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INTRODUCTION

The Central Bank of Nigeria (CBN) recently issued an 

exposure draft on the Ring - Fencing Operations of Closely 

Linked Entities in the Nigerian Financial System (the 

Guidelines). The Guidelines seek to provide clarity and 

establish clear operational and functional boundaries among 

closely linked entities within the financial system. The 

Guidelines also seek to prescribe governance on the growing 

commingling of financial groups and their affiliated entities 

operating across different categories within the financial 

sector while strengthening regulatory oversight, safeguarding 

consumers, and enhancing the performance of the financial 

sector.

This newsletter outlines the key takeaways from the 

Guidelines and examines the impact that this will have on 

financial institutions moving forward.

DEFINITION OF TERMS 

To have a firm grasp of the Guidelines and its impact, we 

must examine  definitions of its two central terminologies:

Closely Linked Entity: the Guidelines defines a closely linked 

entity as an entity that directly or indirectly controls, is 

controlled by, or is under common control with another entity; 

or over which significant influence is exercised through 

ownership, voting rights, common directors/senior 

management, shared systems/branding, or contractual 

dependence.1 

Ring Fencing: is defined as the requirement of a licensed 

entity to only conduct the activities allowed under its licence 

and maintain a clear separation from closely linked entities, 

thereby ensuring that financial distress in one entity does not 

spread to and destabilise other entities within the group.2

SCOPE OF APPLICATION 

The Guidelines apply to all CBN licensed entities that are 

connected through ownership structure, control 

arrangements, significant influence or business relationships 

(Regulated Entities).

Where the Regulated Entity closely linked to another entity 

that is regulated by another body, such as the Securities 

Exchange Commission (SEC) or the National Insurance 

Commission (NAICOM), the CBN will collaborate with that 

regulator to enforce group-wide compliance.3

CORPORATE GOVERNANCE MANDATES

The primary objective of the Guidelines is to introduce and 

maintain independence across the entities. It requires each 

Regulated Entity to maintain independent governance 

structures, boards, risk management systems, and decision-

making processes. The members of the board of directors of 

a Regulated Entity must ensure operational independence by 

implementing ring-fencing policies. The policies are to be 

monitored by the Board Audit Committee (BAC).4 Any conflict 

of interest from entities that are closely linked are to be 

disclosed and managed by the board. External auditors are to 

certify on an annual basis the effectiveness of the policies 

approved by the board.5

The Guidelines introduce heavy restrictions on cross-

directorship amongst closely linked entities; no more than 

twenty per cent (20%) of an entity’s board members may 

simultaneously serve as directors on the board of a closely 

linked entity.6
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The Guidelines also provide that outside of what is provided in 

the Shared Services Guidelines, staff members are not 

expected to serve as staff across closely linked entities.7 The 

Shared Services Guidelines outline services, subject to the 

CBN’s permission a financial institution may enter into with its 

parent company. These services include human resources, 

risk management,  internal control, compliance, marketing 

and corporate communications, information and 

communication technology, legal, facilities, and other services 

that the CBN may approve.8

PRUDENTIAL MEASURES AND RING-FENCING 

Closely linked entities often share resources, customers, 

infrastructure, and operational dependencies, which can 

increase the likelihood of contagion during periods of 

financial stress. Closely linked entities must not merge their IT 

operations in a way that aggregates risk, nor use shared 

systems to process unauthorised transactions or offer 

unpermitted services.9

Infrastructure and service sharing are allowed only under a 

formal Service Level Agreement (SLA) featuring arm's-length 

pricing, clear exit options, and continuity safeguards (Shared 

Services).10 These Shared Service arrangements must 

undergo an annual independent audit and be submitted to the 

CBN by 31 May each financial year.11

Closely linked entities can no longer share or piggyback off 

each other’s user data for onboarding. Each entity must open 

its own customer wallets, even in relation to shared 

documents and execute KYC checks completely 

independently to build its own distinct customer 

relationships.12 

An entity shall not use IT applications to offer non-permissible 

activities and facilitate customer transactions because its 

closely linked entity is permitted to do same.13

FINANCIAL RESTRICTIONS 

The Guidelines, places restrictions on financial support 

amongst closely linked entities, mandating that:

i. Closely linked entities cannot extend loans or stand as 

a guarantor for another entity within the group without 

obtaining prior written approval from the CBN;14

ii. Closely linked entities should have the required capital 

to standalone, as opposed to relying on group-level 

buffers or a parent company’s assistance to meet day-

to-day regulatory requirements;15

iii. Separate bank accounts must be maintained for each 

entity, reconciled daily, and any errors must be 

corrected within 24 hours;16

iv. All intra-group funding, guarantees, pledges or credit 

extensions shall be on commercial terms and be 

properly documented. However, all such contracts must 

not compromise the core services or solvency of other 

entities; and17

v. The Guidelines also qualify that where there is intra-

group exposure, this must be done at an arm’s length, 

be well documented and be reported to the CBN on a 

quarterly basis.18 By requiring institutions to maintain 

sufficient financial resources on a standalone basis, the 

framework seeks to ensure that difficulties experienced 

by one entity do not threaten the stability of affiliated 

entities or the broader financial system.
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OPERATIONAL CONTINUITY AND RECOVERY 

PLANNING & RESOLUTION PLANNING 

The Guidelines recognise that operational disruptions 

within one entity can have significant consequences 

for the other entities within the group and its 

customers. As a result, institutions are expected to 

establish robust business continuity plans (BCP), which 

they test regularly that ensure the uninterrupted 

delivery of critical services during periods of 

disruption.19

The Guidelines also require institutions to develop 

recovery and resolution plans that enable regulators 

and management to respond effectively to financial or 

operational distress. These plans must include a 

strategy on how the entities will recover from stress, 

the process for shutting down safely where needed and 

identifying what the triggers are for carrying out the 

necessary action.20

The recovery and resolution plan is required to also 

explain how the entity would restore its viability and 

stability after a period of stress. 

STRUCTURAL CHOICES: HoldCo vs. Merger

The Guidelines offer two structures that can be taken in 

relation to closely linked entities and the requirements for 

each, which are as follows:

The HoldCo Path: in order to formalise a Non-Operating 

Holding Company structure, the HoldCo must be CBN-

licensed and must maintain a minimum share capital that 

exceeds its subsidiaries' capital by at least twenty percent 

(20%).21

The Merger Path: if a HoldCo is too expensive, Regulated 

Entities may choose to merge their closely linked entities into 

a single corporate structure. This requires surrendering 

surplus licences to the CBN and operating strictly under a 

single, retained licence.22

ENFORCEMENT AND SANCTIONS

The effectiveness of any regulatory framework depends on 

compliance and enforcement. The Guidelines, therefore 

provide a basis for supervisory intervention where institutions 

fail to meet prescribed requirements.

To strengthen regulatory oversight, all licensed entities are 

required to submit prescribed reports promptly to the 

appropriate supervisory department of the CBN.23 Compliance 

with these requirements is critical, as any breach of the 

Guidelines may result in regulatory action. The CBN may 

impose sanctions ranging from financial penalties to 

management changes or, in severe cases, licence revocation, 

in line with BOFIA 2020.24 This underscores the CBN’s 

commitment to ensuring accountability, transparency, and 

discipline across the financial system. 

IMPLICATIONS FOR FINANCIAL INSTITUTIONS 

The CBN has invited the stakeholders to give their comments 

on the Guidelines by the 9 July 2026. Institutions with 

concerns regarding the capital implications in relation to their 

current operations should ensure they communicate this with 

the CBN within this timeframe.

Regulated Entities may need to review their governance 

frameworks, intra-group arrangements, customer fund 

management practices, data-sharing models, and reporting 

processes. Immediate internal measures to be taken are as 

follows: 

Structural Audit: entities should conduct an organisational 

review to identify which subsidiaries or affiliates fall within the 

definition of a closely linked entity for the purpose of 

understanding which of their entities will be impacted.

Standalone Liquidity Capitalisation: entities should assess 

the individual balance sheets of their entities to ensure 

satisfactory capital adequacy and operational capacity to 

standalone without reliance on the wider group’s resources.

Governance Alignments: entities should audit their current 

board configurations against the twenty percent (20%) cross-

directorship limit and evaluate internal talent allocation 

against dual employment restrictions. They must also 

examine whether their Shared Services meet the standards 

set out by the Guidelines.

Corporate Restructuring Evaluation: entities must weigh the 

long-term compliance costs of a HoldCo structure against the 

alternative option of an institutional merger and licence 

surrender, factoring in the regulatory requirements and 

implications of either option.
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CONCLUSION

The Guidelines represent a significant step toward strengthening risk management and regulatory oversight within Nigeria's 

evolving financial ecosystem. By promoting operational independence, prudent governance, customer protection, and financial 

stability, the proposed framework seeks to balance innovation with the need for effective risk containment and market integrity.
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sectors of the Nigerian economy. Our unparalleled capacity to handle intricate legal issues is the bedrock of our practice, and our clients depend on us to help translate their opportunity into reality.
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