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The absence of standards on shared services and transfer pricing arrangements
have resulted in uneven management of shared services in the banking
industry. These have raised concerns in relation to governance, financial and
tax issues.

Accordingly, the Central Bank of Nigeria (CBN) is developing a Guidance Note
to banks and other financial institutions on the initiation, evaluation and pricing
of shared services and other matters connected thereto.

The Exposure Draft is hereby issued for comments and observations. The
document may be accessed from the CBN welbsite: www.cbn.gov.ng

We would be pleased to receive- comments through the Director, Financial
Policy and Regulation Department, Cenfral Bank of Nigeria, Abuja by Friday
December 6, 2019. Softcopies of your comments may also be forwarded to
hiyole@cbn.gov.ng and cponyekwe@cbn.gov.ng
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1 INTRODUCTION

Nigerian banks with foreign parents and banks within the non-operating financial
holding company (HoldCo) participate in cenfralized or shared services
arrangements with their parent companies and other entities in the group. The
main drivers for sharing of services among group entities are the need to ensure
cost efficiencies, leverage existing expertise and maintain consistency throughout
the group. An intra-group charge is billed to the benefitting group members in
consideratfion of the services provided to them. = -

The absence of standards for the application of costs related To shored services
and ensuing pricing arrangements has resulted in uneven mcmogemen’r of shared
services in the banking industry and has been a source of concem for regulators,
especially in view of its governance, financial cmd Tox lmphcahons

This Guidelines is, therefore, issued fo prov1de gutdance To banks and other
financial institutions under the regulatory and superwsory purview of the Central
Bank of Nigeria (CBN) on the |n|’rio’rlon and evaluation of shared service
arrangements and other maiters con nec’red ’rhere‘ro It sets operational standards
for banks and other financial msh’ruhons in line with best practice and ensures
compliance with Executive Order§, o he‘ Federal Government of Nigeriq, signed
on February 12, 2018, which seeks ’ro promo’re the development of indigenous
capacity and local con’renf in Con’frocfs and science, engineering and
technology, as a necessary Tool to drive natfional competifiveness and
productivity.

This Guidelines, is’é‘l‘Jea in. exéﬁ;fcise of the powers conferred on the CBN under the
Central Bank of ngerla WAWCT 2007 (CBN Act) and the Banks and Other Financial
Institutions. Ac’r Cop B3, Laws of the Federafion of Nigeria, 2004 (BOFIA),
complemenfs The CBN's Guidelines for Licensing and Regulation of Financial
Holding Componles in Nigeria. It covers the general principles that guide shared
services c:rrcmgemen’rs in Nigeria, approved shared services, fransfer pricing and

regulo?ory reporting requirements.

The Guidelines shall be read in conjunction with the provisions of the CBN Act, the
BOFIA, other subsidiary legislations made under the Acts, as well as written
directives, notices, circulars, frameworks and other guidelines that the CBN and
other regulators in the financial services sector have issued or may issue from time
fo fime.



2 SCOPE/LIMITATIONS OF THE GUIDELINES

The provisions of this Guidelines shall apply to the following financial institutions:

Commercial banks;

Merchant banks;

Financial Holding Companies;

Other Financial Institutions;

Payment Services Banks; and

Other payment services as licensed by the CBN.

"0 Q00T

Provided that the financial institution is either:
(i) A parent company operating in Nigeria and Iicensed b’y__’rhe CBN; or

{ii}) A subsidiary company licensed by the CBN daa_;___(.:orrying on iis operations
in Nigeria. %

3 OBJECTIVES

The objectives of this Guidelines lnclude N

(i} To set out supervisory expecfo’flon m respect of shared services arrangements
between a parent company and its subsidiary.

(i} To ensure that. the fee:sé':received or paid are a reflection of the services

e 'ené'wé:;i?hgjl:ﬁnGnCiOI institutions comply with the extant transfer pricing
regulation in Nigeria.,

{iv]To reduce operational cost of benefitting institutions.
4 GENERAL PRINCIPLES

4.1 Financial institutions are expected 1o establish policies and procedures to
ensure that shared services are conducted at am'’s length. In particular, the



institutions should submit their shared services policies as approved by the
board to the Central Bank of Nigeria which should, at the minimum:

Detail the services to be shared;
Indicate how the services would be shared, ncluding the 1oles und
responsibilities of the parties involved;

Indicate the methodology for pricing shared services, including standards
for timely recording and settlement (including frequency of seﬁlemenT)
Specifty appropriate change management process mdlc:cn‘lng the
governance structure for reporting of exceptions to pohcy,

Be reviewed annuaily; and
Be subject to regular infernal audit oversight.

5 APPROVED SERVICES

5.1 A financial institution may, with the cx_pprc;Vd_l_:__of_f[ﬁe CBN, enter into Shared
Services Agreement with ifs parent company in‘respect of:

Human Resources serviceéﬁ‘

Risk Management serwces

Internal Control services;

Compliance serwcewsn

Marketing and Corpora’re commumcct’rlons

Information’ and Commumco’non Technology;

Legal services;

Focnt’nes (Ofﬂce Accommodation including Electricity, Security,
Ciednlng Services in that accommodation); and

Any oa‘hej[ services as may be approved by the CBN from time o fime.

Q@ "0 o000

Prov1ded ’rho‘r

The reC|p|em‘ entity does not have the expertise and capacity to carry
out these services; and

any other service provided outside the aforementioned SHALL NOT be
charged 1o the recipient enftity.



5.2

53

6.1

6.2

6.3

6.4

Financial institutions seeking to acquire technology on behalf of their foreign
subsidiaries shall allocate costs in a manner that is consistent with the
contribution of the subsidiary to the group in ferms of customer size/assefs.
This is without prejudice to the local regulation of the host country.

Financial institutions with foreign parents shall ensure that in the case of
technology fransfer, the agreements thereto shall expressly convey rights to
the local bank for the beneficial use of the technology.

GOVERNANCE

Itis the responsibility of the board of the relevant fmoncml tns’n’ruhon fo ensure

(i) approved Shared Services Agreemenfs are i hne WlTh extant laws and
regulations; and

(i) the institutions have appropriate. govemcxnce sTrucTures and policies in
place for the Shared Services Arrcsngemen’f

The board shall be respOnS’ibié for 'The oversight of shared service
arrangements and ensure the. reasonableness of fees charged for the
services. The board may.: however delegate the responsibility for the
monitoring and mc}ndgemem‘ &f shared services to an appropriate specific
board Commi’r’ree 5

Where a‘h&__e_:B'b“q__f&i'__c_i__e;i“egfﬁes oversight to a Board Committee, the Committee
must be_ h"eg__déd by an independent director.

Az Shc:tred Semces Agreement shall be execuied between the recipient
‘[ns’rn‘uhon and the provider company, and should at the minimum include:

L Commencemem‘ Clause

i. Agreement to Provide Services

ii. Scope of services

iv. Applicable costing methods

v. Compensation and Cost Sharing

vi. Reporting and Timing of Payments

vii.  Standards for Performance of Service
viii.  Access to Employees and Information

5



6.5

6.6

6.7

6.8

ix. Confidentiality

X. Notices

xi. Force Majeure

xii. Indemnification

xii.  Duration

Xiv. Termination (Termination for cause and Termination for

convenience)

xv. Dispute resolution mechanism/procedure
xvi.  Governing Law
xvii.  Capacity building
xviii.  Sovereign Immunity

xix. Generdl Provisions

The board of the recipient financial institution shall be rééponéib]e for the on-
going viability of a shared service, set performclnce gocﬂs and metrics, and
shall commission an independent firm to deferm;ne the efficiency of the
shared service arrangements on an Grmuoi bosw "'

All Shared Service Agreements mus’r"lhciude dﬁCl"duse requiring parties to the
agreement to review the Ggree-men’r ’ro reflect the recommendations arising
from the independent rewew of ‘rhe shored service arrangements.

The board of the reC|p1en1 lns‘rn‘u‘rlon shall inform the board of the provider
company, in d ’ﬂmelym anner, of any issues that may impact the ongoing
viability of the shared. sewlce orrcmgem(—:'mL or any significant deviation from
the Shared Serwce Agreemen’r

Financial® ms’n’rua‘lo:ns sholl demonstrate that the service to be shared is of
s’rro’regsc mpor‘rcmce to their institutions and would contribute significantly to
Th@_lr oveﬂr_qll?_ygsmn and mission.




6.9

6.10

6.11

6.12

7 TRANSFER PRICING

Financial institutions shall disclose in their annual report and website, the
services shared within the group and the importance of those services to
their institutions.

A financial institution that is the recipient of shared services shall ensure that
the benefits offered by the shared services meet the quadlity control
standards approved by its board. A financial institution shall retain the right
to review performance criteria for the services rendered by The shared
service provider. 2

All Shared Services Agreements involving foreign parents ond The|r ngerlcn
subsidiaries shall include a provision for capacity buﬂdnng The Nigerian
subsidiaries shall demonstrate that both the SUbSldlClrEeS ond their officials are
benefiting from the technical service ogreemenfs. G

It is the responsibility of the provider of shared semces To pay the salary and
allowances of the staff used to prowde shored serwces to other entfities in a

aroup.

7.1 Shared services W|Th|n*'c: group wheTher domestic or cross-border, have

implications for bott

e tax:payers (that is, provider and recipient entities).

The Federal Inlcmd Revenue Service Income Tax (Transfer Pricing) Regulations,
2018 (the Regu!c’nons) prowdes guidance on freatment of related party
’rronsochons s

7.2

FannCIGLln_ST[fUTIOHS are required to comply with the provisions of the
Regulcn‘lo

In"addition, they are required to note the following:

=The' Tronsfer pricing method applied, in line with Section 5 of the
Regulation, shall be clearly nofed in the Shared Services Agreement.
Accordingly, the permitied transfer pricing methods are as follows:

a. Comparable Uncontrolled Price {CUP) method:;
b. Resale Price method;

c. Cost Plus method;

d. Transactional Net Margin method;

7



8.1

8.2

8.3

8.4

e. Transactional Profit Split method;
f.  Any other method which may be approved by the CBN.

i. Shared service fees shall be documented for all fransactions between
the service provider and the recipient in the same manner as if they
were between unrelated parties. Such documentation shall not be by
mere journal entries or set-off against any other infer-company
account, and shall include confracts, invoices, bills or;"':’rher similar
documents.

it. Al Shared Services Agreements shall be entered into on Cm arm’slength
basis. That is, the tferms and conditions of the ogreemen’f shall be such
that it must be consistent with similar Ggreemem‘s reoched by unrelated
DCH'TIeS E .

REGULATORY REPORTING

The Shared Service Agreement, Glong Wn‘h the validation by an independent
firm, shall be submitted to ‘rhe CBN for Gpprovol

The report of an lnder:x—:'nc:i(—:'mL ’fhird party review of the fees and services
rendered, which must refl ct the éxtent of compliance with extant laws and
regulafions, mus’f__pe s.u‘_b =d to the CBN annuailly.

The Shared Serwce Agreemen? shall be reviewed yearly fo reflect current
economlc realmes ‘and submitted to the CBN for approval.

The: repor’r of. ’rhe independent review regarding the shared services must be
submlh‘ed cmnuolly to the Director, Banking Supervision Depariment, or the
Dlrec’ror .Other Financial Institutions Supervision Department, or the Director,
Payment System Management Depariment, for commercial, merchant
banks and financial holding companies, other financial institutions, or
payment service banks, respectively, not later than January 31 of each
accounting year. Other reports required by the section shall be submitted to
the appropriate Director not later than 15 days after they are approved by
the parties to the agreement.



9 COMPLIANCE

9.1 Allfinancialinstitutions having shared services arrangements within their group
shall comply with the provisions of this Guidelines.

2.2 Failure to comply with this Guidelines is an offence punishable under Section
65 of the Banks and Other Financial institutions Ast 1991 (as omended).

9.3 Failure to comply with the Guidelines may also render the- offscers of the
concerned financial institution liable to administrative sanchons h

10 GLOSSARY

S/N

TERM/PHRASE

Arm's lengih

This means ‘the principle that the conditions of a
confrolled transaction should not differ from the
conditions .. that “would have applied between
independent persons in comparable transactions
ccﬁﬁed oU”r under comparable circumstances.

Comparable Unconfrolled
Price Method ‘

Thfs s a meihod in which the price charged for
proper’ry or services fransfered in a confrolled
|'transaction is compared with the price charged for
“-f..‘:prope!”fy or services ftransferred in @ comparable
" uncontrolled transaction.

Cost Plus Method:.

This is a method in which the mark up on the costs
direcily and indirectly incurred in the supply of goods,
properiy or services in a conftrolled transaction is
compared with the mark up on those costs directly or
indirectly incurred in the supply of goods, property or
services in a comparable uncontrolled transaction.

FinoncidiiHblding Company

Financial Holding Company (FHC) is an “other
financial institution” licensed and regulated by the
CBN for the purpose of making and managing (for its
own account) equity investment in companies
engaged in the provision of financial services.

Independent Director

An Independent Bank Director is a member of the
Board of Directors who has no direct material

S




relationship with the bank or any of its officers, major
shareholders, subsidiaries and affiliates; a relationship
which may impair the director’'s ability to make
independent judgmenis or compromise the director’s
objectivity in line with Corporate Govemnance best
practices.

independent firm

This means an entity separate from:the shared service
provider or recipient, which.: has experience in
appraisal or valuation of serwces

Parent Company

A company that owns enough vo’nng sfock in another
firm to conftrol monogemem‘ .and  operation by
influencing or electing i_f[_s boprd of direcftors.

Provider institution/company

Aninstitution/ compcmy that renders shared services fo
other institutions withiri.the group under a shared
services Orrangemen’f

Redsonableness

This refers 1o fhe quality of being plausible or
occepa‘cable to areasonable person. What majority of
people consider as reasonable is that about which

“there is agreement, if not among all, at least among a
L subsTcmhoE number of people.

10

Recipient ins’ri’ru‘rion[.gi‘b"iiﬁ'ﬁ'q.:ny_:_:__'

An institution/company in a group that benefits from
shared services rendered by another institution within
the group under a shared services arranagement.

11

Resale Price Method

This means a method in which the resale margin that
a purchaser of property in a controlled transaction
earns from reselling the property in an unconitrolled
fransaction is compared with the resale margin that is
earned in a comparable uncontrolled purchase and
resale fransaction.

12

Shared services

Shared services are services provided by a member of
a group to one or more members of the group. Thus,
the funding and resourcing of the service is shared.

10




13

Subsidiary

A subsidiary is a company conirolled by another
company, usudlly referred to as the parent company
or the holding company.

14

Transactional Net Margin
Method

This refers to a method in which the net profit margin
relative to the appropriate base, including costs, sales
or assets that a person achieves in a controlled
transaction is compared with the net profit margin
relative fo the same basis Qchzeved in a comparable
unconirolled transaction TR

15

Transactional Profit Split
Method

This is @ method in which the divis'ibn 61‘ profit and loss
that a person achieves in.a con’rrolied fransaction is
compared with the leEsson ‘of..profit and loss that
would be achieved, when participating in
comparable Uncon’frolled Transcc’ﬂon

16

Transfer Pricing

Transfer prlcmg refers to The rules and methods for
pricing transactions within and between institutions
urzder common ownership or control.
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