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TO: ALL DEPOSIT MONEY BANKS AND DISCOUNT HOUSES

EXPANDED DISCOUNT WINDOW OPERATIONS

In order to ensure a robust operation of the discount window and in the process
provide effective and efficient guidance for the conduct of monetary operations, the
Central Bank of Nigeria hereby expands its discount window operations.

The key elements of the Expanded Discount Window operations include:

+« The provision of two categories of facilities, namely; the overnight standing
facility and the fixed tenor repo;

+ The increase in the tenor of borrowing from the window from overnight to 360
days;

+ The increase in the number of financial instruments acceptable as collateral in
the Window to include non-federal government securities.

+ The widening of the base of the financial markets from which the instruments are
drawn; and

+ The broadening of financial innovations to support the operations of the Discount
Window.

Details of the Guidelines on the Expanded Discount Window Operations are as
contained in the aftached document

All operators in the money market are to be guided by the provisions in the Guidelines,
and may wish to contact the undersigned if further clarifications are needed.

Director, Banking Operations Department
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FOREWORD

This Guideline is issued by the Central Bank ofeéMig (CBN) in exercise of its statutory
powers under section 30 of the CBN Act 2007.

Under the Guidelines, the Bank hereby expandsistsodnt window operations in order
to allow more robust processes of injection andogii®n of excess liquidity in the
money market.

The expanded discount window is introduced to admuoin-federal government
instruments as eligible securities. It is also mswre that the tenor of liquidity provided
under the discount window operations is extendethfovernight to maturities of up to
360 days.

For any further clarification on the Guidelinesgaimies can be directed to:

The Director,

Banking Operations Department
Central Bank of Nigeria

Abuja



CENTRAL BANK OF NIGERIA
Central Business Area,

Abuja.

PRIVATE MAIL BAG 0817: Garki Abuja

TELEPHONE: 0961638445
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INTRODUCTION

1. Following the liberalization of the financial matkeand the need to deepen the
securities market, the Central Bank of Nigeria kereise of its statutory powers hereby
expands the Bank’s Discount Window operations. Tikishrough the admittance of non-
federal government instruments. It also involveserding the tenor of liquidity provided
through the discount window from overnight to mates of up to 360 days. These additional
initiatives are expected to engender a more efficad effective financial resource flows and
intermediation. However, the basic policy thrusthae administration of the Discount Window
(DW) would remain that of the Central Bank of Nigeacting as a lender of last resort in
relieving liquidity shortages and absorbing exdeggdity in the banking system.

2. The Central Bank of Nigeria (the Bank) recognizest bpen market operations are the
primary means of effecting changes in the oveealél of bank reserves and the interest rates
in the inter-bank market. It will, therefore, conie to employ open market operations in the
adjustment of reserves. Nevertheless, the DW is@arp to serve as a supplementary
adjustment mechanism, especially for the instingiowhich may be facing liquidity
imbalances. It must be realized that access t®Wehas the implication of creating reserves,
and reserves should be created circumspectly if et@aoy control objectives are to be
constantly placed in adequate perspective.

GENERAL CONDITIONS GOVERNING THE DISCOUNT WINDOW (D W)
OPERATIONS

3. DEFINITION OF TERMS

Institutions: Banks and Discount Houses only.
Bank: Central Bank of Nigeria (CBN)

DMB: Deposit Money Banks

DH: Discount Houses

MPR: Monetary Policy Rate

DW (Discount Window):  The window through which the CBN grants standemying facilities
and outright advances to the DMBs and DHs.

NDIC (Nigeria Deposit Insurance Corporation} A body established to provide insurance for
private sector deposits in the DMBs.

SLF (Standing Lending Facility): An overnight advance available to DMs and DHs.

SDF (Standing Deposit Facility:  The deposit facility for institutions to placeeynight excess
funds with the CBN.



Repo (Repurchase Agreement): The sale of securities for immediate payment aed t
commitment by seller to buy back the securities latter date under an agreed term.

Bankers Acceptance (BA): A bill of exchange which is drawn on, and accepigda DMB.

Guaranteed Commercial Paper (GCP): An unconditional promise by the issuer to payh t
order of a person, a certain sum at a future date.

Guidelines: The Guidelines for the expansion of CBN’s Discowfihdow

Promissory Note A contract where one party (the maker or issoekes an unconditional
promise in writing to pay a sum of money to theeotfihe payee), either at a fixed or determinable
future time or on demand of the payee, under sipdeifms.

4. The operation and functions of the DW will coni to be based on the following
broad conditions:

(1) Lender of Last Resort Facility - Institutions sewkito utilize the DW must first fully
exhaust all alternative market sources. The DWbibd approached on a Last resort
basis only.

(i) Deposit Money Banks and Discount Houses shall actesDW only on secured basis.
Any credit must therefore be fully and adequatealilateralized by eligible securities
listed in paragraph 6 of this Guideline.

(i) Deposit Money Banks and Discount Houses may us®Weto obtain liquidity from
the Bank via repo or collateralized loans agaifigitde instruments.

(iv) Repo credit from the DW shall be for a period nateeding one year.

(v) Collateralized loans shall be on an overnight bsisugh standing lending facilities.

(vi) Credits at the DW must be with eligible instrumewtsose tenor shall not exceed one
year. In other words, such instruments shall besdhgualifying for secondary market

operations with the Bank.

(vii) Credits by way of an advance or outright borrowing must be fully secured by €eligible
instruments.

(viii) The eligible instruments at the DW will be ratedoigpriately and in line with the
prevailing economic conditions and the financialllwaeing of the issuer of the
security.



(ix) Advances or outright borrowing at the DW whilst qdately secured shall be priced
appropriately and the applicable rate of interest e governed by the prevailing
economic and market conditions. In any event, satbances shall attract a rate of
interest at the Bank’s MPR plus a margin determauettie discretion of the Bank.

ACCESS TO THE DISCOUNT WINDOW

5. All DMBs and DHs shall have direct access to@iW¢. The Bank through itBanking
Operations Department shall exercise good judgment and discretion inatieninistration of
the DW in order to ensure that the DW objectives raet. In particular, institutions may be
denied access to the DW in the following circumséan

(i) if the Bank observes an act of undue rate arbitiaglee operations of the institution’s
dealings;

(i) if an institution is found to have contravened pinevisions of the Bank’s monetary and
credit policy guidelines;

(i) if the Bank discovers that the institution is beewtrading or engaged in undue
mismatch of its assets and liabilities;

(iv) if there is contravention of the clearing housdesu

(v) if there is any contravention or non-observance padvisions of the prudential
guidelines;

(vi) If a DMB/DH under a holding action fails to comphyth the provisions of the holding
action.

ELIGIBLE INSTRUMENTS

6. The following instruments shall qualify for abgity at the DW:

I. Nigerian Treasury Bills
ii. Nigerian Treasury Certificates
lii. FGN Bonds

iv. NDIC Accommodation Bills
v. States Government Bonds
vi. Banker’'s AcceptancéSuaranteed Commercial Papers/Promissory Notes.
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vii. Any other instrument that may be approved by thekBeom time to time.
7. The first three instruments are securities iddmethe Federal Government of Nigeria,
while the others are the non-federal governmentrgezs. It must be noted that not all non-
federal government instruments will have automatigibility at the DW. The Bank will
maintain a list of the eligible instruments for Ddgerations. DMBs/DHs will be required to
satisfy certain prescribed conditions as contaimethe Annexure to this paper, in order to
have eligibility conferred on their instruments.rSaleration for applications from prospective
eligible authorized dealers will be open-ended.hSapplications should be addressed to the
Director of Banking Operations, Central Bank of &g, Abuja or Tinubu Square, Lagos.

NIGERIA TREASURY BILLS (NTBSs)

8. NTBs are the obligations of the Nigeriaov&nment. They are short-term securities
issued for various tenors up to one year. NTBssaued by auction in various denominations.
Interested investors usually make application farcpase of the bills through any authorized
dealer. The bills are issued in bearer form anthdok entry, and are therefore negotiable.
Because of the zero issuer risk, they are the rigsid and marketable money market
instrument in the Nigerian money market today.

9. An active secondary market is conducted daily atBank where two-way quotes in the
respective bill bands are made. However, unlikeptimaary market, the

Bills are sold to buyers in book-entry form in arde facilitate the transactions which are
enormous in value and volume. A secondary markeingst money market counter-parties
also exists where bills could be traded. NTBs hawtomatic eligibility at the DW. Holders
wishing to repo physical bills at the DW must spégiendorse those bills to the Bank. In the
case of book-entry holdings, an application dulgned by two authorized signatories is
required. All transactions are usually for same-dalpe and proceeds of discounted bills are
credited into the current account of the DMB/DHchat the Bank.

NIGERIAN TREASURY CERTIFICATES (NTCs)

10. Like treasury bills, NTCs are also obligatiasfsthe Nigerian Federal Government.
NTCs are medium-term money market instruments efy@ar and two-year maturities. NTCs
possess all the attributes of NTBs in the marketterms of risk and dealings, as well as
transferability and negotiability. Therefore, mumhthe provisions contained in the foregoing
paragraphs 9 and 10 relating to NTBs apply to NTCs.

FGN BONDS

11. FGN Bonds are sovereign obligations backed Hgy “tull faith and credit” of the
Nigerian Federal Government. They are long-ternt dedtruments with maturity greater than
one year issued on behalf of the Federal Governimettie Bank on the authority of the Debt



Management Office (DMO). They are issued at par aind coupon rate, as interest is paid
periodically.

12. Interested applicants and investors usually emagplication for purchase of the
instruments through DMBs/DHs. The instruments aseied in physical certificates or book
entry form.

13. The secondary market activities are at presentlucted on the floor of the Nigerian
Stock Exchange with the expectation of over thentautrading in the Bank. DMBs and DHs
wishing to rediscount physical instruments at th&/ Dmust specially endorse those
instruments to the Bank. In the case of book-enirigings, an application duly signed by two
authorized signatories is required. All transadicare usually for same-day value and
proceeds of discounted instruments are creditexthe current account of the DMB or DH
held at the Bank.

NDIC ACCOMODATION BILLS

14.  An Accommodation Bill is a bill to which a perscalled an accommodation party puts
his name to oblige or accommodate another persthowuti receiving any consideration for so

doing. The position of such a party is, in facgttbf a surety or guarantor. When a banker
discounts an accommodation bill he becomes a hédderalue and an accommodation party
is liable to a holder for value.

15. In exercise of its statutory obligations touresl banks, the Nigerian Deposit Insurance
Corporation (NDIC) is empowered by section 37 @) df the NDIC Act 2006 to accept an

accommodation bill with interest for a period neceeding 90 days maturity exclusive of

days of grace and subject to renewal of not moae flour times. An NDIC accommodation

bill is an eligible instrument at the DW and sudbilamust meet the following requirements:

() be drawn by an insured DMB;

(i) be drawn for a period not exceeding 90 days

(i) be signed by two authorized signatoriesghad bank;

(iv) bear on the face of the bill the acceptaniche NDIC with the authorized
signatories of the Corporation;

(v) be endorsed specially to the Bank by theE)M
(vi) the rate of commission (which should be eg3ed as a percentage on the

face value) payable on the bill shouldhbeeed between the DMB and
NDIC while the Bank shall be advised acaagty.



16. Provided the foregoing conditions are fullyiseed, the Bank will proceed to discount
the bill at the DW subject to the following:

) the applicable discount rate, which in any evetit gt be lower than the MPR will be
at the discretion of the Bank;

1)) the proceeds of the bill, net of NDIC commissioni|l we credited to the current
account of the bank at the Bank, under advice;

1)) at the maturity of the bill, the face value shaldebited to the account of the DMB;
iv)  in the event that the funds in the current accadirthe DMB are insufficient to cover
the face value of the bill at maturity, the enaraount shall be debited into the account

of the NDIC, under advice, but without formal netiand

V) all parties shall ensure that an accommodatiorohitle issued is not renewed for more
than a four-cycle period.

STATE GOVERNMENT BONDS

17. State Government Bonds are obligations of Stateernments or their agencies. Like

FGN Bonds, they are long-term debt instruments wigturity greater than one year. They are

also backed by full faith, credit and taxing powéthe State Governments issuing them.

18. The instruments will be accorded eligibilityta¢ DW subject to the following:

() Must be rated by a recognized rating agency.

(i)  Must have a minimum of “BBB” rating.

(i)  Must be secured by an Irrevocable Standing Pay@eder (“ISPO”) of the issuer as a
first charge upon, and payable out of the Statufdiycation of the State Government
and must be deductible at source.

(iv)  Must provide a Sinking Fund Account to be managed begistered Trustee.

(v)  Must be guaranteed by a DMB/DH.

BANKERS' ACCEPTANCE (BAS)

19. A Bankers Acceptance is a bill of exchange Wwh& drawn on, and accepted by, a
DMB. It usually arises from documentary or accepéaaredits which have been opened by a
DMB in favour of a customer who is the drawer of ®8ill. The customer may require short-
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term finance from a DMB to cover the movement obd®in home and overseas trade, or to
finance existing stock pending sale or procesddygplacing its acceptance on the bill, a DMB
IS accepting a contingent liability as well as giian indication that it will honour the draft
upon presentation at maturity. Being a three-waytspaper, BAs may command a low credit
risk in the money market.

20. To qualify for eligibility at the DW, an aggtance must be made by a DMB accorded

eligibility status by the Bank. The Bank will maam a list of those institutions whose

acceptances are eligible for discount at the DV (thteria for determining eligibility is

contained in the annexure to this Guidelines.) i dther hand, those accepted by a DMB

whose acceptances are not accorded eligibilitynat DW will be classified as ineligible

acceptances. A BA must satisfy the following coiodis:

0] the BA must identify the underlying transaction ¥amich the bill was drawn.

(i)  shall be self-liquidating and must not be for calpiturposes;

(i)  shall be drawn for an original tenor not exceediB@ days

(iv)  the bill shall not be payable outside Nigeria

(v)  the bill shall not be drawn on, or accepted by ewted parties or by a DMB with a
share holding link with the drawer. Connected partivill be informed where there
exists direct or indirect shareholding relationsagwell as common or inter-locking
directorship; and

(vi) the bill must have been purchased by DMBs/DHs tma&ing the bill a two-name
paper, namely those of the drawer, the accepting/descount house.

21. The tenor of borrowing shall not exceed that of th underlying BA.

22. The features of an eligible BA at the DW aratamed in the provisions outlined in
paragraphs 8 and 9 of the Annexure to this Guidelin

GUARANTEED COMMERCIAL PAPER (GCP)/PROMISSORY NOTES

23. A Guaranteed Commercial Paper is an unconditipromise by the issuer to pay to the
order of a person, a certain sum at a future ddte.instrument is issued in form of a Note
with a maturity of less than one year at a discduorh face value and must carry a bank’s
guarantee with the bank incurring a contingentiliigb

24. A Promissory Note is a contract where one péittg maker or issuer) makes an
unconditional promise in writing to pay a sum ofmayg to the other (the payee), either at a
fixed or determinable future time or on demandhef payee, under specific terms.
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25. To qualify for eligibility at the DW, a GCP musttsdy the provisions contained in the
foregoing paragraphs 20 and 21 relating to BAs.

TYPES OF FACILITY

26.There are basically two types of credit which available to eligible borrowers at the
DW. These are:

- Overnight Advancé&tanding Lending Facility (SLF) or Outright Borrowing
- Fixed Tenor Repo.

Eligible instruments may be repurchased by the Bartke DW. Such instruments shall not exceed a
maturity period of one year.

While Outright Advances shall be on overnight baBlspurchase Agreements shall be for
such periods as shall be stipulated by the Bank frme to time.

27.  Standing Lending Facility:

The CBN Standing Lending Facility (SLF) is an overnight advance available to deposit
money banks / discount houses. The facility is fully collateralized with a margin of 10 per
cent (for only FGN securities backed facilities) above the face value of the amount applied
for. For non-federal government securities, the Bank reserves the right to determine the
collateral margin after accessing the dating of the instrument.

: The following procedure shall apply in the gragtiof an overnight advance/SLF to a
DMB/DH:

) submission of an application for an overnightvaatce, addressed to the Director,
Banking Operations Department, CBN;

1)) the application shall state:

- the amount required, which shall not exceed 10% e applicant’s total assets
at the time of application;

- the purpose for which the advance is required;

- the date it is required;

i)  the application shall be accompanied by :
- a statement of the applicant’s assets as atltise of business the previous day;
- collateral in form of treasury bills, or othdigible collateral whose face value
should not be lower thatil0% of the advance;

12



ilv)  the interest on overnight advance shall be dedutted the advance and the balance
credited to the borrower’s current account with Baak;

V) the applicable interest rate which will be at tigccetion of the Bank shall not be lower
than theMonetary Policy Rate (MPR).

vi)  the over-riding consideration shall be that thedeww should be accessed only on a last
resort basis.

27. Each DMB/DH shall be eligible for an advancéyance in any day and at the close of
business. Any DMB/DH that accesses the CBN DW tamudently shall be subjected to

greater scrutiny by the Bank. The Bank shall naithée to impose penalty on any DMB/DH

should there be inappropriate utilization of theSkindow. The CBN may suspend or revise
the conditions of any one or both of the SLF ifiites not meet the overall objectives of the
Bank’s monetary policy stance.

Repurchase Agreement (Repo)

29. A Repurchase Agreement is a contract involnimg simultaneous transactions in a
single contract. It is the sale of securities famediate payment and the commitment by the
seller to buy back the securities at a later dabteler an agreed term. The Repo could be
viewed as a money market instrument in its owntrighthe extent that it allows an investor
the opportunity of suitable asset/liability strudtygj.

30. Transactions on a Repurchase Agreement coulditber a Repo (buy-back) or a
reverse (sell-back) depending on whether the triosais viewed from the standpoint of the
lender or the borrower of the funds. For purposethe DW facility the CBN will view a
transaction as a Repo, which is a creation of vesewhile a Reverse Repo is withdrawal of
reserves.

31. In the conduct of open market operations, Baek uses outright sales/purchases of
securities as well as repurchases transactionfiect @ither a permanent or temporary action
on bank reserves. Generally, central banks uses rafheir own initiative for monetary policy
purposes and not a means of making a secondaryetnarkan asset. This basic concept will
guide discount officers in the administration oé tRepo facility at the DW. In other words, a
perceived liquidity surplus in the system on anyg @ay or over a period could engender a
reverse action. Conversely, a shortage could eadlegpo action. Outside these two scenarios,
a repurchase transaction will be viewed strictlynasans of making a secondary market
trading.

32.  Whenever a repo transaction is undertakensas@dary market trading, the Bank will
view such transaction purely as a loan and thevielig conditions will apply:

0] The term of a repo shall be as prescribgthle Bank from time to time. The tenor shall
not exceed 360 days
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(i)  Arepo is viewed as a loan, albeit collatezetl. The applicable rate shall therefore be
market-driven. In any event, such rate shall ndbler than the CBNMPR.
All eligible securities at the DW will be allowddr repo transactions.

(i)  Repo shall not be granted alongside an overnigldrace.

(iv) The maximum allowable borrowing under a repo tratisa in DW shall not exceed
70% of the face value of the eligible security.isT¢lause is applicable to only the non-
treasury securities i.e. commercial bills and stgteéernment bonds.

33. Deposit money banks and discount house will be eligible for repo only once in any
one day at the close of business. The reason for the facility shall be explicitly stated.
Therefore, at 3:30 p.m. every day each deposit money bank /discount house shall inform the
Director, Banking Operations Department of the Bank of its position in the money market,
that is, whether it is short of fundsor has surplus funds.

34. TheBank reserves the right to disallow access to the ed@dudiscount window if:

(i) There is a perceived excess in the genexal lof bank reserves in the system.
(i) A DMB/DH is suspected to be involved in ragbitraging

(i) The supporting collateral is inadequate ennis of value and quality.

(iv) The DMB/DH's access to the DW, on cumulathasis, at any time is more than 50% of
the DMB/DH'’s shareholders’ funds unimpaired by kxss

PRICING AT THE DISCOUNT WINDOW

35. The pricing of instruments at the DW will bdlyumarket-based in order to disallow
any incidence of undue arbitraging.

36. In determining the applicable rate, due cogmeawill be given to prevailing market

rates such as the inter-bank market rates. As dad stated, DMBs/DHs seeking to utilize the
DW are expected to have fully exhausted all avéslaliernative market sources of funds.

CONCLUSION:

37. This guideline has been issued to assist moragiet participants in understanding the
facilities which are available at the Central BasfkNigeria Discount Window and shall be
reviewed from time to time as the need arises.
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BANKING OPERATIONS DEPARTMENT
CENTRAL BANK OF NIGERIA
ABUJA.

OCTOBER, 2008
ANNEXURE

CRITERIA FOR DETERMINING ELIGIBILITY OF BANKS WHOSE
ACCEPTANCES QUALIFY FOR DISCOUNT WINDOW (DW) SUPPOR T

This paper describes in general terms the condititrat must be satisfied by an
authorized dealer in order to become an eligibdatution.

1. The Bank shall maintain a list of those authoridedlers whose acceptances are
eligible for discounting at its DW. Any institutiamay therefore apply at any time to the
Bank for inclusion in this list.
2. To acquire an eligible status, an applicant nsasisfy the following performance
criteria consistently during the six months immeelia preceding the receipt of its
application:

()  Statutory minimum capital requirement;

(i)  Capital adequacy ratio;
(i)  Specified liquidity ratio;
(iv) Specified cash reserve;
(v)  Prudential Guidelines; and
(vi)  Sound management.
3. An assessment of each application will also talghzance of the following:
0] Track record-whether the applicant already &atemonstrated capacity as
well as a substantial existing acceptance busimesbe Nigeria money

market;

(i)  Whether the extent to which an applicant has bgmrabing as a market
maker or trading in eligible DW instruments is cdesed adequate; and

(i)  Views expressed by other market participants orugefulness of the role

undertaken by the applicant, especially with regdod inter-bank
transactions.
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4. An important performance criterion on the assessméran application is that an
applicant must have demonstrated active parti@pati the Nigerian money market. This is
meant to encompass an applicant’s volume of tragiredjgible DW instruments.

5. Institutions are expected to operate their curagnbunts at the Bank in a consistently
regular manner. The overdrawing of its CBN acco@without any supportable collateral
under the mandate facility) by an institution isiadication of its current or future inability
to promptly and fully satisfy its financial obligans. In this regard, applicants for eligibility
would be required to have conducted their CBN aotoin a most desirable manner over
the prescribed period.

6. The Bank in its dealings in the money market recgthe need to control the
composition and size of its own debt portfolio. TBenk will not impose any direct limit on
the volume of acceptance business written by dégifistitutions. However, for reasons of
prudence, it will exercise internal controls on gieportion of its own portfolio for which an
individual acceptor’'s paper may account. The Bawkilal therefore ensure that the volume
of each institution’s acceptances is not dispropoately out of line with its capital
resources. Furthermore, the Bank may limit the m&wf acceptances, which it may acquire
at any time, for purposes of monetary controls.

7. A DMB may apply for eligibility at any time. Theiglbility list will be revised from
time to time with a view to adding to, or deletifrgm, the list. An eligible bank, which
wishes to renounce its eligibility, is free to dpdiving notice to the Bank.

8. For a BA, GCP and Promissory Note to qualify débgibility at the DW, it must
conform to the following:
) its size should be 24cm by 13cm.
i) the name and logo of its accepting bank should lbarlg stamped and
endorsed on the face of the instrument.
i)  “Acceptance” by DMB should be clearly stamped andagsed on the face
of the instrument.
Iv)  Other endorsements should be clearly indicatedherréverse side of the

instrument.
V) Instruments traded in the market should be in tidmum denomination
of NSmillion.
9. The following documents should accompany any [BMAlIngs in Bankers
Acceptance (BAs); Guaranteed Commercial Papers gb@il Promissory Notes:
) Details of contract letters.

1)) Original instruments.

10. Standing Lending Facility:
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The CBN Standing Lending Facility (SLF) is an overnight advance available to deposit
money banks / discount houses. The facility is fully collateralized with a margin of 10
per cent (minimum) above the face value of the amount applied for.

Banking Operations Department
Central Bank of Nigeria

OCTOBER, 2008

17



