforts to overcome the critical infrastructure 

challenges in the country will ensure a regime of sustainable low lending rates to the 

real sector of the economy. 

 

6.0 New Reporting Standard 

International Financial Reporting Standards (IFRS)  

With effect from January 01, 2012, public companies operating in Nigeria are expected 

to migrate from the Nigerian Generally Accepted Accounting Policies (N-GAAP) to 

IFRS. This will require the preparation of 2011 accounts based on IFRS. IFRS are 

principles-based standards, interpretations and the framework, adopted by the 

International Accounting Standards Board (IASB).  

 

6.1 The main objective and importance of introducing IFRS include: 

ü To develop a single set of high quality understandable and enforceable global 

accounting standard that requires transparent and comparable information in 

financial statements; 

ü To help participants in various capital markets (investors, stockbrokers etc) 

across the globe to understand financial statements; 

ü It leads to greater disclosures in financial statements (FS) which would make 

financial reporting more globally acceptable; 

ü To work actively with the national standard setter to bring about convergence of 

national accounting standards; 

 

6.2 Importance of Adopting IFRS for Investors in Banking Stocks: 

ü Reduction in the barriers to trade and flow of capital due to greater transparency 

from more disclosures; 

ü Banks converting to IFRS will be able to expand the pool of potential investors; 

ü Reduction in cost of capital of preparing and of using information; 

ü Investors are better able to understand the financial statements of banks outside 

their home countries; 

ü Easier comparability of Nigerian banks with foreign banks; 

ü Increased chances of multiple listing by banks due to comparable financials; 

 

Concerted efforts to overcome 

the critical infrastructure 

challenges in the country will 

ensure a regime of sustainable 

low lending rates to the real 

sector of the economy. 

Nigerian companies are 

expected to migrate to IFRS as 

from January 2012.  
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ü Improved credit ratings from rating agencies due to more disclosures and 

transparency; 

ü Banks increased access to funds from both foreign and domestic institutions. 

 

7.0 The Banking Industry Financial Review 

7.1 Industry Coverage 

As at December, 31 2010 there were 24 banks operating in Nigeria. 21 of these banks 

were quoted on the floors of the NSE while 3 were unquoted. 3 of the banks, which are 

Citi Bank, Standard Chartered Bank and Stanbic IBTC Bank are foreign banks that 

have parent companies outside the shores of Nigeria while the remaining banks are 

local bank.  

 

For the purpose of this Industry size analysis we covered twenty two (22).  We excluded 

Afribank and Equitorial Trust Bank (ETB) from our coverage because we were not able 

to lay our hands on the Audited Reports for the period ended 2010 as at the time of this 

report. We believe the banks included in this report are representative of the industry 

size because ETB and Afribank are fringe players in the Nigerian banking industry. 

Afribank now Main Street Bank Limited has been national in order to prevent it from an 

imminent collapse while Sterling Bank has acquired ETB.  

 

7.2 Balance Sheet Analysis 

As at December 2010, the total Assets of the banking industry in Nigeria stood at 

N15.74tri an increase of 7.62% from N14.63tri as at December 2009. The bank with the 

largest assets was First Bank with total assets of N2.31tri accounting for 14.65% of the 

industry total assets. This was followed by Zenith Bank with total assets of N1.9tri and 

accounted for about 12.04% of the industry size. Five largest banks by assets size, First 

Bank, Zenith Banks, UBA, GT Bank and Union Bank accounted for 50.64% of the 

industry total assets size.  The largest contributor to the total assets was Loan and 

advances which stood at N6.18tri and accounted for 39.24% of the total assets.  

   

The total Customer Deposits Liabilities which represents depositorôs confidence in the 

banking industry stood at N10.99tri an increase of 5.42% from N10.42tri in December  

 

As at December, 31 2010 there 

were 24 banks operating in 

Nigeria.  

As at December 2010, the total 

Assets of the banking industry 

in Nigeria stood at N15.74tri an 

increase of 7.62% from 

N14.63tri as at December 

2009.  

The total Customer Deposits 

Liabilities which represent 

depositorôs confidence in the 

banking industry stood at 

N10.99tri an increase of 5.42% 

from N10.42tri in December 31, 

2009. 
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31, 2009. The bank with largest customer deposit which represents the share of deposit 

mobilization was still First Bank which stood at N1.45tri and represented 13.20% of the  

industry total deposits. This was also closely followed by Zenith Bank with N1.32tri 

accounting for 11.99% of the industry. Five largest banks by deposits which are First 

Bank (N1.45tr), Zenith Bank (N1.32tri); UBA (N1.27tri); GTB (N0.76tri); Intercontinental  

Bank (N0.68tri) and Oceanic Bank (0.66tri) controlled 44.26% of the industry total 

deposit liabilities. The total liabilities in the industry stood at N14.63tri. Customersô 

Deposit Liabilities accounted for about 75.15% of the total liabilities. First Bank also 

controlled the largest liabilities in the industry standing at N1.96tri which represented 

13.43% of the total. Deposit liabilities in First bank accounted for 73.83% of the total 

liabilities. The first five banks with the largest liabilities, First Bank (N1.96tri); Zenith 

Bank (N1.53tri); UBA (N1.44tri); UBN (N1.12tri) and Oceanic Bank (N1.07tri) controlled 

48.67% of the industry total liabilities. 

 

The total Net Assets (Total Equity) of the banking industry stood at N1.10tri as at 

December 2010 representing an increase of 12.31% from N0.99tri as at December 

2009. The bank with the largest total equity was Zenith Bank at N363.56bn accounting 

for 33.00% of the total. The first five leading banks by total equity are Zenith Bank 

(N363bn); First Bank (N340.63bn); GT Bank (N210.83bn); UBA (N179.43bn) and 

Access Bank(N175.37bn) and jointly accounted for  114.37% of the total equity in the 

industry. The huge negative equity of Bank PHB, Intercontinental Bank, Fin Bank and 

UBN made the five leading banks by net assets to control that large size in the industry.  

 

Gross loans and advances stood at N7.18tri in December 2010. Out of the gross loans, 

the total performing loans stood at N5.91tri while the total classified loans (non-

performing loan) stood at N1.27tri. This resulted in non-performing loans to gross loans 

(NPL) ratio of 18% in 2010. The activities of AMCON have reduced the non-performing 

loans drastically. The CBN targets NPL ratio of about 5% for the industry.   

 

7.2 Profitability 

Gross earnings (interest income and fees & commission income) dropped by 13.99% to 

N1.89tri in 2010 from N2.20tri in 2009. The breakdown of the gross earnings in 2010 

shows that N1.29bn representing 68%, was generated from interest income; N602.22bn  

First Bank controls the largest 

deposit liabilities in Nigerian 

banking industry. 

The total Net Assets (Total 

Equity) of the banking industry 

stood at N1.10tri as at 

December 2010 representing 

an increase of 12.31% from 

N0.99tri as at December 2009.  

Gross loans and advances 

stood at N7.18tri in December 

2010.  

The industry had NPL ratio of 

18% as at December 2010.  

The industry Gross Earnings 

stood at N1.89tri in 2010 down 

from N2.2tri in 2009. 



       Nigerian Banking Industry Review & Outlook 
 

 
 

33 
FSDH Research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

representing 32% was generated from fee & commission. The bank with the largest 

gross earnings was First Bank which stood at N230.61bn and represented 12.20% of 

the industry total gross earnings. The first five largest banks by gross earnings are First 

Bank (N230.61bn), Zenith Bank (N192.49bn); UBA (N185.19bn); GTB (N153.91bn) and  

Union Bank (N130.41bn) and controlled 47.21% of the industry total gross earning. At 

N174.04bn, First Bank generated the highest interest income which represented about 

13.51% of the industry size, while UBA generated the highest non-interest income of 

N67.44bn representing about 11.20% of the total industry non-interest income.        

 

The industry recovered from the monumental loss recorded in 2009 as the Profit Before 

Tax stood at N454.34bn an improvement from a loss of N1.17tri recorded in 2009. 

Intercontinental Bank recorded the highest PBT of N65.59bn on account of recoveries 

from its non-performing loans previously accounted for. The first five banks with largest 

PBT are: Intercontinental Bank (N65.59bn); Zenith Bank (N50.23bn); GT Bank 

(N48.46); First Bank (N43.19bn) and Union Bank (N36.45bn) jointly accounted for 

53.64% of the total Industry PBT.   

          

The tax credit that banks like Union Bank, Wema Bank and Oceanic bank received and 

other recoveries that had been previously accounted for increased the industry Profit 

After Tax (PAT) attributable to equity shareholders. The industry PAT stood at 

N374.58bn as at December 2010 a significant increase from the Loss After Tax (LAT) 

attributable to equity shareholders of N1.06tri in 2009. Union Bank recorded the highest 

PAT of N112.07bn representing 29.93% of the industry size, as a result of the tax credit 

of N70.01bn. The first five banks with largest PAT are: Union Bank (N112.07bn); 

Intercontinental Bank (N52.60bn); Oceanic Bank (N38.32bn); GT Bank (N37.92) and 

Zenith Bank (N37.33bn) jointly accounted for 74.28% of the total Industry PAT.    

 

7.3 Ratio Analysis in the Industry 

The NPL to Gross loan in the industry stood at 18% as at 2010 on account of bad loans 

that the banks had on their books at the end of the period. Spring Bank (now Enterprise 

Bank) recorded the highest NPL to Gross loans of 85% followed by Intercontinental 

Bank at 64.48%. The banks with lowest NPL to Gross loans are Citi Bank with 3% 

followed by First City Monument Bank (FCMB) at 4.96%. The CBN is targeting 5% for  

Union Bank recorded the 

highest PAT of N112.07bn 

representing 29.93% of the 

industry size, as a result of the 

tax credit of N70.01bn. 

The CBN is targeting NPL ratio 

of 5% for the industry as 

AMCON is expected to buy 

over any non performing loan 

in excess of 5% of the gross 

loan.  
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the industry as AMCON is expected to buy over any non performing loan in excess of 

5% of the gross loan. Interest income still dominates the earnings as it accounted for 

68% of the total gross earnings. PBT and PAT margins stood at 24% and 19% 

respectively. The operators will need to deploy their assets to generate commensurate 

profit for the shareholders as the return on assets was very low at 3% as at December 

2010.  The industry return on equity does not make any financial sense as some banks 

operated on negative shareholdersô fund and made losses during the period under 

review. Through, merger and acquisitions injection of fresh capital by AMCON the 

industry capital has been strengthened.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Interest income still dominates 

the earnings as it accounted for 

68% of the total gross 

earnings. 

Through, merger and 

acquisitions injection of fresh 

capital by AMCON the industry 

capital has been strengthened.   
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10.67%
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Banking Industry Financial Reviewñ2010 (Nõbn) 

S/N Banks Total 

Assets 

Contribution 

to AMCON 

Customer 

Deposit  

Net 

Assets 

Gross 

Loan 

NPL 

Ratio % 

Gross 

Earnings 

Operating 

Income 

Operating 

Expenses 

PBT Cost-to-

Income 

Ratio % 

1. Access Bank 804.82 2.41 486.93 175.37 465.29 8.10 91.14 69.34 48.64 16.17 69.97 

2. Diamond Bank 594.80 1.78 412.03 107.08 327.01 15.63 91.02 74.20 41.80 4.77 62.76 

3. Fidelity Bank 481.62 1.44 326.74 136.18 207.03 22.63 56.05 42.08 29.86 8.65 70.96 

4. FCMB 538.59 1.62 334.82 134.77 346.20 4.96 62.67 40.01 28.33 9.03 78.67 

5. First Bank 2,305.26 6.92 1,450.57 340.63 1,222.96 7.57 230.61 156.33 108.14 43.19 65.49 

6. GT Bank 1,152.00 3.46 761.20 210.83 636.95 6.74 153.91 112.46 57.17 48.46 53.09 

7. Stanbic IBTC 384.54 1.15 186.47 85.13 187.14 7.61 56.75 47.77 30.21 13.53 70.76 

8. Skye Bank 705.86 2.12 475.12 111.28 417.65 11.91 83.98 52.83 40.10 12.73 66.00 

9. UBA 1,617.70 4.85 1,267.17 179.43 674.10 8.82 185.19 138.22 80.55 3.22 75.23 

10. Zenith Bank 1,895.03 5.69 1,318.07 363.56 746.05 5.93 192.49 147.80 85.61 50.03 64.26 
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8.0 Individual Company Analysis and Valuation 

8.1 Access Bank Plc 
8.1 Analysis & Recommendation  
Our analysis was based on Access Bank Audited Group Account for the period ended December 

31, 2010 compared with 9 months December 31, 2009. In view of this, the percentage change 

between 2009 and 2010 may be slightly over-stated.  

8.1.1 Capital Adequacy  
The paid-up share capital of Access Bank stood at N8.94bn in 2010, up from N8.13bn 

in 2009 and recorded a Compound Annual Growth Rate (CAGR) of 6.40% between 

2006 and 2010. The increase in the share capital during the period was as a result of 

bonus issue and capital raising exercise. The total equity of the bank increased by 

4.29% to N175.37bn in 2010 from N168.35bn in 2009 and recorded a CAGR of 56.96% 

between 2006 and 2010. At N175.37bn, the total equity is above the minimum capital 

requirement of N25bn in the Nigerian banking industry and above the proposed N50bn 

minimum capital for International Banks that will have office outside Nigeria.   

 

 

 

 

 

 

 

 

 

 

Total assets were financed by a mix of deposits liabilities, equity and other liabilities in 

the proportion of 60.50%, 21.79% and 17.71% respectively. Total assets increased by 

16% to N804.82bn in 2010 from N693.78bn in 2009, majorly on account of loans and 

advances which increased by 11.99% to N429.78bn in 2010 from N383.78bn in 2009, 

investment securities increased by 59.43% to N119.67bn from N75.06bn in 2009 and 

due from other banks stood at N103.18bn by 10.74% from N93.18bn in 2009.  

 

 

 

21.79%

78.21%

Funding Mix-2010

Equity Liabilities

5.10%

83.34%

1.99%

9.17%

0.40%

Composition of Total Equity-2010

Paid up share capital Share Premium

Capital Reserve Other reserves

Minority Interest

AAACCCCCCEEESSSSSS   BBBAAANNNKKK   

RRaattiinngg::  BBUUYY  

FFaaiirr  VVaalluuee::  NN88..9999  

22001111  EEPPSS::  NN00..7799  

22001111  DDPPSS::  NN00..5522  

CCoommmmeerrcciiaall  BBaannkkiinngg  

IInntteerrnnaattiioonnaall  FFooccuuss  

Total assets were financed by 

a mix of deposits liabilities, 

equity and other liabilities in the 

proportion of 60.50%, 21.79% 

and 17.71% respectively.  
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Earnings assets (total assets less fixed assets) increased by 17.06% to N779.43bn in 

2010 from N665.84bn in 2009, while fixed assets declined by 9.14% to N25.39bn in 

2010 from N27.94bn in 2009.  

 

The proportion of Shareholdersô funds to total assets decreased to 21.70% in 2010 from 

24.14% in 2009 as a result of less than proportionate growth in the equity than the 

assets. The total equity could accommodate 40.64% of the total loans and advances in 

2010, down from 43.64% in 

2009. Also, the proportion of the 

bankôs equity used to support 

growth in fixed assets stood at 

14.54% in 2010, down from 

16.68% in 2009. The total risk 

weighted assets increased by 

28.58% to N669.43bn in 2010, 

while the total regulatory capital 

(Tier 1 and Tier 2) increased by 4.41% to N174bn in 2010. Consequently the Risk 

weighted Capital Adequacy Ratio (CAR) stood at 26% in 2010 down from 32% but 

above the minimum regulatory requirement of 10%. This shows that Access Bank is 

well capitalized to undertake the risk it is carrying and has room to grow its risk assets 

to generate additional income. Meanwhile, Tier 1 Capital represents 99.51% of the total 

regulatory capital, while Tier 2 Capital represents 0.49%. 

  

Table 8.1.1: Capital Adequacy Ratios 

 2010 2009 Change 2008 2007 2006 CAGR 

Equity/Total Assets 21.70 24.14 (2.44) 16.43 8.64 16.55 - 

Equity/Loans & Advances 40.64 43.64 (3.00) 69.89 26.34 53.40 - 

Fixed Assets/Equity 14.54 16.68 (2.14) 8.21 28.75 13.68 - 

        

Gross Loans (Nõbn) 465,290 413,453 12.54 257,150 118,297 60,941 66.23 

Classified Loans (Nõbn) 37,673 80,671 (53.30) 9,592 10,741 8,092 46.89 

% of Classified Loans 8.10 19.51 (11.41) 3.73 9.08 13.28 - 

Classified Loans/Equity 21.57 48.17 (26.60) 5.58 37.84 28.01 - 

        

Paid Up Share Capital 8,944 8,131 10.00 8,071 3,489 6,978 6.40 

Core Capital 174,671 167,487 4.29 171,804 28,385 28,894 56.80 

Minority Interest 699.33 858.29 (18.52) 56.14 - - - 

Total Equity 175,370 168,346 4.17 171,861 28,385 28,894 56.96 

145.66 

300.23 

873.71 
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ACCESS BANK 

The Risk weighted Capital 

Adequacy Ratio (CAR) stood at 

26% in 2010 down from 32% 

but above the minimum 

regulatory requirement of 10%.  

The Bank can access 

additional Tier 2 capital if it 

needs additional capital. 
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8.1.2 Assets Quality  

The quality of Access Bankôs assets improved in 2010 in line with the industry trend. 

The decrease in the non-performing loan in 2010 was due to the stringent regulatory 

environment and the risk 

management measures put 

in place by the bank and 

CBN to address non-

performing assets. Gross 

loans and advances 

increased by 12.54% to 

N465.29bn in 2010 from 

N413.45bn in 2009, while 

the total classified loans 

(non-performing loan) dropped by 53.30% to N37.67bn in 2010 from N80.67bn in 2009. 

The loan and advances is structured as follows: Overdrafts: N131.96bn (28.36%), Term 

Loans: N256.63bn (55.15%) and other loans: N76.70bn (16.49%).  

 

As a result of the decline in the non-performing loans, the non-performing loans (NPL)  

to gross loans declined from 19.51% in 2009 to 8.10% in 2010.  At 8.10%, should the 

non-performing loans turn bad, 21.57% of the Shareholdersô funds will be impaired as 

against 48.17% in 2009. The breakdown of the non-performing loans shows that 

N11.61bn representing 30.81% of the total is sub-standard and N8.11bn (21.54%) is 

doubtful, N17.95bn (47.65%) is lost.  

 

The bankôs total provision for non-performing loans increased to N35.51bn in 2010 from 

N29.76bn in 2009. A further analysis of the gross loans of the bank shows that 97.57% 

of the gross loan is secured, while 2.43% is unsecured. A further break down of the 

secured loan indicates that 23.14% is secured against real estate, 2.64% is secured by 

shares of quoted companies, and 74.22% is otherwise secured.  

 

 

 

22.58%

2.58%

72.41%

2.43%

Analysis of Gross Loan in 2010

Secured against real estate Secured by shares

Otherwise secured Unsecured

ACCESS BANK 

The non-performing loans 

(NPL) to gross loans declined 

from 19.51% in 2009 to 8.10% 

in 2010. 
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8.1.3 Profitability 

Gross earnings (interest income and fee & commission income) increased by 7.25% to 

N91.14bn in 2010 from N84.98bn in 2009. The breakdown of the gross earnings of 

N91.14bn in 2010 shows that N65.79bn representing 72.18%, was generated from 

interest income; N14.44bn representing 15.84% was generated from fee & commission; 

N3.37bn (3.70%) from foreign exchange earnings, N6.678mn (7.43%) represents 

investment income and N773.24mn (0.85%) represents other income. The gross 

earnings of the bank represent 4.82% of the industry total. 

 

A further analysis of the 

interest income shows that 

85.34%, 11.15%, 2.45% and 

1.06% was generated from 

Loans and Advances, 

Treasury Bills & Investment 

Securities, Placements and 

Advances under lease, 

respectively. Interest Income 

declined by 1.02% to N65.79bn in 2010 from N66.47bn in 2009, while non-interest 

income increased by 36.95% to N25.35bn in 2010 from N18.51bn in 2009. Non-interest 

income include: income generated from net Fees & Commission (commission on 

turnover, letter of credit transactions, remittance fees, facility management, other fees 

and commissions and other income): N14.44bn; net Foreign Exchange Earnings 

N3.37bn, income from investments: N6.78bn and other income: N773mn. The ratio of 

interest income generated from loans & advances to gross loans and advances, which 

represents interest earned on loans and advances stood at 15.31% in 2010, down from 

17.32% in 2009, while the ratio of interest paid to total deposits, which represents the 

cost of funds from depositors stood at 4.44% in 2010, down from 6.90% in 2009.     
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The gross earnings of the bank 

represent 4.82% of the industry 

total.  
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The bankôs interest expense decreased by 28.51% from N30.24bn in 2009 to N21.62bn 

in 2010 and the decline in the interest income was lower than the decline in the interest 

expense. We note that the decline in the interest expenses can be attributed to the low 

cost of fund in the system. The net interest income increased by 21.92% from N36.23bn 

in 2009 to N44.17bn in 2010. Looking at the five-year performance, interest expenses 

rose to N21.62bn in 2010 from N2.47bn in 2006, leading to a CAGR of 71.98% between  

2006 and 2010, and higher than the CAGR of 65.67% recorded in interest income 

between the same period. Return on Average Capital Employed ROCE (core capital) 

increased from a loss of 2.05% in 2009 to 9.45% in 2010. Profit Before Tax (PBT) 

increased by 564.41% to N16.17bn in 2010, while the bankôs Profit After Tax increased 

by 351.42% to N11.07bn in 2010.  

 
 

Looking at the segmental analysis of the gross earning of the bank, N55.59bn (60.99%) 

was generated in commercial banking; N17.75bn (19.48%) institutional banking; 

N10.50bn (12.82%) investment banking; N5.79bn (6.35%) retail banking, while others 

generated N328.66mn (0.36%). In the same vein, a loss of N4.15bn, a gain of 

N10.29bn, N8.22bn, N1.98bn and a loss of N173.53mn of the PBT was generated from 

institutional banking, commercial banking, investment banking, retail banking and 

others respectively. An analysis of performance by geographical segment shows that 

the bank generated 86.75% of the gross earnings within Nigeria, 11.61% from rest of 

Africa, while 1.63% was generated from Europe.  

 

 

 

Return on Average Capital 

Employed ROCE (core capital) 

increased from a loss of 2.05% 

in 2009 to 9.45% in 2010.  

ACCESS BANK 

The bank generated 86.75% of 

the gross earnings within 

Nigeria, 11.61% from rest of 

Africa, while 1.63% was 

generated from Europe. 
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8.1.4 Management Efficiency   
In spite of the challenging operating environment in 2010 the bankôs profitability margin 

improved. The banks operating income increased by 27% between 2009 and 2010, 

lower than the increase in the operating expenses which increased by 35.45%, leading 

to increased cost to income 

ratio by 69.97% in 2010 from 

65.61% in 2009. Operating 

expenses increased by 35.45% 

to N48.64bn in 2010 from 

N35.91bn in 2009 and 

recorded a CAGR of 60.71% 

between 2006 and  

Table 8.1.2: Profit & Loss Account (Nõbn) 

 2010 2009 Change 2008 2007 2006 CAGR 

Gross Earnings 91,142 84,981 7.25 57,999 27,881 13,360 61.61 

Interest Income 65,787 66,467 (1.02) 40,676 16,894 8,733 65.67 

Interest Expense 21,621 30,241 (28.51) 14,646 4,952 2,472 71.98 

Net Interest Income 44,166 36,226 21.92 26,031 11,942 6,261 62.97 

Other Operating Income 25,355 18,513 36.95 17,323 10,988 4,628 62.97 

Operating Income 69,521 54,739 27.00 43,353 22,930 10,888 58.96 

Loan Loss Expense 4,524 16,651 (72.83) - - - - 

Operating Expenses 48,644 35,914 35.45 18,430 11,520 7,293 60.71 

Depreciation - - - 2,180 1,591 1,091 - 

Profit Before Tax (OPIT) 16,168 (3,482) (564.41) 18,846 8,043 1,119 94.95 

Income Tax 5,101 921 454.07 2,993 1,960 382 91.12 

Profit After Tax 11,068 (4,402) 351.42 15,853 6,083 737 96.85 

Minority Interest 176 208 (15.00) 28.58 - - - 

Profitability Ratios 

PBT Margin 17.74 (4.10) 13.64 32.49 28.85 8.38 - 

PAT Margin 12.14 (5.18) 6.96 27.33 21.82 5.52 - 

Interest Income/Loan & Advances 15.31 17.32 (2.01) 16.55 15.68 16.14 - 

Net Interest Margin 48.46 42.63 5.83 44.88 42.83 46.86 - 

Cost of Fund 4.44 6.90 (2.46) 4.14 2.41 2.23 - 

Cost- to-Total Ratio 69.97 65.61 4.36 42.51 50.24 66.98 - 

Interest Income/Gross Earnings 72.18 78.21 (6.03) 70.13 60.59 65.36 - 

Non-Interest Income/Gross Earnings 27.82 21.79 6.03 29.87 39.41 34.64 - 

Return on average Equity (ROAE) 9.45 2.05 7.40 18.83 28.08 5.21 - 
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Cost to income ratio increased 

by 69.97% in 2010 from 

65.61% in 2009. 
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2010. Employee costs which stood at N15.62bn in 2010 increased by 53.62% from 

N10.17bn in 2009 and accounted for 32.10% of the operating expenses in 2010, up 

from 28.32% in 2009. The proportion of the bankôs gross earnings that was channeled 

into operating expense increased to 53.37% in 2010 from 42.26% in 2009. In a similar 

development, the proportion of gross earnings that was channeled into staff costs 

increased to 17.13% in 2010, up from 11.96% in 2009. The pre-tax profit per employee 

increased to N9.22mn, while staff costs per employee decreased to N8.90mn in 2010. 

The pre-tax profit margin increased to 17.74% in 2010, up from negative 4.10% in 2009. 

Similarly, the post-tax profit margins increased to 12.14% in 2009, up from negative 

5.18% in 2009. We expect the profitability margins to improve further going forward. 

 
8.1.5 Liquidity  
The total deposit liabilities of the bank of N486.93bn in 2010 were made up of Demand 

Deposit (N166.68bn), Time Deposits (N237.29bn), Savings (N15.31bn) and Domiciliary 

Deposits (N67.75bn) in the proportion of 34.21%, 48.73%, 3.14% and 13.91% 

respectively. The low cost of funds (demand, domiciliary and savings accounts) 

accounted for 51.26% of the deposit liabilities from customers, while high cost of funds 

accounted for 48.74%.  As a result of deposit liabilities mix, the bankôs cost of funds 

(proportion of interest paid on deposits to total customer deposits) stood at 4.44% in 

2010, down from 6.90% in 2009.  
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ACCESS BANK 

The proportion of the bankôs 

gross earnings that was 

channeled into operating 

expense increased to 53.37% 

in 2010 from 42.26% in 2009. 

The low cost of funds (demand, 

domiciliary and savings 

accounts) accounted for 

51.26% of the deposit liabilities 

from customers, while high cost 

of funds accounted for 48.74%.   
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The proportion of total deposit liabilities that was channeled into loans and advances 

increased to 88.26% in 2010 from 87.51% in 2009. The proportion of total assets that 

was channeled to loans and advances in 2010 stood 53.40%, down from 55.32% in 

2009.  

 

An analysis of the gross loan to customer deposits in terms of maturity period shows 

that customer deposits under 1 month contributes 74.33% of the total customer 

deposits, while gross loan under 1 month contributes 24.24% of the total gross loan. 

Customer deposits over 12 months contributed 0.35% to the total customer deposits 

while gross loan over 12 months contributed 38.97% of total gross loan. This means 

that depositors prefer to play in the short end of the market. 

 

8.1.6 Investment Analysis   
Investment analysis of Access Bank stock between 2006 and 2010 showed improved 

performance. The Earnings Per 

Share (EPS) increased to N0.62k 

in 2010 from N0.05 in 2006 

representing a CAGR of 85%. The 

EPS increased by 342.31% to 

N0.50 in 2010 from a negative of 

N0.27 in 2009. Access Bank paid a  

Table 8.1.3: Liquidity 

 2010 2009 Change 2008 2007 2006 CAGR 

Cash in Hand & Balances with CBN   25,395 64,593 (60.68) 585,706 158,433 46,264 (13.92) 

Advances Under Lease  3,084 4,250 (27.43) 2,498 1,024 296 79.69 

Other Assets  23,287 17,293 34.66 24,811 5,521 16,611 8.81 

Investment  12,943 1,404 821.87 - - 5,975 21.32 

Fixed Assets  25,390 27,945 (9.14) 14,108 8,162 3,953 59.20 

Current Assets  779,434 665,839 17.06 1,031,461 320,454 164,008 47.65 

Total Assets  804,824 693,784 16.00 1,045,568 328,615 174,554 46.54 

Deposit Liabilities  486,926 438,559 11.03 353.746 205,235 110,879 44.76 

Other Liabilities  51,890 30,906 67.90 427,475 82,821 24,939 20.10 

Long Term Borrowing  - - - - - - - 

Deferred Taxation  420 38 1,005 625 516 281 10.55 

Total Liabilities  629,453 525,438 19.80 873,708 300,229 145,660 44.18 
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dividend of N0.50kobo to its shareholders in 2010. The Net Asset Value Per Share 

(NAVPS) increased from N1.60 in 2006 to N9.80 in 2010, representing a CAGR of 

57.38%. The NAVPS decreased by 5.30% to N9.80 in 2010 from N10.35 in 2009. 

 
8.1.7 Historical Return Analysis 
An analysis of the historical return on the investment in the Ordinary Shares of Access 

Bank between January 2006 and November 30, 2011 was lackluster. The capital 

depreciation in the share price during the period weighed down the effects of the 

dividend payments and bonus issue that the investors enjoyed on their investments. 

Access Bank has been consistent in the payment of dividend in the last five years.  

 

Our illustration using N100,000 initial investment in January 2006 decreased to 

N50,025.56 as a result of the fall in the share price during the period, despite the 

consistent payment of dividend during the period. This resulted in a loss of N49,974.45 

and a loss of 49.97%. The number of shares the initial investment bought, net of 

transaction costs, was 13,287 units; however, this was reduced by the share 

reconstruction of 2 for 1 embarked on by the bank in 2006. Consequently, the shares 

held by the investor as at end of December 31, 2006 resulted to 6,644 units. The total 

dividend earned during the period was N14,948; and the bonus issue received was 664 

units. The share price depreciated by 34.25%, from N7.30 at the beginning of January 

2006 to N4.80 as at November 30, 2011. 

 

Table 8.1.4: Annual Capital Growth & Returns Analysis of  N100,000 Investment in Access Bank Plc since January 03, 
2006 

Value Receipt Period 2006 2007 2008 2009 2010 2011 Total 

Holding As At January 13,287 6,644 6,644 6,644 6,644 7,308  

Bonus Shares Received - - - - 664 - 664 

Cumulated Holding 6,644 6,644 6,644 6,644 7,308 7,308 7,308 

Dividend Earned - 2,392 3,886 4,185 1,196 3,289 14,948 

  
 
 
 
 
 
 
 
 
 
 

 Nov-30-2011 

Accumulated Shareholding 7,308 

Increase in Shareholding (%) (45.00) 

Price (N) 4.80 

Market Value (N) 35,078 

Total Dividend (N) 14,948 

Value of Investment (N) 50,026 

Cost of Investment (N) 100,000 

Loss (N) (49,974) 

% Decrease (49.97) 

ACCESS BANK 

The Net Asset value Per Share 

(NAPS) increased from N1.60 

in 2006 to N9.80 in 2010, 

representing a CAGR of 

57.38%.  

The capital depreciation in the 

share price during the period 

weighed down the effects of 

the dividend payments and 

bonus issue that the investors 

enjoyed on their investments.  
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8.1.8 Valuation 
As at the time of this report all efforts to get the scheme of merger between Access Bank and 

Intercontinental Bank were not successful, therefore we valued Access Bank as a stand-alone 

company.  

Our fair value for Access Bank is N8.99 per share. We arrived at this value by finding 

the simple average of the values derived by using Discounted Cash Flow (DCF) method 

and Relative Valuation Method (Price to Earnings Multiple: P/E) which are: N8.47 and 

N9.52 respectively. Our discount rate applied on the Free Cash Flow is 22.71%, the 

terminal growth rate is 7.40% while we used P/E multiple of 12x to capitalise the 

December 2011 earnings per share. 

 
8.2.0 Diamond Bank Plc 
8.2.0 Analysis & Recommendation  
Our analysis was based on Diamond Bank Audited Group Account for the period ended 12months 

December, 2010 compared with 8 months December, 2009. In view of this, the percentage change 

between 2009 and 2010 may be slightly over-stated.  

8.2.1 Capital Adequacy  
The paid-up share capital of Diamond Bank stood at N7.24bn in December 2010, same 

as in the in 8 months December 2009 and recorded a Compound Annual Growth Rate 

(CAGR) of 17.46% between 2006 and 2010. The total equity of the bank increased 

marginally by 0.93% to N107.08bn in 2010 from N106.09bn in 2009 and recorded a 

CAGR of 32.06% between 2006 and 2010. At N107.08bn, the total equity is above the 

minimum capital requirement of N25bn in the Nigerian banking industry and above the 

proposed N50bn minimum capital for International Banks that will have office outside 

Nigeria.   

 

 

 

 

 

 

 

 

Total assets were financed by a mix of deposits liabilities, equity, long term borrowings 

and other liabilities in the proportion of 69.27%, 18%, 4.75% and 7.97% respectively.  

82.00%

18.00%

Funding Mix - 2010

Total Liabilities Total Equity
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Total assets decreased by 8.55% to N594.80bn in 2010 from N650.40bn in 2009, 

majorly on account of cash and balances with the CBN which comprised Cash, 

Operating accounts with Central Banks and Mandatory reserve deposits with central 

banks in the proportion 34.17%, 53.60% and 12.23% respectively. The total assets 

represent 3.78% of the industry total. The drop in cash and balances with the CBN is on 

account of 71.39% drop in operating accounts with Central Bank. Due from other banks 

also dropped by 34.25% to N66.82bn in 2010 from N101.66bn in 2009. 

 

However, the flight to safety led to the increase in treasury bills of 464% to N51.30bn in 

2010 from N9.09bn in 2009.    

 

Earnings assets (total assets less fixed assets) also decreased by 8.94% to N558.04bn 

in 2010 from N612.83bn in 2009, while fixed assets decreased marginally by 2.17% to 

N36.75bn in 2010 from N37.57bn in 2009. 

 

The proportion of Shareholdersô funds to total assets increased to 18% in 2010 from 

16.31% in 2009 as a result of 

more than proportionate growth 

in the equity than the assets. 

The total equity could 

accommodate 36.40% of the 

total loans and advances in 

2010, marginally up from 

35.07% in 2009. Also, the 

proportion of the bankôs equity 

used to support growth in fixed assets stood at 34.32% in 2010, down from 35.41% in 

2009. The total risk weighted assets increased by 13.74% to N619.34bn in 2010, while 

the total regulatory capital (Tier 1 and Tier 2) increased marginally by 0.93% to 

N107.08bn in 2010. Consequently the Risk Weighted Capital Adequacy Ratio (CAR) 

stood at 17.29% in 2010 down from 19.5% but above the minimum regulatory 

requirement of 10%. This shows that Diamond Bank is well capitalized to undertake the 

risk it is carrying and has room to grow its risk assets to generate additional income.  
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The total assets represent 

3.78% of the industry total.  

The total equity could 

accommodate 36.40% of the 

total loans and advances in 

2010, marginally up from 

35.07% in 2009.  

Capital Adequacy Ratio (CAR) 

stood at 17.29% in 2010 down 

from 19.5% but above the 

minimum regulatory 

requirement of 10%. 
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8.2.2 Assets Quality  
The quality of Diamond Bankôs assets improved in 2010 in line with the industry trend. 

Nevertheless, it still has a lot of bad assets in its books which the current management 

is making efforts to clean. The decrease in the non-performing loan in 2010 was due to 

the stringent regulatory environment and the risk management measures put in place 

by the bank and CBN to address 

non-performing assets. Gross loans 

and advances decreased by 5.62% 

to N327.01bn in 2010 from 

N346.46bn in 2009, and the total 

classified loans (non-performing loan) 

recorded a decrease of 24.98% to 

N51.12bn in 2010 from N68.14bn in 

2009. The loan and advances is structured as follows: Overdraft: N76.73bn (23.46%), 

Term Loan: N249.89bn (76.42%) and Commercial Papers: N393.51mn (0.12%). The 

bank noted that the decrease in the gross loans was as a deliberate action to reduce 

lending activities during the year. We think this was to address quality of loan rather 

than indiscriminate lending. 

 

 

Table 8.2.1: Capital Adequacy Ratios 

 2010 2009 Change 2008 2007 2006 CAGR 

Equity/Total Assets 18.00 16.31 1.69 18.74 16.59 15.45 - 

Equity/Loans & Advances 36.40 35.07 1.33 48.77 52.74 43.70 - 

Fixed Assets/Equity 34.32 35.41 (1.09) 23.47 31.68 24.07 - 

 

Gross Loans (Nõbn) 327,008 346,463 (5.62) 250,326 108,018 84,018 40.46 

Classified Loans (Nõbn) 51,122 68,141 (24.98) 11,133 8,366 4,447 84.13 

% of Classified Loans 15.63 19.67 (4.04) 4.45 7.74 5.29 - 

Classified Loans/Equity 47.74 64.23 (16.49) 9.49 15.71 12.63 - 

 

Paid Up Share Capital 7,238 7,238 - 6,580 4,700 3,802 17.46 

Core Capital 106,629 105,647 0.93 116,123 52,775 35,021 32.10 

Minority Interest 455.66 446,09 2.15 1,132 479.35 183.43 25.54 

Total Equity 107,085 106,093 0.93 117,256 53,254 35,204 32.06 

67.94%

26.27%

5.79%

Analysis of Gross Loan in 2010

Secured against Real EstateOther wise secured

Unsecured

DIAMOND BANK 

Diamond Bank still has a lot of 

bad assets in its books which 

the current management is 

making efforts to clean. 

The bank noted that the 

decrease in the gross loans 

was as a deliberate action to 

reduce lending activities during 

the year. 
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As a result of the decline in the non-performing loans, the non-performing loans (NPL) 

to gross loans declined from 19.67% in 2009 to 15.63% in 2010. Should the non-

performing loans turn bad, 47.74% of the Shareholdersô funds will be impaired as 

against 64.23% in 2009. 

 

The breakdown of the non-performing loans shows that N13.84bn representing 27.07% 

of the total is substandard, N16.82bn (32.91%) is doubtful, and N20.46bn (40.02%) is 

lost.  

 

The bankôs total provision for non-performing loans decreased to N32.78bn in 2010 

from N43.98bn in 2009. A further analysis of the gross loans of the bank shows that 

94.21% of the gross loan is secured, while 5.79% is unsecured. A further break down of 

the secured loan indicates that 72.11% is secured against real estate, and 27.89% is 

otherwise secured.     

 

8.2.3 Profitability 
Gross earnings (interest income and fee & commission income) grew by 34.38% to 

N91.02bn in 2010 from N67.74bn in 2009. The breakdown of the gross earnings of 

N91.02bn in 2010 shows that N66.18bn representing 73% was generated from interest 

income; N24.85bn representing 27% was generated from fee & commission and other 

income. The gross earnings represent 4.81% of the industry total. 

 

A further analysis of the 

interest income shows that 

82.11%, 9.99%, 6.61% and 

1.29% was generated from 

Loans and Advances, Treasury 

Bills & Investment Securities, 

Placements & Short Term 

Funds and Advances under 

lease respectively. Interest Income grew by 30.41% to N66.18bn in 2010 from 

N50.75bn in 2009, while non-interest income increased by 46.24% to N24.85bn in 2010 

from N16.99bn in 2009. Non-interest income include: income generated from Fees &  
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The NPL ratio stood at 15.63% 

in 2010 down from 19.67% in 

2009. 

DIAMOND BANK 

The breakdown of the non-

performing loans shows that 

N13.84bn representing 27.07% 

of the total is substandard, 

N16.82bn (32.91%) is doubtful, 

and N20.46bn (40.02%) is lost.  

The gross earnings represent 

4.81% of the industry total.  
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Commission (commission on turnover, letter of credit commissions, credit related fees, 

corporate finance fees and other fees & commissions): N17.78bn; Foreign Exchange 

Earnings N1.91bn, Trading income: N1.46bn; Underwriting Profit: N716.79mn; 

Investment Income: N1.05bn; Profit on loans sold to AMCON: N1.41bn; and Other 

operating income: N523.78mn. The ratio of interest income generated from loans & 

advances to gross loans and advances, which represents interest earned on loans and 

advances stood at 22.49% in 2010, up from 16.78% in 2009, while the ratio of interest 

paid to total deposits, which represents the cost of funds from depositors stood at 

3.81% in 2010, down from 5.01% in 2009.     

 

The bankôs interest expense decreased by 34.55% from N24.90bn in 2009 to N16.29bn 

in 2010 as the growth in the interest income was higher than the growth in the interest 

expense. We note that the decline in the interest expenses can be attributed to the low 

cost of fund in the system and the deliberate action undertaken by the bank to source 

low cost of funding and drop high cost of fund. The net interest income grew by 92.98% 

from N25.85bn in 2009 to N49.88bn in 2010. Looking at the five-year performance, 

interest expenses rose to N16.29bn in 2010 from N4.61bn in 2006, leading to a CAGR 

of 37.09% between 2006 and 2010, but lower than the CAGR of 45.28% recorded in 

interest income between the same period. Return on Average Capital Employed (core 

capital) ROCE increased from a negative position of 11.16% in 2009 to a positive 

4.48% in 2010.  

 

The Bankôs PBT increased by 138.58% to N4.77bn in 2010 from a negative N12.37bn 

in 2009. Also, the PAT increased by 116.26% to N1.33bn in 2010 from a negative 

N8.17bn in 2009. Looking at the segmental analysis of the group earning of the bank, 

N55.83bn (61.34%) was generated in regional banking; N32.61bn (35.82%) corporate 

banking; N1.28bn (1.413%); and investment banking N1.31bn (1.44%). In the same 

vein, N5.39bn (55.78%), N3.86bn (39.95%), N413.70mn (4.28%), and a loss of 

N4.77bn, all of the PBT was generated from regional businesses, corporate banking, 

insurance business, and investment banking respectively. An analysis of performance 

by geographical segment shows that the bank generated 94.42% of the group earnings 

within Nigeria, while 5.58% was generated from the West Africa. 

DIAMOND BANK 

Return on Average Capital 

Employed (core capital) ROCE 

increased from a negative 

position of 11.16% in 2009 to a 

positive 14.48% in 2010.  
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8.2.4 Management Efficiency   
The 2010 was a year of recovery for businesses globally and particularly the operators 

in the financial industry. 

Consequent upon of this, the 

bank was able to improve 

major efficiency measures. 

The banks operating income 

increased by 74.76% 

between 2009 and 2010, 

higher than the increase in 

the operating expenses 

which increased by 54.76%. The cost to income ratio dropped to 62.76% in 2010 

Table 8.2.2: Profit & Loss Account (Nõbn) 

 2010 2009 Change 2008 2007 2006 CAGR 

Gross Earnings 91,022 67,736 34.38 60,438 39,874 22,714 41.49 

Interest Income 66,176 50,746 30.41 35,725 25,556 14,854 45,28 

Interest Expense 16,293 24,896 (34.55) 12,379 9,028 4,612 37.09 

Net Interest Income 49,883 25,850 92.97 23,346 16,528 10,242 48.56 

Other Operating Income 24,846 16,990 46.24 24,713 14,318 7,859 33.34 

Operating Income 74,200 42,458 74.76 47,733 30,675 17,933 42.62 

Loan Loss Expense - - - - - - - 

Operating Expenses 46,565 30,087 54.76 26,711 20,798 12,315 39.44 

Depreciation 4,762 3,187 49.38 2,498 1,718 1,204 41.03 

Profit Before Tax(OPIT) 4,773 (12,374) 138.58 16,214 7,641 5,455 (3.24) 

Income Tax 3,444 4,200 (17.99) 3,393 1,870 1,468 23.76 

Profit After Tax 1,329 (8,174) 116.26 12,821 5,771 3,977 (23.97) 

Minority Interest (40.24) 32.40 (224.19) (72.45) (32.00) (16.61) 24.75 

Profitability Ratios 

PBT Margin 5.24 (18.27) 23.51 26.83 19.16 23.97 - 

PAT Margin 1.46 (12.07) 13.53 21.21 14.47 17.51 - 

Interest Income/Loan & Advances 22.49 16.78 5.71 14.86 25.31 18.44 - 

Net Interest Margin 59.42 41.33 18.09 38.63 41.45 45.09 - 

Cost of Fund 3.81 5.01 (1.20) 2.89 3.86 3.05 - 

Cost-to- Income  62.76 70.86 (8.10) 55.96 67.80 68.67 - 

Interest Income/Gross Earnings 72.70 74.92 (2.95) 59.11 64.09 65.40 - 

Non-Interest Income/Gross Earnings 21.17 18.86 2.21 40.89 35.91 34.60 - 

Return on Average Equity (ROAE) 4.48 (11.66) (7.19) 19.02 17.28 19.43 - 

3.05 3.86 2.89 
5.01 
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DIAMOND BANK 

The bank was able to improve 

major efficiency measures.  
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from 70.86% in 2009. Operating expenses less depreciation increased by 55.40% to 

N41.80bn in 2010 from N26.90bn in 2009 and recorded a CAGR of 39.27% between 

2006 and 2010. Staff costs which stood at N16.48bn in 2010 increased by 44.69% from 

N11.39bn in 2009 and accounted for 35.38% of the operating expenses in 2010, down 

marginally from 37.85% in 2009. The proportion of the bankôs gross earnings that was 

channeled into operating expense increased to 51.16% in 2010 from 44.42% in 2009. In 

a similar development, the proportion of gross earnings that was channeled into 

employee costs increased to 18.10% in 2010, up from 16.81% in 2009. The pre-tax 

profit per employee increased to N1.60mn, while costs per employee increased to 

N5.52mn in 2010. This may be as a result of benefits paid to retiring employees of the 

bank. The pre-tax profit margin increased to 5.24% in 2010, up from pre-tax loss margin 

18.27% in 2009. Similarly, the post-tax profit margins increased to 1.46% in 2010, up 

from post-tax loss margins 12.07% in 2009. We expect the profitability margins to 

improve further going forward. 

 

8.2.5 Liquidity  
The total deposit liabilities of the bank of N412.03bn in 2010 were made up of Demand 

Deposit (N203.87bn), Time Deposits (N110.47bn), and Savings (N97.69bn) in the 

proportion of 49.48%, 26.81% and 23.71% respectively. The low cost of funds (demand 

and savings accounts) accounted for 28.81% of the deposit liabilities from customers, 

while high cost of funds accounted for 73.19%.  As a result of deposit liabilities mix, the 

bankôs cost of funds (proportion of interest paid on deposits to total customer deposits) 

stood at 3.81% in 2010, down from 5.01% in 2009.  
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DIAMOND BANK 

The cost to income ratio 

dropped to 62.76% in 2010 

from 70.86% in 2009. 

The bankôs cost of funds 

(proportion of interest paid on 

deposits to total customer 

deposits) stood at 3.81% in 

2010, down from 5.01% in 

2009.  
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The proportion of total deposit liabilities that was channeled into loans and advances 

increased to 68.84% in 2010 from 60.90% in 2009. Included in the Loans and Advances 

is Commercial Papers (CPs) of N393.51mn which was reclassified as on-balance sheet 

following CBN directive. The proportion of total assets that was channeled to loans and 

advances also increased in 2010 to 49.47% from 46.51% in 2009. This shows that the 

bank grew its loan book in relation to its total assets to enable it generate additional 

income. 

 

An analysis of the gross loan to customer deposits in terms of maturity period shows 

that customer deposits under 1 month contributes 51.77% of the total customer 

deposits while gross loan under 1 month contributes 46.48% of the total gross loan. 

Customer deposits over 12 months contributed 24.60% to the total customer deposits 

while gross loan over 12 months contributed 34.85% of total gross loan. This means 

that its depositors prefer to play in the short end of the market. However, the bank is 

matching its assets very well with its deposits profiles. 

 

 

9.2.6 Investment Analysis   

The Earnings Per Share (EPS) 

decreased to N0.09k in 2010 from 

N0.74k in 2006 representing a 

Compound Annual Decline Rate 

(CADR) of 41.10%. The EPS  

Table 8.2.3: Liquidity 

 2010 2009 Change 2008 2007 2006 CAGR 

Cash in Hand & Balances with CBN   27,606 70,428 (60.80) 62,864 85,657 32,227 (3.80) 

Advances Under Lease  5,071 6,963 (27.17) 11,501 8,051 4,090 5.52 

Other Assets  17,922 21,848 (17.97) 51,821 21,543 19,651 (2.28) 

Investment   73,492 68,415 7.42 - - 2,050 - 

Fixed Assets  36,751 37,567 (2.17) 27,523 16,870 8,473 44.31 

Current /Earnings Assets  558,044 612,828 (8.94) 598,146 304,080 219,360 26.29 

Total Assets  594,795 650,396 (8.55) 625,670 320,950 227,833 27.11 

Deposit Liabilities  427,379 496,716 (13.96) 428,238 234,045 151,317 82.68 

Other Liabilities  27,673 21,271 30.10 54,359 21,640 - - 

Deferred Taxation  580 1,962 (70.42) 2,534 1,325 928 (11.06) 

Total Liabilities  487,710 544,303 (10.40) 508,414 267,696 192,629 26.14 
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8.91 
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DIAMOND BANK 

The bank grew its loan book in 

relation to its total assets to 

enable it generate additional 

income. 

Diamond Bank paid a 

dividend of N0.15kobo to its 

shareholders in 2010.  
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however increased by 115.83% to N0.09k in 2010 from a negative N0.56k in 2009. 

Diamond Bank paid a dividend of N0.15kobo to its shareholders in 2010, The Net Asset 

Value per share increased from N4.63 in 2006 to N7.40 in 2010, representing a CAGR 

of 12.43%, and increased by 0.93% between 2009 and 2010.  

 

8.2.7 Historical Return Analysis 

An analysis of the historical return on the investment in the Ordinary Shares of Diamond 

Bank between January 2006 and November 30, 2011 was lackluster. The capital 

depreciation in the share price during the period weighed down the effects of the 

dividend payments and bonus issue that the investors enjoyed on their investments 

during the period.  

 

Our illustration using N100,000 initial investment in January 2006 decreased to 

N55,265.65 as a result of the fall in the share price during the period, despite the 

payment of dividend during the period. This resulted in a loss of N44,734.35 and a loss 

of 44.73%. The number of shares the initial investment bought, net of transaction costs, 

was 12,516 units. The total dividend earned during the period was N15,477.29; and the 

bonus issue received was 1,252 units. The share price depreciated by 168.17%, from 

N7.75 at the beginning of January 2006 to N2.89 as at November 30, 2011. 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Table 8.2.4: Annual Capital Growth & Returns Analysis of  N100,000 Investment in Diamond Bank Plc since January 03, 2006 

Value Receipt Period 2006 2007 2008 2009 2010 2011 Total 

Holding As At January 12,516 12,516 12,516 13,768 13,768 13,768  

Bonus Shares Received - - 1,252 - - - 1,252 

Cumulated Holding 12,516 12,516 13,768 13,768 13,768 13,768 13,768 

Dividend Earned - 6,195 6,308 1,115 - 1,859 15,477 

  
 
 
 
 
 
 
 
 
 
 

 Nov-30-2011 

Accumulated Shareholding 13,768 

Increase in Shareholding (%) 10.00 

Price (N) 2.89 

Market Value (N) 39,788 

Total Dividend (N) 15,478 

Value of Investment (N) 55,267 

Cost of Investment (N) 100,000 

Loss (N) (44,734) 

% Decrease (44.73) 

Diamond Bank paid a 

dividend of N0.15kobo to its 

shareholders in 2010.  

DIAMOND BANK 

The capital depreciation in the 

share price during the period 

weighed down the effects of 

the dividend payments and 

bonus issue that the investors 

enjoyed on their investments 

during the period.  
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8.2.8 Valuation 
Our fair value for Diamond Bank is N6.61 per share. We arrived at this value by   using 

Discounted Cash Flow (DCF) method. Our discount rate applied on the Free Cash Flow 

is 24.49% and the terminal growth rate is 7.40%. We forecast a Loss After Tax for the 

bank for the financial year ending December 2011 thus we cannot used P/E multiple to 

derive a value for its shares. 

 
8.3.0 First City Monument Bank 
8.3.0 Analysis & Recommendation  
Our analysis was based on First City Monument Bank (FCMB) Audited Group Account for the period 

ended 12months December, 2010 compared with 8 months December, 2009. In view of this, the 

percentage change between 2009 and 2010 may be slightly over-stated.  

8.3.1 Capital Adequacy  
The paid-up share capital of FCMB stood at N8.14bn in 12 months December 2010, 

same as in 8 months December 2009 and recorded a Compound Annual Growth Rate 

(CAGR) of 14.39% between 2006 and 2010. The total equity of the bank increased by 

4% to N134.77bn in 2010 from N129.60bn in 2009 and recorded a CAGR of 51.02% 

between 2006 and 2010. At N134.77bn, the total equity is above the minimum capital 

requirement of N25bn in the Nigerian banking industry and above the proposed N50bn 

minimum capital for International Banks that will have office outside Nigeria.   

 

 

 

 

 

 

 

 

 

Total assets were financed by a mix of deposits liabilities, equity, long term borrowings 

and other liabilities in the proportion of 62.17%, 25.02%, 4.66% and 8.15% respectively. 

Total assets increased by 16.17% to N538.59bn in 2010 from N463.64bn in 2009, 

majorly on account of increase in loans and advances, investment securities, treasury  

bills and cash and balances with the Central Bank. 

74.98%

25.02%

Funding Mix - 2010

Total Liabilities Shareholders Funds

6.04%

13.55%

80.41%

Composition of Total Equity - 2010

Paid up share capital General Reserves Share Premium

DIAMOND BANK 
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The total asset represents 3.42% of the industry total assets. However, there were 

decreases in due from other banks, deferred tax, and investment in associates. Loans 

& Advances increased by 36.93% to N326.90bn in 2010 from N238.73bn in 2009, 

Investment Securities increased by 78.93% to N74.1 from N41.46bn in 2009, Treasury 

bills increased by 165.09% to N22.59bn from N8.52bn in 2009 due to flight to safety 

and cash and bank balances with the CBN increased by 48.79% to N13.41bn from 

N9.01bn in 2009. The drop in due from other banks was 52.94% to N57.31bn in 2010 

from N121.79bn in 2009, while deferred tax dropped 48.34% to N572.05mn from 

N1.11bn in 2009.   
 

 

Earnings assets (total assets less fixed assets) also increased by 17.39% to N518.66bn 

in 2010 from N441.82bn in 2009, while fixed assets decreased by 8.64% to N19.93bn in 

2010 from N21.82bn in 2009 meaning that the bank deployed more of its assets to 

generate income. 

 

The proportion of shareholdersô funds to total assets decreased to 25.02% in 2010 from 

27.95% in 2009 as a result of 

less than proportionate growth in 

the equity than the assets. The 

total equity could accommodate 

41.23% of the total loans and 

advances in 2010, down from 

54.28% in 2009. Also, the 

proportion of the bankôs equity 

used to support growth in fixed assets stood at 14.79% in 2010, down from 16.84% in 

2009. The total risk weighted assets increased by 23.47% to N422.92bn in 2010, while 

the total regulatory capital (Tier 1 and Tier 2) increased by 4.19% to N128.70bn in 

2010. Consequently the Risk weighted Capital Adequacy Ratio (CAR) stood at 30.43% 

in 2010 down from 36.06% but above the minimum regulatory requirement of 10%. This 

shows that FCMB is well capitalized to undertake the risk it is carrying and has room to 

grow its risk assets to generate additional income.  
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FCMB 

The total asset represents 

3.42% of the industry total 

assets.  

Capital Adequacy Ratio (CAR) 

stood at 30.43% in 2010 down 

from 36.06% but above the 

minimum regulatory requirement 

of 10%.  
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8.3.2 Assets Quality  
The quality of FCMBôs assets improved significantly in 2010 in line with the industry 

trend. The non-performing loan of FCMB in 2010 decreased due to the stringent 

regulatory environment and the 

risk management measures put in 

place by the bank and CBN to 

address non-performing assets. 

Gross loans and advances 

increased by 34.48% to 

N346.20bn in 2010 from 

N257.44bn in 2009, while the total 

classified loans (non-performing 

loan) recorded a decrease of 23.68% to N17.19bn in 2010 from N22.52bn in 2009. The 

gross loan accounts for 4.82% of the industry total. 

 

As a result of the decrease in the non-performing loans, the non-performing loans to 

gross loans (NPL) decreased from 8.75% in 2009 to 4.96% in 2010. At 4.96%, should 

the non-performing loans turn bad, 12.75% of the shareholdersô funds will be impaired 

as against 17.38% in 2009. The breakdown of the non-performing loans shows that  

 

Table 8.3.1: Capital Adequacy Ratios 

 2010 2009 Change 2008 2007 2006 CAGR 

Equity/Total Assets 25.02 27.95 (2.93) 28.59 11.83 24.36 - 

Equity/Loans & Advances 41.23 54.28 (13.06) 71.60 37.22 137.19 - 

Fixed Assets/Equity 14.79 16.84 (2.05) 12.44 41.07 26.78 - 

        

Gross Loans (Nõbn) 346,198 257,435 34.48 193,394 84,084 26,311 90.46 

Classified Loans (Nõbn) 17,186 22,517 (23.68) 5,291 2,739 8,254 20.12 

% of Classified Loans 4.96 8.75 (3.79) 2.74 3.26 31.37 - 

Classified Loans/Equity 12.75 17.38 (4.63) 3.96 8.81 31.86 - 

        

Paid Up Share Capital 8,136 8,136 - 8,136 4,751 4,751 14.39 

General Reserves 18,266 13,088 39.56 17,128 5,363 4,050 45.73 

Core Capital 134,771 129,593 4.00 133,633 31,104 25,912 51.02 

Total Equity 134,771 129,593 4.00 133,633 31,104 25,912 51.02 

27.35%

1.92%

64.86%

5.87%

Analysis of Gross Loans - 2010

Secured against real estate
Secured by shares of quoted securities
Other wise secured
Unsecured

FCMB 

The non-performing loans (NPL) 

to gross loans decreased from 

8.75% in 2009 to 4.96% in 2010.  
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N562mn representing 3.27% of the total is substandard, N3.11bn (18.12%) is doubtful 

and N13.51bn (78.61%) is lost. 

 

The bankôs total provision for non-performing loans increased to N19.30bn in 2010 from 

N18.70bn in 2009. A further analysis of the gross loans of the bank shows that 94.13%  

of the gross loan is secured, while 5.87% is unsecured. A further break down of the 

secured loan indicates that 29.06% is secured against real estate, 2.04% is secured by 

quoted companies and 68.90% is otherwise secured.     

 

8.3.3 Profitability 
Gross earnings increased by 75.12% to N62.67bn in 2010 from N35.79bn in 2009. The 

interest income accounts for 70% of the gross earnings while 30% was generated from 

non-interest income. The gross earnings accounts for 3.31% of the industry total. 

 

Looking at the segmental 

analysis of the gross earning of 

the bank, N2.34bn (3.74%) was 

generated in Investment 

banking; N11.36bn (18.13%) 

Corporate & Commercial 

Banking; N16.08bn (25.66%) 

Retail Banking; N22.70bn 

(36.22%) Institutional Banking; 

and N10.19bn (16.26%) Treasury & Financial Markets. 

 

A breakdown of the interest income shows that Loans & Advances, Placement & short 

term funds, Interest on bonds and Advances under lease in the proportion 83.15%, 

6.28%, 8.15% and 2.42% respectively. The Net Interest Income increased by 34.41% to 

N21.93bn in 2010 from N16.32bn in 2009, while non-interest income increased by 

139.09% to N18.08bn in 2010 from N7.56bn in 2009. Non-interest income include: net  

income generated from Fees & Commission (commission on turnover, letter of credit 

commissions and fees, credit related fees, facility management fees, commission on 

off-balance sheet transaction and other fees & commissions): N9.21bn; Foreign 
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FCMB 

The gross earnings accounts for 

3.31% of the industry total.  
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Exchange Income N2.65bn; Income from Investments:N3.70bn; Income from disposal 

of investments: N1.29bn; and Other Income:N1.23bn. The ratio of interest income 

generated from loans & advances to gross loans and advances, which represents 

interest earned on loans and advances stood at 13.35% in 2010, up from 11.61% in 

2009, while the ratio of interest paid to total deposits, which represents the cost of funds 

from depositors stood at 6.48% in 2010, up from 4.28% in 2009.     

 

The bankôs interest expense increased by 90.47% to N21.70bn in 2010 from N11.39bn 

in 2009. The net interest income also increased by 34.41% to N21.93bn in 2010 from 

N16.32bn in 2009. Looking at the five-year performance, interest expenses rose to 

N21.70bn in 2010 from N2.79bn in 2006, leading to a CAGR of 67.05% between 2006 

and 2010, but marginally lower than the CAGR of 67.45% recorded in interest income 

between the same period. Return on Average Capital Employed (core capital) ROCE 

increased from 0.65% in 2009 to 6.83% in 2010. At 6.83% in 2010, the bankôs ROCE 

declined from 23.42% recorded in 2006. An analysis of performance by geographical 

segment shows that the bank generated 99.65% of the gross earnings within Nigeria 

and 0.35% in Europe.  

 

The PBT of the Group stood at N9.03bn, a major recovery of 953.60% from N856mn in 

2009. At N9.03bn, the CAGR between 2006 and 2010 stood at 28.26%. The PAT also 

recorded a significant increase of 1,306% between 2009 and 2010, and a CAGR of 

36.09% between 2006 and 2010. 

 

FCMB 

Return on Average Capital 

Employed (core capital) ROCE 

increased from 0.65% in 2009 to 

6.83% in 2010.  
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8.3.4 Management Efficiency   
The year 2010 was a year of recovery for businesses globally. Consequent upon of this, 

the bank was able to improve major efficiency measures. The banks operating income 

increased by 67.56% between 

2009 and 2010 while the 

operating expenses increased 

by 54.94%. Consequently, the 

cost to income ratio decreased 

to 78.67% in 2010 from 

85.35% in 2009. Operating 

expenses less depreciation 

increased by 54.94% to 

N28.33bn in 2010 from N18.29bn in 2009 and recorded a CAGR of 61.66% between 

Table 8.3.2: Profit & Loss Account (Nõbn) 

 2010 2009 Change 2008 2007 2006 CAGR 

Gross Earnings 62,674 35,789 75.12 52,818 24,973 11,045 54.34 

Interest Income 43,632 27,710 57.46 30,195 14,635 5,549 67.45 

Interest Expense 21,698 11,392 90.47 9,242 5,059 2,786 67.05 

Net Interest Income 21,934 16,318 34.41 20,954 9,576 2,763 67.85 

Other Operating Income 18,080 7,562 139.09 22,624 10,338 5,495 34.68 

Operating Income 40,014 23,881 67.56 43,577 19,914 8,258 48.36 

Loan Loss Provision Expense 439 2,641 (83.36) 3,159 1,512 206 20.80 

Operating Expenses 31,479 20,383 54.43 19,900 10,833 4,717 60.73 

Depreciation 3,145 2,096 49.99 1,827 1,214 568.37 53.37 

Profit Before Tax(OPIT) 9,026 856.60 953.67 20,517 7,569 3,335 28.26 

Income Tax 1,091 292.26 273.22 5,408 1,620 1,021 1.65 

Profit After Tax 7,935 564.34 1,306.07 15,109 5,948 2,313 36.09 

Minority Interest - - - - - - - 

Profitability Ratios 

PBT Margin 14.40 2.39 12.01 38.84 30.31 30.19 - 

PAT Margin 12.66 1.58 11.08 28.61 23.82 20.95 - 

Interest Income/Loan & Advances 13.35 11.61 1.74 16.18 17.51 29.38 - 

Net Interest Margin 35.00 - 35.00 39.67 38.34 25.02 - 

Cost of Fund 6.48 4.28 2.20 3.68 2.70 3.96 - 

Cost-to-Income 78.67 85.35 (6.68) 45.67 54.40 57.12 - 

Interest Income/Gross Earnings 69.62 77.43 (7.81) 57.17 58.60 50.25 - 

Non-Interest Income/Gross Earnings 30.38 22.57 7.81 42.83 41.40 49.75 - 

Return on average Equity (ROAE) 6.83 0.65 6.18 24.91 26.55 23.42 - 
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Cost to income ratio stood at 

78.67% in 2010 down from 

85.35% in 2009.  
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2006 and 2010. Staff costs which stood at N14.91bn in 2010 increased by 43.41% from 

N10.39bn in 2009 and accounted for 52.61% of the operating expenses in 2010, down 

from 56.84% in 2009. The proportion of the bankôs gross earnings that was channeled 

into operating expense decreased to 45.21% in 2010 down from 51.16% in 2009. Also, 

the proportion of gross earnings that was channeled into staff costs decreased to 

23.78% in 2010, down from 29.04% in 2009. The pre-tax profit per employee increased 

to N3.09mn in 2010 from N0.22mn in 2009, while staff costs per employee also 

increased to N5.56mn in 2010 from N3.84mn in 2009. The pre-tax profit margin 

increased to 14.40% in 2010, up from 2.39% in 2009. Similarly, the post-tax profit 

margins increased to 12.66% in 2010, up from 1.58% in 2009. We expect the 

profitability margins to improve further going forward. 

 

8.3.5 Liquidity  
The total deposit liabilities of the bank of N334.82bn in 2010 were made up of Current 

Account (N121.61bn), Savings Account (N23.31bn), Term and Other Deposit Accounts 

(N174.27bn), Domiciliary Account (N15.28bn) and Electronic purse (N351.26mn) in the 

proportion of 36.32%, 6.96%, 52.05%, 4.56% and 0.10% respectively. The total 

liabilities accounted for 2.76% of the industry total liabilities. The low cost of funds (time 

and savings accounts) accounted for 63.58% of the deposit liabilities from customers, 

while high cost of funds accounted for 36.42%. The bankôs cost of funds (proportion of 

interest paid on deposits to total customer deposits) stood at 6.48% in 2010, up from 

4.28% in 2009.  
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The proportion of the bankôs 

gross earnings that was 

channeled into operating 

expense decreased to 45.21% 

in 2010 down from 51.16% in 

2009.  
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