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REVISED GUIDELINES FOR FINANCE COMPANIES - 2002

1. INTRODUCTION

These Revised Guidelines are issued by the Central Bank of Nigeria [CBN] in exercise of the
of the powers conferred on it by the provisions of Section 28 of the CBN Act 24 of 1991 [as
amended] and in pursuance of the provisions of Sections 56-61 of the Banks and Other
Financial Institutions Act [BOFIA] 25, of 1991 [as amended]. The Revised Guidelines are to

regulate the establishment, operations and other activities of Finance Companies.

A finance company, unless otherwise stated, means a person or company licensed to carry on
finance company business. Finance Company Business means the business of providing
financial services for consumers and to industrial, commercial, or agricultural enterprises.

Such services include:

Funds management;

Equipment leasing;
Hire-purchase;

Debts factoring and securitistion;

1

2

3

4

5. Project financing or consultancy;

6. Debt adminigtration;

7 LPO financing;

8 Project financing;

9 Export financing;

10. Fnancid consultancy; and

11 Issuing of vouchers, coupons, credit cards and token stlamps and such other businesses asthe CBN
may, from time to time, designate.

Every company desiring to be licensed as a finance company shdl be a Asand done@basis and thus be

drictly limited to solely engaging in finance company business as defined above.



2. APPLICATION FOR LICENCE
Any person seeking alicencefor afinance company busnessin Nigeriashdl apply inwriting to the Governor
of the Centrad Bank of Nigeria. Such gpplication shdl be accompanied with the following:

1 A non-refundable gpplication fee of N10,000.00 [ten thousand Naira only] in bank draft, payableto
the Central Bank of Nigeria.

2 Depost of the minimum capita of N20 million (Twenty million naira only) in bank draft mede
payabletothe CBN. Thecapitd thus deposited together with the accrued interest will berdeased to
the promoters on the grant of thefind licence.

3. Satisfactory, verifiable and acceptable evidence of payment by the proposed shareholders of the
minimum capital of N20 million.

4. A copy of detailed feesihility report disclosing information that will include:

I. The objectives and ams of the proposed finance company.

i. The need for the services of the finance company.

il The specid services that the finance company intends to provide.

Iv. The branch expangon programme [if any] within the firgt five years.

V. The proposed training programme for saff and management successon.

Vi. A five-year financid projection for the operation of the finance company, indiceting its
expected growth and profitability.

Vil. Detalls of the assumptions upon which the financia projection has been made.

vii.  Theorganizationd gtructure of the finance company, setting out in detall, the functions and
respongibilities of the top management team.

IX. The compostion of the Board of Directors and the curriculum vtae of each member
including other directorships held [if any].

X. The conclusions based on the assumptions made in the feagibility report.

5. A copy of the draft Memorandum and Articles of Association.

6. A letter of intent to subscribe to the finance company, signed by each subscriber.

7. A copy of the ligt of proposed shareholders in tabular form, showing their business and resdentid
addresses [not post office addresses| and the names and addresses of their bankers.
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Names and curriculum vitae (CV) of the proposed members of the Board of directors. The Cvs
must be personaly signed and dated. The documents/items under paragraph (d) above.

No proposed finance company shdl incorporaeregister its name with the Corporate Affairs
Commission until awritten gpprova has been communicated to the promoters by the CBN, acopy
of which shdl be presented to the Corporate Affairs Commisson.

In congdering an gpplication for alicence, the Bank shdl require to be satisfied asto the following;

1 The Minimum paid-up capita of N20 million is acceptable and the source is verifiable,
satisfactory and acceptable.

2 The qudity of the management of the proposed company. The promoterswould be required
to submit the names and curriculum vita (cv) of the proposed top management team. The
CVsmust be persondly sgned and dated.

3. The earnings prospect of the company.

4. The objects of the company as disclosed in its Memorandum and Articles of Associaion
which should agree with the services listed in the provisons of Section 1 of these Revised
Guiddines

Theredfter, the Governor may grant alicence to a finance company.

The Bank may a any timevary or revoke any conditions of alicence or impose additiond conditions.

Where a licence is granted subject to conditions, the finance company shdl comply with those

conditionsto the stisfaction of the CBN within such period asthe CBN may deem gppropriatein

the circumstances. Any finance company theat failsto comply with such conditions shal be guilty of
an offence under BOFIA 1991 [as amended].

FINANCIAL REQUIREMENTS

The financid requirements, which may be varied whenever the CBN consders them necessary, are as

follows

1
2
3.

X
Minimum paid-up capitd - 20,000,000.00
Non-refundable Application fee - 10,000.00
Non-refundable Licensng fee - 50,000.00
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Non-refundable Annud Licensing Renewd fee - 20,000.00
(Payable on the first working day of each cdender year)

Change of Name fee - 10,000.00
DIRECTORS

The maximum number of directors on the Board of a finance company shdl be saven while the
minimum shdl bethree. To quaify for the position of adirector in afinance company, it is hereby
required that the person(s) must not be current employees or directors of banks or other financid
inditutions, except the finance company is promoted by the banks or other financid indtitutions and
arerepresenting theinterest of such inditutions.  In circumstances however, where current directors
or employees of banks o Other financid inditutions are proposed for the postion of Director, the
consent of their employers must be given in writing to the CBN.

The gppointment of new directors must be preceeded by CBN=s approval.

MANAGEMENT REQUIREMENTS

The following minimum qudlifications and experience are mandatory for officers who may occupy the

key/top management positions in the finance company.

1

Managing Director/Chief Executive- arecognized university degreeor professiond qudificationwith
at least 7 years post-qudification experience in rlevant fidds.

Departmental Head - arecognized university degree or professond qudification with at leest 5 years
post-qudification experiencein rlevant fidds.

Support gaff - shdl be qudified and be of proven aality.

A person with any other qudifications or experience that may be consdered adequate by the CBN
can hold any of pogitions([i], [ii] and [iii] within the organization.

CONDITIONSPRECEDENT TO THE COMMENCEMENT OF OPERATIONS

The promoters of afinance company shdl submit thefollowing documentsto the CBN before such
finance company is permitted to commence operations.

a A copy of the shareholders= regigter in which the equity interest of each shareholder is
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properly reflected [together with the origind for Sghting].

A copy of the share certificate issued to each shareholder.

A certified true copy of Form CO2 [Return of Allotments] filed with the Corporate Affairs
Commisson.

A certified true copy of Form CO7 [Particulars of Directors]|, and written confirmation that
the Board of Directors approved by the CBN has been ingtdled.

A cetified true copy of the Memorandum and Articles of Association filed with the
Corporate Affairs Commission.

The opening Statement of affairs audited by an approved firm of accountants practisng in
Nigeria

A certified true copy of the certificate of incorporation of the company [together with the
origind for Sghting purposes only].

A copy each of theletters of offer and acceptance of employment by management staff and
a written confirmation that the Management team approved by the CBN has been put in
place.

A letter of undertaking to comply with dl the rules and regulations guiding the operations of
finance companies.

Evidence of regigration with the finance company=s association umbrdla body.

The finance company shall inform the CBN of the location and address of its Head Office.

Thefinance company shdl beinformed inwriting by the CBN that it may commence business after
physica inspection of its premises.

The finance company shdl inform the CBN in writing of the date of commencement of business.

SOURCES OF FUNDS
The sources of funds of afinance company shdl condst of the following:

Shareholders= funds - paid-up capital and reserves.

Borrowings.
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While afinance company may borrow funds, it shal not take or accept deposits [as defined in section 61 of
BOFIA 25, 1991 [as amended].

8. RENDITION OF RETURNS
In compliance with the provisions of section 58[2]b of BOFI A 25, 1991 [asamended] thefollowing quarterly

returns are to be submitted by every finance company:
Statement of Assetsand Liabilities.

Schedule of Other Assets.

Schedules of Other Ligbilities

Profit and Loss account.

Schedule of Investments.

Schedule of balances held with banks,

Returns on Borrowings from other finance companies.

Returns on Borrowings from other financid inditutions.

© 0 N o g s~ 0w D P

Returns on Borrowings from individuas and non-financid inditutions

=
o

Returns on credits to other finance companies.

=

Returns on credits to other financid indtitutions.

12 Returns on credits to individuasnon-finencid inditutions.

13. Returns on other credits.

14. Returns on credits to affiliates.

15. Returns on non-performing credits.

16. Returns on off baance sheet engagements.

17. Returns on non-performing other assets.

18. Other returns as may be specified by the CBN.

All quarterly returns must reach the Director of Other Financid Indtitutions, (OFID) Lagos not later thanthe
14th day of the month immediatdly following the end of the quarter.  Biannud returnsmust dso be sent to
the Director, Other Financid Ingtitutions Department (OFID), Lagosto reach him not later than the 14th day
of the month following the end of the half year. The Managing Director/Chief Executive Officer and the
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Chief Accountant [or its equivaent] of the Finance Company shdl sign and attach to every return madeto
the CBN adeclaration of authenticity of its contents.

9. PUBLICATION OF AUDITED ACCOUNTS
Every finance company shal submit its audited financid statements and the doridged version of the accounts

to the Director of Other Financia Indtitutions for approva not later than four months after the end of the
company=sfinancid year. The Domestic Report on the Accounts from the Externd Auditors should be
forwarded to the Director, Other Financia I ngtitutions Department (OFI D) not |ater than three months after
the end of the accounting year. After gpprovd, the finance company shal publish theaccountsin &t least one
nationd dally newspgper. Every published account shdl disclosein detall the pendtiespaid asareault of the
contravention of BOF A 25, 1991 [asamended] and any policy guiddinesinforce during theyear in question
and the auditor=sreport shdl reflect such contraventions. Any company that failsto comply with any of the
above requirements will be lidble to a fine not exceeding x 20,000.00 each day during which the offence

continues.

10. PENALTIES FOR LATE OR FALSE/INACCURATE RETURNS OR OTHER
INFORMATION

1 For lateness in submitting a return/furnishing any information required, the pendty, shdl be afine of
x 2,500.00 for each day during which such failure occurs. Persstent failure/refusd to render returns
in the prescribed form may be aground for the revocation of a finance company=s licence.

2 Where the Bank considers it recessary, it may gppoint afirm of qualified accountants to prepare
proper books of account or render accurate returns, as the case may be, for the finance company
concerned and the cost of preparing the account or rendering thereturns shal be borne by thefinance
company.

3. If any Director or Officer of a finance company fails to teke al reasonable steps to ensure that
proper books of accounts are kept with respect to al transactions by the company at its Head Office
and/or at its branches, the CBN may impose on him afine not exceeding x 20,000.00. If any default
in this respect is caused by the wilful act of any Director or Officer of the Finance Company, the
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CBN may impose on him afine not exceeding x 100,000.00 or causetheremova of such Director
or Officer in order to protect theintegrity of thefinancid system. In addition, the Bank may impose
on the Finance Company such other penalties as are deemed appropriate.

11. PRUDENTIAL REQUIREMENTS

1. Capital Funds Adeguacy
The minimum Cgpitd/Risk Weighted Assats Ratio for each Finance Company shal be 12.5%.

Furthermore, afinance company isexpected to maintain aratio of not lessthan 1:10 between itscapital funds
and net credits. When any of the aboveratiosfal below the prescribed leve,, the Finance Company may not
do any or dl of the fallowing until the required ratio is restored:

1 Grant credits and make invesment.

2 Pay dividend to shareholders.

3. Borrow from the investing public.

In addition, the Finance Company may be required to submit within a specified period, a capitd
recgpitalization plan acceptable to the CBN. Failure to comply with the above may condtitute a ground for
the revocation of the licence of the finance company or such other pendties as may be deemed appropriate.
Finance Companies are enjoined to ensure that their shareholders= funds do not fal below the required
minimum paid-up capitd.

2. M aintenance of Capital Funds
Trandfer to Statutory Reserve from profit after tax shall be at a minimum of 15% until the Reserve Fund

equds the Paid-up Capitd and aminimum of 10% thereafter. The CBN may vary from time to time the
proportion of net profit trandferable to Statutory Reserves. No accretion shdl be made to the reserve fund
until:

1 All preliminary and pre-operationa expenses have been written off;

2 Adequate provison has been made for loan |oss/assets deterioration,

3 All identifiable |osses have been fully provided for.



il Payment of Dividend:
No Dividend shdl be pad until &fter:
1 All accumulated |osses have been fully absorbed and written off.

2 All preliminary and pre-operationa expenses have been written off.
3 Capita Adequacy ratio has been met.
4 All matured obligetions have been met.

Iv. Limit of lending to a Sinale Borrower

Themaximum loan by afinance company to any person or maximum investment in any venture by afinance
company shdl be 20% of the finance company=s shareholders= funds unimpaired by losses.

Any contravention will atract a pendty of x 100,000.00 on the finance company and afine of x 10,000.00 on
the directorsmanagers who faled to comply.

5. Borrowing Limits

The minimum amount which afinance company can borrow from any one person or corporate organization
isx 50,000.00, subject to atotal maximum limit for dl outstanding borrowings which should not bemorethan
10 timesthe shareholders= fundsunimpaired by losses. For contravention of thisrequirement, the Governor
may impose pendties on the finance company asin [10][iii] above.

vi.  Provision for Classified Assets

Each Finance Company shall review a least once every quarter itsloansand advances and other invesments
and make gppropriate provisions for loan losses or assets deterioration in accordance with the CBN

Prudentia Guiddines for Licensed Banks. Every Finance Company must send to the Other Financid

I ndtitutions Department every quarter aschedul e of |oang/investments showing the provisons medefor losses
or deterioration in the qudity of the loans/investments.

vii.  Contingent Items

The concept, use and treatment of Bankers Acceptances[BA S and Commercid Papers[CPg| asspecified
in Circular BSD/PA/4/97 dated 12/8/97 to banks and discount houses shdl gpply to finance companies.
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Limit of Investment in Fixed Assets

The maximum amount which afinance company caninvest in fixed assatsis 50% of itsshareholders= funds

unimpaired by losses. Any contravention, will atract a penaty not exceeding x 200,000.00 or sugpension of

any licenceissued.

iX.

Revaluation of Fixed Assets

Prior gpprova of the CBN must be obtained by any finance company before the recognition of the

revaugtion surplus on fixed assts in its books, taking into congderation the following:

1

12.

Thebassof the underlying fixed assetsvd uations must be Sated, and the va uation mede by qudified
professond vauers whose identity and qudlifications are Sated.

The difference between the market and the historic vaues of thedligiblefixed assetsbeing revalued
isto be discounted by 55%;

Revduetion of fixed assetsis gpplicable only to assets. [own premises only].

Therevauation of Fixed Assats (owned premisesonly) ispermissblewithin aminimum period of 5
years dfter the date of the purchase of the asset or the last revauation.
REQUIREMENTSFOR INCREASE IN SHARE CAPITAL

All increasesin share cgpita in any form must be gpproved by the CBN. Applicationin repect of thismust
be supported by the following:

N o g bk~ W DN P

Evidence of payment of stamp duty.

Board Resolution authorizing the increaese.

Corporate Affairs Commisson [CAC] regigtration of the increase.

Form CO2 showing the additiona capitd.

Share certificate issued to shareholders.

Photocopy of share register showing the entries of alotment.

Evidence of payment for the new alotment of shares by the shareholders [ photocopies of cheques
lodged should be attached]. No cash payment is dlowed.

Statements of accounts from banks reflecting the cheque lodged and cleared.

Vouchers showing evidence of internd transfer or payment for the right issues dlotted.
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10. L etters to shareholders conveying dlotment of shares.
11 Any other information that may be required or stipulated by the CBN.

13. DISCLOSURE OF INTEREST BY DIRECTORSAND OFFICERSOF FINANCE
COMPANIES
Every Director and officer of a finance company, who has any persond interest, whether directly or

indirectly, in an advance, loan or credit facility or proposed advance, loan or credit facility from the finance
company inwhich heissarving, shdl promptly declarethe nature of hisinterest to the Board of Directors of
the finance company and the declaration shal be circulated to dl the directors.

Every Director or officer of afinance company who holds any office or possesses any property whereby,
whether directly or indirectly, duties or interests might be created in conflict with his duties or interest asa
Director or Officer of the finance company, shal declare at a meeting of the Board of Directors of the
finance company, the fact and the nature, character and extent of such interests. Any Director or Officer
who contravenes either of these regulations shdl be liable to afine of x 100,000.00 or removd from office,

14. OPENING/CLOSING OF BRANCHES OF FINANCE COMPANIES

Prior approva of the CBN is required for the opening and closing of branches. If in contravention, the
finance company shal be made to pay afine not exceeding x 200,000.00 and the dosing/reopening of the
branch as the case may be and in addition, a fine of x 10,000.00 for each day during which the offence
continues.

15. DISPLAY OF LICENCE

A copy of aFinance Company=slicence shdl be displayed in a congpicuous postion & its Head Office as
well asinthebranches. In contravention, the finance company shdl be pendizedin linewith Section 60[i] of
BOFIA as amended.

16. DISPLAY OF INTEREST RATES

Every Finance Company shdl display on adaily bassin aconspicuous place & itsHead Officeand branches,

its rates of interest.
Interest rates shall be quoted on annua basisand not per month. 1n contravention, the finance company shall
beliableto afine of x 20,000.00 and N5,000.00 in addition for every day during which the offence continues or



such other pendties deemed appropriate.

17. INTERNAL CONTROLS
Every Finance Company shdl have an Interna Audit which should ensurethat the operations of the company

conformwith thelaw aswdl astoitsinterna rulesand regulations. Every fraud or attempted fraud must be
promptly reported to the Director of Other Financid Inditutions Department. Also a quarterly report on

Frauds and Forgeries affecting the company and any default in meeting any obligation to lendersor investors
shdl be submitted to the Director, Other Financid Indtitutions Department. Where no frauds/forgeriesand

defaults occurred during the quarter, aNil return shal beforwarded. The report shal bemede dong with the
quarterly returns on assets and ligbilities.  Failure to comply with this requirement will attract a fine of

X 25,000.00 per quarter.

18. APPOINTMENT OF CHIEF EXECUTIVE AND PRINCIPAL OFFICERS
The gppointment or replacement of the Chief Executive Officer or any of the Principa Officers of any

Finance Company must be cleared with the CBN before such gppointmentsare made. Wherethe turnover
of principa and senior officersis consdered to be unduly high or where the reason for leaving by an officer
suggests an attempt to cover up afraud or other illegd activity, or punish the officer for attempting to prevent
illegd activities, the CBN shdl cause an investigation to be conducted into the matter and other affairsof the
finance company as may be considered necessary. The report of such investigation or speciad examination
shdl determine the pendty to be imposad on the Finance Company concerned.

19. APPOINTMENT OF AUDITOR
Every finance company shdl gppoint an auditor to be gpproved by the Bank whose dutiesshdl beto meketo

the shareholders a report on the annud financid statements of the company and every such report shal
contain true and fair Satementsasto the mattersand such other information as may be prescribed fromtime
to time by the CBN.

20. SCHEMESOF ARRANGEMENT

No finance company shdl enter into any AScheme of Arrangement@with its creditors/investors without
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obtaining the prior gpprova of the CBN. Any finance company that is unable to meet its doligationsto its
creditorsor investors must submit its proposdsto restore liquidity or vigbility and for eventud settlement of its
outgtanding obligationsto the Director of the Other Financid Indtitutions Department for consderation and
goprovd. Falure to comply with this will atract a pendty of x 2,500.00 for each day during which the

contravention exists.

21. RESTRUCTURING AND REORGANIZATION OF FINANCE COMPANY
Except with the prior consent of the Governor, no finance company shdl enter into an agreement or

arrangement:

1 which resultsin a change in the control of the finance company;

for the sale, disposd or transfer of the whole or any part of the business of the finance company;
for the amalgamation or merger of the finance company with any other company.

for the recongtruction of the finance company;

ok W N

to employ amanagement agent or to transfer its business to any such agent.

22. RENEWAL OF LICENCE
Every licence shdl expire on 31t December of each year and shdl, on gpplication, be renewed within the
first quarter of the subsequent year a a non-refundable fee of x 20,000.00 or at such afee as may be

dipulated by the Bank from time to time, subject to its operations being satisfactory to the Bank. Failureto

renew alicence would attract savere sanctions, including revoceation.

23. PROHIBITIONS

No Finance Company shal:

1 Advertise for, solicit or, acoept money on deposit;

2 Ded in foreign currency;

3 Giveany credit facility or enter into any other transaction againgt the security of itsown sharesor the
shares of its holding company;

4. Pay any dividend on its shares without CBN=s prior gpprovad in writing;



24.

14

Engage in any business other than those for which it was licensed,

Remit ether inwhole or in part the debtsowed to it by itsdirectorg/officersor waveinterest thereon
without the prior approva of the CBN, in writing.

CONDITIONSFOR REVOCATION OF LICENCE

The grounds for revoking a licence granted to a finance company may be any or dl of the following:

1
2

© 0 N o O A~ W

25.

Submission of falseinformation/dataduring and/or after the processing of the gpplication for licence.
Engaging in functiongactivities outsde the scope of its licence as gpecified in Section 1 of these
Revisad Guiddines.

Persgtent failureto comply with request for information/dataiin theform required/specified by CBN.
Engaging in activities prgudicid to the Nigerian economy.

Failure to redeem matured obligations to customers.

Unauthorized shop closure.

Failure to comply with any directive issued by CBN.

Failure to renew operating licence within the sipulated period.

Any other act[s] which in the opinion of CBN condtitute]s] a violaion or a serious default.

GENERAL

Thelig of vaid licences may be published by the CBN from timeto time.

OTHER FINANCIAL INSTITUTIONSDEPARTMENT
CENTRAL BANK OF NIGERIA
LAGOS

SEPTEMBER, 2002






