
 

                                                 
1 Associates in ǼLEX Banking & Finance practice group.  

2Capital Adequacy Ratio (CAR) is the proportion of a bank's qualifying capital or equity expressed as a proportion of its risk-
weighted assets (loans). It is the proportion of a bank's own equity concerning its risk exposure. In simpler terms, it is by what 
percentage a bank's risk-weighted assets is higher or lower than the bank's qualifying capital. If a bank, for example, has N600 
million risk-weighted assets and has a qualifying capital of N80 million, then its CAR is N80 million/N600 million which is equal to 
13%. The CBN has the CAR set to 10% for banks with a national licence, 15% for banks with an international licence, and 16% for 
systematically important banks. 

3 (CRR) of ‘High', or a non-performing loan (NPL) ratio of above 10 percent are barred from paying any dividends to their 
shareholders. 

According to the CBN’s 'Supervisory Framework for Banks and other Financial Institutions in Nigeria', the Composite Risk Rating 
is the Framework's "final" rating and reflects the assessment of the safety and soundness of the subject institution by the 
supervisor (i.e. the CBN). Its assessment includes a review of the quality, quantity, and availability of externally and internally 
generated capital. The Composite Risk Rating is a significant factor in determining the supervisory intervention of the CBN for the 
institution which will be commensurate with the risk profile of the institution informed mainly by the Composite Risk Rating. 

4 Non-performing Loans Ratio is the ratio of defaulting loans (loans under which payments of interest and principal are past due 
by 90 days or more) to total gross loans (total value of loan portfolio). In calculating this ratio, the loan amount recorded as non-
performing includes the gross value of the loan as recorded on the balance sheet, not just the amount that is overdue. 
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5 Cap C4 2004 

6 As amended in 1997, 1998, 1999 and 2002, Cap B3, LFN 2004. 
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