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ABSTRACT

The problem of commercial banking in Nigeria is
the issue of the increasing umauthorised: loans, Loan
defaults, fraudlent practices, arising from poQr accounting
procedures, the hiigh risk exposures and the rising
provision .for bad and doubtful debts which leaves much
‘"to be desired. Also, the peor and inefficient management
strategies of Toans and Adwances especialiy among the
medium. and small-sized banks is worrisome and deserves
attention if the industry must continue to exist and
flourishe. |

Throwgh.questionnamre admini stratiomn, primary data
was gathered for the study. The secondary data was
collected from published Ammual Reports and Fimancial -
Statements of the case study banks. Using the econometric
tools of simple and multiple regression of selected
variables, the correlation analysis between the net
egrnings and the Toams and Advances variable, the contin-
geﬁcy table and the chi-square@A(Xa) test, we weré able
to analyse the data collected on this study. |

The research came up with the findings that, the
Loans and Advances variable is am important and signifi-
‘cant item in the portfolie management of commercial banks,
that there is a high positive corfelation between the
Loans and Advances granted by commercial banks especially
the big-sized banks and thelr net earnings, suggesting

that they can more effectively manage their Loans and
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Advances than the medium and small-sized ones and thus
are able to contiﬁuously remain liquid@ 'Alsm, the
perception. @f the staffers of the Loans and Advances
(credit) departments of the case Study banks om the
effectiveness of their management étrategies tally with
the reported books of their individual banks..

The study recommended among others, that banks
should reduce their provisions for Bad snd Doubktful
debts, Resefves and Assets wvariables imn order to be
able to hawve more lomable funds for potential loamn
applicants, that every polite.and efficient management
deviice should be adopted to attract mone customers and
retain existing ones and that the workér should be
fairly treated by bank management so-as to ultimately
realize the desired goal of profit maximization and te

the development of the natiomal economy.
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CHAPTER ONE

INTRODUCTION -

Preamble

Banks, and in particular commerciallbanks'have over
time been a very important source for the graﬁtiﬁg of
credits to woﬁld be iﬁvestors in an economy. Thus, the
Nigerian banking environment is simply an integral part
of what obtains in fhe global economye

Loans and Advances are the main avenues through
which commercial banks extend credits to potential
borrowers and investors. It is a major item in the
Assets side of the balance sheet of commercial banks.

The effectiveness of the Loans and Advances

management strategies'of commercial banks coulid be

~assessed through among others, the profit earnings

'Of_the banks over a period of time. Because of the

very nature of commercial banks liabilities, that

is, the deposits from customers Which is with-

drawable at short motice, commercial banks find it

difficult to lend to customers on.véry long terms. .
Again,, eveﬁ,where loans are grénted on short term
basis, management.still needé to adopt strategies
that would effectively guarantee the repayment in due
time and the maximizatiowm of £he net profit of the
bank..

It is the purpose of this work therefore to find
out whether in fact loans and advances form an -

important item in the management portfolio of commercial
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banks and how effectively these banks have utilized
this item to their net benefit.

Statement of Research Problem

The high incidence of loan defaults by benefici-

aries of Loang : and Advances. granted by banks in

»Nigeria calls for urgent attention to stem the rising

tide and avert an eventual collapse of the banking
industry..

.This view 1s substantiated by the high provision
for bad and doubtful debt figures made by commercial
and merchant banks over the years. For instance, the
Co-operative and Commerce Bank (Nig) Plec made a
provision for bad and doubtfuli debts of H2.675 million

in 1985, H2.887 million in 1988 and ¥19.2 million in.

1989.. (CCB Annual Reports). These provisions are

meant to cushionm the bank from the effects of anticipated .}

loan defauvlts from bank borrowerse.. |
To further buttress this view, the Nigeria

Deposit Insurance Corporation (NDIC) has in its

"Predential Guidelines for Iicensed Banks!" (1990) .

asked the banks to include in their proviéions for

doubt ful classification such items as; but not limited

to the following:

(i) Cheques purchased of betwéen 3 to 6 months old
but which had been withdrawn or cancelled and
substituted with new ones. Similar treatment
should be accorded to uncleared effects for which

values had been given.



(1) Outstanding fraud cases of 6 to 12 months old

and with chances of full recoveries.

(1id) Interbranch items outstanding for between 3,
to- 6 months.

(iw¥)  All other intangible suspeﬁse accounts out-
standing for between 6 months and 12 months.
A minimum of 50 percent provision-éhould be
made for "other Assets" items classified as
doubtful,.

Also, the guidelines further required banks to
regard items for lost classification to include but |
not limited to:

(i) Cheques purchased and uncleared effects over
6: months 0ld and for which values had been
given..

(1i) Outstanding fraud cases bvef 12 months and
involving pro%racted litigationse..

(iii) Inter-branch items over 6 months old whether
or not the origins are known.

(iw) ATl other intangible suspense accounts over
12 months old.-

Full proviéion (that is,.one hundred per cent)
should also be accorded fo items classified lost.

Licensed banks should réview their credit port-
folio continuously (at least once in a ; quarter) with
a view to recognizing any deterioration in credit
qualitye. Such reviews should systematically and

realistically classify banks" credit exposures based



on. perceived risk of default. Im order to facilitate
comparabiiity, the banks" classification of their

credit portfolios, the assessment of risk of default
should be based on criteria which should include, but
are not limited to repayment performance, borrower'ts
repayment capacity on the basis of current financial
condition and net realisable value of collateral.

Agbodo (1992) has showh. that banks are now back-
pedailing on. granting credit facilit;es; unbacked
letters of credits and other similar obligations to
small and medium scale companies. -According to him.
this is as a result of‘the uncertain business climate
which makes 1t difficult to ascertain the credif
‘worthiness of'Compamies; the need to be prudemi and
the recent strict.a@counting;requirements‘demanded by
the prudential guidelimes for licensed banks.

Igere (1991) has. on his part moted that the woe
betiding Nigerian banks is bad debts, umauthorized
loans and fraudulent practices. -Osunbor (1991) has
also poinmted out fhat following the liguidity crisis
wﬁich hit some banks in the ‘wake of the mopping5uﬁ\ B
of excessive liquidity and other stringent measures
introduced by the Central Bamk: of Nigerila last year,
the.protection offered by the Nigeriam Deposit Imnsurance
Corporation has helped some aiiing banks to récoyer;
Indeed, it has been reported that within the first six
months of the corporatiénﬂs existence it rendered

assistance to 10 banks.faéimg liquidity problems with an



aCcommpdation.faciiity.of up)to-an aggregate of about:"
§2.3 billion. R
- From the foregOing it 1s ‘evident that Higerian
' ffcommer01al banks are faced with a lot of lendlng risks
-"frbm defaulting borrowers and the apex bank (the l
,;}Central Bank: of Nigeria) is ‘trying through its prudentlal

'JEVGuidelines to arrest the ugly s1tuation in the- industry.

':1.3_;10bject1ves of the Studx
'. - The obJectives of this study are to-
(i) Take.an insight-into the criteria and strategies;
:ad0pted by commerc1a1 banks in granting Loans
and Advances to Loan applicants, -
ii(ii) Appraise the effecti;eness of commercial bank'
loan management strategies with reference to a
few selected banks (The United Bank for Africa
”Plc, First Bank of Nigeria Plc, Co-operative and
Commerce Bank Plc and the African Continental_
Bank Plc); '
i(iii) Investlgate the problems/risks assoc1ated with
o : ban.k. lending,
'Efil (iv) Recommend policy measuresAto;be adopted by
. commercial-banks in managing their'leans and
advances and administering them to potential -

beneficiaries.

dolp _ypotheses of the Study o
' This study is to be guided by the follow1n6 hypotheses?
(1) That Loans and Advances are not important in the

management portfolio of,commercial banksg -
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(ii) There is an inverse relationship between the
-licans and advaneces granted by comﬁercial banks
and their profit earningss;

(iii) That the Ioans and Advances management strategies
of commercial banks over the years have not been
effective..

15 Defindtiom of Terms;

1 Bank Loans.

A bank loan is part of the Assets of a bank -
usualily given out t0 customers of the bank as
crediit facility. Tt is a fimancing instrument
tailored to meet the specific finanecing needs of

the borrowere.

2. Advances
An. Advance ordimarily means to pay before
due time, to lemd especially om securitye.

3. Management Strategies

Management Strategies is defimed here to
mean.thbse measures undertéken by bank management
while advancing and recovering credité (Loams and
advances) to their customers.. |

Lo Effectiveness

We define effectivemess to mean the ability -
of commercial banks to manage their Loans and
Advances effectively (efficiently) thereby maximizing

profit,.



Scope and Limitations off the Study

The study is intended to cover a period of ten

years (1980 - 1989), a period so chosen for some basic

reasons, among which imclude;

(1)

(2)

(3)

(4)

The availability of relevant data..
The fact that the period covers three different
economiic scemaria of the Niéerian economy, namelys;

a period of oill boom (1980 - 1981) and the subsequent.

monetization of the oili revenues, a period of

.austerity (1982-1985) and a period of Structural

Ad justment and feforms beginning from 1986, The

‘effects af these periods om bank earnings,, Eoéns

and  Advances, their provision for Bad and Doubtful
debts (a proxy for the rate of loamn default) are
important..

The Loans and Advances management strategies
adopted by these bamks and their effectiveness

is appraised within the study period..

The study is intended to cover some selected four-:

(4) commerciall banks, namely; the United Bank for

Africa (UBA) Plc, First Bamk of Nigeria (FBN) Plc,

African Comtinental Bamk (ACB) Ple, and the
Co-operative and Commerce Bank of Nigeria (GGB) Plc.
That dis two (2) banks out of the three biggest banks
in Nigeria (the big three) and two (2) out of the

medium-~sized banks..



The limitations of this study include such
factors asg

(1) Time: The researcher was faced with the problem
of apportioﬂimg his limited time between writing

. this diissertation and other persomal but vital
responsibilities.. -

(2) Datars .The problem of data colleection in a
developing economy as ours is well known, The
absence of a daFa bank and the secrecy assoclated
with the reiease of official documents are
impediments to research efforts. This study ..
had dits own feel of these obstacles. Thus, it
was difficult for me %0 gather all.fhe required
official publications on the Annual Reports
and Financial Statements for the four selected
case sfudy banks for the tem year period of this.
study. For this, numerows trips had to be under-
taken to the Head Offices amd branches of these
banks, although not without the reQuired bureaucratic
red-tapism assoﬁiated‘with‘dbtaimimg information
from public establishments. At a stage, some |
shareholders. of these banks became helpful in
supplying the required documents.

The receipt of a minimum of Eighty five peréent

(85%) of the administered questionmaires is however

satisfactorye.



(3)

Funding: The fumding of this research was not an
easy ome as the researcher is comstraimed by limited
resources. The cést of aompuwefizatiom.of the models
and thé various travels associated with such a work
were emormous. However, the researcher remains
grateful to the Coumciil for the Development aof

Social Science Research im Africa (CODESRIA's)

Smalill Grants program for thesis writing for coming

up handy with their award almost when all hope

was lost im the contimuation and evertual completion.

of this research..
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CHAPTER TWO

LITERATURE REVIEW

The chambers twentieth century dictiomary ¢1981),
defines a ioan as anything lent, especialiy money
at dnterest. This agrees with the defimitionAby
Hamnson (1977) of a loan as the borrowing of a sum of
money at an agreed rate of‘imteresﬁ, usually for a
specified period of time by a government, an institutiom
a business firm or an individual. |

Loans: can be oOf thé short term when. the period
oﬁ‘repéyment does not exceed one calemdar year, or
when. governments issue treasury bills to the ﬁonéy
market. Governments can also borrow on long termﬁ
by the .issue of stocks to the capital market, ILong
tern borrowing usually exceeds a period of omrne calendar
year for repayments to take effect..

Loans and advances are the most important income
earners for banks, the most domimant assetls as well
as the most regulated activity. Govermment bills.
and securities are prime elements in the asset port-
folio of banks for two reasoms. Firstly, they are
readily availlable in Nigeria., Secondly, they have
both income and safety appeal ﬁOr banks. Qf all
income earning assets, government securities are the
most liquide. And of all the prescribed liquid assets,

they earn the highest rate of income. Okafor  (1987)e
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Commerciall banks offer warious services to their
customers among which include, the mohkilizatiom of
savings and other deposits, extemsion of credit
facilities for the transfer of funds, management of.
customers imvestment and advising on insurance.matters,
-providing foreign exchange for travellers, business
advisory services among others., This is in agreement
with Afolabi's (1988) view that commercial banks services
which could be grouped inmto five categories include
deposit collection, money transmission services, financial
services,, foreign.sérvices and credit..

Adekanye (1986) has opimed that as a general
rule, the customer to whom facilities are to be extended
must pass the test of reliability, persomal integrity
and homesty. He does not qualify for bank assistance
if he lacks any of these qualities - hoWever strong his
securitye. Thus, it is meaeséary for a good‘banker to
know his customer very well and be able to Judge not'only
the qualitiies mentioned above,-butAalso the custoﬂef"s.
ability, intelligemcew'dedicatibm to work, knowledge of
the operations of his company and business experience
generally,.

As'profitpmaking concerns, loans and advances
are important items for commercial banks. Over the
past decade, loans and advances have comsistently

accounted for about one-third of banks'" total assets
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Ajayi (1980). For instance, the Unmited Bank for Africa
Plc din 1986 granted the sum of 0,865 billion naira as
loanms and advances which®is about half of its total
assets for fhat year. In 1989, the same bank granted
éome 3,04 billion naira as loams and advances wﬁich.was
about ome-third of its total assets for the year. The
other case study banks show the same piqture of loans
and advances - total assets ratio for the period covered
by this study. |

The Central Bank of Nigeria acting in its
capacity as the apex‘bamk advises commercial banks
through iits yearly monetary poliicy circulars. to e%teud
a greater proportion of’their loans and advances to
what it describes as the preferréd sectors of the
economy which imclude, agriculiture, manufacturing,,
mining and quarrying, congtrumtion and services etce

See Table I below.
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Table 1

COMMERCIAL BANKS' LOANS AND ADVANCES CLASSIFIED BY PURPOSE

(PERCENT) 1980 - 1989

Prescribed Percentage

ory of ' A
1980 '1981 1982 1983 1984 1985 1986 1987 1988 1989

wers.

e ferred.
ctors..

ilcultural ]
>duction 39.0 39.0 59.0 61.0 10.0 12.0 15.0 15,0 15,0 15,0

aufactu-~ : ,
ag Enter- 36.0 36,0 16.0 15,0 65.0 63.0 63.0 35.0 35.0 35,0 :

KSEes
tal (K)  75.0 75.0 75.0 76.0 75.0 78.0 50.0 50.0 50.0 50.0

tors 25.0 25.0 25.0 24.0 25.0 25.0 22.0 50.0 50.0 50.0

(A) and

(B) 100.0 100.0 100,0 100.0 100.0 100.0']00.0 100.0.100.0 100.0

ce: Central Bank of Nigeria, Annual Reports and Statement

of Accounts. Various Tssuese..
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Thus, from the table above it is evident that
commercial banks extended within the study period
on the average some seventy .. five percent (75%) of
their total loans and advances to the preferred sectors
of"the ecdénomy." Loan§ and &dvancé&s thelefore consti-
tute a handsome proportion of ‘commercial banks
banking activities and a major source of interest
generation; o

Cox (1979), has shown that a_banker who ié
faced with the request for loan or overdrafts
facilities must always ask four basic questions,.
namely, the customer's own resources.and whether
the banks is being asked to lend too much in '
compafisom.with these resources, Most managers
agree that if the customer has a reasonable amount
of‘his money invested in the project he will have
plenty of incentive to see it through to a profit-
able conclusion. Alithough no hard and fast rules
can. be laid down it is often thought that the bhank
shoulid not have more invested in the business or
pro ject tham the customer.. .

HNaturally a lender of money is entitled to know
the purpose for which the advance is reguired. A
manager must bear in mind while édvancing a laam:y,,
the monetary policy guidelines of the Gentral Bank of.

Nigeria, and the purpose of the advance should falil
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within the terms of the bank's own policy. Also,,
because the deposits that Commercial Banks holid are
usually withdrawable on short notice, the loans

and advances they also make are of short term basis.
Thws, Commercial Bamks do not engage in long term:
lending activitiese.-

Again, the mode of repayment is of interest to
the lending officer. If the loan propésal is for a
business,. the advance cam only be repaid from future
profits of the business. Thus, the officer needs
to ensure the advance will increase the profits
of the business, after allowing for the interest and
charges to be made on the advance. Every available
information on a customer should be soufced if the
loan. is a personal and not a business loam. Such
imfdrmation.sﬁould include but not limited to his
earnings and social life as well as his other |
previous. financial cbmmitments.

Government. expects Banks to b? good corporatg
cifizens.and to shoulﬁer various forms of social
responsibilities. These expectations, though -genuine.
often have cost implications and are therefore at. -
variaﬁce with the income expectations oﬁ.ownefs,
Persuasive cUstémers.could,easily‘geﬁerate sentinents
which conflict with the policiies of a bank or even

with the general economic policy of government.
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Bank management is therefore placed im a perpetual
state of conflict resoluﬁion, The conflicting
demands of the bank "publics" must be reconcilied
and harmonised. This demands optimal allocation
and efficient management of bank resources and raises.
the basic dssue of'baﬁk:portioliozformulation and
management.. |

It has been variously argued that banks face
risks while granting loans ana advances to potential
beneficiaries. Two different kinds of risk are
important to a bank, investment or default risk.
and Eiquidityzﬁﬁkg,any-other risks may be descrihed
in terms of either or both of themy, Aja-Nwachukwu
(1990). The default risk is concermed with the
asséts held by the bank as a creditor. The bank faces.
the danger that its debtorg may not make payments due.
on interest and principal. As a result, it demands
risk premiums from its debtors and other things
being equal, the greater the possibility that a
debtor will default the gfeater the default risk'and
risk premium demanded. Also, default risk could be
due to market's evaluation of bank assets which may
result in the fluctuation of their yields. The
other form of risk is the withdrawal or Liquidity
risk in connection with its liabilities. As a debtor
to its depositors, the bamk faces the'riék.that its

creditors may be unwilling to renew or even extend
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new credits to it. XKven when they decidg to continue
.the credit extension, they may only do so at different
terms, for example, at increased interest rate on
fixed deposits or reduced services charges, and quality
services on current accounts.. Thms,vthe Liquidity |
risk, in addition to interest rate variability,.
increases with the type and nature of deposits. Banks
are therefore placed in a constant search for risk
reduction methods..

Orji (1989) has demonstrated also that the
problems of bank.lendlng in Nigeriam can be
associated with, the shareholders, banks and other
sources. Many shareholders, who are the main owners
have created problems for some of the bénks.. |
Fécilities granted to them espeéially the state
governments and their parastatals have performed
umsatisfactoriiy as they failed to live up to
expectation in the performance of their accounts. In
the appraisal of some of the Loans and advances
granted to state governments, Central Bank Examiners
usually do recommend that provision for bad and
doubtful. debts be made for thése facilitieso

Agaiq,Orji (1989) has further shown that the
administration of the loans and advances portfolio -
of many banks leaves much to be desired. For instance,
the departments charged with the responsibiliity of

granting and monitoring the loans and advances poOrt~
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folio do not usually co-ordinate their efforts. The
admimistrationlof bank lending in most banks is
characterized by the following irregularities
- PFacilities are not subjected to proper credit’

appraisal. before being granted to the customer..
In. some cases, neither the ability to'repay
nor adequate securities were available-

- The vwiability of the projects to be financed and
the integrity of the customers. are not usually
given. the pride of place in the processing of
.application for credits.

- Several instances where customers are allowed:
to draw part or the total value of the loan
facilities without observing conditions precédeht
to granting the.credits such as the submission.
of irrevocable undertaking to pay future proceeds
of sale of goods/services into their accounts
or perfecting securities are commonh.

- Monthly or periodical returmns to the Head Office/
Area Offices in respect of Loans and Advances are
still being handled with Levitiy. They are often
non-challantly prepared by branches as mere routine
exercise with inadequate information for meaningful
control. | |

- The attitude of most of the managers towards_i;
facilities granfed by their predecessors, Area
dffice or Heaa Office are usually lukewarm.. This

attitude had led many facilities to deteriorate since
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adequate efforts are not made to monitor them
promptly with a view to recovery;

- The e¢redit files of most of the borrowing customers
contain. little or mo information of value, It is
disappoimting to note that credit files of debtors
owing large sums of money contain little or ne
information at all. Some of the securitie&
pledgéd for the facilities are either of dubious
value or have had their worthlgrossﬁy exaggerated..

- Owing to the general laxity in staff’discipline
in most of the banks, branch managers® carefreg
attitude to recovery are noticed by the authorities.
In defiance of bank internal: procedures, staff
accounts are usually over—dfawn; this has generated
an.atmosphére of generai indiscipline in most of
the banks;

- Failure of management to haveva defined lending
policy and follow it religiously.

Other irreguliaritlies are that Loans and Advances

are granted to a new and umtried business which is
inadequately capitalized; Loans and Advanges granted
for speculative purpoées, Loans and Adwvances made
because of other benefits suchfés control of large
deposit.balances and not based on sound len@ing
principlies, failuie to estapblish or enforce repayment

programme among others.
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Ughamadu (1991) is of the view that bank fraud
is being celebrated in Nigeria instead of finding a
lasting solution to it.. Aécording,to him the Central
Bank of Nigeria admitted that a total of 32 fraud cases
~in the sum of ¥134,830 million were attempted in the
last one year. Again in April 1984, five Central
Bank of Nigeria staff were found "guilty" of
conspiracy to steal money ﬁotalling ¥152,229 and in
July 1986, a four million naira (¥4 million) fraud
was discovered in,thé Exchange Control Department éf
the bank. The consequencies. of bank fraud are obvious.
For one thing, it erodes public confidence in the
banking,sébtor as a pléce for depositing their moﬁey
and by extension it discourages. the banking'habitw
For another, it could scare foreign investors away
from,the country because the logic for estéblishing a
viable and enabling environment for any country ﬁill
-be meaningless 1f its banking sector is very porous
to fraud..

Apart from the issue of bank fraud, there is also
the related problem of loan default that has
characterized the lending;activitiés of banks. Banks
therefore have had to make adequate provision for
bad and doubtful debts. For instance, the United 
.Bank for Africa Plc made a provision of H2§335 million
in.1980 and up to H57,793 million by 1987. Also the

Co-operative and Commerce Bank Plc which made a
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provision. for bad and doubtful debt of ¥3,064 million
in 1980, provided for E]9,%%%2§%?19&9. This goes to
show the rising trend in default rate and other risk
exposures. faced by the banks..

Thus, the Central Bank:of Nigeria and the Federal
Ministry of Finance Jjointly established the Nigeria
Deposit Insuramce Corporation. The Corporation.
established by Decfee.ZZ of June 15 1988 is a federal
government agency to insure the deposit liabilities
of licensed banks and other deposit taking financial
institutions operating in Nigeria, More speciﬁically,'
the Gorﬁoration.was established to among other things
protect depositors interest in the case of any |
insured bank facing lLiquidation. In the event of
Liquiidation of an iansured bank, the Corporation pays
a maximum of E50,000 to each depositor.

The Corporation, according to the Business
Concord Editorial column of 15th October 1991,
revealed that some nine commercial banks were
technically insolwent for hawving accumulated an
estimated 4,7 billion bad and irrecoverablie debts
which represented about 7% percent of their total
Loans and advances as at December 31, 1990.

Because of the nature of their business, bankers
usually ask for security while trying_to‘advance a
loan tova potential beneficiary. Among the types of
security acceptable for lending in Nigeria include,

stocks and shares, life policies, land, Gurantees,
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letter of Comfort and others. Although theoreticallyw
securities shoﬁld not be seemn as the most important.
eriterion. for granting a loan facility, practically
and more especially in the Nigeria comﬁext they
occupy the primary'positiom as the husiness of lending
in Nigeria dis full of suspicion amd distrust. Thus,
tne_wigeriam banker needs to hedge himself against
possible default by his customer.

However,, severalAwritefs héve proposed other
alternmatives to lamded property as a security for bank
lendinge. As :epofted by Agada (1991) other secﬁpity
altermatives'inslude,:lease im process, (i.e. abridged
faeility granted a prospective lease customer before
lease arrangement propef is put in place); Venture
capital (where banlks take up equity positioﬁ iﬁ
Gq@panies seeking funds); hypothecation of imvemtbry
(where short term loans are granted against existing
and future stock inventory of a Company) and édvam@ed
payments gmarantee.,. It is however a known fact that
.landed property occupieé and may continuwe to occupy
at least im the nearest future a prime place in the
lemdiﬁg requiirements of Commercial Banks inm Nigéria.

According to the Chamber'"s Dictiomary (1981)
effectiveness means having powerto efifect, causing

someting, sucecessful im producing a result or effect..
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Thefgfﬁéqtiyenessxof'bamks in managing their loans and
advances has beem variously - discﬁssed>by several
commentatofsy. Okafor (1987) has demonstrated that the
issue of bank portfolio management is the question of
optimal resource allocationuémong bank assets. A bank
must therefore select.anwasseﬁrmﬂx;which.enableé 1ﬁ to
maimtainua de;icate balance between the meed'ﬁﬁr liquddity
and the demands of profitability, This represents a. ma jor
dilemma for bank:maﬂagement, It is the liquidity versus
broﬂitability dilemma assoclated with commercial banlking,,
the world over, The dilemma cam omnly be contained through
optimal ‘portfolie choice..

The need for efficient por@fbli@~mix.arises because

a bank's overall performance tends to be related to its

portfolio mix. It is known,for instance, that:

(i) the rate of profit - beﬁofe tax earned. by a bank

s closely related to the relatiwe proportion
of its imcome earﬁﬂng assets to total assets.

(ii) periodic changes im the relative prOportibn.@£ 
income earning assets to total assets generates
similar changes in the rate of profit, that is,, a
rise in the proportion causes a rise in the rate
of profit and vice VeISa ye

(iii) profitabiliity is wvery closely related to the

 structure of a hbank's income earning assets, and

(iv)' changes in the sﬁrueture of such asséts,tend N

to giive rise to similar variatioms im profitability.
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Agaiin, Okafor (1988) notes that the issue of
effectiveness in banks loans and advances management
strategies is the m@sﬁ.con&entiousv He goes further to
say that available statistics as at the end of 1986
suggests some measure of success in the application of the
69mtra1 Bank's guidelines on the advancement of their
Toans and Advances to the preferred sectors and to
agriculiture,. |

The effectiveness ar otherwise oﬂ'Migerian banks
in managing and recovering their  bad and dodbtfwl debis
has been questioned by many, among whom is Ogundele (1991)
who notes that, | |

"Nigeria®s effort to plug the widening
leakage in bank vaults, which has cost

the mations economy abowt Hi1l1.9 billion
bad debts seem tio have been characterized
by buck passing between borrowers,, bankers
and supervisory agents",.

Banks are thus of mecessity'requirea to effectively
manage theiir Loams and Advances by adhering to the canons
of good lending and by reducimg the amount of bad and
doubtfwlAdebts resulting from their transactions.. .The

objective is the maximization of profit and the eventual

growth of the national economy;

THE EVOLUTION OF COMMERCIAL BANKING IN’NIGERIA

The evolution and early de%elopment of commercial
banking im Nigeria have been extensively discussed by
several emiment writers such as Brown (1966), Nwankwo

(1980) and Uzoaga (1981). Other authors have also
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contributed to the body of literatureo

From all recorded accounts, modern commercial
banking in Nigeria dates hack to the early colonial
periode. The activities of Transnational Corporations,
- the finameial tramgactioms of the colonial government,
the-de¢line of the barter system of trade and the increasing
acceptance of British silver curremcy - all these required -
an institution im the form of a commercial bank for safety
and transmission of funds,, tne,ﬁm@ortation and distribution
of British silver coims amd provision of credit to the
government and the trading companies. It was for these
purposes that.ﬁhe AﬂricanABanking;Gorporation.ﬂAB@} based
im South Africa was invited im 1892 to open a branch
office in. Lagos by the Elder Demster and Company - a
shipping firm which operated steaﬁship services hetween
liverpool and West Africa. The African Banking Corporation
was thus the first modern commereial bank to open a branch
foice.ﬁn‘Lagos. The bank was taken over by Elder Dempster
and Company whiech ram it as a private bank uantil December
1892 when the Bank of British West Africa (BBWA) now
First Bank was organised and registered in Iondon with
an authorised capital of £100,000. The Bank of British
West Africa opened its first branch in Lagos dim 1894.
Five years later the paiges Trading firms in Eastern
Nigeria under the leadership of the Royal Niger Company
established the Bamk of Nigeria. Uzoaga €1981 ).
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The real watershed in. the evolutionary process
of banking in Nigeria was attaimed im 1952 with the
enactment. of the first banking legislation - the
Nigerian Bamking Ordinance of 1952 which was later
repealed and replaced by the Banlking Act of 1958. The
history of Banking in Nigeria fails into five major
periods, namelys '
(i) The Era of uncontrolled banking - 1892 - 1952
(i1) The Era of Bamk failures - 1952 - 1959
Ciii) The Era of Consolidation or banking .
legislation _ 1959 - 1970
(iv) Er; @ﬂ‘indigenizaﬁion4 1970 =« 1981
(v) Era of Expansioﬁ and competitive

banking 1981 .to date.

Kwankwo (1980) has reported that the period
'(1&92—1952) is characterised by two main features. One
.dis the absence of any banking legislation.. There was ease
of entry into the banking industry for all types of
aspirantse. ~Anyhody could set up a bénking company s,
provided he registered under the companies ordinamce, which
required that membership of paftnership did not exceed.ten;
On@e'registéred,;the individual or‘company coulid engage
in-any type of banking business Without any restrictions
except that, under the stamp duties ordinanmce (Nq, j of
- 1939) the banking companj-could not issue Bank of England

notese.
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The second feature of this period is that it was
during thie :era that the three biggest foreign banks
and the two biggest indigemous banks were established.
The foreign banks were the Rank of British West Africa
(BBWA), the Barclays Bank Dominion, coloﬁial and overseas,
and the Bri?ish and French Bank, The two indigenows banks
were the National Bank of Nigeria amd the African
Continental Bank Limited.

Three ofher jmdigenous banks were also established
‘within this period, namely; the Nigeriam Farmers and
Commercial Bank Limited_established in 1947, the Agbonmagbe
Bank Ltd im 1945 and the Merchants Bank im 1952. lThére
were thus, seven banks altogether durimg this period of
free banking, of these, three were expatriate and flour
were indigenous banks.

. Indeed,, it has been variously reported that between:
1947 and 1952, a total of 1&5=banking;companies were
‘registered im Nigeria of which 145 were registered in
1947 and 40 im 1952. _

The phase (1952 - 1959) of banking development in
Nigeria iis characterised by four mein features, namely;
.the implementation of the Paton Commission Report im the
1952 ordinance, the collapse of the indiigenous banking
establishmenté and the absence oficentral Banking in
Nigeria. NKwanlkwo. (19&0).

Mr-‘G.D, Paton. reported in 194&,.and the g&vernment

enacted the first ever Banking Ordinance imn 1952.. The
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ordinance required that no bhanking business shall ke
transacted.in Nigeria excépt,by a Company which must take
up a banking licence from the Fimancial Secretary after
paying in caéh,ﬁai,ooo out. of an authorised capital of
¥50,000 for indigenous banks and ¥200,000 for expatriate
banks- The ordinance further required banks to.maintain‘
a reserve fund into which 20 percent of profits would
be paid annually until the reserve fund equalled the
paid-up capital and to maintain ah adequate degree of
liquidity. Banks were also prohibited from paying dividends
until capitalized expenditure was writtem off.. Thej were
also. prohibited from ;maklng loans on the securiﬁj of
their shares and from making unsecured loans of more than
H600 to their directors or to any private company in‘which.
the directors had an interest. | |

To emsure compliance the ordinance provided for
bank examination and supervision.T The Financial Secretary
was given the power to refuse or withdraw a licence if,
in his opinion,, the affairs of the baﬁk.were likely te
be conducted or were in fact being conducted in a manner
prejudical to depositors™ imterests,"

The second fegture of this era is the collapse of
the indigenous banking boom. The. 1952 drdinancevbecame'
operational for all bénks in the country in 1955 and by
-thié time all the mushroom banks established since -

1945 had collapsed with the exception of- three namely;,
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the Afrjcaﬁ Continental Bankw the Aghbonmagbe Bank
and the Merchants Bank. ' The National Bank of Nigeria
incorporated in 1933 and the three already mentiomed
were the four indigenous banks plus the three expatriate
banks that survived the banking boom of the late
1940*s and the early 1950fs.

The third feature was the beginning;of state
support for and assistance to indigenous banking. The
four indigenous banks that survived the boom era.could
not have béen able to do so if ﬁot for the support
and assistance of the state. For instante, the
African continental Bank received massive injection of
public funds before it was able to qualify for licence
at the expiration of the three years®™ grace period 
allowed under the 1952 ordinance in 1955. Also, in
pursuance of this policy of encouraging indigenous
banking development the Western Region government
injected public funds into the National Bank of Nigeria
Limited, the Merchant Bank of Nigeria Limited and the
Agbonmaghbe Banlk., - |

The fourth feature of this phase was the absence
of a central or Apex Bank im the country. As had been
noted elsewhere in this work, the first ever banking-
legislation in Nigeria was enacted in 1952. Prior to

this time, it was an era of uncontrolled entry
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into banking business in the country. The liquidity
requirements also worked hardship on indigenous banks
because there was no Central Eank:&ﬁ Nigeria hefore
1958 and no organiged securities market before April
1960 nor aidAth@ ordimnance empower the'Financial”
Secretary to perform some Central Banking functions such
as provisiomn. of liquidity to hanks in event of difficultye.
Hence there was no institution which could help a bank
in distress either by issuance of additional cash in.
exchange for the bank?"s assets or by extenmsion of loans
on the basis of whateveﬁ-assets the bank could provide.
This suitation no doubt. contributed to the high failure
rate among indigenous banks. Uzoaga (1981).

The thiird phase of commercial banking evolution
in Nigeria was one that required the comsolidation of
the>banking industry through legislations to put a
permanent stop i1f possible to the frequent bamnk failures
that characterised the second phase.

"~ As noted.by Nwankwo (1980), this era was
charaéteriséd by the establishment of the Central
Bank of Nigeria im 1959, the laying of the féumdations'
of the Nigerian momey and capital markets, for
example, the Treasury Bills Ordjnamce promulgated in.
1959, the Barback Committee's report that resulted
in the establishment of the ﬁagos Stock Exchange in

1961, the emergence of mixed bamks. Also, five
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banking legislations within the period need to be
mentioned- They include, tﬁe 1958.banking ordinance
which became effective in 1959, the 1961, 1962 and
1964 Amendments and the 1969 Banking Decree.

The 1958 ordinance dropped references to
authorized capital, the paid-up capital for indigenous
banks remained at ¥25,000, that for expatriate banks
- was raised from ¥200,000 to ¥400,000 and the portion
of profits to be transferred to the reserve fund was
increased from 20 percent to 25 percent. Under the
ordinance banks were also prohibited from owning
real estate except where strictly nedessary,

The 1961 Amendment. &as mainly on the 1iquidati5n
of banks and provided for the appointment. of a
receiver and liquidator..

The 1962 Amendment raised the minimum paid-up
capitél for indigenous banks from ¥25,000 to E500,000
'with a period of seven years for existing banks to
compliy. The Amendﬁent further required expaﬁriate
banks to keep.within.Nigeria assets of at least
500,000, 1t required banks to write off losses before
making the 25 per cent transfer of profits to the
reserve fund, changed the definition of liquid assets
and‘empowered.the Central Bank of Nigeria to be
flexible in applying the definition for the purpose
of computing -the liquidity rafio, allowed banks to

own real estates for the purposes of future expansion.
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Under the 1969 Decree, all banks were required
o be locally imcorporated, increased the minimﬁmApaid—
up capital for indiigemous banks to ¥600,000 and for
expatriate bamks to H1.D million, The Decree also
required banks for the first time to maintain a capital
-déposit ratio of between. 10 and 30 percent, raised
the capital loam ratio from 25 to 33% percent. It
also. empowered the Central Bank of Nigeria to monitor‘
and vet bank advertisements amd to authorize closure
or opemnimng of bank branches and bank amalgamations.

The above émactments, provisions and'amendments
were aimed at closing thé loopholes in previous
legislétién'amd to get the system workinge

Okafor (1988) observed that the seed of the
indigenization process: was sowed durimng the civil war
period. The experiences of the war demonstrated the
virtues of national self reliance to most Nigeriams.
The spirit of selﬁ'réliamce was germame to the
promulgation of the Enterprise Promotion Decree im
1972, popularly called the Indigenization Decree, by
which government sought to inerease local participation.
in the ownership, management and comtrol of all
sectors of the Nigerianm ecomomy. The goal of indige-
nization. im the.bamking sector was basically to make
the operations of banks more relevant to the needs of

the policy making machinery of the system..
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More specifically, in 19%% the Federal
Government, in pursuance of its policy of ensuring
that Nigerians own and control the commanding heights:
of their ecdmoﬁw, took enough percentage interest in
the three biggest éxpatriate commercial banks in the
country to'bring‘total indigenows ownership to 40 per-
cente The Government later in 1976 acquired additional
20 percent im the three biggést foreign banks aﬁd &0
percent. in the other foreign banks to bring indigenbus
ownership im these bamks to 60 percent.

Another feature of this era is the renewed boom
in indigenous banking. This time the banks were I
established by State Governmenté and not private
individuals as was the case in the era of umcontrolled
banking in Nigeriae..

From 1981, the start of this phase of banking
development in Nigeria, there appears to be another
" period of scramble in the industry. A scramble similar
as it were tD.the second phase of the development era..

By 1981 the total number of commercial banks
operating im the country stoed at 20 with the number
of branch offices at 869. The nuﬁber of Merchant Banks:
was 6 while the number of their hranch offices stood
at 15 (CBN, Annual Reports, 1981). As at 1986, the
total nﬁmher of commercial banks in the country

had risen to 29 with branches numberimg 1,367 of
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which_481 branches were opened under the rural banking
programme, In addition, the number of their branches
and representative offices abroad stood at 10 at the
end of 1986. The number of Merchant banks stood at
12 with. 27 branches ofﬁicesw

A total of 18& applications for bankimg licences
were received by the Central Bank during the year
(1986.), compared with 12 in 1985. .Nine of the
app]icatidns were for commercial banking services while
the other 9 were for merchant bankinge. Toféﬂ.number
of applicatiomns outstanding at the end of 1986 were
21 y 13 commercial and & merchant banks. These had
been. duly processed and walting for approval.

However, by 1989, the time which this study covers,
the number of commercial banks in operation stood at
47 while that of .merchant banks rose to 34. The
number of branch offices of commercial and merchant
banks also increased from 1,665 and 46 in 1988 to
1,856 and 56:by 1989 .respectively. (CBNIAnnuam.Reports,
1989). Table é shows the Ten-year Growth or Expansion

0of the Commercial and Merchamt Banks in Nigeria,



Table 2
TEN-YEAR GROWTH IN: NUMBER OF COMMERCTAT. AND MEBCHAﬁT“
BANKS TH NIGERTA (1980-1989)

No.0f Noe. of No. of No. of

tear (OB Pronch Mefchant Smch  Totd  Tota
L (B (c) e A+C B+D
1980 20 740 6 2 26 752
1981 20 869 6 15 26 884
1982 22 991 8 19 30 1010
Ci983 25 1108 10 24 35 1132
1984 27 1213 11 | 25 38 1238
1985 28 1297 12 26 - 4O 1323
1986 29 1267 12>_ 27 L ’r39g
1987 33 1483 16 33 59 1516
1988 41 1665 24 | 46 65 1711
1989 L'e | 1856 . 34 56 81 1912

Sourcezr Central Bank of Nigeria, Annual Reports and

Statement Accounts, various issues.

The table reveals that'between 1980 and 198G, the
gumber of commercial banks in the country had.increéséd from
26 to 47 with.the'number of branch offices going from 740
to 1,856.. Also, the Merchant banks witnessed an increase
in. their number, coming from 6 in 1980 to 34 by 1989. The
nunker of their branches also skyrocketed from 12 in 1980
to 56 im 1989. The total number of commercial and merchant
banks operating in the country by the end of 1989 was 81

with 1912 branch offices nation-wide.
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In terms of Amnnual Growth of Commercial and
Merchant Banks im the country within the period

1980-1989, the following picture is revealed by table 3.

Table 3
ANNUAT, GROWTH. OF COMMERCIAL -AND MERCHANT BANKS IN.

NIGERTA. (1980-1989)

Year 1980 1981 1982 1983 1984 1985 i986 1987 1988 1989
No oﬁ'App.
received 8 11 13 10 3 12 18 26 45  NA

(both Comm.
& Merchant)

NOo of Banks
that commen-
ced operation
in the year

Commercial(A) O O 2 3 2 1 1T 4 9 6.
Merchant (B) O .0 2 2 1 1 0 1 8 10

Total A+B © 0 4L 5 3 2 -1 5 17 16

Source: Central Bank of Nigeria, Annual Reports and
Statement of Accounts. Various issues..

Table 3 shows that 8 applications were received in
1980 and 45 in 1988. The number of commercial and Merchant
banks that commenced operations in 1987 and 1988 were 5 and
17 for the respective years. 16 CommercialAand Merchant
banks opened in 1989. Thus, there has been a rapid growth
in the number of banks operational,iﬁ the economy on an
annual basis over the study period. The growth in the -
number of banks and the volume of investments have various

implications in terms of the level of competition and risk



32
oﬁ‘financiai.crisis as well as making monitoring more
difficult>

. The increase in the number of banké has resulted
in keen and stiffer competition in the banking industry
with comcomitant proliferation of products and incentiue
to attract deposits,. This is compounded by the growth
in strengthyin number and popularity of the non-banking
financial institutions which have more or less taken
steam out of banks" strength by offering simillar and
alternative products. For example, in the wake of the
central bank'"s pegging of interest rates, after the
earlier deregulation, banks went foot-dragging in
terms of granting loans, while depositors on their
own. part developed cold feet going to the~banks.bu@
rather went to the non-bank financlal houses where
extra. statutory interest rate or benefits were available..
(Ovbioghor and Ademola) (1991).

Among the new producté since the introduction of
the Structural Adjustment Programme (SAP) in Nigeria in
1986. include,, thg Unit trust schemes, Insurance cover,
for some depositors, Deposit Certificate issues,
expfess cards, such as the UBA-cards and Electronic
mail transfers among others. Other innovations include
such services like staturday bénking and mobile banking..
Also, other strategies being adopted by banks to keep
afloat include the rendering of prompt and efficient
services and automation. Banks have also started

curtailing their operationsfoverhead expenses to
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ermsure that they have reasonable returns on their
investments. Rather than be greedy, banks are now
ready to take a little margin of profits for their
transactions sinece the margin has shrank with intense
competlition.

A new dimensiom to the competit;on is the
turning of marketing departments of most banks into
places for beautiful and attractive ladies and
energetic young men called '"marketing Officers" whose
job is to camvass for deposits om personal basis from
high net-worth individuals and corporate bodies,/
Apart from the so called marketing officers, all other
members of staff are expected to solicit for depositse
The amount of deposit attracted by staff sometimes
determines the total package of their remuneration
or even their status in the bank and sometimes inability
to attracﬁ deposit may cost ome his Jobe

Another dimension of the competitive syndrome
is that many banks have suffered poaching of their
quélifiew and experienced staff. To survive this
situation, most banks, particulariy the new ones mow
offer very fantastiic salaries to staff as incentive

for high productivity and a way of retaining them.

TYPES OF LOANS (CREDITS) OFFERED BY COMMERCIAL BANKS

Commereial banks are in business to render
services. - The services are many and divergent but

the types and the quality available willldepend upon
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the degree of development of a country's.financial
system.

The need for loans (credits) arises from the
need or desire:oﬁ either households or firms wanting
"to obtain economic goods and services ahead of their
ability to paye.

In Nigeria there are five methods used generally
by bamks to extend credit faeilities to their customers..
These include, Loans and Advances, Overdrafis,
Discounting drafts, Bank Guarantees and letters of
credit.

Loans -and Advgmces are by far the largest aséet
on the Balance Sheet of many bamks.. All Loans and
Advances are techmically repayable on demand, exceépt.
for term loans. The rates charged on these assets. are
quite high and are usually fixed by the Central Bank.

A loan itself is a financing imstruﬁent tailored
to meet the specific financing needs of the borrowexr
and could take vafiows forms depending on funds
applications, sourece of repayment and repayment cycle,,
the type of security, if any and the origim. Bank
Loans could also be classified according to categories
of borrowers to whom various lending considerations
applye.

Banks usually grant small loans to sole traders
. and individuals (such as salary earmers) to help them:

over a difficult period or supplement the payment of
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school fees, medical bills and other unforeseen
expenses.. The amount granted is usually unsecured
and is repayable in the shortest possible time. Only
p@oyle with high integrity are eligible for s@ch
‘short-term, unsecured facilities. Adekanye (1983)..

Term loans for business are also treated under
this category. Short-term loans cover periods of
less than a year; medium-term loans are those over
one»year'bui less than five years; while those over
five years are long-term. Term loams may be required
for the extension of business premises or buying of
new equipments.

Term Loans of between three to five years are
usually covered by some collaterals and thelr repayment

- 1is normally installmental. The amortisation amount is
normally a ballon payment which 1m@orpora£es both the
accrued interest and the periodic amortisation of the
loan. A typical term loan will have a grace period
during which the repayment of the loan is waived and
the borrower is éxpgcted to build up capacity.

An advance ordinarily means to pay before due
time, to lend especially om security. Thus, an advance
is similar to a loénw A selﬁiliquidating advance is
a loan used to finance a specific transaction, which.
can as well recoup and repay itself, while "élean"

advance is a loan not supported by the control of



L1

goods. or funds that is, there need not be a specific

underlying transaction.

The table below shows the loanms and advances

granted by the case study bank over the ten-year period

of this study..

Table 4

LOANS AND ADVANCES GRANTED BY CASE STUDY BANKS

(1980-1989) (#*f000)

BANKS
Years. UBA ACB: CCB FBN
1980 864,836 438,298 62,424 1,039,239
1981 1,161,294 534,466 81,194 1,339,420
1982 1,519,426 542,189 112,416 1,490,132
1983 1,619,691 654,174 146,053 1,376,705
1984 1,553,263 615,476 190,675 1,402,456
1985 1,409,137 689,834 221,570 1,474,541
1986 1,471,419 773,150 262,179 1,860,452
1987 1,798,628 865,758 296,099 2,047,113
1988 2,008,138 968,086 382,646 2,253,388
1989 3,044,131 1,152,463 445,339 1,851,481

Sourcesz Amnual Report and Statement of Accounts

0f the Bankse.

As can he seen, the two banks - the First Bank and

the United Bank for Africa Plc grantied more loams and

advances over the tem year period of this study tham the

other two banks - the African Comtinental Bamk and the
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Co~operative and Commerce Eamk Plc.. The United Bank for
Africa Plc, for instance granted in 1980 the sum. of
H&&ﬁ,&36 million which rose to ¥3.,044 billion by i9&9,
whereas the Co-operative and Commerce Bank granted
¥62y42k million in 1980 rising to Just ¥445,339 million .
ds at 1989.. |

Overdrafts faeilities are generally granted to
business customefs,- large corporate bodies and mediium/
small scale enterprises. Only current account holders
with a bank can bemnefit from this type of facilitye.
Unlike a loam accoumnt where omly periodic payments are
made, an overdrafi acecount is a runming account.
Drawings amd deposits are made on ° the accoumt as
frequently as funds are needed or received im connection
with the business tO»whiéh the account relates. The
facility allows ﬁne cusfomer to overdraw his current
aceount up to the limiit of the facility. It is usually
renewable oﬁ,am annual basis, but sometimes.in.less
than ome year.

In an overdraft acecount, the whole .or part of
the amount granted may be réleased at a_time, according,
to the customer®s needs., A part or the whole sum may be -
repaid and reborrowed many times over and agaim, wiithout
consultation durimg the curremncy of the overdraft

arrangement. Ituwe (1983).
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Gomﬁercial Banks are usually interested in engaging
im short-term lending. Funds advanced omn overdraft
basis are in theory repayable on d¢mand while imterest
is payable om the outstanding balance om a daily baéis.

Discounted Drafts/ﬁills Discounted is a commomn.
form of credit in developed ecomomies that is now
gaining groumnd in Nigeria. Im discounting a bill,,
a bank makes available to the receiven'én amouﬁt close
to the face value of the bill and holds the bill umtil
mafurity. Usually a small amount is deducted.as service
charge. To protect itself the bank has an optiom of
discoumt;ng'a bill "with recourse". Here the banﬁ:nas
~the right to fall back on the customer im case the bill
is nmot homoured upon maturity. ‘his aects like the
tsecurity" in lending and enables the discounting bank
to spread the risk betweemvherselﬁ’and the cuétomers
For big and trusted,, credit worthy customers, the bills
could be diseoumnted "without recourse", the opposite in
effect and protection of "with recourse" explained
earlier, Discounted bills by Nigerian banks include,
treasufy bills, treasury certificates and other bills.

_ Atimés, Direct Credit camn be given for the value

" of a bill to the account of a customer before it is
sent."ﬂOr collection". This is an incentive to some
prime customers on the strength of cheques lodged.
More oftem than ﬁot, a limit to the amount to be given

is stated and the categories oﬁ'bills/oheques that
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qualify for this, to minimize the imcidence of unpaid
itemse..

Below is a table illustrating the amount of bills
discounted for two of the éase'study banks, namely -
the. United Bank for Africa (UBA) Plc and the First Bank
of Nigeria (FBN) Plc over the study period.. The other
two banks ACB. and CCB Plc did mot involve themselves in
discounting bills. Ovér the study period from available
recordse

Table 5

BILLS DISCOUNTED BY TWO OF THE CASE STUDY BANKS,,
(1980-1989) (#'+000)

BANKS
Years . UBA BN
1980 418,963 663,926
1981 824,891 509,799
1982 686,791 1,052,426,
1983 1,102,057 1,658,364
1984 1,216,711 2,461,955
1985 2,393,310 2,557,323
- 1986 1,978,332 1,183,389
1987 925,572 2,158,312
1988 1,507,514 . 2,284,345

1989 753,034 962,893

sources: Same as for table‘q 



4>

Also, the sale of goods by a Nigerian exporter
may glive rise to a foreigm bille. A Bili of Exchange
will bevdrawn.amd sent to the foreign buyer for
acceptancé, A usance draft cam call for payment
after a certain number of days upon the acceptance
of the bill. The most common terms are 30, 60, 90,
120 and 180 days. If it is a sight draft, then the
buxer pays i1t right away. If it dis usance the buyer
accepts if and pays when it is due., A time or usance
draft drawn by a seller on a buyer amd accepted by
the buyers = dis called a trade aceceptance, This item
appears on the seller's halance sheet as,a.Note,
Receivable, Banks are usually prepared to purchase
at a discount, trade acceptances from the payee,.
thereby finaneing a company%s receivables. The
discounting'oﬁ bills is préctically the same as
ﬁakimg an advance upon the security of the bills,
Adekanye (1983). '

A gnafamtee iis an engagement of undertaking
to be eollatercally liable or amswerable for tﬁé
debt, default or misecarriage of another persbn. When
a bank is confronted by a prospective bhorrower who
has no assets, or umencumbered on which a charge
could be takem to secure the lending, and the bank
does mot desire to grant him the requested credit
- faeility clean (umsecured), the usual arrangement is

that a relative or friend of the customer may be
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requested to guarantee the account. In which case,
the friend or relative, who must be a persom of
Asuﬁstamee (that is credit worthy), acts as surety
for the débtor in case 0of default of payment. Adeniji
(1984) . |
A bank guarantee or bdmdxis ar instrument -
under the common seal of the hank, whereby the bank
undertakes to pay a certain sum of momey to a thixd
party or a promise by the bank as the obligor to pay
to another (the obligee) a sum of money, if the
performance guaranteed does not ocecur, The obl;gatiOHV
is however conditiomal upon. establishing default by
the contractor. The primary liability is still that
of the customer, the bank oOnly assumes a secondary
liability and its position under the gwarantee is
only that of the surety..
Bank guarantees represent short-term ﬁimancing
facility and enables the customer to avoid or post-
pone an actual outlay of cash.
| Letters of credit is similar to a guarantee in that .
£he bank undertakes, on hehalf of the customer, to
pay a specified amount, if certain conditiomns stipulated
im its terms are met., It is commonly used in internatiomnal
trade for import/export transactiomns. Adekanye (1983).
An exporter who is the beneficiary of a letter of
credit can use the reputation of the bank that issued

the instrument to obtain payments whilst the goods are
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still in transit. He may also obtaim immediately
payment for usance letters of eredit by getting a
bank in his ecoumtry to negotiate the shipping docpments,-~'
The essence of letters of credit, which become
very prominent in Nigerian during the import Iicence era
was to assure exporter of recéivingv(money) payment for
his goods and also to assure the L importer of receiving’
his goods. Here two banks, the issuing bank and the
acceptimg banlk agree to settle tranmnsactions on behalf
of their customers, the exporter and the importer
respectively.

REQUIREMENTS FOR BANK LENDING

Certain. companiies méy have the powers of ﬁheir o
Directors to horrow highly restricted, crediit facilities
may therefore'be in contravention of rules and regulations
of suchi companiess, Such facilities may fturn umenforce-
ablie and irrecoverable. Bamkefs are therefore interested
not only in the horrower's ability to repay but also in
his legal capacity to borrow.

In lending to a Corporation or-limited liability
company, it is essential to examime the charter or
memorandum and articles of association to ascertain: who
has authority to borrow om its behalf. IntmanyA casesy,
banks, aléo follow the practice of requiring a corporate
resolution. signed by.the members of the board of
directors settimg fortl the borrowing authority and

designating the persom or persoms who have the authority
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to negotiaté for loané and to execute borrowing instrumentse.

The bank will also endeavwour to assess the ablility,
QXperience& qualifications and other relevant qualities
of the directors and priﬁcipal management of the client
or prospective company, since it is these officers that
will carry into eﬁiect.the Company"s projections.  The
concern. of the banlker here is to emsure that the Company
he is asked to lend money will be led or managed by
responsible men with good track records, that is, people
with determination and ability to weather bad times
as well as to capitalize on good times. That then
is the reasom why the banker will normally ask the
potential borrowing cliemnt Company to supply a list
of its directors and primcipal management showing their
fumctions, qualifiecations, agesiand experience, -

The comcept of character, as it relates to credit
transactiions, means not only the willingness to repay
debis but also a strong desire to settle all obligations
within the ferms of the contraect. A persom of character
usually possesses attributes such as honesty, integrity.,
industry and morality. The past record of a hbrrower
in meeting hils obligatioms is wsually weighed heavily
iw evaluatimg his character for credit purposes.

The questions'the banker will normally ask are,,

who is the customer?, what is his previous relationship
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with the banls and what does his previous credit record
look like? The bamken~has.to know his customer based

' on existing banker-customer relationships, and if

there are any doubts in his mind, he is in a priviledged
position. to make reference, obtaim confidential
informatiom such as status or credit reports through
avalilable sources..

Most bad debts arises as a result of lack of
adequate knowledge of the loan seeker, A few discreet
enquires about him would have revealed more information
to enablie better judgement to be made.

No bank wants a loan to erystallise into hardcore
borrowing. Consequently, the maim test of the customer's
loan request is the ability to repay from sources whick
must be feasonable, cértaim and adequate; In other
words, the ability to create income is the controlling
criterion of bank lending..

Having learnt from bittér experience that many
types of security prove of little value in aveiding
a lioss omte the borrower iis im a positiom of default
the bank will normally not agree to lend money unless
it is satisfied with the probability of repayment, the
timingxof such repayment and the sourece from which the
repayment is to be made. In this regard, it is
important to bear in minq the fact that a soumd bank

lending should be collectable from planmed self
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liguidation of the borrower's assets or from his
anticipated income or profits rather tham from forced
liquidation of any collatéral that may be pledged..

Thaf is why a would-be-borrower will normally be
required to submiit witﬁ his loan application a summary
of his past (at least three years) and projected
Balance Sheets, Income Statements, and Cash Flows,
preferably assuming implementatiom of the projected
financing arrangements and their repayments, If it
is a ﬁrading.or manufacturimg concern, the analysis
of’fiﬁancial statements must show that adequate cash
flow cam be generated to repay the loan.. Previous
profit records will show the likely trend and the bank
must be reasomably certaim that, ultimately, its
faeilities can be repaid.

Thus, the abiliiy to produce tangible security
is mot the most impbrtant criteria for granting credit
facilities, as the offer of collateral does mot weaken
the need for a thorough examinationm of tHe proposale.

Credit will not be extended to business concerns
'unlessvcapital has been supplied by the owmers to
support the debt. The met worth of a firm (the capital
supplied by the owners) is one measure of its fimancial
strength. Tt is ofitem one of the prineipal deferminants 
of the amount of credit a bamk is willimg to make

available to 'a business borrower. The amount and
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quality of the assets held by a firm reflect the
prudence and resource-fulness of its manag;em.ent.f
Some or all of these assets may serve as security
for a loan and thus as insuramce that the loén willk
Be repaid should the borrowerfs ability to create
income not be sufficiemt to retire the loan. It im
fact. shows that the proprietor of the business has a
stake in it and will be committed to its sufvivalp

Collateral protection for a loam may be arranged
in .many different ways, depending on the nature of
the business and the particular circumstances im/eachm
‘case. Apart from the abéve form of direct pledge
of ., assets, it may take the form of full guarantee of
finanelal imstitutions, for example, Insurance Companies
and other banks and the personal guarantees of the
project sponsors (usually backed by specific assets),
where the sponsors afe people of immense wealth and
reputation..

The lending bank should satisfy itself about
the suitability of an advance. Even where the
requirements of a borrower satisfies all safety and
risk consideratioms, it is absolutely necessary
for the banker to ensure that the purpose of the
loan is mot in comflict with the economic and mometary
policiies of the government, Apart from‘fhe guidelines,,
there are certaim ventures that are mot financed by

banks such as gambling, betting and smuggling and drug
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trafficking which are against the laws of the land.

Economic conditions also affect the ability of
the borrower to repay financial obligations but are
beyond the contrel of thHe borrower and tﬁe lender.
‘Economic conditions are the environment within which
business units and individuals operate., Borrowers
may have good character, an apparent ability to
create income and sufficient assets, but economic
conditions may render the extension of credit unwise.
Tt 1s here thaf the banker must become an econonic
forecaster. The longer the maturity of the loan; the
more important economic forecasting beéomes, since
there is a greafer possibllity of an economic down-
turn before the loan has been fully repaild.. ‘The
econonmy is éubject to short and long-run fluctuations
which vary in intensity and duration. These movements
are never the same, conform to no definite pattern,
and may affect different induétries and areas of the
country differentlym

Many borrowers fare well in periods of'prosperity,
but in periods of recession:capital may be dissipated,
income may decliné and eéenucharécter may be undermined..
These factors give rise to the non-payment of debtse.
The banker must therefore keep informed as to the
economic pulse of the nation, the community and the

industry or industries in which he makes loans.
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Also, in extending credit to business borrowers,
a bank is interested in the economic function performed
by the business and its importénce in the industry. A
knowledge of what is happening in the industry is very
important - changes in competitive conditions,
technology, the demand for products and distribution:
" methods. If a loan applicant is not performing a .
function basic to the operation of the economy, the
lender will be less likely to act favourably on the
credit application than 1f the opposite were the case..

Furthermore, a loan which will bring a once-for-
all benefit to the bank will naturally be less
.attractive than one which has the potential for
aﬁcillary business obtainable from the client.. The
banker will, for instance, be more attracted to a
loan which has the prosﬁects of ultimately involving
othér services such as han@ling international trade
transactions (e.g. letters of credit, bills for
collection and direct remittances, private or public
placement of very lbng,fermﬂdébt or equity ilssues,
trustee services, financial and investment advisory
services}. These, of course,.accrue additional. revenue
to the bamnk. So in negotiating,a loanw.the banker
considers the prospective global relationship of the
bank-with the client, and this in many céses affects

his disposition and pricing of the loan.
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Adekanye'(19&6)'has noted that the above principles
as discussed can further be broken down into such
questions asj

(i) How muclh does the customer want to borrow?

(dd) Why does the customer want bank finance?

(iidi) How lomng does he want it for?

(iv) How does‘he intend to repay?

(v) Is the customer®*s business financially strong
enough to keep going if his pians suffer a
‘setbadk?

(vi) What security canm he offer?

(vii) What is yoﬁr (lender's) assessment of the
customer?

It dis very vital to determine the exact amount
required by the loan appliicant, Whereas it is dangerods
to lend less hence tieing up capital unproductively
in amn investment, it ds also more-dangﬁrous;to lend more,
enabling the customer to divert the surplus and face
problems of‘repayment, Thus, over lending is as bad
as umder-lending. |

To determine how much an applicant actually wants,
S0 many issues are considered. In the case of an
overdraft, it is a kind of eat-as-you-have system and

since overdrafts are used monstly to finance inventories
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and increase .the working capitall, it is éasy to
determine what the applicant requires., A loolks at the
turmqwer for say a month or two gives an.idea of the
most economic "amount'" needed by the applicant.

However, the customer's contribution to the
project for which the loan is required is importaﬁt-

It is ome of the ways the banker can determine the
borrower's commitment. The higher his investment the
greater will be his determinatipn to succeed and make
profitse.

The purpose of the loan facility should be under-
stood clearly and the credit officer should ensureltﬁat
this falls withim the customerfs business compeﬁence,
It is also advisable for the credit officer to advise
applicants on' the prospects of their intended business.

Only when it is kmown why a customef needs finance
is ﬁiAﬁossible to comnsider the proposition imn detail.
The main comsideration iis whether, it is in the interest
.of the customer and the bank. TIf it seems likely that
a business proposition will fail, there is little poiﬁt
in going ahead.. To do so would mot be in the customer's
interest and ewen if security were taken, the bank
-could be confronted with the problem of realising the

security and the possible losses arising therefrom..
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Commercial bank deposits are generally short-term
in nature and payment is om demand by the customer/
depositors. As a result bémké are guided by the'maxim‘
that "Thosé'who borrow short should mot lend lOng";. Thus,,
commercial hanks'should not lend lomng. This ecan only
be justified by the attractiveness of the proposition.
If what is required is medium~term loans, then the
customer is better advised %o approach‘Mérchant banlks
whose speeciality it is to lend on medium-term, If a
long-term loan is required themn the capital market isv
the beét place to seek for such permanemt5fiﬂamcimg.

Thus, the duration for which a loan applica£ion.
is required is important in dktermining wmether.the
loan. is to be comsidered or not.

- It is very important for the bank to know the
source of repayment of a loan. Tﬁe borrower should be
able to demonstrate clearly that he has carefully
examined and worked out how the additional finance will ‘
help profitable growth and how the business can
‘eomfortably cdpe with arrangements for reducing the
hofrowimglsteadily. As repayment of every 1oah.or
advance is expected from future earmings, a borrdwing,
customer must be able to submit a simple cash budget.

(Adekanye 1986)..



In the'case of a personal loan, the lending
officer will nofmally ask for details of the-borrower's
earniqgs now and in the immediate future and his
normal monthly expenditure. This statement will also
show the existing payments on his mbrtgage, insurance
"premiums, hire purchase repayments, personal and house
keeping expenses.

FOr_businesses.too, the advance dan only be
répaid from future profits (unless the business is
to cease trading and sell off its.assets to pay its  '
creditors). Therefore, the manager needs to ensure -
that 1ending thé bank's money will increase prdfits
of the bﬁsiness, after allowing for the interest and
charges to be made-on the advance. Cox (1981)..

TNowadays a bénk.manager is trained to considef
the future profitability of business customers and
it is usual for him to ask the customer for a cash
Budget and projeéted Profit and Imss Account and
Balance Sheet for the forthcoming year. |

The»type of advance signifies to the bank the
expected source of repayment. A very important factor
considered in repayment prospects is the ability of
the loan beneficiary.to manage his business efficientlye.
Where security is.taken it shéuldAnever be looked
upon as the source of,repaymént, but only as something
to fall back onﬂif'the expected source of répayment'

should fail.
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The Bank Manager would more often than mot requiré
the Balance Sheet and Profit and Loss Accounts of the
customer for at least three years, including the curreph
and projected cash budget.

The Manager does an anmnalysis of these documents
and arranges a meeting with the customer to strengthen.
out issues that remain,doubtful~to him. After the
meeting the Managér will be in a better position
to detefmime the potential strengths and weaknesses
of the business and thus whether it is wise or not
to extend the loan facility.

Security should be takem as a safe-guard, a
hedge, an insurance against unforeseen developments..
Thus, it should not been seen as the most important.
criterion. for gramting credit faciliﬁies, as the offer
of security does not weakem the meed for a thorough
appraisal of the proposal for iending. This does no¥
however mean that security as a requirement for bank
lending is umimportant. It should only act as a second
way outb.

It is generally agieed that Loans and Advances
are not to be made Jjust because ﬁhey are secqred, The
real security is the character of the borrower as the

bulk of bank lending is based om trust amnd faith im
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the customer and his business.

The issue of securitﬁ and its types is left
out here for a mbre detailed diséussion in the
'subsequentjsectioﬁ.

The customer to whom facilities are to be
extéﬁded must of necessity pass the test of reliability
persomél integrity and honesty. It 1s therefore
important that the banker has a good knowledge of
his customer as to be able to judge his ability,
intelligence, dedication to work, knowledge of basic.
0p§ratioms of the company and his Buéiness experience
generallye.

The Manager should refer to alll this information
prior to an interview with a customer. He should take
into account the borrower%*s health and age and the wvalue
of conmected family and business accounts held at the
branech. With persomnal customers he looks particularly
to see if  any past advances were repaid in accordance
with the arrangements made. With a business customer,,
besides being concerned with the past history of the
acecount, he wants to satisfy himself that the customer
has experience at his Jjob, has the necessary degree of 
management ability to rum the busimess and is ploughing

back profits into the businesse
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© SECURITIES ACCEPTANCE FOR BANK LENDING IN NIGERIA

Although every lending propositiomn should?stand wup

by 1tself" - that is, it should be good enough not te

‘meed amny security - a manager often asks for suitable

‘security from the customer in case the advance should

g0 WIONZe There is a wide range of securities to
cover a bank loan, and the main types are
(1) a mortgage of stocks and shares
(ii) am assignment of a liife policy
(iii) a mortgage o%er land |
(iv) a guarantee, and

(vj other securities.

There are three maim.requirememﬁs of any security
accetable to a hanks:

(1) it should be easy to value

(i) it should be easy for the bank to obtaim a
good legal title
(did) it should be readily marketable or realizable.
A fourth requirement, though a less essential one,, is
that it is useful if the walue of the security increases
as time goes by o Cox (1981).

Stocks and shares that are quoted om the Nigerian
Stock Exchange are generally aceceptable to banks as
security for am advance. They are very easy to value as
their prices are usually published weekly in the Business

Times, Business Conmncord, Fimancial Punch and other such
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weekly financial. papers. Theif prices .can also be
obtained from the Stock Exchange Daily List.

It is usually easy to ébtéin a good legal title
over Stock exchange securities. The transfer of stocks
and shares from one person to another is :effected by
means of a stock transfer férm. The bank has the
choice ofﬂtakimg elther a legal or eqﬁitable mortgageo

In the case of a legal mortage, t?e customer
deposits his share certificate with the bank and signs
and has witnessed the bankﬂQ fofm_of mortgage, together
with a stock;traﬁsfer form covering the shares in
question. The bank then sends the share certifiecate
in the name‘of the bank. Thus, the bank becomes the
owners of the shares and receives any dividends paid
by the Company, these are normally credited to the
customer®s account. When the advance is repaid and
the customer wishes to receive backvhis'secﬁrityﬂ the
bank transfers the shares bhack into his name by
coupleting another stock transfer forﬁ and sending .
ity together with the.ceftificate in the bankfs
name to the Company registrar who then prepares
another new share certificate. However, Nigerian
banks do not transfer shares into thelr names, they
also seldom use nominee companies.

For an equitable mortgage,. the'share or stock
certificates are déposited, with or without delivery

of a blank transfer form to the lender. Most banks in
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Nigeria take an equitable mortgage by asking the
borrower to surremder the share certificate and
signing a traméfer form..
Howevef, a banmk cannot accept its own shares as
seeurity for lending..
In: accepting the imsuram¢e certificates as
security for bank loans, the bamnker ascertains thatz
(1) The insurance company is registered dmden
the Insurance Act,.19?6o
(ii) The insurance company is reputable and
honours its obligations..
(iii) The policy has aecquired surrender value.
A policy does not acquire a surrender value
until premiums have been paid for three years.
The surrender walue can be ascertaimed om a
yearly basis from the insurance company'oﬁ
the assured.

(iv) The age of the assured has been admitted.
Before a liife policy is issued, evidemce of
age is required. Usually a birth certificate
or a sworn declaration of age 1s acceptable,
Where this has not beemn submitted, the lmsurance
company may still go ahead to issue the policy
and state that age is mot admitted, Since thg
premium is based om age and cheaper premiums

are payable by younger people, insurance
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companies usually reserve the right to adjust the sum

assured before paying upom the policy om which age has

been incorrectly stated.. |

Thws,‘beﬁore a bank accepts a life policy as
security, it ensures that age has been admitted.

(w) Thﬁlinstalment premium payments have mot fallen
into arrears, as to be able to claim on a
policy, payments of premium must be regular..

(vi) The policy holder has an insurable interest im
the assured,' An imsurable interest is presumed
in the followinmg cases:

- dndiividual om his own life

- man on the liife of his Wiﬁe;.orm

- woman on the life of her husband.

(vii) Upon accepting a life policy as security, the
beneficiary clause of the policy'should be
ameﬁded to cover assignment of the policy to the
bank, Adekanye (1983). ,

Land appéars the most acceptable security to
bankse. The term lamnd as used by bankers referé té a.
_plece or parcel of land together with its attachments -
be such fixtures or valuables umderneath. It is often
referred to as real propértx or real estate., The
preference which banks have for Land as security over
and above othef securities, stems ﬁrom the fact that

Land is the most indestructible property offered as
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security., Not only that over the past many years,.

the value of land per se has consistently appreciated,
but also that ény developmeﬁf done on land adds to

the Valuéhof the Land., ZItuwe (1983).

In Nigeria, prior to 1978, the title to Land was

evidenced by
(1) Freehold-Conveyances and Leases
(ii) Certificate of occupancy; or
(iif) Assignments of freehold Conveyances,
leases and certificates of occupancye.

Freehold conveyances, leases and assignments
" effected before 29th March, 1978 are still valid..
However, with effect from that date when the Land Use .
Act came into force, all uﬁdeveloped Land in each state
became vested in the Governor of the:rState. According
to the Decree; all.land comprised in tHe territory
of each state in the Federation'are hereby vested in
the Military Governor of that state and such Land
lshould be held in trust and administered for the use
and common benefit of all in accordance with the
provision‘of this Decree (Land Use Decree No.6 of
1978) .«

,Thus,thly ‘the State Governor could have a freehold
interest in Land. Under this Act, it is now illegal
for individuals to.prepare'freehold conveyances in
respect of undeveloped land.‘ Those freehdld conveyances.
effected before March 1978 are still valid and are

converted tno richte Af arcunancv, Thev are still
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acceptable as sécurity for bank lending.

| As to developed property, leases and asslignments
effected after the Land Use Act, 1978 are valid
provided the consent of the Governor is obtained to
the tramsactioms as provided by the Act. Since the
Land Use Act became Law, the certificate of occupancy
has become the most important title document to Land.
This certificate cam only be issuéd by a .state Governor
and relates only to land in urban areas., The title to
Land in rural areas is ecalled right of occupancy,
processed by the Local Government, but must be signed
-and apbroved by the State Governor., Other Valid title .
documents. include a Land Certificate im parts of Lagos,
Conveyances registere®4befqre March, 1978 and
assignments of developed property. However, the
'cértiﬂicate of occupancy is superidr to any other title
document. ' Adekanye (1983)..

A guarantee is a ecollateral security'involving
three parties, in which the .third party, the guwarantor,
agree$ to be liable for the debts of a second party,
the bhank customer, if he doesm%t pay the first party,
the bank, Guarantees are often taken from the
directors of a Limited Company .as part security for
the Company's bank account, thus preventing the

directors from hiding behind the "shield" of Limited
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liability for at least a part of the Company's debis.
They may also.be taken from members of a club or
society to guarantee and advance to the club, and
from friends and felatives to guarantee a personal
aécount° One company from a group of Companies
may guarantee the bank accounts of the other Gompanies
in the group: where all group Comﬁanies guarantee
each others? accounts this is known as an,inter%
locking guarantee..
When a ILimited Company is guaranfeeingg'an
‘individual or other Company, the bank ensures thats
(1) The memorandum and Articles of Association of
the Company permit the Company to issue
guarantees..
(i) The Board's resolution authorising the issue
of guarantee is sumbitted. -
(#ii) There is a resolution. authorising the
guaranteed Company to borrow from the bank.
The‘major problem of guarantees is that, however,
hard tﬂe bank tries to explain the potential liabilitj,
" the guarantor never expects .to be called upon to paye
He may have to pay if and when a court action is taken
against him by the bank..
Where a guarantee is for a fixed sum, as 1is
generally the case, it does not, of course go up in
value over a period of time, even during, periods of

inflation..
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There are other securities épart from the ones

discussed earlier which the banmks may accept im granting

Loans and Advances to potential beneficiaries, These

include according to Adekanye (1983)

(1)

(i)

Vehicles/Chattels

A bank can create a lien or bill on vehicles

or Chattels. The imvoices and other title
documents are deposited with the bank, There-
after, charge forms are prepared,

Fixed and Floating Charge .

A security commonly taken from Companies.

is a fixed and floating charge which takes all

‘the assets. of the Company including stocks,,

debtors, machinery and plamnt. The floating
part allows the Company to buy and sell assets
withou® restriction. - the charge oniy'"crjsta—
1lizes" when certaim events take place, such

as default on an advance..

RISKS ASSOCIATED WITH BANK LENDING

Risk is defined as the probability of incuring

a lose. Under comditions of risk, an investor knows

exactly the range of possible outcomes to expect

from an investment. opportunmity as well as the like-

lihood or probability of each outcome. Were the range

of possible outcomes is wide, exposure to risk would

be high.and conversely, Okafor (1983). Partee (1980)
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has alsé opined that, a third major challenge to the
banking industry, im additiom to coping with the high
cost of deposit competition and guarding against
interest rate risk in anm uncertain environment, is that
of adjusting to probable. changes in credit risk exposure.
He goes furhter to mote that he has no doubt that

credit risk poentials is on an upward trend; and.

that it is likely to be reflected im all major aspects
of bank lending activities.

In any lending, arram&émenf two types of risk
usually arise. The fiirst is the well-knowmn "default
risk", which means simply that the borrower may ﬁ@t
be able fo.repay the loam in whole or im part at the
time repayment is scheduled. The ultimate lender
then suffers a monetary loss equal imn whole or part
to the defaulted loan., To the extent that the borrower
pledged specific assets to secure the loan, the degree
of the loss suffered by the lender is feduced,
| The pro#isiom for Bad and Doubtful debts of the case
study banks is used here as a proxy fof the rate of
loam default and by extemsiém.the default risks faced

by these banks in their tranmsactions..
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Table _G

PROVISION FOR BAD AND DOUBTFUL DEBTS OF CASE STUDY
BANKS (1980-1989). A PROXY .FOR DEFAULT RISK

(HFOOO!
. ‘ _BANKS

Years UBA FBN ACB CCB
11980 2,335 34,293 1,141 3,064
1981 6,073 42,100 6,516 3,978
1982 14,812 16,864 5,873 2,586
1983 © 17,997 21,319 5,149 1,887
1984 21,700 30,316 4,701 1,380
1985 29,082 137,096 3,510 2,676
1986 38,633 177,043 1,068 6,838
1987 57,793 237,896 21,336 2,913
1988 52,042 276,811 42,107 2,887
1989 34,655 72,594 10,633 19,200

Source: Same as for table n

The table above reveals a fluctueting trend in
the provisions made for bad and doubtful debts 6ver
time., The provisions are meant to cushion the banks
from the possible effects of loan defaults and thus
thelr exposure to credit risks from bank borrowers.
The figures provided for, some way have a relationship
with the level of deposits which individual banks hold.

& closer loock at the table shows that the United
Bank.foflAfrica‘Plc for instance, made a provision

for Bad and Doubtful debt of M2,335 million in 1980
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which rose to ¥57,793% million in 1987 and that the
First Bamkﬁs figure rose from EB3445293% million in
1980 to ¥2.76 billion by 1988.

| Again,ﬁthe African Continental Bank made a
provision for Bad amnd Doubtful debt of ¥l.141 million
in. 1980 which rose to H42,107 million by 1988.

The above figures go to show the level of risks
associated with banlk lending activities and by extension
their sensitivity to these risk exposures.

. The secomd type of risk faced by lenders is
comcermgd with the liquidity of the asset,acquirgd
im.felation.to that given up by the ultimate lender,.
The property of liquidity pertaims to the ability of
the ultimate lender to dispose of the asset quickly
and at a price reasonably close to that given for
ite ILiquidity is related to several characteristics
of fhe assets., First, is the asset issued by a.
well-known firm, individual, or govermment unit
whose fimancial positiom is above suspicion? If so,

the asset is potentially highly marketable, Second,,

sv,o what is the length of time before the asset matures,

that is, before the ultimate borrower camn redeem the
Aasset?' Generally, the longer the term to maturiiy,
the less liquid an asset is. Third, does the asset
beér imferest@:-If the asset bears interest and ié in

the nature of a bond, the lomger the term to maturity,
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o 2B N
the greater will its market price flumctuate ﬂor~%/? ay,

BN
’9)&
glvenchange in market imterest rates. For tp% ‘%
] ce =
O
reason. also, longer-term assets are generallxéﬁsif: 't
3
g i\‘

Finally, how well developed is the market for

.,

liquid tham those with maturity dates close a — %
this type of asset? For example, are prices quoted

daily, are the assets sold on a nétionwide exchange,,
do financial imstiitutioms deal in them? The more
highly developed the market for a type 0f asset, the

more liquid_it ise Osuagww (1992).

LOANS AND ADVANCES MANAGEMENT/RECOVERY STRATEGIES

Every creditor from time to time ﬂlnds hlmself
in a position that requires him to initiate action to
elther recover a loan or manage the inherent. risk
assoclated with lending activiities.

ASihad been previously poinmnted out, two major
risks are faced by lending imstitutions, namely:
the default risk and the liquidity risk.

The Nigeriam banking environment was im the 1950s
characterized by a series of bank failures arisiﬁg -
from several factors. It is in recognition of the fact
that a possible cause of bank failure could ceme from.
large doses of loan default that the Nigerian Deposit
Imnsurance Corporation was established by Decree 22 on
Jume 15, 1988. The Corporation was established with
the following objectives:-

(a). To help promote safe and efficient banking

evatem hv nroyidine technical and fimanglal
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assistance to insured banks: im serious difﬂidulﬁx
as to protect them against destructive runs.

(b) To protegt.aeposit@rs,imterest imn the case of any
insured baunk facing liquidation.

(6) To imculicate banking habit among Nigerians.

(d) To examine the books of all imsured deposit taking
institumioms in order to ensure-fair'play among
competing banks,. |

(e) To invest the money collected from all insured
deposit takdng institutions as premium inte
profitable ventures im the coumtry.

) To assist monetary authorities in the formylation and

implementation of monetary policiess
Ogunambala (1991).

The eoporation is fimanced by premium paid by insured
banks. All liicensed banks dnsured by the corporation are
requiired to pay 15/16 of one percent oﬂ'thé total assessable
deposiit liabilities standing imn their bhooks at the emd of |
every ﬁin%mcial year, In the event of liquidation of am
insured bank, the corporation. pays a maximum of ¥50,000 to
each depositer. Thus, as a way of managing thelr default.
risk or insuring agaimst possible ioan.defawlts, banks have
become insured by the corporation as a risk reduction method.

Another method for reducing the risk associated with.
loan default is by the diversification of loan portfolio.

It is weli known that loan defaults can'move together over

time. That is, defaults rise during economiec downturns and
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fall during economic upturns. However, since different
types. of loanmns have'd%fferent default risks, that is,
their risk;of.defaulthinot positively or perfectly
correla@ed; diversification of loané, that is, making
them to different individuals whose activities are not
related to the business cycle in the same way serves to
reduce the overall risk of default. That is the more
reason. : why commercial banks diversify their loam
portfolio by lending to warious sectdrs @f the economy
at varying percentages with the so called preferred
sector taking up to seventy. five percent (75%) of their
loan portfolio in any given year.

Since the deposit claims on commercial banks is
a problem;to thémm_banks as much as possihle try‘t@'
remain liguid because the cost of illiquidity is
dangerous on the continued existence of banks,

Several means of reducing the liquidity risk -
are available to banks, First, the wmrious diversified
financial imstitutions are a basic part of the
infrastructure known. as the fimancial market. By
their existence tﬁey help to create "The market"s and
the existence of a finaneial market where securities afe
actively traded tiends to enhanece the liquidity of all
securities.

Sebomdlyw some fimancial institutions avail
fhemselves of "Lenders of last resort!". The Central

Bank is such a lender and can by timely purchase of
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government securities or other means add liquid funds
to the finanecial system when necessary.. Examﬁles of
instruments that reduce the risk of illiqwidity af
commerciai banks in Nigeria om.mafurity’includé, |
Treasury Bills, Treasury Certificates, Certificates
of Deposits, Bankers Unit Fund, the Call Money Fund
etce |

Commercial banks invest their excess funds in
these money market instruments that have varying |
maturity dates to:- earm interest and to remain liquid
or avoid the risk of illilquidity whenever tnese’
instruments maturity dates fall due.

Once the bank has decided to recover its loan,
demand for payment im the manner reqﬁired by the
terms of the loan agreement should be made upon the
debtore. Tf verbal demand is made,, it should be
followed by a letter outlimg the terms of the bhank'"s
demand. The demand for payment should make it clear
that the bank is willing to accept nothing less than
the payment in full and should give the debtor a.
reasonable deadline to accomplish this. "Depending
upon. circumstances, a reasonable deadline might be
as liittle as a few days or as.long as several months..
It shoul'd: be made clear to the debtor that the bank
acecepts payment as soom as possible and that procras-
tination. or stalling on the part of the deblor will not

be tolerated. In making demamd for payment, the bank
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should be careful not to waive any of its rights and
may wish to comsult its soliciitors prior to demanding
paymente |

The function of the colléction/recovery'lawyer
is.tww fold. He assists the creditor in determining
what legal remedies are available, assesses: th;
possible eﬂfectiveness of these remedies; and
represents the creditdr in any court action. imnstituted
to implement these remedies. Most banks retaim a
lawyer who performs legal work for them from time to
time and may wish to employ its regplar lawyer in
handling its recovery cases, However, it showldlhe
noted that the legal actions imvolved im loam
recovery are a highly specialized field and theneﬁdre}
the bank may wish to retain a lawyer who iésanspecialisto
A high degree of kmowledge of this particular area of
law, aggressiveness and resoumcéﬁulness are all prerequ~
isities for the successful debt collectors It is also
extremely helpful for a debt collector to have a close
working relationship with the bank's commercial loam .
officers, and that he has an in-dept umnderstandimng of
the bank's attitudes and policy as well as the . manmer
in which it services and documents its loane

The bank should furnish its lawyer with all
‘information pertinent to the recovery case, including

copies oﬁ‘ledger'cards, financial statements, motes
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Collateral receipts and memoramda, ITn addition, the
case should be thoroughly discussed with the debt
collector by the officer servieing the loan.
Baﬁks right of set-o0ff is a liegal right which a
debtor has to sef~off against the debt due to him sums
due by the creditor. The right of set-off can only
be exercised if both debts are in the same right and
of known: amounts. Thus a banker has a rigﬁh of set-off
in respect of differemnt accounts of his customer, one
in debi® and the other in credit, provided there is no
express agreement to the contrary. This s usually
done after giving due notice to the customer., This
notice is essential heecause iﬁ'ﬁhe customer has issued
cheques on the account with the credit balance,and such
cheques are dishomoumed, the banker rums the risk of
paying damages to the cusfomer for the wrongful dishonour
0f chequese
The banker®s right of set-off ecrystallises
in the following instances:
(i) On the death, bankruptecy and mental incapacity
of a customer;

(ii) On the bankruptcy of a firm or when a company
is puwt into 1iquidati§m;

(iii) On receipt of.motice'oﬁ assignment .of the

credit balance om an account. Adekanye (1986)
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Every lender, having exhausted all other means
of' recovering a loam soomer or later fimnds he or she
must resort to court action to force recovery. Loam
Officers whonqre inexperienced in such matters will
probably find their first day in court a frustrating
experience.. Without doubt, patience,: ﬁerserveramae
are prerequisites for any creditor involved im a court.
action.. |

Both the bank officer and the attormey should
malke a detailed study of all documents in the credit
file prier to their court appeérance. The strengths
and weaknesses of the creditors case should be
thoroughly analyzed, and every effort should be made’
to anticipate the defenmceés which may be presented
by the debtore.- A plam of attack that takes advantage
of those areas in4wn%ch phe banlkk's case s the
strongest. should be prepared. Except im very minoni
cases, an Officer of the bank who has a thbrowgh,
knowledge of the casé should accompany the solieitor to
A c&urt, The succesé of any action in court depends on.
three factors: - the soundiess. of the bank's éase,
the ability of the bankt's soliiciitor and the adequacyi
and accuracy of the imnformatiom furnished to the
attorney by the bank.

'Thus, thg best recovery officer iis mot only
knowledgeable and aggressive but is allso resourceful

and flexible, The issue of flexibility requires that
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he takes the best decision im a situation where the
debtor requests for am owt of court settlement.

Most banlks have embodied with their "Letter of
Acceptanée" a provision that if the holder df this
letter shall deem itself insecure, then the entire
indebiedness aforesaid shall at the optiom of the
holder and without notice be and become immediately
due and péyable or words of similar mature.. This is
commonly kmown as an acceleration: clause and gives
the bank the opportunity to declare the loan immediately
due and payable shbuld it find that the debtor's |
situation is déteriorating. Wiﬂhowﬁ a clause of this.
nature, the bank might find itself umable to take any
action until the mext maturity of the debtor"s loan
even though it is aware of the deterioration of the

debtor®s position..
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CHAPTER THREE
METHODOLOGY.

This study will rely om'both,primary and

secondary. data.

Data Collection:

The primary data was collected through the
administration of some six humdred,and‘thirty
(630) quéstiommaires, administered im the ratio-
of 180:180:150:120 on each of the case study banks,,
namely; the First Bank of Nigeria (FBN) PLC,
the Umited Bamk for Africa (UBA) PEC, Africam
Continemtal Bamk (ACB) PLC, and the Co-operative
and Commerce Bank of Nigeria (CCB) PLC respectively,,
bearing im mimd their relatiye shares of the market..
Okafor (1988) moties that as at December 1986, the
First Bank of Nigeria had a (Spread,.Assets, Loans
and Advances, amnd Deposits) SALD market share index
im percentage of 17.36, the UBA - 15.60, the |
ACB - ©¢23 and the CCB - 2.00.

The questionmnaire is designed to bhe responded
to by three categories oﬁ'staﬁﬁ oﬁ'the.anns and
Advances (credit) departmemts of the banks, namely;
the credit officers, credit supervisors and credit
clerks., The sam@limg technique adopted in the
administration of the questionmaire is the iudgemgmtal
sampling methodﬁbased on their relative sizes,

Okafor (1988)..
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The secondary data required for this work will -
include, data om the provisiom for Bad and Doubtful
debts (a proxy for the rate of loam default), Loans
and Advamceé, the net earﬁimgs (profit after deductioms),
customers depdsits and other liabilities, Assets, and
Reserves of the selected banks. The sources of these
data are the pubiished Amnual Reports amd Fimancial
statements of the.case‘studw banks,. Thege imformatiom
will be defived from the Balamece Sheets amd the Profit

and Loss Accoumts of these Bamks.,.

‘Data Amalyses.

The method of analyses of this study will involve;

(1) The Ghissquared'(xz) test and the Comtingency
table will be used tb test for the perceived
degree of effectiveness of the Loans gnd Advances

- management strategies adopted by the banks.

(2) Correlatiion analysis betweem the net earnings

‘(brofit)4gnd the Loans and Advances granted by
the banks,.

(3) Simple and multiple regression analyses. of the
data using the ordinary least squares (OLS)
method, (Econometric Amalysis)e.

The Econometric.analysis would involve the
followings:.

Specifying the models to be tested; We make
the Mequarnings (N) the déﬁendent variable (the
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regressaﬁd) and imclude the explanatory variables
or regressors in the model to test for the significance
of the explamatory variables in contributing to the
Net Earningse. To.griip the individual impact af the
independent. variables, we specify simple regression
models witﬁ each of the wariables. Multiple regréssion;<
models are also specified to test the joint impact
of the whole wvariables takem together, We may also
alter at random the variables included in the multiple
reg;ession-model.
| Sinece the sample size is less tham thirty,. we
use the student. t-test to test for the significance of
each explamatory variable im contributing to the Net
Earnings.oﬁ'the bankse.
The F-test is alsd.used to test for the overall
significance of the explamatory variables takem together
The coefficiient of determinatiom - R which
measures the Goodness of fit is calculated, But by
including additional explamatory variables im the
function we raise the coefficient of multiple deter-

mination. To correct this defect we adiust.R;

by.
taking into account the degrees of freedom: which
clearly decrease as mew regressors are introduced inte

the function, Koutsoyiamnis (1977). We therefore use’

the adjusted R® (Pa) instead of R%.
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.33 Definition. of Variables (Data)

(1) I@é Het Earnings (W)

The net earnimgs (N) is the profit after
all deductioms have been made within the accounting
year.. It iis the dependént variable in this study.

(2) Provision for Bad amd Doubtful Debts (B)

The provision. for bad and doubtful dehts
(B) is the provisiom made for transactioné
within the accounting'year which are considered
bad and doubtful of recovery. It is used here
as a proxy for the rate of loam default...

(3) Loanms and Adwvances (L)

The Loams and Advances (L) is part of the
Assets of a Bank usually given out to customers

of the bamk as credit facility..

(4) Customers Deposits and Other Iiabilities (€)
These comprise depoéits made by bank
customers im the form of saving, demand and
Time deposits and dther such liabilities that the
bank might imcur or be exposed.to.

(5) Assets (A)

The Assets here conmnsists of fixed Assets
and "other Assets" of the fank@ Fixed Assets
include Buildings, Office and House Equipments,
vehicles etc,' Other assets are things like

Investments, Stocks etc.
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(6) Resérves (R)
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The Reserves constitute the amount put

aside for contingencies. They are profits

earned over the years that have not beem

distributed to shareholders but set aside teo

meet future requirements..

Specification of the Models

In order to determine the relative importance

of each explanmatory variable in contributimg to the

Fet Earnings, we fit each bank's data into simple

regression models,

following functional

N

2 B =

‘wheres

B QW W

9 =

It

f(B) +
£(L) +
f(Cc) +
£(a) +
'f(ﬁv

4

The Net
" hank.,.

The specificecation takes the

form:

U (1)
a2 (2)
U (3)
1§ (4)
ul (5)

Earnings or Net Profit of the

‘The fumctional notation

Prov1smom for Bad and Doubtful Debis

Gustomers dep051ts and other liabilities

Assets

Reserves

BError term or Disturbance term
Loanﬁ and Advancs
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The limear specificatiom of the model takes the

formscz
N = aj+ aTB,+ . (6)
N = a,+aL+T &)
E = a + aC+ U (8
N o= e+ ah+ U ()
N = a +aR+1U (10)

where the variables are as defimed earlier, aﬁd
a@‘and ay are coefficientis.

Also, in order to test the joint impaect of the
explénatory variables in contributimg to the met
profiit, we develope a multiplle regression model,
The specification takes the following fumctiomal

forms

¥ = f£(B, L, G, A, R) C111)

where the variables remain as previously defined.
In undertaking this test we réquire to alter

at random the variables to establish which of them

taken Jjointly better explains or contribuﬁesvmore

to the met earnimgs of the individual banks over the

study period.. ‘The linear relationship of the model

can. take the following form:
E = ay + alBi+ aEL;+ a3gT+:ahA.f a5R.HzU. (12)

N = ad‘? a B+ apl . (13)

N = a +aB+ ayl+ aBGZ (y4)
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N = aQ_+ alL.f gZA_+ ;5R (15)

and so on, Where ags s o3 and a53are coefficientg,

The actual analysis is lefi owt here until Chapter 4

when the analysis is carried out.
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CHAPTER FOUR

4.0 ANALYSTS OF DATA AND INTERPRETATION OF RESULTS

4e0” - TEST OF HYPOTHESES

Lol - HYPOTHESIS I

This hypothesis states that;

B - Loans and Advances are not important inm the .

portfolio management of commerciall -banks.

Az Loans and Advances are important im the
portfolio managemeni of commerciali banks.
The hypothesis is tested using simple and
multiple regression. results of selected variables
of case study banks.,.
*Note that the t-values are im parentheses

under the estimated coefificientse

CASE STUDY BANK I - THE UNITED BANK FOR AFRIGA (UBA)

PLC.
Table 7

Regressgiion. Data for  UBA PLC

Years Reserves Assets. Bad Debis lLoans & Customers . Ket
- ' Advances Deposits” v Earnings

(R) () (B) . (L) () (W)
1980 47,597 48,173 2,335 864,836 1,576,225 20,036
1981_ 6L 5312 124,990 6,073 1,164,294 2,407,218 22,7215
1982 784239 .14854?6 14,812 1,519,426 23548,230 26,602
1983 92,818 256,119 17,997 1,619,69¥ 2,939,911 29,279

31,482

1984 109,600 2755769 21,700 1,553,263 3,114,546
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286

)87
288
389

134,093
- 163,839
191,179
253,468,

333,455 29,082 1,409,157
248,054 38,633 1,471,419
710,543 57,795 1,798,628
903w138 52,042 25,008,138

- 3415755 1,430,228 3k 5655 3 80kl 5131

87

L 53194600
39325789

L 5,766,726

5872 ,88L
851595295

Sources Annual Reports amd Statement of Accoumtis

(Variows Years).

The regression. results for the above bank are as

followss

8486.72 + 0.8999B . (1.)
 (5.8797)

0e8121, B = 34.571, DW = 1.8823

868,9082 + 0.0238L ‘ (é)

o (3.2211) |

0e56L46y F = 1'6.3;?'61',, DW = 1.1110

8551.2989 + 0.0079C; (3)
(4+2636)

00bQhlyy B = 182179, DW = 1.7548

232434774 + 0.03654 (%)
(4.6678) |

00-7‘31 L},m B o= 2] 0'-7'8‘?8)3‘ D)W = 1 9-’4-0981
14733.022 + 0,1708R (9)
 (4.7316)

3445193
42 5081
735653
54,766

'64m?64



88

B® = 0.7367, F = 22.388, DW = 2.024l

N = 1750.252 + 0.69858 + 0.0115L (6)
(4.9971) (2.6077)

RZ = 0.9047, F = 33.218, DW = 2.2697

N = 1795.4335 + 0,0114L + 0,0006C + 0.6974E  (7)
(0.9502) (0.0096) (35956)

B2 = 0.9047, T = 18.982, DW = 2.2738

The simple regressioen. resulits im equations (1) to
(2) show the following; The provision. for Bad and Doubiful
Debts = B, Customers Deposits and other liabiliities - Cy
Assets - A, and the Reserves - R, are significant at the
1% lewel in explaining‘the net earnings of the Banlk ower
the study period. The Loans amd Advances is significant
at the 5% level.

The Loams and Advances, Assets, Customers Deposits
amd other liabilities all bore the correct aprieri. economic:
'signs.. The provisions flor Bad and Doubt.ful Debts and the
Reserves bore the wrong (positive) sign&); Thils is qudite
surprising as these variébles are supposed to dampen or
réd@ce the net earnings of the banlk.. ”

When. a multiple regressiom analysis is.takengfar
the variables umder comnsideration the folliowing results
im equations (6) and (7) emerge., The results show that
in equatiom: (&) the Loans and Advamces in. correctly signed
.and.sigmificént even at the 1%.1evei while the provision |

for Bad and Doubtful Debt is significant at the 1% lewvel but
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is wrongly signed. In equation (7) the Loans and
Advances and;Gwstomers. Deposiits are correctly signed
but the Bad Debts iis wrongly signed.. The Customers
Deposits is not significant even at 50% level wﬂeréas
the Toams and Advances is, only at the 50% level.

The F-Statistics are quite high indicating that
the variables are important-im.contributing‘t@ the

net profit of the bank, Also, the B2

is hiigh showing

that the wariables taken together explaim about 90%

of the variatiom in profit earningse.

The following comclusioms can be drawn from. the
result arrived aﬁhabove, '

(1) Tne Loans and Advances, Assels and Customers
Deposits and other liabilities are importaﬁt
variables in the portfolio management strategies
of the United Bémk for Africa Plc.

(2) The Reserves and the provisiomn for Bad and Doubiful
Debts which bore wrong economic signs exhibited
some méasure of surprise. It could howewer be
explained to mean that evem as the bank made

‘increased provisions fOEjthese‘variables, the
net earnings increased because the beneficlaries
of the ILoams and Advances, repaid their‘debté
promptly withowt involving the bank in.the

depletion of its Reserves possibly im. litigatiom
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to force them. to repay. Also, the imcreased Bad Debt
figures eould be as a result of the exlgencies @ﬁ'tﬁe
time, that is, the economic depression in the ecountry,

when banks are afraid that borrowers may defaullt in the

repayment of their debt obligaﬁioms as they falli due. Thus,,

the bank needed to make additiomal provisions for Bad Debts

to cushion such effects.
The whole scenaria above did mot hbwever reduce
the profit levels of the bank as the interest rates .
on ioams and advances plummeted withim the period of the

Structural Adjustment Programme (SAP) in the country.

CASE STUDY BANK II - EIRST BANK OF NIGERIA (FBN) PLE

Regression Data For FBN Ple (1980 - 1989) (HF000)

Téble 8
Years Reserves Assets Bad Debts Ioans & Customers Net
‘ - Advances Deposits. Earn~
: ings
(R) (a) (B) (L) (C) W)
1980 34,500 2h3%,205 344293 1039239 2141980 17967
1981 41700 342006 42100 1339420 2262066 28402
1982 48100 ,'4303&] 16864 14901 32 2793200 2523% »
1983 55600 872995 21319 1376705 3570313 29850
C 1984 ©2300 802462 30316 1402456 4115546. 29144.
1985 76260 618029 137096 1474541 4134070 53404
1986 97917 1361677 177043 1&69452, LL12745 86625
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1987 114920. 1350998 23?896, 2047113 5010455 68015'
1988 124323 1442719 276811 2253388 5646396 74224
1989 1372643 1817996 ‘72594 1851481 . 7958080 57098,

Sourecer Anmual Reports and Statement of Accounts

(¥arious Years)e

The regression results from the above data for

the First Bank of Nigeria (FBN) Plc come up as follows:s

N = Zhiﬁﬁwi&go + 0.2163B (m
. (4.9984)
R = 0.7575, Fa 242984, DW = 1.9559
N = -43320.340 + 0.0559L, (2)
(5.0663)
RZ = 0.7624, F = 25.667, DIl = 1.3876
N = 9860.7372 + 0.0088C (3)
(2.3664) |
B® = 0.4118, F = 5.600, DW = 1,2139
N. = 14177.888 + 0.0354A (4)
(3.6765) ,
B° = 0.6282, F = 15.516, DN = 1.2863
N = 4001.5075 + 0.5415R B (5)
(4e2952)

R® = 0.6975, F = 18,449, DW = 1.4278
N = -34685.7546 + 0.0458L + 0.0083A  (6)
(2.1035) (0.5492)

u
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RS = 0.7722, F = 11,864, DN = 1.2642

M = -43201.2548 + 0.0556L + 0.0001C (7).
(3.2141)  (0,0248)
R = 0.762h, F = 11.231, DW = 1.3847
N = -2335.0709 + 0.0132L + 0.,0030C + 0.1475B (&)
(0.4384) (0.7898) (1.6384)
B2 = 0.8358, F = 10.184, DIl = 2.0286

Thé simplle regression results obtained from the
data on the First Bank. of Nigeria (FBN) Plc, equations
(1) to (5) is almost similar to that of other Banks.

Thé Loans and Advances, Customers Depositis and
the Asaets.Variables assumed the correct economic'éigns
and are significant at the 5% level. The provision. for
Bad and Doubtful Debts and the Reserves although.
significant'at'the 1% level had the wromg economic signs.

The multiple regressiom results equations (6) te (8)
show that the equatiom (7) is much more reliable. However,
the bank should endeavour te attract more depositors to
enébﬂe it,havé at its.-disposall enough loanable funds:.
since the loans and advances have been shown to contribute
effectively to the net earmings of the bank, if well
managed.. The Bank should reduce its Bad awnd Doubtful
Debts figures to havé more momney for potential loan.
épplicants,f The wrong economic sign of this wariable
shows that it has been on the increase probably as a way
of containing the possible default from the bank's

borrowers.
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CASE STUDY BANK.IIi ~ CO-OPERATIVE AND COMMERCE BANK

OF NIGERTA (CCB) PLC

. Table g
Regression. Data for CCB PLC (1980 - 1989)

(¥:000) |

Years Reéerves Assets Bad Debts loans Customers Net

& Advan-~ Deposits.  Earnings

(R (A) (B) ces(L) €c) )
1980 - 12066 3064 62424 132357 3064
1981 - 18209 - 3978 81194 155398 3978
1982, 679 15704 2586 112416 186729 2716
1983 1143 67314 1887 146053 211761 632.
1984 1350 27505 1380 190675 290743 829
1985 1533 27178 2676 221570 331244 433
1986 1533 5192% 6838. 262179 281595 3798
1987 2311 68882 2913 296099 433533 3232
1988 3146 112046 2887 382646 682616 3222
1989 L4640 206141 19200 445339 866846 S9¢L

Souwrces Annuwal Reports and Statemeni of Accounts

(Various Years)

Thé following are the regression results for the

Co-operative and Commerce Bank (CCB) Plc.

B = 1603.3827 + 0.24988 : (1)
(3.3283)

R = 0.5807, F = 11.077, DW = 1,136

N = 1472.9275 + 0.0060L. (2)

(1.3854)
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B> = 0.1935, F = 1,919, DW = 1.1250

N = 85020;8436 - 0.0693C €3)
(-1.7810)

R = 0.2839, F = 3.172, DW = 2.357

K = 1758.5175 + 0.01704 (4)
(2.0480)

R® = 0.3440, F = 4o194, DW = 1.3002

= 1901.7185 + 0.5414R - (5)

(1.4112)

R® = 0.1993,, F = 1.992, DW = 1,1759

N = =96.5346 + 0.0102L + 0.0118C + 0.01464

(0.4574) (0.9868) (0.4780)
~BU4512R + 0.2276R! (6)
5 (-1.5778) (1.5047)

R™ = 0.7682, F = 2.651, DW = 1.8588

N = 350,3659 + 0.0179L + 0.33793'4 1.8904R  (7)
(1.1385) (2.9064) (-1.2358)

R = 0.6676, F = 4.018, DW = 1.0101

The simple regression results equations (1) to
(5) reveal.the-ﬂollowing:. The Loans and Advances and the
Assets Variables;aré correctly (positively) signed. The
provision for Bad and Doubtful Debts, Customers. Deposits
‘and other liabilities, and the Reserves are wrongly signed.
The Bad and. Doubtful Debts is significant at the 1% level
in.explainingrthe net-proﬁit earnings of the Bank. 'The
Loans amd Advances, and the Reserves are significant at.
the 20% level while the Customers Deposits and the Assetls

Variables are significant at the 10% level in contributing



95
to. the variation in earnings of the Bank,.
The following anoliogy can be drawn from the results
above,

(1) The Loans and Advances and the Assets Variables,
are important but need a little more managemenﬁ
in order to réalise increased profit;

(2) The provision for Bad and Doubtful Debtsm Reserves
and the Customers Deposits which assumed wrong
apriori ecomomic signs need to be reviewed. If
the net earnings of the bank increases via improved
Loans; and Advances management. strategies this will
indu@e more depositors to open up accounts with ghe
Banlk,. Aliso, the Reserves and the Bad and Doubtful
Debt figures should be reducedland‘sa&e‘made
aﬁailablé o potemtial loan. applicants, This

would undaubtedly improve the earnings of the Bank,

When a multiple regression analysis of the variables
is taken equations (&) and (7), the followimg picture
vis revealled. All the Variables excepting the Bad and
Doubt ful Debt assumed thé fight economic signs and are
sigmiﬁicant at the 20% level. The R-sguared is quite
high indicating that over = - 66% of the Variation in the
net earnings of the bank can be accounted for by the
Variables taken together. As.obsérved earlier the bank
shoulld reduce its Bad and Doubtful debt figures to allow
it have emough loanable fumds and thus make more profit

from its operations..
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CASE STUDY BAKK IV. -~ AFRICAN CONTINENTAL BANK (ACB) PLE

Tablle 10

Regression Data For ACE Plc (1980 - 1989)

(H"000)

Jears. 7 Resérves Assels Bad Debts Loams & Customers KNet
' ' ' - Advances Deposits  Earnings

_(R) (a) _(B) (L) (c) (N)
N 980 500 9090, 1y 438298 650231 5128%
N 981 500 81730 6516 534466 758595 53059
1982 500 92689 . 5873 512189 692771 56618
1983 500 142409 5149 654174 92798 59328
4984 500 187834 . 4701 . 615476 1,090,097 -11423
1935 500 192265 3510 : 689834 108110@<’ L6171
1986 500 211706 1068 773150 1190149  -32974
1982 500 225358 21336 865758 1355583  -16281
1988 500 - 477198 42107 968086 1753737  -156575

1989 500 427922 10633 1152463'_ 2254358 - 23702

Sourcez Annual¥’ Reports and Statement of Accounts
(Various Years). |
. The regressiomn results for the African Comtinental

Bank (ACB) Plc is as follows:

N = 46327.8925 - 4.2052B | ()
(~3.9298)

R® = 0.6588, F = 15.444, DW = 1.8280
- 120289.9864 - 0.1616L S (2)
- (~1.8208) | |

RS = 0.2930, F =,§;315, DW = 2.5170
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N = 85020.8436 ~ 0.0693C , (3)

= C (-1.7810) |

B = 0.2839, F = 3.172, DW = 2.357L

N = 797914437 - 0.3585A ' (4)
(~3.1986) |

RS = 0.5612, F = 10.231, DW = 2.0268

N = -9614.5619 + 0.1952L - 0.4GL9A - 2.2277B (5)

- (1.2817)  (-1.6336) (-1.3954)

R = 0.7697, F = 6.683, DW = 1.1004

N = -32521.5725 + 0,2739L - 0.76134  * (6)
(1.72517)  (-3.0368)

R® = 0.6949, F = 7.973, DW= 1.1239

N = L47785.6053 + 0.0625L =~ 3.9059B - 0.0422C  (7)
(0.1760) (-2.6286) (-0.2788)

2

R® = 0.6715, F = 4,088, DW= 1.8478

Equations (1) and (4) show that\both fhe Bad and
Doubtful debts and the Assets Variables were correctly
signed and significant at the 1% level in con@rihufing to
the earnings of the béﬂk@' Tlhhe Loams and Advances and the
Customers Deposits assumed wrong signs - when taken
separately, Thé Reserves Variablies had a zero wvariance .
possibly because of the comstant ¥500,000 which thé
variable maintained over the study period..

When a multiplle regressiom of the variableé.was
taken in equatiom (5), the Ioans and Advances, Assets and
Bad and Doubtful debts had the right economiic signs and

were significant at the 50% and 20% levels.
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Thus, the bank shoula inerease its Loams amnd
Advances to Customers while trying as much as possible
to reduce its bad debts figures and its assets. This
will further allow it have more money at its disposal
to Loan out. | o | -

‘fﬁlsog equation (7) suggests that the bank should
endeavéwn~tovmake policies and adopt management strategies

that would encourage more customers %o deposit with it.

§.1ammarxf

' The results. obtained from the analysis of the

four case study banks tend to disprove our'earliey'~
statied hypothesis. Thus, we would accept the alternative
that Loans and Advances are important in the portfolio
manaéement of commercial banks since it has been. shown
through this study that it iﬁ.signiﬁicant in contributing
to the.net earnings of these . banks. _

The work has also showmn that banks‘whethgr of the
large, medium or small-size need to adopt management
strategies that would enable them attract more cusfomers
and thus malke more loans available to potemtial applicants
s0 as to maﬁimﬁze their net earnings., This is very
necessary especially‘in‘this-period of Structural
Adjustment when the competition inm the industry can best

bhe described as keen,

BYPOTHESIS IT
This hypothesis states that:z

H%; There is an inverse relationship between the



Ioanss and Advances granted by commercial banks
and. their profit earnings..

‘Hl,=z There-is a direct rela@ionship between the Loans
and Advances granted by commercial banks and their
profit earnings.

This: hypothesis is tested uéing the Correlatiom
coeffiicient -~ r,'existing between the Loans and Advances

and the net earmings of the individual case study banks.

CASE STUDY. BANK.

(UBA) PILC

Loans and Advances and Net Profit of (UBA) Plc

1980 ~ 1989  (¥"000)

Years  loans and Advances - L _ __Net Profit - N
1980 864,836 20036
1981 161,294 ' | 22715
1982 1519,426 26602
1983 1619,691 o 29279
1984 1553 ,263 31482
1985 1409,137 34193
1986 - 43'1471419 o 12081
1987 1798.,628 | 73653
1988, 2008, 138 | 54766
1989 - 3O4h,151 64764

Source: Annual Reports and Statement of Accounts

(Various Years)
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The correlation Coefficient for the above data
is +0.7514. This.meanSsa.high.positive-correlation.
between: the ﬁoans and Advances grénted and the Net
profit of the Bamk within the study periode

Put differently, this suggests that as the Ioans
and Advances granted by the bank increaseéthe metw
proﬁit.imcreases alongsidee.. o

The above finding disproves our stated hypothesis
and thus the alternative is accepted, that is, that
there is a ... direct relationship between the lLoans
and'Advances granted by the bank and its met profit.

The bamk.ghould therefore gramt more and mofe Loans
amd Advaneces. to its customers as thiis increases its net

pr@ﬁit -

CASE STUDY BANK TI -~ FIRST BANK OF NIGERIA (FBN) PLC
' Table 12

Loans and Advances and Net Profit of FEN Plc

1980 - 1989 (Wr'000)

Years Loans and Advances. Net Pfofit
1980 1039239 | - 17967
1981 1339420 | 28402
1982 1490132 | 25233
1983 1326705 - 29850
1984 1402456 29144
1985 - 1474541 53404
1986 1869452 | 86625.

1987 2047113 68013
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1988 2253388 22k
1989 1851481 . 27098

. Sourece: Same as for table 7

The correlation"cgeﬁﬂicient resulting'ﬁrdm”the twa
sets of data above is +0.8731. This is a high positive
degree of‘association.between.the two Variables - ILoans
and Advances. and the Net Profit earﬁed by the bamk over
the period umder comsideratiomn. As beﬁbrem it follows
that as the Loams amnd Advancés increase so also does the
net proﬁit‘accruimg to the bank,..

This debunks our hypothesis and the alternative
is accepted, mamely, that a direect relationship exists
beiween the Loans -amd Advances granted by the bank and

the net profit it earns.

CASE STUDY BANK IIT - CO-OPERATIVE AND COMMERCE BANK
OF NIGERIA (CCB) PLC 1989 = 1990
Table‘fﬁ.
Loans and Advances and Net Profit of CCB Plc

1980 ~ 1989 (E¥000)

Years Loans and Advamces Net Profits
1980 . 6au2y - 3064
1981 81194 S 3978
1982 112416 276
1983 - 46053 632

1984 190675 829
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1985 - 221570 433

1986 262179 | 3798
1987 296099 3232
1988 382646 3222
1989 445339 5974

Seurcez Same as for table Z?

The Correlation Coefficient here is +0.4399
which imdicates é low positive degree oﬁ'asspciatiom
between. the Loans and Advances and the net profits. of
the bamk, It follows that low values of Loans and
Advamces ar¢ associated with low values of net profit..

The-positive sign of the relat;onship shows however
that as ome of the variables inereases the other also
increases but at a slow rate.

Thils ﬁiﬁdimg also disagrees with our earlier
hypothesis,, so the alternative hypothesis is accepted.
The bank shouldiendeavour to give out more Loams and

Advances in order to earm more profit.

CASE STUDY BANK IV -~ AFRICAN CONTINENTAL BANK (ACB) PIC .

Table 14

Loans and Advamces and Net Profit of ACB Plc

1980 - 1989 (¥'000) -

Years . Loans and Advances Net Profit
- 1980 458298 51287
1981 534466 . 53059

1982 ‘ 542189 © 56618
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1983 6541 7Y 59328
1981 615476 ~11423
1985 - 689834 7061
1986 | 773150 ~32974
1987 865758 -16281
1988 - 968086 -1565%5
1989 1152463 23702

Soﬁrce: Same as for tableﬂ'

fhe @orrelationlaoefficient resulting from the
data ébove is -0.5413. This means a high negative
assoclation between the Loans and Advances gramte&
by the bank and the'correspomdimg net profit over the
study period. | h |

This result agrees with our hypothesis. Thiis
economically means that the bank has not been doing
“very well im terms of pfofit generation, Thus, iﬁ should
try to reduce is Reserves and Asset values to have more

loamable fumnds at its disposal.

4.3, " HYPOTHESIS ITT

This hypothesis is that;

B - The Loans and Advances managemeni strategies of
commercial banks over the years have not been
effective.

Hh: The Loans.and Advances management.strategies of

commercial banks over the years have been effective.
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The hypothesis is tested by recourse to the use
of questionnmaires., The survey data resulting from: the
qwestionnaires is tested by the use of contimgency tables
and. the Xa.(chi-squared) testse. Simple{ﬂ'percemtéges of -
the data is as well computed.

As stated earliler in the methodology, the questionnaire]
is adminiistered to thfee categories of staff im the credit
department of each of the case study banks, mamely;
crediit officers,, crediﬁ.supervisofs and credit clerks.
The United Bamk for Africa (UBA) Plc and the First Bank
of Nigeria (FBN) Plc each had one hundred and eighty
(180) admimistered.questionnaﬁres, The African .
Continental Bank (ACB) Plc had ome hundred amd fifty
(150) questionnaires administered, While the G@-Operatiﬁe
and Commerce Bamls (CCB) Plc had ome hundred and twenty
(120) questiommaires administered. Thws, six humdred and
thirty (630) questiionnaires are administered mnationwide

and returned as the data below showse..

CASE STUDY BANK I - UNITED BANK FOR AFRICA (UBA) PLC.

In: response to question number &, that isy How do.
you perceive the efifectivenmess of your bank’s loamns and
advances management strategies over the period (1980 -

1989)%



The following is the survey datac:

Table 15
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" DEGREE OF PERCEIVED EFFECTIVENESS OF THE LOANS AND

ADVANCES MANAGEMENT STRATEGIES OF UBA PLC

Scale Category of Staff _
Otticors .  Suporvisors ¥  Gierks %
1 - - - - - -
2 20 36.36 18  33.96 25  U4B.0&
3 12 21.82 18 33.96 12, 23.07
b 19 34455 7 13.21 13 25.00
> b4 727 & 11.32 2 3.85
& - - 7.55 - =
7 - - - - - - -
Total . 55 100 53 100 52 100
Source:z Survey Data
Scale: Ranging from (1) Extremely Efifectdive

(2)
(3)
()

(5)
(&)
(7)

- Quite Effective

Slightly Effective

Neither Effective noxr
ineffective

Slightly inmeffective

Quiite imeffective:

Extremely ineffectiive
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Table ﬂ@.

OBSERVED AND EXPECTED FREQUENCIES FROM TABLE 15

. ‘ : Tot-
Respondenits. .High(x) .%4 Undecided(¥) % ILew(Z) % . al.

SoIt 0T 32(36.09) 5818 19(13.41) 3455 4(5.5) 7.22 .2
CreLt MDY 36(34.78) 67.92  7(12.92) 13.21 10(5.3) 18.87 55

oy (@) 37(34.13) 7115 13(12.68) 25.00 2(1.95) 5.85 52

 Total 105 ) 39 16 160

" Sourcerx Computed from table 15

.Table 17
EOMPUTATION OF X2 FROM: TABLE 16

Cell -0  E  O-E (0-E)° ~  (0-E)°/E

AX 32 36,09 -4.9F  16.75 0u46

AY 19 13.41  5.59 31.25 2.33

-2 5.5 -1.5 2.25 0o k1

BX 36 34.78  1.22  1.49 0.04
BY 7 12.92 -5.92 35.05 . 2.71

BE 10 5.30 4.7 22.09 47

ex 37 34.13 2,87  8.24 0.24

e 13 12.68 0.32 0410 0.007

c3 2 1.95 0.05  0.002 0.001

2

Total 160 o - 10,37 = X5
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df

fl

(h-1)(k~1) (see: Loveday, Re (1977)

(3-1)(3-1)
= 2x2 =4

XS (0405) = 9ohi8
Deciision: rulez
T X > X (0.05)

Reject H (ie.es Null Hypothesis) otherwise
Accept,H&; Thils means that the differemce between the
observed and expected firequencies are sng}ﬁiGamt,
Thus,,
10437 77 9448

Therefore, we reject our Null Hypothesis and accepi

the Alternatiwe hypothesis. It follows from our finding
that the Uniﬁed Bank ~ for Africa%s Ioans and Advances
management strategies over the study period had heen.
effective as the respondents have shown.

* Note that; O = Observed frequemcies

E Expected frequencies

df :zDégrees of freedom.
"The test is comducted at the 5% level of

signi ficance.
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CASE STUDY BANK IT. - FIRST BANK OF NIGERTA (FBN) PIC

Table 18

DEGREE OF PERGEIVEB?EEEEGTE%EMESS OF THE LOANS—AND'

ADVANCES MANAGEMENT STRATEGIES OF THE BANK

Scale Category of Staff
Giicers ®  guporvisors ¥  olerks %
1 - - - - 4 -
2 23 L4423 22 | y2e31 25 49,02
'3 10 19.23. 8 15.38 ? 13,73
b 16 30.77 . 19 36.54 4 13.73
> 3. 577 2 2%.85 8& 15,68
6 - - 1 1.92 4 2.84
7 - - - - -
Total. 52 100 52 100 51 100
Sources Survej'Data

Secalez:

Ranging from: (1) = Extremely Efifectiwve

(2) = Quite Effective

(3) = Slightly Effective

(4) = NEifher Effective mor ineffective
(5) = Slightly ineffective

(6) = Quité ineffective

(?7) = Extremely ineffective
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Table 19

OBSERVED AND EXPECTED FREQUENCIES FROM TABLE f@

Respondents

To-
- High(x) %@5 Undecided(Y) % Low(®) % tal

Credit Qff-
icers. (&) -

Credit Sup-

33(31.87) 63046 16(14.09) 30»7?*3&6.6&}J5;?7:"52

ervisora(n) 30(31.87) 57.69 19(14.09)  36.54 3(6.04) 5.77 52
-§§2§§§¢c> 32(31.26) 6275  7(13.82) 13.73 12(5.92) 23.52 51
Total 95 Y 18 155
Sourcez Computed from table &
Table 20
COMPUTATION' OF X> FROM. TABIE 19
gell O E 0-E (0-E)° (0-E)°/E
X 33 31.87 1.13 1.28 C 0.04
AY 16 14,09 1,91 3.65 - 0.26
AZ 3 6.04  =3.04 9.2k -.1q53
BX 30 31.82 -1.87 3.49 0.
BY 19 | 14,09 4.91 2Le11 R
BS 3 6.04  =3.04 9.24 1.53
cX 22 31.26  0.74 0.55 0.02
cx 7 13.82  -6.82 146451 3,37
C% 12 5.92  6.08 3697 o2k
“Total 155 | 14,81 = X2
ar = (Be1)(1)

G-1)(-1)
2 X2 =54
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X = 15*&;..
X, (20.05_) = 9.48
Dédisiohirule:
x5 > xi (0.05)

Reject Hy» Otherwise Accept Hj
Thus,
14.81 7 9.48

.Thereforew We reject our nuli hypothesis. This méaps
that the Loams,aﬁd Advances management strategies of.
the First Bamk:of"ﬂigefia Plc within the study period
had been effectiwe as perceived by the staff in the

credlt departmemts nation-wide.

CASE STUDY BANK IIJ - CO-OPERATIVE AND COMMERCE BANK.

OF NIGERIA (CCB) PLC

Table 271~

DEGREE OF PERCEIVED EFFECTIVENESS-OF THE LOANS AND

ADVANCES MANAGEMENT STRATEGIES OF THE BANK

Scale Category of Staff

Credit % Credit % Credit %
Offiicers. Supervisors ” Clerks >
/
1 - = - - - -
2 T4 40 13 40+62 15 4054
3 2 20 9 28.13 8 21.62
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L 3 8e57 5 15.63 2 5ol
5 6 17.14 2 6025 7 18.92
6 > 14429 3 Qe 57 > 13.51
? - - - - - -
Total 35 100 32 100 37 100

Source: Survey Data -
Scale: Ranging from: (1)
(2)

(3)

(4)

(5)
(6)
(?)

Table 22

ﬁExtremely Effective

1l

]

I

Quite Effective

Slightly Efflectiive.

- Neither Effective . nor

ineffective
Slightly ineffective
Quite ineffective

Extremely ineffective

OBSERVED AND EXPECTED  FREQUENCIES FROM TABLE 21

Respondents. H%%%‘ % Undedided(Y) % Tow(B) %

Total

Credit Off- . .
fcers(a) 21(22.21) &0

.Credit Sup- : R
eI"\liSOI‘S(B') 22(20.51) 6,8‘075

3(3.37) 857 ?1€9~&2) 3143 35

5(3.08) 15.63 5(&;62) 12.63 32

Clorko(c) 23(23.48) 6216 2(3.56)  5.41 12(9.96) 3243 57
Total 66 10 28 108,

Source: Computed from table 2i
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Table .23

“ COMPUTATION: OF X° FROM TABLE: 2P

Cell O E 0-E (0-E)* (0-E)2/E
AX - 21 - 22,21 -1.21 1.46 0,07
AT 3 3.37  -0.37 - 0.14 0.04
AB 11 9ok2  1.58 2,49 0.26
BX 22 20.31 1.69 2.86 0.14
BY 5 3,08 1,92 3.69 1.19
B& 5 8. 62 -3‘.6‘2 13,10 1.52
X 23 23.48  -0.48 0.23 0.009
cY 2 3056  =1.56G. 243 0.68
B 12 996 2.0k bo16 0.42 -
Total 104 L33 = X2

df = (h=1) (k1)

= (3-1)(3-1)
 =2x2=4
X2 = 433

X2 (0.05) = 944

Decision rules:

- 2 |
If X > X (0..05)

Re ject HO (Null Hypothesis) otherwise Ac:cép;t H’@:

However,, in.owr present analysis we have to accept the
Null Hypothesis, that is, that the Loans and Advances.
nianag-ememt strategies of the Co-cperative ama Commerce

‘Bank Plc has not beem. effective over the study period.
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This is because Xi £ Xi (0.05) ieee 433 < 9.48.

CASE STUDY BANK TV - AFRICAN CONTINENTAL BANK(ACB)PLC

Table 24

DEGREE OF PERCEIVED EFFECTIVENESS OF THE LOANS

AND ADVANCES MANAGEMENT STRATEGIES OF THE

BANK
Scale Category of Staff ,
Geticers ®  Supervisors. ¥ giecks  #
1 - - . - - - -
2 18 42.86 12 20 22 45,83
3 6  14.29 & 20 8 16.67
b 11 26419 12 30 9 18.75
5 5 11.90 7 175 8 16.67
6 2 . L4.76 1 2.5 1 2.08
’Z \ - o - _ -
Total 42 100 = 40 100 48 100

Sourcex 'Survey*Data;
Scale: Ranging From: (1) = Extremely Effective
| (2) = Quite Effective
(3) = Slightly Effective
() = Meithér'Effectiwe Nor

ineffective
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(5) Slightly ineffective

(6) = Quite ineffective
(7) = Extremely ineffective

Table .25

OBSERVED AND EXPECTED FREQUENCIES FROM -TABLE 2k

Respondents. High (X) % Undecided(¥) % Low(®) % Total

oot taS T 24(23.91) 57.15  11(10.34) 26419 2(7.75) 16.66 42.

icers(A)

Si:gifrizgg 20(22.77) 50 12(9.85) 30 8(7.%8) 20 4O

Sredil oy 30(27.32) 62.5  9(11.82) 18.75 9(8.86) 18.75 48
Total W 32 - 2l 130

Sources Computed from table; <24

Table 26

COMPUTATTON: OF X FROM,_ TABLE 25
Cell o = " 0-E (0-E)? (0-E)Z/E
CAX - 24 23.91 0.09 ~  0.008 0.0003
AY 11 10.34 0.66 = Ok 0.0
AB 7 P75 =0.75  0.56 0.07
in 20 22.77 =297 - R67 Oo3lL
BY .12 9.85 2.15 be62 0uls5

BB 8  7.38 0.62 0.38 0.05
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cxX 20 27032 2.68 7.18 0626
cg 9 8.86.  0.14 0.02 0,002 .
Total 130 . 1.88 = xij.
df = (h-1)(k-1)
= (3-1)(3-1)
= 2 X 2 =4
X =88
X; (0. 05) = 9.48

Decision. rule

If X ;7 XL+ (0.05)

Reject.Hbm otherwise accept Hbg Qur present finding
is that Xg < X (0.05) i.e. 1.88<9.48. Therefore,
we have to accept thelearlier hypothesis that the Loans
and Advances management strategies of the Africam
Continental. Bank Plc durnmg the study period (1980 - 1989)

was not effective as our - flndlng has shown@

Summary

Qur fimding here reveals tﬁat the big-sized banksy
namely; the Umited Bamk for Africa Plic and the First Baak
of Nigeria Plc, are better managers of Loans and Advamceé '
than the medium and small-sized banks, the co-operative

and Commerce Banlk Plc and the African Continental Bank Plc
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and therefore are much more liquid and able ‘t,o grant
further Loans amnd Advances o potential applicants..
This is probably so because of the relative ages, sizes.

and the mature of the cliemtele these banks maimtain.
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CHAPTER FIVE

SUMMARY, CONCILUSTON, AND RECOMMENDATIONS

Summary

This study tried to appraise the effectiveness
of commercial banks" Loans-and. Advances ﬁamagemenh
strétegies over the'period 1980 to 1989, A éeriod
in. the Nigerian econbmy'tnét was characterised with

variows policy measures amomng which is the current

" Structural Ad justment Programme (SAP).

We traced the'history énd the development of
the panking;imdustry in.Nigeria; The emérgemce of
indigenous commercial banking and their evemtual ;
collapse in the fﬁffies received attentiom. Again,,
the new era of banking boom in the economy, the
emergence of mew products, the increased coﬁpetition
in the industry and the vafiows poliicy measures
adopted by these banks to remain afloat were considered..
Thils work also éxamined the requiirements for
bank lending and establishéd that among the canons
af good lending include, the kmowledge of the amount
for which a loan is sought, the purﬁose of the lQén;
duration, repayment ability, stremgth of the business,,

security amd who the borrower is. Alse, the types of

credit facilities offered by @oﬁmercial.banks‘amd the

risks assoclated with bank lending, namely the risk

of possible default and #11liquidity were emphasised..
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The securities for bank lending and the loans
manégement, administration and recovery strategies
including the possibility of fraudulent practices
amohg bankers were identified..

| Again, the new accounting requirements made
bossible through the prudential guidelimeslfor
licensed Banks in Nigeria was highlighted.

We were able through a simplie and multiple
regression analyses to show that Loans and Advances
are an important and significant item in the asset
portfolio of commercial banks and that if properly
managed a bank can continuously remain.liquid and
profitables, The study further revealed that in
general banks should try to reduce the amounts
- provided as bad and doubtful debts, Assets and
Reserves in their yearly operationse.

 The study also showed through a correlatién
analysis that there exists a direct relationship
between the LoamsAand Advances granted by commercial
banks and their net.eafnings@ Specifidally, we saw
that the blig banks - (big in terms of their spread,
Assets, Loans and Advances andvDeposits, that is the
so) called SALD index) namely, the United Bamk for
Africa Ple, and the First Bank of Nigeria Ple, had
high positive degree of association between their
Loans and Advanées and their net eafningé over the

study period. The African Continental Bank Plc had
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a negative correlation: implying that the bamk.nas had:
difficuity over the years in managing its Loams and
Advances..

Further investigations from.questionmaire responses

from three categories of staff of credit departments

0f the case study bamnks revealed that the bigfbanks have

effectively managed their loans and advances better thar.

the small aﬂd medium-sized banks.. Spécificaily,.the
African Comtinmental Bank had beeﬂ the most ineffectively
managed bank in terms of.profit gemeration over the
period umder consideration.

Comclusiom

This work has endeavoured to appraise the

effectiveness of the Loams and Advances management

'strategies of commercial banks. It was able to show'

that the ﬁig—sﬂzed banks are better managers of Ioans and
Advances and that as a result they remain much more liquid
than the small and medium-sized banks. We were aiso able
to establish that Loans and Advances are quite important.
in the aéseﬁ:@ortfolio of commereial bamks, and should
therefore be well managed.

The»increased provision for Bad amnd Doubtful
debts éﬁd of the Reserves Qf'banksg.although an
excellent hedge against possible loam default frém
bank borrowers, they by themselves reduce the potentials

of the' banks in meking more Loans and Advances available



+120

to would be customers.. Therefore, this study recommends

a reduction in their yearly provisions..

Recommendations

From the findings of this study the following
policy recommendations are made to help commerciai
banks in the management of their credits for maximum
profit. | |
Commercial banks shouid reduce ﬁheir provisions
for bad and doubtful debts, their fixed assets figures
while at the samé time increasing the value af their
"other assetsM, Their reserves figure should also.
of necessity be reduced. All thesé measures are intended

to increase the amount of lonable funds available to

~commercial banks thus makimg it possible for them to

maximize to their met benefit the reward of their
business.

Banks shouwld recogniize that Loans and Advances
is an important item(?im'theif asset. portfolio and
should therefore device every-means of managing, it_
effectively. They should thus ensure that their

customers pay back loaned fund as and when due

" by amoﬁg;ohher things enforcing the terms of the

agreement om each lending contract. They should
also monitor the projects for which they have loaned
out to ensure compliance and also assess the viability

and profitability of a given project for which’money



'is bedngcommitted..

While not violating any of the canons of good
lending, banks should increase the value of their-Loans
and Advances made to their customers. Firstly, it makes
more money available to investors and businesses thﬁs
increasing their ability to carry on their businesses.
Secondly, it increases fhe net profit of the bank as. |
the& depend mainly on the Loans and Advances granted
for their profit earnings. Lastly; the national economy
benefits as every sector ultimately benzfits and the
ecoﬁomy is booming. A booming economy raises the living
standard of its citizens and their general welfare.

The era of arm-chair banking is over, therefore
banks should be more aggressive in thgir attifudes to
deposits geheration@ The keen competition that is
variously discussed should not just be on the pages
of papers, it should bé real; Tt is not a. question
of the Openiﬁg of sevéral bahks and severél bank
byanches nation-wide, that im itself does not mean
competition. The coﬁpetition in customer deposits
shéuld be seeﬁ in terms of the work attitudes |
of bankers, their ability and willingness to
render prompt and efficient services to their'
customers and their ability to ‘attract new and
intending ones. Banks that do not pay interest on

customer accounts on a monthly basis and at a
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competitive  interest rate still stand to loqse their
biggest customers. Aliso, the issue of new products
now dmtroduced By most banks, should be adequately
monitoréd in order not to create room for fraudulent |
staff and customers who always want to cash in onﬁany'
potential loophole perceived to exist in any systgm,
Tﬁe marketing, parlance which holds that “ﬁhe
customer is always right" should stand out in the work
ethics by bankers in order to emhance their business..
They should regard the customer as the sole and only
reliable partner in their business who shoﬁld
therefore be treated with every politeness he’déserves&
Because the worker should be seen as the persoh
whq ultimately creates wealth and value, the'banker
should be adequately taken care-of by the mamagément,
Bank management should create welfare schemes for
their staff, ~The bamkgr'is exposed to a lot of
temptation on a daily basis by the volume of monetary
transactions that pass through him. In order to
diminish his urge to défraud,Amanagement shoulﬁ
institute enough safe-guards im the system, possibly
by way of enhanced.pay packet and other non-monetary
rewards and incentives.. |
Moreover, banks should try to demphasize the
current '"man-know-man' syndrome im their recrﬁitment
exercises. Highly qualified persomnel should be

scouted for and recruited. Orientation and regular
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training programmes should be organized for staff
on a continuous bhasis to acquaint themlwith'current

trends and developments in the industry.

Suggestions for Future Work
| The study we have Jjust carried out is by no
means exhaustive and comprehensive, What we have
succeeded in achieving here within the limits of
available time and funds is to give . an insight into
the major variables that contribute to or limit the
effectiveness of crediit departments of banks and by
extention the profit generating capacity of
commercial banks., We here suggest that further ’
research into thisi area of study whould go beyond
what we have done here by dncluding the following:
(1) . Further breaking down of the Assets variable
into the "fixed Assets" and "other assets" and
"Liquid Assets'" as variables in the regression
.eqmat.:'L‘cms.w |
(2) The Guétomers deposit should be bro&en.ﬁnto
current accounts, savings account. and other
accounts of Customers: to éee which of them
best explaims or accounts flor the net profit
generated by commercial banks..
(%) The share capital of the bamk should be included
as one of the variables to be tested in fumure

research work,.
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Questionnaire administration should possibly
include the customers. of the banks omn their
perééption.of the Qperations of the banké undexr
comsideration..

The econometric techmique of analysiis should

go beyond the simple_and multiple regression.
approaches adopted in this study to the semi-
log and double-log technigues fo subject the

work to further investigationse
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APPENDIX

School of Project Management
‘Technology,

Federal University of Technology,
. Owerri,, .

" Tmo State..

Dear Sir/Madam,

QUESTIONNAIRE

AN APPRATSAL OF THE EFFECTIVENESS OF COMMERCIAL

BANKS' LOANS AND ADVANGES MANAGEMENT BTRATEGIES:

K CASE STUDY OF SOME SELBGTED BANKS IN NIGERIA
(1980-1989)

T am a post-graduate student of Banking & Finance in
the School of Project Management Technology, Federal University
of Technology, Owerri., I am carrying out a research on the’
above topic in partial fulfilment of the requ1remonts for
the award of the Master of Science (M.Sc.) degree in Banking
and Finance.

I would be most grateful 1f you could kindly complete
the questionnaire below for me. Your{) response will be
treated strictly as confidential because the research is
exclusively for academic purposes. :

where

You can mark "X"™ in the box prdvided (X S
appropriate.

Thanks. in anticipation.

Yours faithfully,

Bernard 0., Enwereuzor



)

(2)

(%)

)

(5)

(6)

(7)

In which of these banks do you work?

(a) "UBA [_J7 (b) FBN. [ [
(c) cew 4 7 (a) acm [ /4
How l'ong‘ have you worked with. the banls?

(a) 1-2yrs. 7 () 3-5yrs /7

(¢) 6-10yrs. /7 (d) 1lyrs and above U
In what capacities have youw worked? _

(a) Clerk U (b) Superv:'L_sor D
(c) Officer D (d) Manager 4 [

In. which departments have you been exposed to?

(a) Sav:img.s. Account Z:Z () Current Account /£ /
(¢) Loans & Advances /__J (d) . Foreigm Exchange £ 4
(e) Bills 4 /4 (£) Others yaa

Iﬁ you. have worked with the Loans and Advances department,

for how long did you or have you been working there?

(a) Gmonths-1%yrs /_/4 (o) 1iyrs-2yrs /_4

(¢) 2yrs~3yrs [ _J (d) Abowve 3yrs

What factors influence your mode of advamc.ing'ﬂko'ans to
customers?® _

(a) Persompal Re]i.atjloﬁshji_ps /7 (b) Good-will £/
(¢)’ G@l;].at;eralse U (&) Others(P¥ease specify)e.
If your answer to. (6) above is (e¢), what type of

Caollaterals do yow normally ask for®

(a) Landed Property /_ /7 (Pb). Share Certificates /

.,

(c) ELife Policies D (d) ‘Guarantees

(e) Debentures / “7_,/_"



(8)

(9)

(10)

(11)

- (a) Private Individuals /_/
(b) Corporate Bodies [sz

- (a) Persuasion / VA kb) Legal Action

How do .you perceive the effectiveness of your bankst/
Loans and Advances management strategLes over the period

(1980-1989)2

(a) Extremely effective /_/ (b) Quite effective £/ [/
(c) Siightly-éffective / /(&) Neither éffective nor

. ineffective .
(e) Slightly ineffective /£ _/ (f) Quite 1nef§g@%ﬁ.

(g) Extremely ineffective /7

Who are your major customers?

(¢) Private businesses / /

Apart from the items in (7) above what other things
may you require from your customers while granting
Loans and Advances?

00 0O eCH0Pe 000 600POPCeSOPO0DDPOD0 D00 CODSDEeDPOPOOS0 O

Tn the event of a customer failing to repay his/her
loan as and when due, what measures do you take to-
recover your loan? :

(c) Austionihg,of Collaterals

(d) Others (Please speCify)ocecececrvosccscorcocosoososos
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