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ADMINISTRATIVE LETTER TO ALL DEPOSIT MONEY BANKS (DMBs) AND OTHER 570
STAKEHOLDERS

EXPOSURE DRAFT OF THE GUIDE TO BANK CHARGES

The Central Bank of Nigeria (CBN) is currently reviewing the extant Guide to
Bank Charges (the Guide) which has been in use since January, 2004. The
review is intended to align the tariff regime in the banking industry with present
economic redlities and offer a platform for standard application of charges on
different types of banking products and services.

An important component of the review exercise was the development of a
minimum disclosure requirement that stipulates the information banks are
required to disclose to all customers prior fo the consummation of every credit

transaction.

In order to reduce misrepresentation and ambiguity, a Glossary of Terms has also
been developed to provide clear and simple definition of technical terms used
in the Guide.

The overarching goal of the review is to produce a Guide that is collectively
owned by all the stakeholders in the banking industry with the concomitant
feature that it wil accommodate the freedom of operators to charge
competitive prices, while protecting consumers from arbitrary and excess
charges.

In view of the need to carry along operators and other stakeholders, coupled
with the desire of the CBN to uphold the spirit of cooperation among regulators
it is essential to expose the draft Guide for the comments of relevant
stakeholders prior to its release to the industry.

Consequently, we hereby attach the Guide as exposure draft for comments
from stakeholders to enable the CBN finalize the document and issue same



subsequently. The exposure draft can be accessed at the CBN website
www.cbn.gov.ng

Your Comments can be forwarded in hard or soft copies. Hard copies should be
sent to the Director, Consumer and Financial Protection Department, Central
Bank of Nigeria, Abuja, while soft copies captioned “"Comments on the draft
Guide to Bank Charges” should be e-mailed to tyahmed@cbn.gov.ng and
doakoma@cbn.gov.ng within four (4) weeks of the date of this circular.

U. F. Shehu
Director
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(Draft)

CONSUMER AND FINANCIAL PROTECTION DEPARTMENT



PREFACE

The “Guide to Bank Charges” provides a standard for the application of charges on the
various types of products and services banks in Nigeria offer to their customers - individuals,
corporate organizations and governments (Federal, State, Local and their agencies).

Wide consultations with relevant stakeholders were considered in arriving at the charges
prescribed in the Guide. The intendment of this Guide is to enhance flexibility, transparency
and competition in the guided deregulated Nigerian economy.

Where a charge is stipulated as “negotiable”, banks are required to appropriately draw the
attention of their customers to it consequent upon which the two parties should mutually
agree on the applicable charge. All commissions, charges and rates stated in this Guide are

subject to relevant taxes.

Although the Guide provides for charges on various products and services of banks, it is not
exhaustive. Banks are mandated to present any new product, service and charge(s) not
covered by this Guide to the Central Bank of Nigeria for prior approval.

A glossary of terms is contained in pages 40-47, to provide readers with an explanation of the
words/terminologies used in the Guide.
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GLOSSARY

BANKING TERMS

DEFINITION

Access fees

These are fees charged by a financial insfitution for access
to its network or distibution/fransmission system.

Accepting bank/paying
bank

Bank which accepfts a Bill of Exchange by counter-signing
or endorsing it and thus incurs the legal obligation of
paying the bills amount on its maturity date.

The bank nominated in a letter of credit to accept or pay
drawings under that letter of credit. It can be either the
Issuing or the Advising/Confirming Bank.

Advance Payment

Gudrantee

A guarantee that enables the buyer to recover an
advance payment made under a confract or order if the
supplier fails to fulfill its confractual obligations. It is also an
irevocable commitment by a bank fo make payment if a
third party fails fo supply specific goods or services.

Advising

Act of conveying the terms and condifions of a letter of
credit to the beneficiary. The Advising Bank is the issuing
bank agent, usudlly located in the beneficiary country.
Advising also involves authenfication i.e. the Advising Bank
should take reasonable care to check the apparent
authenticity of the credit (UCP400 Art 9).

Advising Bank

The bank, usudlly in the exporters country, which advises
the terms of the letter of credit to the exporter (this need
not be the exporter's own bank).

Adyvising Commission

In inward letters of credit (export), this charge arises when a
local bank simply verifies the authenticity of the credit and
delivers same.

Advisory/Consultancy fees

Fees charged by financial institutions for advisory services.

Amendment

Alteration to the terms of a letter of credit; amendments
must stem from the applicant, be issued and advised to
the beneficiary; the beneficiary has the right to refuse an
amendment.

Annual Percentage Rate

It is a standardized method of quoting the effective interest
rate (actual cost of credit) on loans and advances. It
includes all fees and takes into account the continual
reduction of the principal amount through amortization.

Applicant

One who applies to his bank to issue a letter of credit; in
the majority of credits issued the applicant is an importer of
goods.
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BANKING TERMS

DEFINITION

Appraisal fees

This is the fee charged by a professional to estimate the
market value of a property. This is usually charged as a
fixed amount or a percentage of the estimated value.

Assignment of Proceeds

The assignment (fransfer) by the exporter to their right to
part or all of the proceeds of a letter of credit to a third
party (usually the supplier of the goods).

Back-to-Back Letter of
Credit (LC)

Back to Back letter of credit is an imevocable LC which
serves as collateral for another LC. The advising bank of
the first LC becomes the issuing bank of the second LC. It is
also called counter credit or reciprocal LC.

Bank Guarantee

A type of guarantee in which a bank promises o repay
the liabilities of a debtor in the event that the debtor is
unable to pay. The guarantee is usudlly on the bank’s
letter-headed paper and is signed/sealed in line with the
agreed terms,

Bankers Acceptance

A BA s a draft drawn on and accepted by a bank,
uncondifionally ordering payment of a certain sum of
money at a specified fime in the future to the order of a
designated party. Since the instrument is negofiable, tifle to
it is transfemed by endorsement. It is a marketable
instrument and allows a bank to finance its customers
without necessarily utilizing its loanable funds. Instead,
funds are provided by investors who are wiling to
purchase these obligations on a discounted basis.

Beneficiary

A payee or recipient, usually of money. A party in whose
favour a letter of credit is established, usually the exporter.

Bid/Tender Bond or

Security

Bid

A bond/document purchased by a company or
individual (bidding on a large project or sale) in order to
demonstrate that the company has sufficient funds to
complete the transaction for the price quoted in the bid,
should the company be selected fo execute that
transaction. The bond/document guarantees that the
bidder wil not be prevented from fulfiling the contract by
availability of funding.

Bills for Acceptance

This is a bil drawn between the drawer and the drawee
which confers liability on the drawee before a fransaction
can take place.

Bills for Collection

A Bill for collection provides the frading parties, i.e. buyer
and seller, with a compromise between open account
and advance payment terms for the setflement of import
fransactions.

Bills Payment

A process used by financial institutions to collect payments
for utilities (such as water bills, cable subscripfion payments,
etfc.), usually via e-banking channels.
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BANKING TERMS

DEFINITION

Card Issuance fees

Fees charged by banks for the issuance of e-cards such as
ATM cards, MasterCard, efc.

Cheque

A negotiable instrument drawn against deposited funds, to
pay a specific amount of money to a specific person
upon demand. Examples include bils of exchange and
drafts.

Cheqgue Indemnities

This the assurance issued by the drawee to a third party,
stating that the drawee will honour a cheque issued by o
drawer in the event of the inability of the drawer fo effect
the payment of the cheque.

Clean Bill

A bill of lading issued by a carier declaring that the goods
have been received in an appropriate condition, without
the presence of defects. The product canier will issue a
clean bil after thoroughly inspecting the packages for any
damage, missing quantities or deviations in quality.

Collecfion Charge

Cheques

on

The fee which a financial institution charges for the
collection of money from the account of the drawer.

Collecting Bank

The bank to which a person has deposited a cheque.
Such a bank has the duty to collect the money from the
account of the writer of the cheque.

Commercial Papers

A Commercial Paper is an unconditional promise by a
person to pay fo the order of another person a certain sum
at a future date. Such an instrument may or may not cany
the bank's guarantee.

Commitment Fees

Fee charged by financial institutions to keep a line of credit
open (e.g. forinternal guidance facilities).

Commission on Transaction

A fee charged by a financial institution for facilitating a
withdrawal by its customer.

Confirming/Confirmation

Act of a bank other than the Issuing bank assuming the
liability for honouring a letter of credit following receipt of a
complying presentation. Confimation is normally added
at the request of the Issuing Bank.

Confirming Bank

The bank which adds its '‘confimation’ (or imevocable
undertaking to pay) to that of the Issuing Bank. If no
confimation is added the letter of credit is unconfimed.

Contingent Liability

A liability that arises only under specified conditions, e.g.
When a bank opens a letter of credit it incurs an obligation
to make a future payment on condition that the terms are
fully met.

Counter Cheque

This is a bank printed cheque provided to customers
whose cheques are not available at the point of
withdrawal from the curmrent/checking account.

Credit Bureau

This is a company that collects information from various
sources and provides consumer credit information on
individual consumers for a variety of uses.
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DEFINITION

Credit Reference Report

A report containing detailed information on a person’s
credit history including identifying information, credit
accounts and loans, bankruptcies and late payments, as
well as recent inquiries. It can be obtained by prospective
lenders with the borower's pemission fo determine his/her
credit worthiness.

Daily Balance

The closing balance in a savings or deposit account in any
given day.

Default Rate

This is the interest rate that financial institutions charge for
failure of their customers to make payments on loan
obligations as at when due, including late payments to
their credit lines.

Discountable Instruments

This are investable insfruments such as Treasury bills and
other Federal Government short term debt insfruments in
which interest is eamed upfront. Liquidity is guaranteed by
the CBN for this instruments and is redeemable at any
point in fime through any authorized dealer (Banks and
discount houses)

Discrepancy

Any deviation from the terms and conditions of a lefter of
credit, or the documents presented there under, or any
inconsistency between the documents themselves.

Documentary Bill

Often used in intemational frading to mean a bil of
exchange or commercial draft that is presented for
payment usually along with other required documents
such as certificate of insurance and certificate of origin.

Endorsement

The legal fransfer of fifle of a document by signature,
usually, but not necessarily, on the reverse.

Equipment Leasing

This refers to an arangement that allows one party fo
purchase an equipment and then lease it fo another party
for an agreed upon cost. Usually the ownership of the
equipment remains with the purchaser with an opfion to
be transferred to the lessor upon the expiration of the lease
period and upon the possible exercise of a buyout clause.

Establishment Commission

ls @ commission charged when a bank initiate an outward
letter of credit underimport.

Expiry Date

Last date on which the beneficiary can fulfil the terms of
an agreement, faiing which the agreement becomes
invalid.

Facility Restructuring fee

Fee charged when a borrower request fo change terms
and conditions of existing facility. This will usually apply
when there is need fo renegotiate a debt.

43




BANKING TERMS

DEFINITION

Foreign Cheque Purchase

This is a service in which value is given on a foreign cheque
deposited info an account before the cheque clearing
processes are completed.

Form M This is an applicafion form to import goods into Nigeria, the
form is processed through any authorized dealer bank
irespective of the value of the goods and whether
paymentis involved or not.

FPRD Financial Policy and Regulation Department — A

department in the CBN.

Handling Commission

Banking commission charged in processing both outward
and inward letters of credit.

Honour

The discharge by a bank of its obligafions under a letter of
credit following its receipt of documents that comply with
the ferms of the letter of credit, UCP600 and standard
inferational banking practice. This is done by paying at
sight if the credit is available by sight payment, incuriing a
deferred payment undertaking and paying at maturity if
the credit is available by defered payment or accepting
a bil of exchange drawn by the beneficiary and paying at
maturity if the creditis available by acceptance.

lssuing Bank

The bank that opens a lefter of credit at the request of ifs
customer, the applicant.

Indemnities

An undertaking given to compensate for (or to provide
protection against) injury, loss, incurred penalty or from @
confingent liability.

Insurance Debt

Payment of insurance premium on behalf of the bank
customer to the insurgnce company.

Inward telegraphic fransfer

This is the receipt of funds by SWIFT/Telex from an overseas
party. It allows the receipt of funds in various currencies dll
over the world.

Letters of credit

A wiitten commitment fo pay, by a buyers or importers
bank (called the issuing bank) to the sellers or exporters
bank (called the accepting bank, negotiating bank or
paying bank). LCs guarantees a payment of a specified
sum in a specified curency provided the seller meets
precisely defined condifions and submits the prescribed
documents within a fixed time frame.

Maintenance Fee

Banking fee on electronic cards charged annually in line
with agreement where applicable.

MPR (Monetary Policy
Rate)

This is the baseline interest rate set by the CBN to confrol
the amount of money in circulation at any given fime. A
higher MPR shrinks money supply whie a lower MPR
expands money supply.
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NEFT (NIBSS Electronic This is an electronic payment system that enables the

Funds Transfer) execufion of fransfer instruction between banks on the
NIBSS platform.

Negotiation Negotiation means the purchase by the nominated bank

of draffs (drawn on a bank other than the nominated
bank) and/or documenfs wunder a complying
presentation, by advancing or agreeing to advance funds
to the beneficiary on or before the banking day on which
the reimbursement is due to the nominated bank. Mere
examination of the documents without giving value does
not constitute a negotiation.

Negotiable Loan/contract

A negofiable loan/confract is one whose terms can be
decided by agreement between the parties to the
loan/contract.

Negotiation of Documents

Refers to a situation where LC documents are scrutinized
as per intermational standard of scrutiny and discrepancies
are found with the LC terms. The negotiating bank may
opt to give value by paying or incurning a defered
payment obligation as per the LC provided the
beneficiary undertakes to indemnify the negofiating bank
in the event of rejection of the LC by the opening bank

NIBSS (Nigeria Infer-bank
Settlement System)

This is an institution that provides the infrastructure for
automated processing, settlement of payments and fund
transfer insfruction between banks, discount houses and
card companies in Nigeria. It is owned by deposit money
banks and the CBN. Discount houses also have shares.

OD (Overdraft)

Loan arangement under which a bank extends credit up
to a maximum amount (called overdraft limit) against
which a curent (checking) account customer can write
cheques or make withdrawdls.

Past Due

Bil or loan that has not been paid on the maturity
date/due date.

Payroll Solution

This is a computerized payroll software that performs
payroll processing dufies such as salary payments, wage
deductions, tax calculations etc.

Per Mile

This means a tenth of a percent or one part of a thousand.
Itis computed as 1/1000 or 0.001%.

Performance Bond

A written guarantee from a third party guarantor (usually a
bank) submitted to a principal (client or customer) by a
confractor to ensure the payment of a sum of money
(usually covering 100% of the contract sum) in case the
contractor fails in the full performance of the contact.

Presentation

Act of requesting the importers payment/ acceptance of
an import bill or, in UCP&00 terminology. either delivery to
the Issuing Bank, Confiming Bank or other Nominated
Bank of documents for honour under a letter of credit, or
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DEFINITION

the documents so delivered.

Prevailing Interest Rate

A term used by financial institutions to describe the
average interest rate being charged by lending insfitutions.

Processing Fees

Money paid to lenders by bomows for collecting needed
information fo setup credit facilities.

Promissory Notes

Is a written, signed unconditional promise by one party
(the issuer) to pay a determinate sum of money to the
other (the payee) either at a fixed or determinate future
time or on demand by the payee under specific terms.

Revalidation

Official approval or confimation of a document after a
change has been effected on the same document.

Revolving Credit

A credit automatically reinstated after each drawing or
upon receipt of authorization from the letter of credit
issuing bank, with limits as fo the duration of the facility and
as to the (cumulative or non-cumulative) amount involved
for each drawing.

Sight A bil payable at sight is payable on presentation to the
drawee, i.e. on demand.

Standby Credit This may be established as security for facilities granted at
another branch or bank, usually to a subsidiary of the
standby letter of credit applicant.

Usance Bill A Bill of Exchange which allows the drawee a term or

period of credit (this period is also called usance). The term
is usually stated in days (e.g. 30 days) or months and starts
either from the date of the bill (e.g. 30 days date) or from
the date of bil of lading, or from sight by the drawee (e.g.
30 days sight) which in practice means from the date of
acceptance.

Unauthorized OD

If an account becomes overdrawn without the bank’s
prior permission (that is: go into an unauthorized overdraft
or exceed your authorized overdraft limit) the bank will
impose penalty charges. e.g late repayment of Loan
facility.
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MINIMUM DISCLOSURE REQUIREMENTS IN OFFER LETTERS FOR

LOANS
1. CONSUMER LOAN

This encompasses the various types of loans given to individuals either to
finance the acquisition of an asset or to execute personal projects. Some of
these loans are unsecured and are based on the borrower’s ability to repay.

(a)Unsecured personal loans;
(b)Secured personal loans;

(c) Computer loans;
(d) Auto loans;

(e) Other forms of bridging finance availed to borrowers.

S/N DISCLOSURE
REQUIREMENT

] Name and address of This includes the name, address and day-time

creditor contact details of the borrower.

2 Item financed This states the consumer good(s) to which the bank is
financing.

3 ltemization of amount This gives a breakdown of the item(s) being

financed financed.

4 Annual percentage rate | This is the interest rate which will be charged by the

(APR) bank on the amount disbursed.

B Variable rate information | This should clearly state the possibility of increase in
rates in line with money market conditions. It should
also outline the bank’s responsibilities in the event of
a movement in rates, including the means and
timing of its notification to the customer.

6 Payment schedule The bank should also disclose with details, all
necessary repayment information including the
monthly, quarterly or other repayment sums as was
agreed with the borrower.

7 Prepayment Terms This includes all information the borrower needs to
know during the consummation of the facility, such
as the customer's rights (and penalties) in the event
of his decision to pay off the facility before its
expiration, etc.

8 Late payment policy This should detail all penalties that will be suffered by
the borrower in the event of default.

9 Collateral The bank will be required to disclose the property,

47




goods, shares and/or other assets pledged by the
borrower as security for the facility.

10 | Insurance requirements |[The bank is expected to disclose the nature of
(where applicable) insurance policy required for the facility.

11 | Repayment terms This includes all information the borrower needs to
know before the consummation of the facility, which
includes information such as the bank's right to call
in the facility (in the event of certain occurrences),
etc. .

12 | Loan tenor This spells out the approved duration for the facility.

13 | Conditions precedent to | This details all requirements which must be fulfilled by

drawdown the borrower before drawdown on the facility. Such
information includes the submission of Insurance
documents, perfection of collateral documentation,
etc.
2. MORTGAGE LOANS
S/N | DISCLOSURE
REQUIREMENT

1 Name and address of This includes the name, address and day-time

creditor contact details of the borrower.

2 Description property This should describe location and other features of

financed property being financed by the bank.

3 ltemization of amount This gives a breakdown of the item(s) being

financed financed.

4 Annual percentage rate | This is the interest rate which will be charged by the

(APR) bank on the amount disbursed.

5 Variable rate information | This should clearly state the possibility of increase in
rates in line with money market conditions. If should
also outline the bank's responsibilities in the event
of a movement in rates, including the means and
timing of its notification to the customer.

é Payment schedule The bank should also disclose with details, all
necessary repayment information including the
monthly, quarterly or other repayment sums as was
agreed with the borrower.

7 Prepayment Terms This includes all information the borrower needs fo

know during the consummation of the facility, such
as the customer’s rights (and penailties) in the event
of his decision to pay off the facility before its
expiration, etc.
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8 Late payment policy This should detail all penalties that will be suffered
by the borrower in the event of defaulf.

9 Collateral Usually, the security for the loan is the property
being financed.

10 Insurance requirements | The bank is expected to disclose the nature of

(where applicable) insurance policy required for the facility.

11 Repayment terms This spells out the approved duration for the facility.

12 Loan tenure This details all requirements which must be fulfilled
by the borrower before drawdown on the facility.
Such information includes the submission of
Insurance documents, perfection of collateral
documentation, etc.

3. OVERDEAFTS

S/N | DISCLOSURE

REQUIREMENT

1 Name and address of This includes the name, address and day-fime

creditor contact details of the borrower.

2 Reason for the loan This should describe the customer's needs which
the overdraft is aimed to finance.

3 Overdraft limits The limits on the OD line should be clearly stated.

4 Annual percentage rate | This is the interest rate which will be charged by the

(APR) bank on the amount disbursed.

5 Variable rate information | This should clearly state the possibility of increase in
rates in line with money market conditions. It should
also outline the bank's responsibilities in the event
of a movement in rates, including the means and
timing of its notification to the customer.

) Late payment policy This should detail all penalties that will be suffered
by the borrower in the event of default.

7 Collateral Usually, the security for the loan should be clearly
stated.

8 Insurance requirements | The bank is expected to disclose the nature of

(where applicable) insurance policy required for the facility.
9 Repayment terms This spells out the approved duration for the facility.
10 Loan tenure This details all requirements which must be fulfilled

by the borrower before drawdown on the facility.
Such information includes the submission of
Insurance documents, perfection of collateral
documentation, etc.
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MINIMUM DISCLOSURE REQUIREMENTS IN AN OFFER LETTER
FOR CREDIT FACILITIES
GENERAL REQUIREMENTS**

S/N

1

Name of borrower

This includes the name of the borrower.

2

Contact details of the
borrower

This should clearly state the address (location),
telephone number, email, etc. of the
borrower.

Credit type

This states the type of facility approved for the
borrower.

Purpose of the credit

This states the reason for which the facility is
granted.

Amount

This is the amount approved for the facility.

Collateral

The bank should disclose the asset pledged by
the borrower as security for the facility (e.g.
shares, landed property, cash, etc.).

Loan tenor

This spells out the approved duration for the
facility.

Interest rate

This is the annual interest rate to be charged
by the bank on the amount outstanding
(except for overdrafts).

Variable rate information

This should clearly state the possibility of
changes in rates in line with money market
conditions. It should include notification and
time lines for concurrence by customers to the
changes. The new rates (both increase and
decrease) can only apply 48 hours after the
nofification. The variable rate information
should also outline the bank’s responsibilities in
the event of such movements in rates.

Fees and commissions

The fees and commissions are as contained in
the Guide. These should be stated in
percentage and Naira terms.

10

Repayment terms

This should state the frequency (i.e. monthly,
quarterly, bullet etc.) of repayment of
principal and interest on outstanding balance.
It should also state the date on which the
repayments fall due.
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Repayment schedule

The bank should provide in defails, the
periodic amounts to be repaid by the
borrower within the tenor of the facility.

12 Early Liquidation Terms This includes all information the borrower
needs to know, including rights/obligations, or
penalties, in the event of liquidation of the
facility, before the expiry date, in line with
Guide.

13 Late repayment This should detail all penalties that wil be
borne by the borrower in the event of default,
in line with the Guide.

14 Insurance requirements | The bank is expected to disclose the nature of

(where applicable) insurance policy required for the facility.
15 Conditions precedent to |This details all requirements which must be

drawdown

fulfilled by the borrower before drawdown on
the facility. Such information includes the
submission of Insurance documents, perfection
of collateral documentation, acceptance of
loan offer letter, etc.
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** The following are additional conditions that may be required for specific
contingent liabilities:

MINIMUM DISCLOSURE REQUIREMENTS FOR CONTINGENT

LIABILITY
PRODUCTS DISCLOSURE REQUIREMENTS NARRATION
Bid Bond -Bank should issue offer letter

stating all terms and conditions;

- Where customer provides cash —
Place in an investment account at
an agreed rate;

-Where bank provides funds -
Parties should agree on a rate;

- Transaction dynamics

Performance - Issue offer letter stating all terms
Bond and conditions, based on risk
assessment
Advance - Issue offer letter stating all terms
Payment and conditions, specifically
Guarantee utilization of proceeds to be

received;
- Appointment of quantity
surveyor/expert
Bank Guarantee - Issue offer letter stating all terms

and condifions, most importantly
when risk crystallizes;
-Move to investment account,
where customer provides funds.

Indemnities - Issue offer letter stating all terms
and conditions and specify when
risk crystallizes.
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