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Abstract

The aim of this study is to investigate the best ways for
implementing the Islamic banking modes in Nigeria, taking
Mudaraba and Murabaha as models, due to their vital role in
the Islamic banking practices.

The research is divided into three chapters. The first chapter
gives a general idea of Islamic banking, namely its concept,
emergence and development, its principles and aims, throwing
light on seven of the Islamic investment and financing modes
much used in current banking, as well as ten currently used
banking services that are compatible with Shari'ah. The chapter
also gives an idea of the legal banking rulings that govern
Islamic banking in Nigeria.

The second chapter discusses Mudaraba, detailing its
rulings in Sharia, with the diverging scholars' opinions, showing
which is weightier, and in accordance with Shari'ah objectives.
The chapter ends with an explanation of the contemporary ways
of utilizing Mudaraba in Islamic banks.

The third chapter discusses Murabaha; demonstrating how it
has developed from the ways described by inherited Figh to the
modern Murabaha to Purchase Orderer (MPQO), reviewing and
rejecting with ample evidences the suspicious raised thereto.

The research also discusses the issue of promise in Murabaha,
whether it is binding or not. The chapter ends with explain the
contemporary implementation of Murabaha in Islamic banks.
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DATE: January 13, 2011

FRAMEWORK FOR THE REGULATION AND SUPERVISION OF
INSTITUTIONS OFFERING NON-INTEREST FINANCIAL SERVICES IN
NIGERIA

Further to our circular reference No. BSD/Dir/Gen/NIB/01/008 dated March 4,
2009 on the above subject and following extensive consultation and receipt of
comments/inputs by stakeholders, the Central Bank of Nigeria hereby releases
the Framework for the Regulation and Supervision of Institutions Offering Non-
Interest Financial Services in Nigeria as well as the following supporting
guidelines:

i. Guidelines on Shariah Governance for Non-Interest Financial
Institutions in Nigeria; and

ii. Guidelines on Non-Interest Window and Branch Operations of
Conventional Banks and Other Financial Institutions

All enquiries should be forwarded to the Ag. Director, Financial Policy and
Regulation Department, Central Bank of Nigeria, Central Business District, Abuja.

Chris.O. Chukwu
Ag. DIRECTOR, FINANCIAL POLICY AND REGULATION DEPARTMENT




THE FRAMEWORK FOR THE REGULATION AND SUPERVISION OF
INSTITUTIONS OFFERING NON-INTEREST FINANCIAL SERVICES IN
NIGERIA

1.0 INTRODUCTION

A Non-Interest Financial Institution (NIFI) means a bank or Other Financial
Institution (OFI) under the purview of the Central Bank of Nigeria (CBN), which
transacts banking business, engages in trading, investment and commercial
activities as well as the provision of financial products and services in accordance
with Shariah principles and rules of Islamic commercial jurisprudence.
Transactions, instruments and contracts under this type of services are non-

permissible if they involve:

Interest;

e Uncertainty or ambiguity relating to the subject matter, terms or
conditions;

e Gambling;

e Speculation;

e Unjust enrichment;

e Exploitation/unfair trade practices;

e Dealings in pork, alcohol, arms & ammunition, pornography and;

e Other transactions, products, goods or services which are not compliant

with Shariah rules and principles.

Given the increasing number of requests from persons, banks and other financial
institutions desiring to offer Shariah compliant products and services in Nigeria,
the CBN has developed this framework on non interest banking and other
financial services. All NIFls are required to comply with this and any other

guidelines that may be issued by the CBN from time to time.



The reference to NIFIs for the purpose of this framework means:
i.  Full-fledged non-interest deposit money bank or subsidiary
ii.  Full-fledged non-interest microfinance bank or subsidiary
iii.  Non-interest branch of a conventional bank or financial institution
iv.  Non-interest window of a conventional bank or financial institution
v. A development finance institution registered with the CBN to offer non-
interest financial services either full-fledged or as a subsidiary
vi. A primary mortgage institution registered with the CBN to offer non-
interest financial services either full-fledged or as a subsidiary
vi. A finance company registered with the CBN to provide non-interest

financial services, either full-fledged or as a subsidiary.

2.0 OBJECTIVE

The objective of the framework is to provide minimum standards for the
operation of institutions offering non-interest banking and financial services in

Nigeria.

3.0 LEGAL FRAMEWORK

3.1 Legal Basis

The framework is issued pursuant to Section 33 (1) (b) of the CBN Act 2007 and
Sections 23(1); 32(1); 52; 55(2); 59(1)(a); 61 of Banks and Other Financial
Institutions Act (BOFIA) 1991 (as amended). It shall be read together with the
provisions of other relevant sections of BOFIA 1991 (as amended), the CBN Act
2007, Companies and Allied Matters Act (CAMA) 1990 (as amended) and

circulars/guidelines issued by the CBN from time to time.



3.2

Corporate Powers

A NIFI shall ensure that its Memorandum and Articles of Association (MEMART)

state that its business operations will be conducted in accordance with Shariah

principles and practices.

4.0

LICENSING REQUIREMENTS

A NIFI shall be licensed in accordance with the requirements issued by the CBN

from time to time.

4.1

4.2

4.3

Applications for the grant of licence to carry on the business of non-
interest financial services shall be accompanied by evidence of a technical
agreement executed by the promoters of the NIFI with an established and
reputable non-interest bank or financial institution. The agreement shall
explicitly specify the role of the two parties and shall subsist for a period
of not less than 3 years from the date of commencement of operations of
the licensed NIFI.

A licence may be issued by the CBN upon such terms and conditions
which authorize the operation of a non-interest financial institution on a
regional or national basis for banks, or any other basis for other financial

institutions.

A non-interest bank with regional banking authorization shall be entitled to
carry on its banking business operations within a minimum of six (6) and a
maximum of twelve (12) contiguous States of the Federation, lying within
not more than two (2) Geo-Political Zones, as well as within the Federal
Capital Territory (FCT).



4.4

4.5

5.0

A non-interest bank with national banking authorization shall be entitled to
carry on banking business operations within every State of the Federation

including the Federal Capital Territory (FCT), Abuja.

Detailed licensing requirements can be obtained directly from the Financial
Policy and Regulation Department (FPRD), Central Bank of Nigeria, Abuja

or downloaded at www.cbn.gov.ng.

NON-INTEREST FINANCIAL INSTRUMENTS

A NIFI may transact business using any of the following instruments or financing

modes:

6.0

6.1

Murabahah

Mudarabah

Musharakah

ljarah

Salam

Istisna

Wadia

Wakalah

Sukuk

Any other financing mode or structure that is Shariah-compliant and

approved by the CBN.

COMMISSIONS AND FEES

A financial institution carrying on non-interest banking business and other
financial services may charge such commissions or fees as may be
necessary in accordance with Shariah principles and the Guide to Bank

Charges; and



6.2 The funds received as commissions and fees shall constitute the bank’s

income and shall not be shared with depositors.

7.0 ESTABLISHMENT AND OPERATION OF NON-INTEREST
SUBSIDIARY, WINDOW OR BRANCH OF A CONVENTIONAL BANK

7.0.1 Conventional banks/other financial institutions operating in Nigeria may
offer or sell Shariah-compliant products and services through subsidiaries,

windows or branches only.

7.0.2 A non-interest subsidiary of a conventional bank or financial institution
shall be established in line with the licensing requirements for the

establishment of a full fledged non-interest bank or financial institution.

7.0.3 Similarly, a non-interest window or branch of a conventional bank or
financial institution shall be established and operated in line with the

guidelines on windows/branches issued by the CBN.

7.1 Cross-Selling of Products/Services and Shared Facilities

The non-interest subsidiaries, windows or branches may operate using the
existing facilities or branch network of the conventional bank. The non-interest
subsidiaries, windows or branches however shall not sell non-Shariah compliant

products/services on behalf of the parent conventional bank.

7.2 Execution of Service Level Agreements in Respect of Shared

Services

Conventional banks or other financial institutions with non-interest subsidiaries
shall execute Service Level Agreements (SLA) in respect of shared services

between them and the subsidiaries.



7.3 Intra-Group Transactions and Exposures

All transactions and exposures between a non-interest subsidiary of a
conventional bank/other financial institution and the parent bank shall be in

accordance with Shariah principles and practices.

8.0. CORPORATE GOVERNANCE

8.1 All licensed NIFIs shall be subject to:

e Guidelines on corporate governance for non-interest financial
institutions issued by the CBN;

e The provisions of the Code of Corporate Governance for Banks in
Nigeria issued by the CBN and any subsequent amendments
thereto; and

e All relevant provisions of BOFIA 1991 (as amended) and CAMA
1990 (amended).

8.2 All licensed NIFIs shall have an internal Shariah compliance review
mechanism and a Shariah Advisory Committee (SAC) as part of their
governance structure. The detailed guidelines for the appointment,
operation, qualification, duties and responsibilities of the SAC are

contained in separate guidelines to be issued by the CBN.

9.0 CBN SHARIAH COUNCIL

There shall be an advisory body on non-interest banking and financial services at
the CBN to be called the CBN Shariah Council (CSC). The CSC shall advise the
CBN on Shariah matters for the effective regulation and supervision of NIFIs in

Nigeria.



10.0 CONDUCT OF BUSINESS STANDARDS

10.1 Branding

In line with the provisions of Section 39 (1) of BOFIA 1991 (as amended),
NIFIs shall not include the word “Islamic” as part of their registered or
licensed names. They shall, however, be recognized by a uniform symbol
designed by the CBN. All the signages and promotional materials of NIFls
shall bear the symbol to facilitate recognition by customers and the general

public.

10.2 Approval of Contracts, Products and Services

All contracts, products and services offered or proposed to be offered by
NIFIs shall be reviewed and approved by each institution’s SAC. The
introduction of new products/services shall require the prior written approval
of the CBN.

10.3 Product Literature

A NIFI shall state in its product literature/marketing materials the SAC
(indicating names of all the members) that certified the product or services

being offered.

11.0 PROFIT SHARING INVESTMENT ACCOUNTS

11.1. A NIFI shall ensure that relevant disclosures are made to Profit Sharing
Investment Accounts (PSIA) holders in a timely and effective manner and

also ensure the proper implementation of investment contracts.



11.2

11.3

11.4

12.0

12.1

12.2

A NIFI shall inform its prospective PSIA client(s) in writing that the risk of
loss rests with the client(s) and that the institution will not share in the
loss unless there is proven negligence or misconduct for which the

institution is responsible.

NIFIs with PSIAs may maintain a Profit Equalization Reserve (PER) which
would serve as an income smoothing mechanism and risk mitigation tool
to hedge against volatility of returns to investment account holders. They
may also maintain an Investment Risk Reserve (IRR) to cushion against

future losses for PSIA holders.

The basis for computing the amounts to be appropriated to the PER and

IRR should be pre-defined and disclosed.

AUDIT, ACCOUNTING AND DISCLOSURE REQUIREMENTS

All NIFIs shall comply with relevant provisions of the circular issued by the
CBN on disclosure requirement by financial institutions and other
disclosure requirements contained in CAMA 1990 (amended) and BOFIA
1991 (as amended). In addition, they shall comply with the relevant
standards on disclosure issued by standards setting organisations
including the following:

e Accounting and Auditing Organisation for Islamic Financial

Institutions (AAOIFI);
¢ Islamic Financial Services Board (IFSB); and

e Nigerian Accounting Standards Board (NASB).

All NIFIs shall comply with the requirements of section 29 of BOFIA 1991
(as amended) and applicable guidelines/directives issued by the CBN as

well as the relevant provisions of CAMA 1990 (as amended) regarding the



12.3

12.4

12.5

13.0

13.1

13.2

appointment, re-appointment, resignation, rotation, change and removal

of auditors.

All NIFIs shall comply with the Generally Accepted Accounting Principles
(GAAP) codified in local standards issued by the NASB and the
International  Financial Reporting Standards (IFRS)/International
Accounting Standards (IAS). For transactions, products and activities not
covered by these standards, the relevant provisions of the financial

accounting and auditing standards issued by the AAOIFI shall apply.

Where there is a conflict between the local and international standards in
(13.3) above, the provisions of the local standard(s) issued by NASB shall
apply to the extent of the inconsistency, subject to compliance with

Shariah principles.

All NIFIs shall carry out an internal Shariah audit on a periodic basis to

examine and evaluate the extent of compliance with Shariah rules.

PRUDENTIAL REQUIREMENTS

Minimum Capital Adequacy Ratio Requirement

All NIFIs shall maintain a minimum Capital Adequacy Ratio (CAR) as may

be prescribed by the CBN from time to time.

Liquidity Management

13.2.1 All NIFIs are required to put in place appropriate policies, strategies and

procedures which ensure that they maintain adequate liquidity at all times

to fund their operations. Liquid assets shall be held in line with the



provision of section 15 of BOFIA 1991 (as amended), provided they are

Shariah-compliant.

13.2.2 NIFIs shall not invest their funds in interest-bearing securities or
activities. They are required to invest their funds in eligible Shariah-
compliant instruments for the purpose of meeting the CBN prescribed

minimum liquidity ratio.

13.3 Other Prudential Requirements

All NIFls are expected to comply with other prudential requirements on
exposure and concentration limits as may be prescribed by the CBN from

time to time and standards of best practices.

14.0 RISK MANAGEMENT

All NIFIs are required to put in place appropriate policies, systems and
procedures to identify, measure, monitor and control their risk exposures. In
addition, they are required to put in place a risk management system that
recognizes the unique risks faced by NIFIs such as displaced commercial,
fiduciary, transparency, Shariah non-compliance, reputational, equity investment
and rate of return risks. Further details and guidance are provided in documents

issued by the CBN and international standard setting organizations including:

i.  CBN Prudential Guidelines;

ii. Risk Management Guidelines issued by the Basel Committee on
Banking Supervision; and

iii.  IFSB Guiding Principles of Risk Management for Institutions Offering

Only Islamic Financial Services.
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15.0 ANTI-MONEY LAUNDERING AND COMBATING OF THE
FINANCING OF TERRORISM (AML/CFT)

15.1 General

15.1.1 All NIFIs and their promoters are required to screen shareholders,
customers, counterparties, transactions, products and activities against
the proceeds of crime, corruption, terrorist financing and other illicit

activities using legal and moral filters.

15.1.2 All NIFIs are required to have effective AML/CFT policies and procedures
and comply with relevant statutes and guidelines for combating money
laundering and the financing of terrorism issued by the CBN and other

relevant agencies.

FINANCIAL POLICY & REGULATION DEPARTMENT
CENTRAL BANK OF NIGERIA, ABUJA
DECEMBER 31, 2010
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GLOSSARY OF TERMS

In this framework, unless the context requires, the terms below shall have the

following meanings:

S/N | TERM MEANING

1 | Istisna’ Manufacture/construction  order  contract  for
manufacture of goods and commodities allowing
cash payment in advance and future delivery
according to specifications given in the contract
agreement. Istisna’ can be used for the
manufacture/construction  of  houses, plants,

projects, bridges, roads and highways.

2 | ljarah Lease transaction, where the defined usufruct of an
asset is leased for a definite rent. It is an
arrangement under which non interest financial
institutions can lease equipments, buildings or other

facilities to a client, against an agreed rental.

3 | ljarah wa igtina Lease purchase contract with each payment
including a portion that goes towards the final

purchase and transfer of ownership of the product.

4 | Mudharabah A profit sharing contract where one party
contributes his entrepreneurial efforts while the
other provides capital. The entrepreneur and the
financier will share profit according to an agreed
ratio in the contract. Any loss not due to negligence

is exclusively borne by the financier.

5 | Musharakah A partnership contract between two or more parties,

each contributing capital. The profit is shared among

12




the parties based on the profit sharing ratio agreed
in the contract and any loss is shared among the

parties based on the ratio of capital contribution.

Murabaha

Sale of an asset by the financial institution to a
customer at cost plus a profit margin, repayment of
which can be at spot or spread over a period. It is
used mainly for asset financing, but it could also be

used for working capital financing.

Salam

Forward sale contract usually of generic goods
where the vendor is allowed to sell on a forward
basis with the buyer paying the price in full at the
time of the contract.

Parallel salam is a transaction where the buyer in a
salam contract sells what he bought by salam to a
third party on a forward basis in another salam

contract.

Sukuk

Certificates of equal value representing undivided
share in ownership of tangible assets of particular
projects, or specific investment activity, usufruct and

services.

Wakala

Agency agreement assigning management of funds

to a manager for fees.

10.

Wadia

An amount deposited whereby the depositor is

guaranteed his/her fund in full.

11.

Profit Equalisation

Reserve

An amount appropriated by a NIFI out of the gross
income of the profit sharing investment before
allocating the entrepreneur’s share in order to

maintain a certain level of return on investment for

13




the investment account holders and to increase

owners’ equity.

12.

Investment Risk

Reserve

An amount appropriated by a NIFI in a profit sharing
investment activity out of investment account
holder’'s income, after allocating the entrepreneur’s
share, in order to cushion against future investment

losses for the investment account holders.

13

Shariah Principle

This refers to the divine guidance as given by the
Holy Qur'an and the Sunnah of the Holy Prophet and
embodies all aspects of the Islamic faith, including

beliefs and practices.

14

Displaced

Commercial Risk

This is the risk that arises when a non-interest bank
is under commercial pressure to pay its investors-
depositors a rate of return higher than what should
be payable under the *“actual” terms of the
investment contract. This can occur when a non-
interest bank under-performs during a period and is
unable to generate adequate profits for distribution

to the account holders.

15

Fiduciary Risk

This is the risk that arises from an institution’s
failure to perform in accordance with explicit and
implicit standards applicable to its fiduciary

responsibilities, which could lead to legal risks.

16

Transparency Risk

This is the risk of incurring loss due to bad decisions
based on incomplete or inaccurate information or

lack of transparency.

17

Shariah Non-

compliance Risk

This is the risk due to lack of standardized practices
by the Shariah boards in respect of different

contracts in different jurisdictions, differences in

14




interpretation of and failure to comply with Shariah

rules.

18

Reputational Risk

This is the risk that the irresponsible actions or
behaviour of the management of a non-interest
financial institution will damage the trust of the

institution’s clients.

19

Equity Investment
Risk

The risk arising from entering into a partnership for
the purpose of undertaking or participating in a
particular financing or general business activity as
described in the contract and in which the provider

of finance shares in the business risk.

20

Rate of Return Risk

This is the risk associated with the potential impact
of market factors affecting rates of return on assets
in comparison with the expected rates of return for

investment account holders (I1AHs).

21

Non-interest
Window

A non-interest window is defined as part of a
conventional financial institution (which may be a
branch or dedicated unit) that provides fund
management (investment accounts), financing, aré
investment and other banking services that are

Shariah compliant.
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GUIDELINES ON SHARIAH GOVERNANCE FOR NON-INTEREST FINANCIAL

INSTITUTIONS IN NIGERIA

1. INTRODUCTION

Compliance with Shariah principles is a critical element of non interest banking and finance.
A shariah review and advisory framework is imperative in ensuring such compliance. An
effective Shariah framework will harmonise the Shariah interpretations, strengthen the
regulatory and supervisory oversight of the industry and nurture a pool of competent

Shariah advisers.

Consequently, all non-interest banks and other financial institutions under the purview of
the Central Bank of Nigeria (CBN), herein designated as Non-Interest Financial Institutions
(NIFIs) in Nigeria are required to establish a Shariah advisory body as part of their

governance structure to be known as “Shariah Advisory Committee” (SAC).

In recognition of the foregoing, the CBN has developed the following guidelines for the

appointment, duties and responsibilities of the Shariah advisory committees of NIFIs.

To effectively play its role, the SAC shall operate as an independent body, with the
principles of competence, confidentiality and consistency properly enshrined in its
operations. It is expected that an independent SAC will command public confidence,

thereby promoting the growth and development of the industry.



2. OBJECTIVES

These Guidelines aim to:

()

(b)

(c)

(d)

set out the rules, regulations and procedures in the establishment of a Shariah

Advisory Committee of a NIFI;

define the role, scope of duties and responsibilities of the Committee and its

members;

outline the funtions relating to Shariah review and audit processes; and

define relationship and working arrangement between the Committee and the
CBN Shariah Council (CSC).

3. SCOPE OF APPLICATION

These Guidelines shall be applicable to all licensed NIFIs. The reference to NIFls for the

purpose of these Guidelines means:

Vi.

Full- fledged non-interest deposit money bank or subsidiary;

Full-fledged non-interest microfinance bank or subsidiary;

A non-interest branch or window of a conventional bank or financial institution.

A development finance institution registered with the CBN to offer non-interest
financial services, either full-fledged, or as a subsidiary;

A primary mortgage institution registered with the CBN to offer non-interest
financial services either full-fledged, or as a subsidiary; and

A finance company registered with the CBN to provide non-interest financial

services, either full-fledged, or as a subsidiary.



4. ESTABLISHMENT OF SHARIAH ADVISORY COMMITTEE (SAC)

All licensed NIFIs shall establish a Shariah Advisory Committee (SAC) to be approved by the
CBN.

5. MEMBERSHIP OF SAC

5.1 Appointment

The Board of Directors of a NIFI shall appoint members of the SAC subject to the
approval of the CBN. The appointment shall be for a renewable term of four years

subject to a maximum of three terms.

5.2 Qualification

e A member of the SAC shall be an individual and not a company, institution or
body;

e The proposed member of the SAC shall at a minimum, have an academic
qualification or possess necessary knowledge, expertise or experience in the
sciences of the Shariah with particular specialisation in the field of Islamic

Transactions/Commercial Jurisprudence (Figh al Mua'amalat); and

e It is highly desirable for the member to have:
= skills in the philosophy of Islamic Law (Usul al Figh),
= good knowledge of written Arabic,
= ability to speak in both Arabic and English, and

= exposure in the areas of business or finance especially Islamic Finance.



5.3 Composition

5.3.1 For the effective functioning of the SAC, its composition shall consist of a

minimum of three (3) members.

5.3.2 The SAC may engage the services of consultants who have expertise in the field
of business, economics, law, accounting or any other field that will assist it in making
informed judgement on the Shariah compliance of banking and financial products and
services. Such consultants may attend meetings of the SAC but shall not take part or

exercise voting rights in giving a Shariah legal opinion or verdict by the SAC.

5.4 Application Procedures

The application for the appointment or reappointment of members of the SAC shall be
submitted to the CBN in writing. The application shall be accompanied by detailed
Curriculum Vitae of the nominee and a resolution of the board of directors of the NIFI

approving the appointment.

5.5 Disqualification

5.5.1 The members of the Shariah committee shall be persons of acceptable
reputation, character and integrity. The CBN reserves the right to disqualify any

member who fails to meet the requirements.

5.5.2 No person shall be appointed or remain a member of a SAC who:-

e is of unsound mind or as a result of ill-health is incapable of carrying out his/her
duties; or
e is declared bankrupt or suspends payments or compounds with his/her creditors

including his/her bankers; or



e is convicted of any offence involving dishonesty or fraud; or

e is guilty of serious misconduct in relation to his/her duties; or

e fails to attend 75% of the meetings of the SAC in a year without satisfactory
excuse.

e in the case of a person possessed of professional qualification, is disqualified or
suspended (except on his own request) from practicing his profession in Nigeria
by the order of any competent authority made in respect of the person

personally.

5.5.3 No person who has been a member of a SAC, director of or directly concerned in
the management of a NIFI which failed or was wound up by the Federal High Court
shall, without the express authority of the CBN act or continue to act as a SAC member

of any other NIFI.

5.5.4 Any person whose appointment with a NIFI has been terminated or who has
been dismissed for reason of gross misconduct, fraud, dishonesty or conviction for an
offence involving dishonesty or fraud shall not be appointed by any other NIFI in
Nigeria.

5.5.5 Where a member of a SAC becomes unfit to hold such appointment as provided
in these Guidelines and/or in the letter of approval from the CBN, the NIFI shall

terminate the appointment of the SAC member.

5.6 Resignation, Termination and Dismissal

A NIFI shall notify the CBN of any resignation, termination of appointment or dismissal of a

member of the SAC. The notice shall state the reason(s) for such resignation/termination or

dismissal.



6. RESTRICTIONS ON SAC MEMBERSHIP

The following restrictions shall apply in respect of the membership of a SAC:

i No one individual shall belong to more than one SAC of financial institutions
belonging to the same category.

il A member of the CBN Shariah Advisory Council (CSC) shall not be a member of a
Shariah advisory committee in a bank or financial institution under the regulatory
purview of the CBN.

iii A member of the SAC shall not be a member of the board of directors of the
institution.

Y No member of the SAC of a NIFI shall be a director or executive management

staff, or significant shareholder of the NIFI.

7.0 DUTIES AND RESPONSIBILITIES OF THE SAC

7.1 It shall be the duty and responsibility of the SAC to:

e be responsible and accountable for all Shariah decisions, opinions and views
provided by them.

e advise the NIFI's board and management on Shariah matters so as to ensure the
institution’'s compliance with Shariah principles at all times.

e review and endorse Shariah related policies and guidelines. This shall include a
periodic review of products and services to ensure that operational activities and
transactions of the institution are made in accordance with the principles of the
Shariah.

e endorse and validate relevant documents for new products and services to ensure
that they comply with the Shariah. These include:

i. terms and conditions contained in forms, contracts, agreements or other legal

documentation used in executing the transactions; and



ii. the product manual, marketing materials, sales illustrations and brochures

used to describe the product or service.

e ensure that the necessary ex-post considerations are observed after the product
offering stage, namely the internal Shariah review processes and Shariah
compliance reporting. This is in order to monitor the NIFI's consistency in Shariah
compliance and effectively manage Shariah compliance risk that may arise over
time.

e assist or advise related parties to the NIFI, such as its legal counsel, auditors or
other consultants on Shariah matters upon request.

e provide written Shariah opinion to the NIFI in respect of new products and other
issues referred to it.

e provide support to the NIFI in respect of questions or queries that may be raised
regarding the Shariah compliance of its products.

e issue recommendations on how the NIFI could best fulfill its social role as well as
promote non-interest banking and finance.

e provide checks and balances to ensure compliance with Shariah principles.

e assist the internal audit of the NIFI on Shariah compliance audit.

e carry out any other duties assigned to it by the board of the NIFI.

8.0 DUTIES AND RESPONSIBILITIES OF NIFIs

To ensure the smooth running of the SAC, a NIFI shall: -

(i) refer all Shariah issues to the SAC

The NIFI shall refer all Shariah issues in its business operations to the SAC for advice
and decision. The submission for advice or decision shall be made in a comprehensive
manner for effective deliberation by the Committee. This shall include explaining the

process involved, documents to be used and other necessary information.
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(i) implement the SAC’s advice and decision

The NIFI shall be responsible for implementing the SAC’s advice and decision.

(iii) ensure that product documents are validated

The NIFI shall obtain validation of the SAC relating to Shariah issues in all product

documentations.

(iv) prepare a Shariah Compliance Manual

The NIFI shall prepare a Shariah Compliance Manual which shall be endorsed by the
SAC. The Manual shall provide a general guideline on the operational procedures of the
SAC as well as a code of ethics and conduct for its members. The NIFI shall ensure that

adequate systems are in place to monitor compliance with the code.

(v) provide the SAC access to all relevant documents

The NIFI shall provide the SAC with the necessary assistance and access to all relevant
records, transactions, manuals or other information that it may require to perform its
duties.

(vi) provide the SAC with sufficient resources

The NIFI shall provide the SAC with sufficient financial resources, independent expert
consultation, reference materials, training and development or any other support the

SAC may require to perform its duty.

(vii) remunerate the members of the SAC

8



The Board of the NIFI shall determine the remuneration of SAC members. The
remuneration shall be commensurate with the expected duties and functions of the

Committee.

9.0 REPORTING RELATIONSHIP

9.1 The SAC shall directly report to the Board of Directors of the NIFI and have a dotted
line reporting relationship to the MD/CEO. All cases of non-compliance with the Shariah shall
be recorded and reported to the Board by the SAC, and it shall recommend appropriate
remedial measures. In cases where Shariah non-compliance is not effectively or adequately

addressed, or no remedial measures were taken by the NIFI, the SAC shall inform the CBN.

9.2 In the case of conflict of opinion among members of the SAC concerning a Shariah
ruling, the board of directors of the NIFI may refer the matter to the CSC, which shall have the

final authority on the matter.

10.0 REPORT OF THE SAC

10.1 The Board and Management of a NIFI shall ensure that the decisions and opinions of the
SAC are issued and disseminated to all stakeholders appropriately.

10.2 The SAC shall also issue an annual report which complies with the AAOIFI Governance
Standard (No. 1) regarding the basic elements of a SAC report. The NIFI shall also publish the

SAC report in its annual financial report.

11.0 INDEPENDENCE OF THE SAC

11.1 The independence of the SAC shall be observed at all times for it to play its oversight

role over the NIFI without undue influence, especially from the management of the NIFI.



11.2 Members of the SAC shall not have such relationships with the NIFI, its related
companies or officers that could interfere or be reasonably perceived to interfere with the

exercise of independent judgment in the best interest of the NIFI by the SAC.

11.3 The management of a NIFI has an obligation to provide the SAC with complete,
accurate and adequate information in a timely manner before all meetings and on an ongoing

basis in order for the SAC to fulfill its responsibilities.

11.4 The SAC shall have independent access to the NIFI's internal Shariah control/review
officer/unit/department to check whether internal control and compliance have been

appropriately followed.

12.0 COMPETENCE OF MEMBERS OF THE SAC

12.1 Members of the SAC shall at all times demonstrate the competence and ability to
understand:

e the technical requirements of the business;

e the inherent risks in the business; and

e the management processes required to conduct its operations effectively with due

regard to the interest of all stakeholders.

12.2 The NIFI shall facilitate continuous professional development of members of the SAC as

well as the officer(s) of the internal Shariah control/review organ of the institution.
12.3 The NIFI shall specify and adopt a process for formal assessment of the effectiveness of

the SAC and of the contribution of each SAC member to its effectiveness. The process should

also identify relevant gaps to enable appropriate training and exposure for the SAC members.

10



13.0 CONFIDENTIALITY AND CONSISTENCY

13.1 Internal and privileged information obtained by the SAC in the course of its duties shall

be kept confidential at all times and shall not be misused.

13.2 Notwithstanding the above, the SAC shall not be liable for breaching the confidentiality
and secrecy principle if the sensitive information is reported to the CBN in good faith for
corrective actions, in the performance of its duty in reporting serious breaches of the Shariah

by the NIFI or in compliance with the order of a court of competent jurisdiction.

13.3 The NIFI shall ensure that the SAC follows a structured process in making Shariah
decisions in such a way as to ensure quality and consistency of the decisions and their proper

documentation and disclosure.

13.4 The NIFI shall ensure that the SAC adopts a specified process for changing, amending
or revising any Shariah pronouncements/resolutions issued by it. Appropriate and timely
disclosure shall be made to all stakeholders and/or the public whenever the SAC and/or its

members depart from or revise any of its Shariah pronouncements/resolutions.

14.0 INTERNAL SHARIAH COMPLIANCE UNIT

14.1 All NIFIs are required to have a dedicated Internal Shariah Compliance Unit comprising
officer(s) with appropriate qualifications and experience in Shariah and conventional finance to
serve as the first point of reference for Shariah compliance issues. The unit may also serve as

the secretariat to the SAC.

14.2 The appointment and removal of members of the secretariat shall be appropriately

carried out in consultation with the SAC.

11



FINANCIAL POLICY & REGULATION DEPARTMENT
CENTRAL BANK OF NIGERIA, ABUJA
DECEMBER 31, 2010.
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GUIDELINES ON NON-INTEREST WINDOW AND BRANCH OPERATIONS
OF CONVENTIONAL BANKS AND OTHER FINANCIAL INSTITUTIONS

1.0

2.0

2.1

2.2

2.3

Introduction

A non-interest window operation is defined as part of a conventional
financial institution (which may be a branch or a dedicated unit) that
provides fund management (investment accounts), financing, investment

and other banking services that are Shariah compliant.

The following specific guidelines shall apply to the non-interest window
operations or branches of conventional banks and other financial

institutions:

Establishment of Non-interest Windows/Branches

A conventional bank or financial institution may establish a non-interest
window/branch upon written application and prior approval in writing by
the CBN.

A non-interest branch shall be established in line with the extant CBN

regulation on branch expansion.

The application to establish a non-interest window/branch shall be
submitted to the Director, Financial Policy and Regulation Department,
Central Bank of Nigeria and accompanied by a report of feasibility study

justifying the establishment of the window/branch.



2.4

3.0

3.1

4.0

4.1

The feasibility report shall among others, contain the following details:

a. The proposed location of the non-interest window/branch

b. The Shariah compliant products and services to be offered

c. A 3-year financial and profitability projection

d. Staffing and manpower requirement

e. The market potential and prospects to support the establishment of

the window/branch.

Cross-Selling of Products/Services

Conventional banks and other financial institutions operating in Nigeria
may offer Shariah-compliant products and services through their non-
interest branches or windows. Such branches or windows however, shall

not offer interest-based or non-Shariah compliant products and services.

Establishment of a Non-Interest Unit/Division/Department

A conventional financial institution with non-interest window or branch(es)
shall establish a dedicated unit/division/department to oversee the non-

interest operations of the institution.

The division shall have the following duties and responsibilities, among

others:

I. Develop and ensure compliance with the rules, policies and
procedures for the institution's non-interest windows or branches,

il. Set up the institution's Shariah Advisory Committee and the internal
Shariah compliance mechanism as well as maintaining co-
ordination with them and the other divisions/offices of the

institution.



4.2

5.0

51

52

6.0

iii. Ensure that funds received on behalf of clients are invested in
compliance with the Shariah.

V. Facilitate sustainable capacity development for the management
and staff of the non-interest window or branch.

V. Ensure the submission of timely and reliable returns to the CBN.

Vi. Ensure compliance with the guidelines/regulations on non-interest

banking and finance issued by the CBN.

The organizational structure together with the qualifications and
experience of staff of the unit/division shall be submitted to the CBN for

review and approval.

Shariah Review and Compliance Mechanism

There shall be a Shariah Advisory Committee (SAC) to review and provide
Shariah guidance and opinions in respect of products and services offered
as well as transactions and contracts involving the non-interest window or

branch of a conventional bank.

The detailed guidelines for the appointment, operations, qualification,
duties and responsibilities of the SAC are contained in the Guidelines on
Shariah Governance for Non-interest Financial Institutions in Nigeria,
issued by the CBN.

There shall be an internal Shariah audit on a periodic basis to examine

and evaluate the extent of compliance with Shariah rules.

Execution of Service Level Agreements in Respect of Shared

Services



6.1

7.0

7.1

8.0

8.1

9.0

9.1

Conventional banks and other financial institutions with non-interest
windows or branches shall execute a Service Level Agreement (SLA) in
respect of shared services between the window/branch and other

departments or units of the institution.

Separation of Records

A conventional financial institution shall not co-mingle its funds with those
from its non-interest window or branch operations. Consequently,
separate accounting books and records shall be maintained. It shall also
maintain a separate account with the CBN for its non-interest window or
branch operations. In addition, all documents such as forms, letter-heads,
books, deposit receipts, cheque books, etc are to be designed with the
CBN approved symbol to make them distinct from those used in the

conventional operations.

Publication of Financial Statements

A conventional financial institution with non-interest window/branch(es)
shall as part of its annual published accounts separately include as a note
to the account, the detailed results of operations of its non-interest
window(s) or branch(es). The account statement for the non-interest
window or branch operations shall comply with the accounting standards

specified by the CBN for Non-Interest Financial Institutions.

Prudential and Disclosure Requirements

Non-interest windows and branches of conventional institutions shall

comply with the prudential and disclosure requirements as outlined in the



Framework for the Regulation and Supervision of Institutions Offering

Non-Interest Financial Services in Nigeria.

10. Conversion of Conventional Financial Institutions' Non-Interest

Windows/Branches

10.1 A conventional financial institution may convert its non-interest window/

branch into a full-fledged NIFI in line with the following:

10.1.1 Upon written application and subject to the prior approval of the
CBN, a conventional financial institution may convert its non-interest
window operations to a full branch. An application for conversion to a
branch shall be treated in line with extant CBN regulations on bank branch

expansion.

10.1.2 Similarly, a conventional branch of a financial institution may
convert to a non-interest branch of the same institution in line with

guidelines issued by the CBN.

10.1.3 A conventional financial institution wishing to convert its non-
interest window or branch to a full-fledged subsidiary shall comply with

the extant CBN policy on establishment of subsidiaries.

10.2 A full-fledged non-interest financial institution, window and branch cannot

however, convert to their conventional equivalents.

11. Closure/Discontinuation of Non-Interest Window or Branch



11.1 A conventional bank or financial institution may close or discontinue its
non-interest window or branch, subject to satisfactory justification and the

prior approval in writing of the CBN.



12. General

12.1 The above guidelines shall be read in conjunction with the Framework for
the Regulation and Supervision of Institutions Offering Non-Interest
Financial Services in Nigeria and the Guidelines for Shariah Governance for
Non-Interest Financial Institutions in Nigeria.

12.2 In addition, the CBN may prescribe additional guidelines as may be
necessary from time to time.

12.3 All enquiries should be forwarded to the Financial Policy & Regulation

Department, Central Bank of Nigeria, Abuja.

FINANCIAL POLICY & REGULATION DEPARTMENT
CENTRAL BANK OF NIGERIA, ABUJA.
DECEMBER 31, 2010.
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FRAMEWORK FOR THE REGULATION AND SUPERVISION OF
INSTITUTIONS OFFERING NON-INTEREST FINANCIAL SERVICES IN
NIGERIA.

GUIDELINES ON NON-INTEREST WINDOW AND BRANCH
OPERATIONS OF CONVENTIONAL BANKS AND OTHER FINANCIAL
INSTITUTIONS

GUIDELINES ON SHARIAH GOVERNANCE FOR NON-INTEREST
FINANCIA INSTITUTIONS IN NIGERIA.

SANUSI LAMIDO SANUSI, (FM) GOVERNOR, CENTRAL BANK OF
NIGERIA. ISLAMIC FINANCE IN NIGERIA: [ISSUES AND
CHALLENGES. LECTURE DELIVERED AT MARKFIELD INSTITUTE
OF HIGHER EDUCATION (MIHE), LEICESTER, UK YV JUNE Y+ V),

THE HISTORICAL DEVELOPMENT OF ISLAMIC BANKING AND THE
NIGERIAN EXPERIENCE. PYY3. AHMAD BELLO DOGARAWA.
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