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CBN revises NOP to curb foreign currency exposures

Yesterday, the CBN issued a circular, noting the growth in foreign currency exposures of banks
through their net open position (NOP). Effectively, the CBN sees an incentive for banks to hold
excess long FX positions, exposing themselves to exchange rate volatility and increasing risk. In
response, the apex regulator has introduced prudential requirements to manage these risks and avoid
losses.

The prudential requirements are as follows:
1. Prudential Requirements

a. The NOP limit of the overall foreign currency assets and liabilities taking into
cognizance bothe those on and off-balance sheet should not exceed 20% short or 0%
long of shareholders funds unimpaired by losses using the Gross Aggregate Method.

b. Banks whose current NOP exceed 20% short and 0% long of their shareholders fund
unimpaired by losses are required to bring them to prudential limit by February 1, 2024
(today).

c. Banks are required to compute their daily and monthly NOP and foreign currency
trading position (FCTP) using templates provided by the CBN.

d. Banks are also required to have adequate stock of high-quality liquid foreign assets,
i.e. cash and government securities in each significant currency to cover their maturing
foreign currency obligations. In addition, banks should have in place a foreign
exchange contingency funding arrangement with other financial institutions.

The prudential requirements stipulate a 0% limit on NOP, implying that banks must retain FX assets only
up to the value of their total FX liabilities, otherwise, a 20% short position i.e. excess FX liabilities up to
20% the value of the bank’s unimpaired shareholder’s funds.

The immediate impact of this policy is that any banks currently running long FX positions will be forced to
sell down their excess FX positions to comply with the directive. In theory, this should increase FX
liquidity, if only briefly, while also reducing the demand from banks for FX in the near term at least.

It is also important to highlight that the calculation for NOP is mandated as using the Gross Aggregate
method, which includes both on-balance sheet items such as loans and securities, and off-balance sheet
items such as cross currency swaps and forward contracts.

A potential implication of this policy is that banks may have to resort to creative methods in order to meet
FCY obligations, such as accessing offshore credit through bilateral partners, otherwise they could be
forced to source their FX at prevailing market rates on a case-by-case basis.

In terms of the new policy’s effect on earnings, banks will likely report significant realised FX gains in
their 1Q earnings figures, as they sell down their excess currency positions. However, in the coming
periods, they will likely record weaker unrealised FX gains as well as some trading losses related to
having to purchase FCY at the prevailing rate from the open market.
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Furthermore, the circular also highlights other requirements, namely:
2. Other Requirements

a. Banks should borrow and lend in the same currency (natural hedging) to avoid currency mismath
associated with foreign currency risk.

b. The basis of the interest rate for borrowing should be the same as that of lending i.e. there should be no
mismatch in floating and fixed interest rates, to mitigate basis risk associated with foreign borrowing interest
rate risk.

c. With respect to Eurobonds, any clause of early redemption should be at the instance of the issuer and
approval obtained from the CBN in this regard, even if the bond does not qualify as tier 2 capital.

d. All banks are required to adopt adequate treasury and risk management systems to provide oversight of all
foreign exchange exposures and ensure accurate reporting on a timely basis.

e. Banks are expected to bring all their exposures within the set limits immediately and ensure that all returns
submitted to the CBN provide an accurate reflection of their balance sheets.

The CBN’s instructions could potentially reduce the banks interest earnings, as the CBN has asked for rate harmonisation in
order to mitigate basis risk. This would likely mean a more volatile rate for currency based borrowing and lending, potentially
limiting their ability to maximise returns on foreign currency positions.

Due to the short timeline for the implementation of these new requirements, some banks may be unable to fully comply within
the stipulated timeframe, thus some forebearances may be requested from the CBN to allow the banks to come into
compliance.

Overall, we believe that this new policy could potentially see in excess of N3.5 trillion ($2.4 billion) worth of foreign currency be

offloaded from some banks’ books. However, it is unlikely that all of that liquidity would make its way into the market, as banks
with international subsidiaries will likely offload their currency positions on to other subsidiaries.
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Analyst Certification

The analyst hereby certifies that his/her views about the companies and their securities discussed in this report
are accurately expressed and that he has not received and will not receive direct or indirect compensation in
exchange for expressing specific recommendations or views in this report.

The equity research analyst principally responsible for the preparation of RMBNS Research has received
compensation based upon various factors, including quality of research, investor client feedback, stock picking,
competitive factors and overall firm revenues. Equity Research analyst compensation is not linked to
investment banking or capital market transactions performed by RMBNS or the profitability or revenues of
trading desks.

Analyst Stock Ratings
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The relative rating system used in this report uses terms like “Overweight”, “Equal-weight” or “Underweight”.

The terms are defined as follows:

Overweight (“OW”) - The stock'’s total return is expected to exceed the average total return of the analyst's
industry coverage universe, on a risk-adjusted basis, over the next 12 months.

Equal-weight (“‘EW”) - The stock's total return is expected to be in line with the average total return of the
analyst's industry coverage universe, on a risk-adjusted basis, over the next 12 months.

Underweight (“UW”) - The stock's total return is expected to be below the average total return of the analyst's
industry coverage universe, on a risk-adjusted basis, over the next 12 months.

Unless otherwise specified, the time frame for price targets included in RMBNS Research is 12 months.
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Company Disclosure
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FBN Holdings PLC D, K, L

GT Holdings PLC D, I,K, L

Stanbic IBTC PLC D, K, L

United Bank for Africa PLC D, I,K, L

Zenith Bank PLC D, K, L

A. The analyst, a team member, a member of the analyst’s household or a team member’s household

serves as an officer, director or advisory board member of the subject company

B. The company beneficially owns 5% or more of the equity shares of FirstRand Limited

C. FirstRand Limited owns 1% or more of the equity shares of the company

D. The company is or has been the client of FirstRand in the past 12 months

E. FirstRand Limited has lead managed or co-lead managed a public offering of securities in the
company or any related derivatives in the last 12 months

F. FirstRand Limited has received compensation for Investment Banking services from the company
within the last 12 months

G. FirstRand Limited expects to receive, or intends to seek, compensation for investment banking
services from the company during the next 3 months

H. FirstRand Limited has sent extracts of this research report to the subject company prior to publication
to verify factual accuracy
The analyst or member of their household, holds long or short positions in a class of common equity
securities of this company

J. FirstRand Limited is a market maker or liquidity provider in the financial instruments of the relevant
issuer or any related derivatives

K. FirstRand Limited provided non-investment banking services, which include Sales and Trading
services, to the subject company within the past 12 months

L. FirstRand Limited has received compensation for products and services other than investment
banking services from the subject company within the past 12 months

M. FirstRand Limited owns 5% or more of the equity shares of the company
The analyst has received compensation from the company in the past 12 months

0. The analyst, a team member, a member of the analyst’'s household, a member of the team member’s

household, any person who has pre-publication reviewing responsibilities with regard to the research
report, or any person who had/has access to the pre-published report, has confirmed to be aware or
has reasons to be aware of other material conflict of interests that have the ability to influence the
content of this research report — employees or members of the Board of Directors of FirstRand
Limited and/or any other employee that works for FirstRand Limited Research (i.e. the research
department of FirstRand Limited) and/or members of the FirstRand Limited Board (pursuant to
relevant domestic law) could be members of the Board of Directors of the analysed company.
Members of the Board of Directors of the analysed company hold office in the Board of Directors
(pursuant to relevant domestic law). The application of this key “O” is limited to persons who, although
not involved in the preparation of the analysis, had or could reasonably be expected to have had
access to the analysis prior to its dissemination to customers of the public.

*Disclosures correct from date 16 June 2023

**FirstRand Limited refers to FirstRand and its subsidiaries
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Other Important Disclosure

RMBNS, Rand Merchant Bank Nigeria (a member of the FirstRand Limited Group) and/or any other member of
the FirstRand Group may do business with companies covered by this Research piece. Additionally, any
member of the FirstRand Group may make a market in securities or act as a corporate broker not disclosed in
this report. FirstRand Group or any of its members may, to the extent permitted by law, own or have a position
in the securities of any company or related company referred to herein, and may add to or dispose of any such
position or may make a market or act as a principle in any transaction in such securities or financial
instruments. Directors of any member of the FirstRand Group may also be directors of any of the companies
mentioned in this report. FirstRand Group or any of its members may from time to time provide or solicit
investment banking underwriting or other financial services to, for, or from any company referred to herein.
FirstRand Group or any of its members (or its directors, officers or employees) may, to the extent permitted by
law, act upon or use the information or opinions presented herein, research or analysis on which they are
based prior to the material being published. RMBNS may have issued, or may in the future issue other advice,
which is inconsistent with, and reaches different conclusions from the information presented in this report. Any
member of the FirstRand Group may now or in future hold equity securities, in any companies covered in this
report. Within the last 12 months, any member of the FirstRand Group may have co-managed a public offering,
received compensation for investment services, or services other than investment services, or expects to
receive or intends to seek compensation for investment services not disclosed in this report.

The trademarks and service marks contained in RMBNS Research are the property of the owners of the
marks. The user of this report is prohibited from reproducing, copying or otherwise using the marks without the
prior written consent of the registered mark owner.

Disclaimer

The information contained herein is confidential and only for use by the intended recipient. It is the intellectual
property of RMB Nigeria Stockbrokers Limited (“RMBNS”) and may not be used, distributed or copied by any
person without the prior written consent of RMBNS.

As a member of the Nigerian Stock Exchange (“NSE”), RMBNS does and seeks to do business with
companies covered in RMBNS Research. Investors should consider RMBNS Research as only a single factor
in making their investment decision as this does not constitute advice. RMBNS makes no representation as to
the accuracy or completeness of the facts, opinions or information contained herein and does not assume
liability for any losses arising from error or omission in the opinions, forecasts or information, irrespective of
whether there has been any negligence by RMBNS and whether such losses be direct or consequential. For
avoidance of doubt, past performance of companies should not be taken as a guarantee of future
performance. Nothing in this report constitutes legal, accounting or tax advice or a recommendation to you.

RMBNS, its affiliates, directors, officers and employees are not liable for direct, indirect, actual or
consequential damages arising from the use and reliance on the information contained herein.

The content of this report may be updated in subsequent versions.

01 February 2024 | RMBNS Research | Pages



RMB NIGERIA STOCKBROKERS CONTACTS

Research

Usoro Essien QOyinkansola Samuel, CFA
Team Lead, Research Research Analyst
Usoro.essien@rmbstockbrokers.com.ng Oyinkansola.Samuel@rmb.com.ng

+234 1 463-7145

Trading

Segun Oyenuga
Trading
Segun.Oyenuga@rmbstockbrokers.com.ng

Equities

Olayiwola Olaleru
Chief Executive Officer
Layi.Olaleru@rmbstockbrokers.com.ng

Office address

2nd Floor, Wings, East Tower
17A Ozumba Mbadiwe Street,
Victoria Island, Lagos

Nigeria



