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1. Outlook and challenges for the Banking sector as a result of disruption caused 

by Covid-19 and low oil prices

2. How are credit risk indicators and expected credit losses trending?

3. Panel Discussion: 

– What can Financial Institutions do to navigate credit losses post pandemic?

– Adapting and leveraging scorecards and models for identification of vulnerabilities

4. Regulatory views and guidance on the ECL focused policies

Agenda
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» Paul Onigbogi – Head, Credit and Investment Risk Division, Risk Management 

Department , Central Bank of Nigeria (CBN)

» Dr Jude Monye – Executive Director, Heritage Bank

» Armen Mirzoyan – Senior Economist, Moody’s Analytics

» Metin Epozdemir, CFA – Risk and Finance, Moody’s Analytics 

» Joseph Ingwat – Relationship Manager, Moody’s Analytics

Speakers
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Challenging Road Ahead for Nigerian Banks
Negative Outlook for the Banking System

Weakening Economic Conditions

Low oil prices and the fallout from the pandemic. Credit 

growth will slow but facility drawdowns by companies 

whose cash flows have tightened will support growth, at 

the cost of portfolio quality.

Profitability will substantially deteriorate due to 

strained revenue and rising loan losses.

Banks' net profitability will substantially weaken, with 

return on assets falling to below 1% in 2020. Lower 

interest income and higher loan-loss provisions, amid 

already high costs, will be the main drivers.

Loan quality will deteriorate markedly 

Nonperforming loans (NPLs) are expected to more than 

double to between 12% and 15% of total loans. The toll 

on loan quality will increase further should oil prices 

remain at the bottom-end of ($35-$45) for longer than a 

year. 

Local-currency funding and liquidity will remain 

solid, but foreign-currency liquidity will decline. 

Nigerian banks’ local currency liquidity and funding 

profiles will remain solid. However foreign-currency 

deposits will drop materially as a result of the depressed 

oil prices.

Capital ratios will fall but remain adequate in base-

case scenario

Tangible common equity is expected to decline to 12.7% 

of risk-weighted assets (Moody’s adjusted) at year-end 

2021 under.

The likelihood of government support for the largest 

banks will remain high

Government willingness to support systemically 

important banks in case of need will remain strong

Source: Moody’s Investors Service Banking System Outlook – Nigeria, 21st May 2020
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External Environment Driving Economic Shocks
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COVID-19 Impact on Corporate Credit in Nigeria
Average Probability of Default for Corporate (All Industries)

Source: Based on Moody’s Analytics EDFTM Credit Measure and Point in Time Converter Model
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Sectoral Differences in Credit Risk
Industries with Most and Mild Impact from COVID-19

Source: Based on Moody’s Analytics EDFTM Credit Measure and Point in Time Converter Model
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Expected Credit Losses Set to Increase
Forward-looking views on economy and market reaction contribute to spike 

Expected Credit Loss, %
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Three-Step Approach to Managing ECL / NPLs

1.Risk 
Profiling

2.Strategy 
Formation

3.Model & 
Strategy  
Update

Enhancement of risk models and strategies 

with incoming data

Relevant data collection and scorecards 

determine most profitable customers with 

lowest risk

Balancing risk and profitability

Holistic view on credit risk measurement and management

Data fields for assessing risk and establish 

long-term data collection

Portfolio segmentation & scorecards set-up

Update risk profiling with quantitative 

models

Recalibrate weights and strategies based 

on observed customer performance

Building decisioning tools for loan 

granting and pricing

Dynamic scorecards to reveal portfolio 

default tendencies and customer 

behaviour

- Behavioural scorecards

- Early warning indicator models
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Key to Success: Models to Inform Decisions
Manage risk, identify opportunities and comply with regulation

Collection & 

Recovery

Business

&

Strategic Planning 

Application Scorecards
Credit Policies
Risk Based Limit Management and Pricing
Risk and Profitability Based Decisioning
Credit Line Assignment

Risk Appetite Framework

Behavioral Scorecard 

Credit Transition Matrix

Credit Line Management

Fraud Detection

Loss Forecasting

Scenario Generation

Stress Testing

Early Warning Indicators

Propensity and Churn Modeling

Scenario Generation

Stress Testing

Reverse Stress Testing

IFRS 9 Impairment Modeling

ICAAP with IRRBB

Credit Risk Concentration

Economic and Regulatory Capital

Collection Scorecard

Optimal Workout 

Credit Policies

Roll Rate Analysis

Tracking Collectors Efficiency

Regulatory

Reporting Origination

Portfolio 

Management

Collection & 

Recovery
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Internal Ratings

» Rely on historical data and name level analysis

» Cannot be  updated as frequently as the virus evolution

» Hard to incorporate past events into forward looking views

Loss Forecasting and Accounting Models

» Use broad brush economic indicators and portfolio 

level forecasts

» Can’t differentiate across 

Impacted industries

Fiscal and Monetary Impact

» Doesn’t factor virus trajectory

» Doesn’t factor fiscal stimulus

Many Banks’ Credit Risk Models Are Vulnerable
Many credit measures don’t work in the current environment

Application, 

behavioral, 

transactional, 

alternative data

Scorecards Dynamic models

IFRS9,

stress testing

Regulatory

models

Pricing

Macroeconomic 

Scenarios

COVID-19

Impact

Capital

Strategic 

Management

Regulatory 

Reporting, 

ICAAP

Provisions

Underwriting, 

EW
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❖ Scenario-based forecast of 

ECL and NPLs

❖ Cross Industry COVID-19 

Overlay Models 

❖ Test the impact of different 

strategies

❖ Planning for vulnerable 

exposures and portfolios 

under stress

❖ Improve risk & return 

profile and optimize 

capital allocation on the 

back of COVID-19

❖ Strategic response on 

balance sheet risk, ALM 

and Liquidity Risk

❖ Quantify what COVID-19 

means for the economy

❖ Assessment of fiscal 

stimulus impact

❖ Generate multiple future 

paths for the evolution of 

COVID-19

❖ Simulate losses around 

COVID-19 scenarios

❖ Which part of the book I 

should be most worried 

about?

❖ Early warning system and 

triggers

❖ Identify vulnerable 

(country and industry) 

segments and customers

What Should Financial Institutions Do?
Focus on forward-looking capital and liquidity planning

Credit monitoringScenario analysis
ECL & NPL Management & 

Optimization

Understand Identify Measure Act



14Navigating Credit Risk and Expected Losses beyond COVID-19

Overlays and Adjustments to Identify Vulnerabilities and Manage

Adapting and Leveraging Existing Models



Heritage Bank Internal



Heritage Bank Internal

Loss Distribution



Regulatory Views and 

Guidance on the ECL 

Policies



West Africa Webinar Series

Episode 2

Monday 29 June

10:00 BST |  WAT

Capital Adequacy 

Challenges for West 

African Banks Post COVID-

19

Navigating Credit Risk and 

Expected Losses Beyond 

COVID-19

Episode 1

Tuesday, 16 June

10:00 BST | WAT



June 2020 19

© 2020 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All 

rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS 

OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S 

PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, 

OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL 

FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE 

MOODY’S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL 

OBLIGATIONS ADDRESSED BY MOODY’S RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: 

LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S 

PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE 

MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT 

RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND 

MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. 

NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR 

INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND 

UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS 

UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS 

AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN 

INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH 

INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 

REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR 

MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED 

FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or 

mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all 

necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable 

including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance independently verify or 

validate information received in the rating process or in preparing the Moody’s publications. 

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any 

person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information 

contained herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, 

licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any loss of present or prospective 

profits or (b) any loss or 

damage arising where the relevant financial instrument is not the subject of a particular credit rating assigned 

by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any 

direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful 

misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the 

control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with the 

information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 

PARTICULAR PURPOSE OF ANY CREDIT RATING OR 

OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR 

MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt 

securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. 

have, prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for ratings opinions and services rendered by it fees ranging from 

$1,000 to approximately $2,700,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s ratings and rating 

processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from 

MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading 

“Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S 

affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 

383569 (as applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 

2001. By continuing to access this document from within Australia, you represent to MOODY’S that you are, or are accessing the document as a 

representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to 

“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthiness of a debt 

obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is 

wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating 

agency subsidiary of MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ 

are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and, consequently, the rated obligation will not 

qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services Agency and 

their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 

commercial paper) and preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as 

applicable) for ratings opinions and services rendered by it fees ranging from JPY125,000 to approximately JPY250,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

http://www.moodys.com/

