CBN, banks differ on closure of branches

Procedure to close unprofitable bank branches has set commercial banks against the Central Bank of Nigeria [CBN] in a new proposed legislation before the House of Representatives.

While some old generation banks said that banks should not be compelled to inform the CBN of their intention to close unprofitable branches, the apex bank supported the section of the new law that it must be informed before any branch is closed down for business.
Titled: “A bill for an Act to repeal the Banks and other Financial Institutions Act 1991 and to re-enact the Banks and other Financial Institutions Act, 2009 and for matters connected therewith, 2009, section 6 of the proposed bill states: “No bank may open any branch office anywhere within or outside Nigeria except with the prior consent of the CBN.”
First Bank of Nigeria PLC fired the first shot in its submission made by Kunle Adejorin, Head of legal Services that the proposed law is counterproductive.

“We believe that this provision is onerous for old generation banks like ours, who continue to carry and maintain in our books unprofitable rural branches they were compelled to establish under the now rested CBN Rural Banking policy.
“The point really is that since banks are profit oriented outfits, it makes no sense for them to continue to carry unprofitable branches in their books, simply because CBN would not sanction the closure of such branches. This is particularly so Micro-Finance Banks are in operation all over the country to cater for rural banking,” he argued.

But Governor of CBN, Lamido Sanusi defended the provision saying it was necessary to curb the excesses of Bank CEOs who have become Real Estate magnates at the expense of depositor’s funds.
“In some cases, the branches were not being opened for bank business but as real estate business for the CEOs. Some people were given branches they did not require. They were giving themselves the contracts either as people constructing or people who were landlords.

“They were paying themselves billions of money because it was much quicker than waiting to work hard and make money through the normal way.”
The CBN Governor also flayed the banks that were complaining that the CBN can not exercise strict regulation over depositors’ funds in their banks.

Sanusi also revealed that considering the abuses and recent crisis in the Capital Market, the CBN might soon put in place stricter regulations to restrict banks from trading in shares.
First City Monument Bank (FCMB) in its submission signed by Segun Tawoju, its Legal Counsel stated: “The threshold of 60 per cent of shareholders’ funds as maximum allowable loan to directors and significant shareholders of banks is very high. It is suggested that they be pegged at 10 per cent of paid up capital, or 10 per cent of the shareholders funds, whichever is higher.”
Also, Stanbiic/IBTC in its submission suggested that bank directors, managers and officers that violate the disclosure of interest provision in the proposed bill should be fined N10 million or face 3 years jail term.

The Chartered Institute of Banker said a new section should be added that will clearly regulate the relationship between banks and government and that it should include the banks’ recourse where government defaults in its financial obligation.
The bill was sponsored by Hon. Betty Apiafi [PDP] Rivers state.
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