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ABSTRACT

Cash is a, key asset in transacting the business of
the organisation but it is not the only medium of exchange
in our economic system. Credit is one other medium of

transacting business in modern time.

This study is therefore primarily concerned with the
management of Risk gid in particular advances, loans and

acoounts receivable in National "Bak of Nigeria (N.B.N).

The Bank's problem has been that of fund, mismanagement
"' had debts situations in most of its branches. In an
attempt to overcome and resolve this unfortunate situation,
the research tried to examine the systems through which
the profit could be maximised and bad debts or losses be

minimised. It succeeded in identifying some of the bank's

shortcomings.

The research was able to come out with some positive
recommendations  that could lead to a better management of
risk in Commercial Banks in Nigeria in general and National

Bank in particular.
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CHAPTER ONE

INTRODUCTION

T.1 Higtorical Background

In the most general terms, almost all businesses are
exposed to one form of risk or another. 1In case of banks it

is multi-dimensional,

This is becense the ri tke associated with businesses in
other pectors are transmitted to banke by nature of their
operation, the term "RISK™ has been used here, what does it

mean?

Conventionally, we talk about risk when we know the
possible event that can occur, but does not know the actual one
that will ocour. An exampla is gambling. 1In finance
literature, risk ip defined as the viariability from the
expected returns.! Tt is the interest of this peper to
identify the various ridks in banking business and discuess

how these risks are managed and controlled.

1,2 Types of Risks

The major incame earning activity of banke is lending.
The risk inherent in this lending operation is called credit
risk, This type of risk is always there as long as the banks

continue to give credit to their customers.

What makes lending rieky, among other things is

custamers' default. In an extreme case, the principal and the



interest are never paid and the bank resorts to sale of

collateral security (usually at a loss) offered by customer,
|

When there is defanlt, it translates into bad-debt
vhich is ultimately written off. If you examine Amunal Reports
and statement of accounts of banks, you will se provision for
doubtful=debts and bad debts written off. Since credit
activity involves risk, the banks are compensated for the risk

they take by charging interest.

To manage credit risk, banks usually analyse the credit
requirements of customers, In lending, this is done by making
good feasibility study based on valid testable assumptions.

At times, there are symptoms one can notice showing that the
customer is having same financial problem or otherwise, then
bank can coane to the aid of the custcmer by loocking into hias
operations and advising him accordingly. In this way, loss will

be prevented or reduced,

1.2.1 Fraund Risk

This arises from the fraudulent acts of bank employees
and some outsiders. Banks deal on money and near money
instruments. Conseqently, the employees are in a close
contact with these instruments and so the likelihood of

stealing money is very high compared to other industries.



By the pecunliar nature of banking business fraud is every
where dense and hence fraud risk increases in the same manner.
The relavant activities that constitute to frand risk are well

known and shall be disonssed in the analysis and solutions.

1.2.2  Market Risk
This is the risk generated by market forces and these
forces conld be economic and financial. Trading on the stock
exchange is a market risk. The prices of phares traded on the
exchange fluctuates and hence there can be gain or lose in the

market.

Investing in other securities bringe inflation risk into
play. Inflation is very pervasive and all embracing type of

riske.

1.2,3 Interest Rate

Thipg is subset of market risk and it is associated with

changes in interest rate and this affect cost as well as inoome.

In general, those securities that have high risk equally
have high interest rate and vice-versa. Banks place premium
on the structure and changes in interest rates. In estimating
the return on funds invested, there is provision for inflation.
Market riek can be reduced by carefully combining in a
portfolio of assets: high risk/high return investment and low

risk/low return ones.



Liquidity Risk:~ This is the risk associated with the inability .

of the Bank to meet the customer's withdrawals from their deposits
with the bank. It also include the risk of not being able to provide
for the legitimate cz:edit needs of the community in particular and
the country in general.

In the management of funds by the commercial banks, the emphasis
is on maintaining adequate cash to meet transactionary obligations.
This becomes primary to ensure the confidence of the monetary authority
and the public in the activities of the Bapnks. The monetary authority
wants to ensure an equitable dealings between the Banks and their
customers.

Nevertheless, it ias of fact that the more liquidity a Bank is,

the less profitable as less money will be avaijlable for investment

by the Bank.

1.2.4 Risk of Losas of Confidence

This arises when there are operating errors and inefficiencies
on the part of banks. A bank that does not want to lend to a
legitimate customer is taking the risk of loss of confidence.
When there is loss of confidence in the bank has been eroded,
shift their patronage to other banks.

To reduce this risk, banks are expected to be technically
competent and efficient in their operations. In addition to
this, banks do engage in public relations actively to win the

general confidence and trust of the members of the public.

1.2.4 Foreign Exchange Risk

This exists because of intemational financial transaction



destruction of eunrrency through fire or flood., This could be
avoided by taking a necessary preventive care of the building
in which banking businesses are being carried out. To

prevent theft also, the bank may need to be careful in every

day-to~day operations.

1.2.7 Digtributing Risk3

Distributing of risk is another term for risk management
which refers particularly to the treatment of lossesn that are
likely to arise, cansed by unexpected avents on a business
transaction or venture. There are four major stages in risk
management, They are rigk identification, risk analysis,

deciaion, and action.

There are three principal methods of action often employed
in the treatment of risk which has been accepted as worthwhile,

that is after the decision stage.

The methoda are prevention, transfer, and off-setting of
logoes. TIf we may take vault ecash of banks for include
defaleation pilferapge, theft, deterioration, and destruction

e.2. by Fire or temites.

Prevention is one of the mogt important methods of
treating the chain of risk elements that dangle over a bank's
cash, One needa to employ a canbination of measures to effect
proper prevention of the meries of risk. Keeping acenrate

records of cash received and cash paid by the cashier may prevent



defaleation and pilferage tut not very campletely. Thers weuld
bo need for regilar and surprise checka on the ocashier's
physical cash and records too, The other risk elenants would

require other measures to achieve their prevention,

1.2,8  Credit Standards

A firm's credit standards are normally influenced by the
“four C's" of credit namely: Character, Capacity, Conditions and
tollateral. Character and capacity refers to the customer'sa
willingness and ability to pay. These two factors are of
eongiderable importance becanse avery credit transaction
implies of promise to pay, and whether the custamer is in a.
poeitien to pay hip obligationg as they fall due. Condition
refers to the.prevailing Econamic conditions; while Collateral
in the azsets offered by the custaner am a pledge for security

of the credit extended.

The levels of receivables are likely fo be high if the
credit standgrds of the firm are relatively loosme; and if the
standards are relatively tight, the receivables levels will be
relatively low, In theory, a firm ghould lower its credit
gstandards to the extent that the bhenefita exceeds the

asgociated cogts.

1.2.9  Off-getting of Loss

Thie is commonly employed by the bank to off-setting a

losa i.e, bad-debts. Commercial Banks should create provision



for bad and domhtful debt Accounts where funds are set amide
for the purpose of writing off bad debts that actualise on
loan accounts. This is done to minimise the risk through risk
gtriet inveastigation of the prospective borrower's identity,
character, ability to pay or credit worthiness, past history
and banking policy on credit on one hand, and the other hand

tranaferring part of the risk to insurance cmpanies.

1«3 Research Problem

Since the research is on a very sensitive and risky aspect
of the banking function, one cannot claim that the study was
very thorough and all embracing. The obvious difficulty
encountered by the researcher was the unwillingness of the
bank officials to reveal vital information which they regarded
ag "SECRET", The officials felt that by revealing all the
necessary infermation to the researcher in terms of theft
prevention was a danger to the bank premises and also the

of ficials.

Time factor was also a great barrier in conducting the
research. The researcher had very limited time at his disposal

within which to carry out the study.

Inadequacy of funds was another major constraint. Ideally
Ideally, the resecarcher should visit most of the branches
with the view of finding out the difficulties encountered in
managing risk and how effective this has been. Howaver, despite

of thege difficulties the researcher had tried his best to



goe how risgk could be reduced if his research work is

adherently followed.

1.4 Research Objectives

The research is aimed towards achieving the following

objectives:

a) To identify the causes of risk in commercial banks,

especially in developing countries like Nigeria.

b) To examine how risk can be avoided or at least
minimiped in the commercial banks and create
opportunities for profit meking ans survival of the

bank.

It has been identified that risk in any commercial bank

can be cansed by any of the following factors:

Lending money out without proper arrangement with the
cnstomer who shonld give enough securities that may make the
collection of the money back be possible at any time the bank

wants it.

The researcher also discovered where there is no proper
adninigtration within the bank, fraud can easily be committed

by the officials.

In another observation the researcher also identified,
thaft, fire and flood constitute a serious danger to banking

activitiaesn.
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From researches,.it has been discovered that certain
actions can be taken to prevent such riskas. All these shall

be found out by the researcher in course of hie study.

1.5 Significance of the Study

By the time the researcher might have completed his work,
he should have been able to identify the major problems within
and outside the bank that make risk management ineffective and

also the way which solution conld be found.

To show the simificance of risk in the bank the MNational
Bank has made as a mandate for every senior menber of management

to do one thing or other to prevent bank from any type of danger.

To ensure effective manaigement of loans and overdrafts,
the advances department is being created by National Bank and
being manned and controlled by branch managers in case of a
amall branch and a full advanced Manager in a big branch., The
researcher was being motivated to examine how improvement can
be brought to this department and increase the profit for the

bank,

1.6 Scope and Limitation

Risk management may come by through the following: Overdraft,
Loan, bills negotiated and bills discounted. All these involve
payment of money in one form or another to the custamer.
gtealing, framd, fire and flood also constitute risk to the

bank. Other factors that may cause risk is the transactions
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which the banks may be requested to undertake on behalf of
cuztomers, to which the usual advances congiderations are
arplied include: estahlishing documentary lstters of cradit,
issuing cashing credits. This study mainly concentrated only
on riesk management., It covers bank lending, taking care of
banking premises and internal control of gtaff members to

prevent Craud of any kind.

1.7 Hypothesis
The following are the hypothesls to de tested by thie

gtudy:

1) The ineffective risk management in the Commercial
Bankse ig cansed by bad administration and

Government polioy.

2) Bad debts is the camse of caumercial banks' failure

to make siper profit in recent years.

Dnring the course of study,; the ressesarcher should find

cut the genuinness of the above two hypothetical statements.

1.8 Research Methodology

1¢8.1 Introduction
This is an empirical study based on the published financlal

statenents of National Bank of Nigeria limited, magazines and

nawspaperd.

The methodology and sources of information for this study
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has been divided into samples.

1) The collection of necessary and relevant data;
2) Choice of sample; and

3) Muestionnaire.

1.8.2 Collection of Data

For collection of necessary and relevant dats a letter of
was addressed to the National Bank of Nigeria, Kano District,
requesting the Bank to supply the relevant financial statements
along with other decuments to the researcher. Thus personal
vigits were made to the Bank on several occasions to get

these documents.

1.8.3 Sample Selection

Financial statements and statement from Central Bank of
Nigeria (CBN) which were thoroughly studied and well analysed
for the purpose of analysis. visit were made to some selected
Cammercial Banks in order to be able to compare and contrast
the different methodas by which risks can be managed in

Canmercial Banks in Nigeria.

1.8-‘ mﬁﬂti onnaire

Copies of Questionnaire were sent to the workers of
National Banks and some other Commercial Banks in Kano, There

wag alaso an oral interview between the researcher and some
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officials of the bank.

Finally, the researcher was able to get appointment
with the bank before he finished his project, and thig helped
him greatly in getting pome vital information without any

ponsultation with any Bank officials,
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CHAPTER TWO

REVIEW OF LITERATURR

2.1 Intreduction
In the course of literature review the remearcher decides
to bring together various schools of thought on riek managenant

in the financial institutions, espesially Banka.

Bank being a place where money trangaction ig taking place,

it is always a focus of attention to every hody in the society,

2¢2  Classification of Ri sk

TRe risk that Banks are involved oould be categoriped into
two typess

a) Internal Rigk,

%)  External Risk,

The internal risk involves the following:

a) Fraud
Stealing
Misappropriation

B) The External risk involves the followings:- Flood,

Firg diaaster, Receivables and Robberies,

Since our main purpose is to find out risk cauld be managed
properly and maximise profits in the banking activitiesn, we
shall pay more attention to the management of receivables and

how bad debt conlq he reduced.

2.3 Various Views onm the Subject

243.1 The conventional method of analysing credit spplicants
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ig a ratio or index relating two pieces of financial data to
each other. Horrigan (1968)' emphasized that the the analys e
and interpretafi on of various ratiocs ghould given an experienced
and skilled analyst a better understanding of the financial
condition and performance of the firm than he would obtain

from analysis of the financial data alone. This analyst can
canpare the ratios of one firm with those of similar firme or
with the induefria]. averages at the same point in time. Such
comparisons give insight into the relative financial condition
and performance of the bank. Those ratios include liquidity
ratios, leverage ratios including ligmidity ratios, profitability
ratins., The liquidity ratios measure the firm's ability to

meat current obligationsy leverags ratioe  show the

proportion of debt and equity in financing the fivm'cs assets,
activity ratios reflect the firm's efficiency in utilising its
posets; and profitabvility ratios measure the overall

performance and effectiveness of the firm.

2.3.2 The work of Ckigbo (1984)2 should be consldered,
In the course of the lecture he delivered on Risk Management, he

categoripes Risgks into five which are as follows:

1}  Liguidity risk

2) 1Interest rate risk
3}  Portfolio risk

4) Market rate risk

5) Hural development risk.
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Notably, the introduction of the policy that commercial
banks shonld deposit with the Central Bank of Nigeria cash
deposite with respect to letters of credit has gone a long way
to reduce the liquidity of the banks. Its recent abolition in

the revised 1984

Budget when Bank's liquidity dried uwp is a
welcane relief and boast investment in mamfacturing industry.
However, as long as any bank recovers at least 75% of its loans
and advances and with the active intelligent participation in
the Money Market, the risks attendant to liquidity malaise would

be reduced. Liquidity problems often lead to bank failure.

Pius (kigho also tried tc explain how interest rate risk
could be managed. The interest rate risk involves the mismateh
of the maturity and the rate of profits of the asset portfolio
and the liabilities the banks encounter in funding these assets.
Intereat rate risk is related to sum total of the risks
aspociated with the management of interest income and interest
expense. Bank lending is the economic mainstay of all commercial
banks. In eonclusion he went further to say that a mumber of
information exist in advanced countries, efforts should be made
to develop such gources in Nigeria as that will facilitate the

effective management of credit.

Market rick ie a rigk involved in market forces upon
availability of funds. The market forces influence the creation

of 1iguidity risk. In Nigeria these forces relate to political,
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economic and financinl developments., In Nigeria the commercial
bhanks guage the influence of money and ocapital markets. Credit
and debt menagement have not been sufficiently geared towards

strengthening anti-inflationary measures decreed by the management

2¢3e3 There is also another article by Asabia (1981)" in
which he examines the general performanaoes of Commercial Rarnks
employing such factors as emity structure, gearing and
profitability ratio employed in the articles were profit (before
and after tax) on total assets, profit on equity, profit per
ghare and dividends & per share. Thg article assess each bank
performance without pinpointing the bad debt they have inocured.

This ig what the researcher hope t0 do ir the study.

%.3.4 A.A. Ewuigi (1986)° in the artiole titled "Lending
Dacigion by Canmercial Banka"™ be apelt out how lending can lsad
a bank into debt by failing to pay back the loan at the scheduled
time. He argues as followmi~ Project financing in terms of
lending plays a vital role in facilitating tusiness anterprises
of any kind. Also positive returne in fortn of interest from
guch loans and advances do significantly contrimite to the
revenue bage of conmercial banks that provide the lecans, hanoce
bank lending ig an important econamic facter of a coantry. A
lendine decision antanatically implies a oredit decision., This
aspoct of banking gservicen is frausht with riske include non-
payment of the prineipal amount loaned and othey ricks may be

economic and political in nature,
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In the process of credit proposition, profitability,
gsafety and suitability of the credit must be considered. Tt
also explains why banke prefer to give cut loans to projects

that will generate their repayments.

5.4  How to Reduce Rigk in the Bank

To reduce risk the following were scrutiniged:-

2.4.1 Gredit Analysis:

The fact is that the attendanf rieks inherent in granting
eredit facilities conflicting with the "pafe' philomsophy of the
commercial bank approach 1o lending proposals. A sound credit
appraigal is therefore normally undertaken to eliminate (or

reduce ) guch risks. The following ¢question could be askeds-—

1)  that is to be done with the money?
2) Plans for repayment
3)  Banks' position in the event of defaults of

repayment plans.

The bank must know qualitative aspects of the applicant
sich a8 the character, capital, competence etc. so a2s to fom

an opinion about him.

2.4,2 Pinancial Statementp:

Profit and lose accounte, bhalance pheets and statements axdt
nges of fands in casa of funds in cape of entities which are

canmercial in nature.
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2.4.3  Securities:

It ig right or interesting in a property given to a creditor
by a debtor so that in the event of the debtor failing to pay his
debts as and when due, the creditor may reimbuse himself for
the debts ont of the property chargeds Banks try to be risk-
averse, it follows that the surest way to get lcan is to provide

gecurity.

A banker, when handling the issue of gecurities has some

specifiec questions in mind:—-

i) Whether the security charged is the one whose

value is an ascertainable or stable;

ii) Whether it is readily marketable or reliable;
iii) whether it is acceptable for the advance in

proportion to the loans,

iv) Whether it is readily available to be transferred

to the bankers.

v) Whether the securities are adegate cover for the

loan.

For the purpose of avoiding risk or reducing risk not all
securities are acceptable for a bank advance. According to
E.P. Doyle (1978)9 the following factors are the main elements

in creating a good advance:

a) Integrity and reliability of the borrowers

b)  The nature of the proposition; its purpose, duration

and amount,
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¢) The borrower's ability to apply the advance: evidence

mainly by past performance.

d) The repaymant programme: including bank interest.
e) The securities like landed property, Insurance
Cuarantee, fuoted sharaa/stock in the stock market

and shops or huginess premises.

f) The borrower's value to the bank, bearing in mind his

connections with other important customers.

2.5 Evaluation of Credit Applicant

In another literature James Vanhorn (1930)6 gave the

followings as means to evaluate the credit Applicant:

2:.5:1 Financial Statemenl:

This will enabla the bank to assess the individual custcmer
to avoid risk taking. The financial statement contain summarised
information of the firm'g financial affairs organised
gystematically. They are the means to presenlt the fim'sa

financial position to owners, creditors and general public.

2,5.7 Cradit Rating and Report:

Thia is another way of evaluating an applicant. Dun and
Bradastreet, Inc. is perhaps the best known and most camprehensive
of these agencies., It gives credit analysts an indication of
a particular gize, ranring from ™high" to "limited". The
eredit reports contain a brief history of the company and ite
prinecipal offieers, the natnre of the buginess, certain financial

information and a trade checking suppliers as to the length of
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their axperience with the company and as to whether payments

are discount, prompt or past due.

2.5.3 Bank Checking:

Another sonrce of infomation for the firfm is a credit check
throuph a bank. Many banks have large credit departments that
undertake, as a service, credit checks for their customers. By
calling or writing the banks of account of the cuompany being
checked, a firm'a bank is able to obtain information as to the
average cash balance ca.fried, loan acconodations, experisnce, and
ametimes financial information. Because banks generally are
more willing to share information with other banks than with a
direct inguirer, it usually is best for the fim to initiate the

credit check through its own bank rather than to inquire directly.

Pandy (1979)7 has this to say about good lending: "Another
important recammendation of the Committee relates to the approach
to be followed by cammercial banks in lending credit to bprrowers.
The Conmittee felt that the main function of a banker as a
lender should be to supplement the bhorrower's rescurces to carry

an acceptable level of current assets. This implies:

a) the leval of current assets must be reasonable

and based on norms;

b) a part of the fund requirements for carrying current
asgets must be found from term funds comprising owned
fundas and term borrowings including other non—current

liabilities.
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management is diatribution of risk, that is to treat losses that
are likely to arise, caused by unexpected events on a business
transaction or venture. There are four major stages in riek
management. They are risk identification, risk analysis,

decision and action.

There are three principal methods of action often employed
in the treatment of risk which has ®een accepted as worthwhile
that ie after the decision stage. The methods are prevention,
transfer, and off-getting of lossmes. If we may take vault
cash of banke for illustration, we can easily identify the risk
in its storage and handling to include defalcation, pilferage,
theft; determination, destruction, e.g. by fire, flood or temites.
Prevention is one of the most important methods of treating the
chain of risk elements that dangle over a bank's cash. One needs
to employ a combination of measures to effeot proper prevention
of the meries of risk., Keeping accurate records of eash received
and cash paid by the cashier may prevent defalcation and
pilferage but not very campletely. There would be need for
regular and surpriese checks on the cashier's physical cash and
records too. The other risk elements would require other

measures to achieve their prevention,

There would be the need to ensure that the safe has good
locking system, that the two or more keys are not controlled by
one officer, that the officers concerned do not expose their key
to the other persons including their colleagues in-charge of the

other unit of key to the pafe, and that every officer securely
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locks and removes his copy of the key lmmediately after c¢perating
the pafa. The bank may aled have to fix the safe into a
permanent structure to prevent it from being oarried awsy even
though locked. Where a dank falls to prevent losa of cash
through theft, pilferage, fire eto., the loss conld be
pubgtantial and even recurrent, if 1t is n&% detected and

kalted in good time.

Banking experience the world over has proved that theft,
pilferage, and shortage of cagh cannot be completely prevented

for 211 time.

For this reason bank has to empley the transfer method in
canbination with the above precautions. Timgs, they insure their
vault cash and cash—=in-transit at a premium with reputabls
ingurance companies. The risk of had dehts on loans granted
by barks is alao.traated by the transfer methods. In the event
of the insured risk happening, the ineurer compensates the
bank concerned for the loss, In the case of each shortage,
pilferage, and bad debt the ineurance canpany may go ahead to
claim against the bank official responsible for the lome, if

the circumstancer are considered dubious,

The third method of treating risk, which ig aff-metiing
a loss, is commonly employed by banks on bad debts. For this
reagon, banks create provision for bad and doubtful debt accoun
accounts where funds are set aside for the purpose of writing

off bad debis, that actualise on loan accounts. This ie done
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upvally in addition to preventing, or better put in thie
instance, minimising the risk thrwgh strict investigation of
the prospective borrower's identity, charaoter and credit
worthiness in one hand and on the other hand transferring part

of the risk to insurance companies as stated above.

Despite the differences of opinion am to how risk could be
panaged, there ip however = 590Tal concession that a bank
ghould manage its riek in emnch a way that profit can be
maximiped and risk minimised, Thus, an efficient and effective
risk managemont helpg for the survival of the businese and itsa
expansion and growths, Well managed risk means profitable and

smrvival business,
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CHAPTER THREE

THE DEVELOPHENT OF NATIOFRAL BANK

3.1 The Founding Fathers of the Bank

The National Bank wags founded on February 11, 1933 by the
following people: I, Akinola Maja, Mr. Latunder Johnson,
Chief Akintunde Adesingbin, Alhaji Hamza Adisa Subair, Chief

Akinremi Halloway, Chief Doherty and Isaac Ogunlana.

3.2 Objectives of the Founders

The objectives of forming the bank could be summarised

ag follown:-

a) To mee that every Nigerian who is likely to benefit
from loans, advances and overdrafts is encouranged

.by the bank,

b) To help =mall time as well as big time businesemen

to hold thair own in the commerclal field.

¢) 'To help Nigerianz to establish industries and own

properties.

d) To operate and help in a way which would give Nigerians
confidence to dare both in comnercial and in the

industrial fislds.

3.3 The Growth of the Bank

On the Tth April, 1933 the bank wam issued with a certificate

of incorporation, The founding of this Bank, the National Bank
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was significant in that it marked the beginning of successful
efforts Yy Africans to eslablish banking institutions of their
own.

The Bank started at an inaurpicious period, The failnres
of the two earlier attempt led by Tete Ausah to eptablish
indigenougs banks had dampened the enthusiasm of some African
supporters. Apart from this, there was the hostility of the
forelgn banka and firms to Lhe new venture. They =corned at
the new afforts and adopted an attitude of "walt and gea". 1In
addition, the Bank stated during the pericd of the COreat
Depression which affected every part of the world btut whoge
effects were more devastating to primary producing countries such
an Nigeria. The Depression led to retrenchment in the civil
gervice and in the private sector and Africans on whom the Bank
had to depend for its sarvival were the worst victims of this
development., The founding fathers were fully aware of these
almost ingurmountable chatacles in their path. In a reference
4o the mituation a ysar later (1934)2, Dr. Akinola Mala in an
address to the Bank's shareholders stated: "When the decision (to
found the bank) becama known to the public, many and varied were
the criticiama levelled at the Directors, Some considering the
prasent depression, characterised the desision as rush, to say
the leant of 1%, While others impated & selfish motive; but others
again were fair-minded encugh to see in it the intense desire of
a Tew Africang to have organisged institutions of their own in

modern linesgh,
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After dismissing the acousation of aelfish motive by peointing
out that all the foundaers were professional men who had made good
in their various professicna, he continued; "Degparate Disgease,
they nay requires denperate cure; and is not ocur condition
today desperate enough to ptimulate desperate efforte? Time
wag when slucated Africans traded aide by side with European
merchants on the marina and illiterats traders held sway along
Balogun Street. Time was when Africans were heads of govermuent
departments .... unless we mean to decelve curselves, we must
admit that we have lost ground and are losing ground daily. Ought
we not to make msome efforts to retrive our position? And how
beet can we do that then by cooperative and organised efforts?
This ladies and gentlemen is the motive, the powerful motive,
behind the momentous decimion to ¢cpen another native bank" on
24th July 1936, in the annual addrese to the ghareholders Dr. Majx
reverted to the same theme by maying; "When we started operating
three years ago, we were afraid of fallure, for the reason that
the prospect was very gloomy. We felt, however that we should go
forward". It is therefore c¢hvicus that despite the inguspicions
pericd ant the gloomy prediction of many, the founders were
determined to forege ahead and sucoeed. They were passionately
conmitted to the path they had chomen and were convinced that no
sacrifice was too great to reach their goal, Their dedication

to the country and race was almost unparalleled.

Because of the factore ocutlined above, the Bank started in

| ~a modest way. Tha First set of furniture wasz donated by some of
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the founders. For example, Dr. Akinola Maja & Mr. Latunde
Johnson donated ehaire and table. Theophilus Adebayo Doherty,

a safe and Mr, Akintunde Adesighin aleo donated B safe while

Mr. Hamzat Adisa Subair donated a typewriter. The Bank started
with a nominal capital of £10,000 at £1 per share and with a
paid up capital of £500. It rented for its operation a premises
No. 61 Broad Street at £3 per month, Naturally, the firgt

Board of Directors was made up of sane of the Founding Fathers -
Dr. Akinola Maja (Chairman), Theophilua Adebayo Doherty,

Mr. Akin Adesigbin & Mr. Alfred Latunde Johneson. The Bank
appointed one of its members - Hemzat Adisa Jubair as Manager/
Seoretary. This in iiself contributed to its success., Mr. Sakair
was & trained Aococuniant and so he wae able 1o W¥ing to bear on
the running of the Bank the desired profesaional knowledge and
conpetencs. PBesides, he was himeself, as already noted, ona of
the foundera and a sharehol'der and ao patriotiem, skill and
gelf-intereat became merged into one in him and theze factors
any enterpriges. It was Mr. Subair with a staff of 8 along with
the Boarl that were 10 successfully pioneer the activities of the

Bank in its early years,

In September of 1933 the same ye#r in which the bahk started,
a private coopany, the mutual Aids Society was incorporated am
an adjunct to the Bank. The society was formed to carry”on the
business of money lending and was therefore registered under
the money lenders ordinance. It was charged with the

responsibility of carrying omnt the Bank's loan business,
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particularly in the area of speculative lending. It was therefore
posasible to recover loans owed to the Bank without legally
involving the Bank, since series of court actions was alwpys
needed to recover debts. This was certainly an ingenious

device because though speculative lending is risky, it also
offers greater profitability provided the debts can be recovered
anl with the mociety, such debts were recovered without involving
the Bank. This helped to protect the Bank's name and reputation

while yielding at the same time, profitable returns.

3.4 The Problems Confronted by the Banks

The early vears as wounld be expected were difficult years.
rhe founders had to work hard to cultivate the confidence of
fellow Nigerians whose enthusiasm had been some what dampened
by this the directors opened accounts with the Bank and
tranaferfed substantial portions of their own new bank, This
gesture served as an encouragement to other Nigerians. Then,
they gent all out to persmade a mmber of well to do and
regpectable Nigerians to buy shares or open account with the
Bank, And by patiencea and perseverance, their efforts gradually
began to yield remltp, Those who were approached and became
shareholders included Mr, St. Mathew = Daniel, Mr. E.B. Macaulay,
Mr. Bank-Anthony, Mr. C.B. Olumiyiwa, Mr. Moshalewa Thomas,

Mr. Akinwande Thomas, Mr. O, Faderin to name a few. This of
courge, did not end the Bank's teething problems, During the

early years the Bank was engaging basically in money lending
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} rather than in real banking aetivities. According to oral
evidence collected from the late Dr. Maja By the auvthor, Sir
Donald Cameran, the then Governor of Nigeria summoned thg
Direotors of the Bank to complain about this and urged on them
the nsed to move very quickly into proper banking operations.

The Directors were able to persuade the Governor that Banking was
but ﬁoney lending on a higher acale and assured ‘him that the

barnk would soon begin to operats fully as a bank once the

foundation had been properly laid.

The naxt problem faced by the Bank was the opposlition of the
foreign banks and campanies operating in the country. We have
already noted that at firest, the aotivities of the bank were
watched with scorn by the aliens and their irnstitutions. They
believed that, like its two predesecessors, the new bhank would smoon
ceage to exiat, But they were provad wrong., After finding out
that thig partienlar bank was determined to survive, they ochanged
their attitude fram that of wait and see %o active hostility.

For exsmple, to discourage peopls from patronising the bank and
theraby bring abaut its collapse, foreign firms bogan to refuse
to accept cheques iasued by and/or drawn on the National Bank,
But the Bank had a ready answer. To counter this measure, the

Directorg of the Bank persuaded thope wealthy and respectalblae

Mgeriang who had been perauaded to patronise thea Pank to tender
¢heques drawn upon the Bank on as many cocasions as possibdle,

And since it wonld be an inmult to request men of such
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the firms and the banks had no cheice but to begin to accept
thege cheques. In this way, the bank Wegan to acquire the

recognition of these firms and halted their efforts at

destroying it.

To encourage greater patronage of the bank by fellow
Nigerians, the Bank began to advertise itsslf deliberately
exploiting the nationalist sentiment which was rapidly developing
during this period. There were many of suoh advertisement Imt

the one in the triwne of February 20, 1952 is typical of muoch.

. By a conoerted and well-plamed process of disclzriln.ina.t.:lon
the African merchants were gradually eliminated from the position
_of middlemen between the Baropesan firms and Africaen consumer and
in their place was muhgtituted the alien immigrants. The
Africans acoording to plan, hecmme emall retail traders and olvil
gervants, This economic sirangulation could not have been |
pesgible if the Africans had had a etrong financial institution
of their own. PATRONISE THE NATIONAL BANK OF NIGERIA ad

retrive your lost bhirthright.

Such advertisements yielded results. The mmber of share-
holderg were present at the anmal shareholders' meeting. This

 included Dr. Nnamdi Azikiwe who became a shareholder in 1938,

The Bank wae naever tired of finding new ways of enouring
socesaful operations and in this regard their knowledge of the

soceity provied a great advantage. In 1936 the Bank began a
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practise which was to prove beneficial 4$o itself and to
thoupand of Nigerians who were small wage—earners. It started
what became known as the Christmas and Ileya (Creater Beiram
Festival) Funds. The Bank was aware that there were thomsands

of Nigerians who were not able to afford the huge expenses of
that acommpanied these festivals and yet were desirous of
celebrating them with proper pomp and pageantry. The aim of the
fund was to make it posgihle for such Nigerians to save towards
the festivals with little or no inconvenience. Each custamer

was allowed to deposit as little as one shilling (1(k) at a time,
Although it involved a great deal of administrative work, the
Bank was already to undertake this for the benefit of the country
and itself, This scheme became very popular and very successful.
Apart from . helping the emall wage-earners and encouraging many
hitherto umiged to banking institutions to became regular users
of banks the scheme helped to destroy the old habits of keeping
money in dug-ocut holes in the house. It also helped to raise the
level of deposits in the Bank, By 1944, eight years after its
inception, the total deposit under this fund amounted to £8,000 -

a great sum of money judged by the standard of the time,

3.5 The Strategies used by the Bank

Throughtout its early years the Bank sfpove to ensure success,
For example, the directors refused to engage in too risky a
venture. In addition, they were each paid a modest sum of £100

per annum and despite the modest profit made during the first year
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of operations (April - November 19133) - £125.10 and in the
mbsequent years, no dividend was declared until 1939. Instead
profits made were capitalised. This helpsd to raise thg pgi&-

up capital of the Bank,.

| Furthermﬁre, 2 reserve fund was built up from its early
years. In addiftion, the Bank constantly ensured a high cash
ratio. As a vemult of these prudent meapures the Bank began 4o
grow steadily and congdlidate itself'z?thincreaaing growth and
. ponfidence the Bank moved from money lending into real banking
bugineass and was beginning to engage in mortgage financing end
to grant overdraft facilities to its oustomers; thus fnifilling
the dream of ite founders. By 1939 its paid-up capital was
£4,707 and the reserves £1,000 while the deposit and other
acecunts amounted to £10,299. The Bank had certainly found its
feet.

Although cawpared.to.the foroigﬁ bark ap a source ﬁf
finance its impact on the economy wae very limited, nevertheless,
the fact of its survival is very significant as far as Nigerians
were concerned., First an indigenous Bank had found its feet and
had finally smcceeded in breaking up the moncpoly of foreign
banking institution second an opportunity hitherto to undreamt
of wgs now open to Africans in general and Afriecan traders and
bhzsinegsmen in particular. All that was needed was to bujild on
the foundation that had s¢ far been laid. The period of ithe
gacond world war and strengthen the Bank, thma assuring it a

'place ~ an important place in the banking world of Nigeria.
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In 1943 (alter ten years of the bank existence) a branch
wan opened in Kano in the far North. This is the first branch
outgide Western Region. In 1953 the Chairman of the bank was
able to make this statement in his annual report "The past year
has witnegsed boom, hoth in the volume of the Bank's businesa and
in its soope of activities and steps have been taken to
re-organise the He:;.d Office with a view to promoting greater
efficiency and securing better supervision and control"., On
June 30, 1954, the Chairman ccmmented as follows: "Our first
Balance Sheet twenty-one years ago shows a total sum of
£5,443: 3n:4a (N10,886.64) as compared with £3,143,243:13s: 10d
(#6,286,487.40k) this year"., 1In addition to the boom brought
by the Korean War, benefits came fram support given to it by the

Western Region government as from 1952,

In addition to enabling Nigerians venture into and make
their marks, in the fields of commerce and industry, National
Bank carried ita pioneering crusade into other areas of
business endeavour. We will now consider briefly sane of the

ingtitutiona so ereated.

a) The Nigerian 0ecneral Insurance Company Limited

In their characteristic Foresignt the Banks founders
establighed the Yigerian feneral Insurance Company Limited. This
company which was incorporated on 21st April 1951, ias the first
indigenous insurance company in Wigeria. Its nominal share
capital was £100,000 (¥200,000), The shares were N2.00 each and

50,220 of the 100,000 sharen were fully paid by 1957, of the
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¥100,440,00 and the balance was paid by thirteen other share-

holders.

b) The Bank also established an Insurance Brokerage
Company in association with a London based firm of Insurance
Brokers -~ Glanvill Bithoven Limited on a 50/50 ownership basis.
This company ias the first Insurance Broking Company of its kind
in Nigeria and is still one of the largest. The Bank divested
itaelf of its shares in the campany Wy transfer to Odu'a
Invegtmant Company, in view of the provision of the Insurance
Act 1974 which required all insurance bdbroking firme to register

as unlimited liability inastitutions.

As a further step in the reconstruction of the Dank, the Board
decided on capital re-organisation, in 1962/63 after the Western
Nigeria Marteting Board had taken over the Bank the total amount
ghares was N6,361,434.00. The Marketing Board, on behalf of
the Western Region, held 3,000,000 of theirs, leaving 180,717 held
by others. Ty 1966/67 the Board held 3,113,502 shares because
some shareholders had sold their shares to the Board, This meant
that the Board held 987 of the total muber of shares while others
held about 2%, 1In that year the capital which was £3,250,000

was re-organised as follows:

i) 5,000,000 Founders Share at 18 (1) each = £250,000,00
(¥500,000,00)

ii) 1,000,000 *A' Ordinary Shares of £1 (¥2) each =
£1,000, 000,00 (¥2,000,000,00).

iit) 2,000,000 'B' Ordinary Shares of £1 (N2) each =
£2,000,000,00 (¥4,000,000,00).
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iv) The 'B' Ordinary Shares: This class was to participate
in the distributable profits of the Bank before the other classes

and was to carry 297 of the voting rights.

The 'A' Ordinary Shares: This class wan to participate in
the distributable profits of the Bank after 'B' Ordinare Share-
holders dividends shall have been satisfied in full and share

carry 257 of the total woting rights.

Founders Shares: This class would be entitled to the whole
or decided percentage of the rasidence of the profits. By 1986
the Bank was having eighty=two (82) branches both in Nigeria and
overseas countries with five District Offices (that ia Area
Offices). 'The District Offices ares Kano, Lagos, Ilorin, Akure,
Ibadan and Banin. These District Offices are in turn answerable

to the head office which is located at 82/86 Broad Street, Lagos.

3.6 The Branch lending Limit

These linmits represent the maximum facilities which may be
granted to inlividual enstoners or groups of connected customers
withont prior reference to an Area or controlling office. In
other words, the lending powers of each of the branches are
delemmted to 1y their variona District Offices and Branch Managers
are advised in writing of the limits applicable in the time being.
lending powers are further delegated to other members of the
branch management {that is the Assistant Managera and Accountant)
and thaga officials are advised in writing of the limits of their

anthority. WNo cther branch officials have authority to grant
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advances facilitiea,

Generally speaking, these limits are in two parts: the

semirad and unsecured lending limit,

The secursd lending limit is applicable only to facilities
wholly covered by extendable security in full effective order.
Partly secured facilities may he marked within ths branch
Iending limit provided that the portion not covered by extendable
security does not exceed the uneecured lending limit. The
gecurad lending limit may be conpidered as double in raespeot
of faoilities ¥holly covered by pledged oash or credit balances,

except wheres

a) security is tn Foraign currencys
b} security is pledged by a third party; and

c) a minimum balance less than facility is stipulated.

The unsecured branch lending limit on the other hand is
applicable to all other facilities with the exception of the

followinga:

1) Faocilitien repayable for more than two years. Branches
may exceptionally grant within their diegoretionary limits loans,
repyable for not more than three years, provided that such loans

are repayable on demand and are wholly covered by readily

reliabie pecurity, i.e. cash, treasury bills, quoted shares or

firet class bank puarantee,

In large urban areas, fully effective Legal Mortgage over

property may be considered am reliable security only when
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authorised by the Distriet Managers.

2) Facilities where the right to call for payment on

demand has not been retained.

3} Facilities to a company, firm or individual, known to
be operating and tranmacting the greater part of their businese

in the area serviced by another branch of the bank,

4) Contractors Acconnts Unless wholly covered by extended
gecurity. Accrnts maintained by the branch staff or their wives.
It ie necessary for both mishand and wife to0 maintain accounts in

the same branch if they live in the same town.

'5) Classified debbs; ‘that is outstanding debts. Where
accounta are connected for advances purposes, the total facilities
granted on all such accounts must fall within the branoh lending
1imit, otherwise the Area Office or controlling office muat |
sanctjon all the facilities, Accounts are considered connected
when there is more than one account in respect of which reliance

is placed on the same name, for example;

a) A customer wiih facilities or is responsible for

facilities bn one or more other accounts.

b) A customer not having facilities in his own name and

gnaranteeing each other,

d) Where a partnership takes facilities and an individeal
parther take# another facility or L3 responsible for other

facilities on another account either as partner or guaranter.
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- When such accounts are independently secmred or when reliance,
ia kot placed on the connecting muarantee, branches may disregard
" the conneetion, but this also ip a matter for decision by the

appropriate area or controlling office.

Hhe;e facilities are taken at two or more branches by the

game cugtaner{s) of one or more conneoted accounts, one branch

assume respongibility for all the facilities and is designated
| the controlling branch, The discretionary limits of the other
branch(s) will not be applicable to such accounts, which muat
he controlled in acccrdance with limits mand other diractives
raceived from. the controlling branch. For example, if customer
A" has Tacilities in both Samaru and Zaria branches, the Zaria
branch may be designated as the ocontrolling branch, and
consequently the Samaru discretionary limit is not applicalhe
to cuntomer 'A's account., Rather the account is contrelled in
accordance with the directives and limite from the Zaria
oontrolling branch. For example, if oustamer 'A' has facilities
in »oth Samafu and Zarta branches, the Zaria branch may id
designated as the controlling branch, and consequently the = ...
Samaru discretionary limit is not applicable to custaner 'A's
account. Rather the account is cantrolled in accordance with

the directives and limite from the Zaria controlling branch.

When alleocating limits or sub-limits o another branch, the
controlling branch must eneure that sueh alleoation cannot bhe
construed as a lestiter of credit, guarantese or indemnity. The

following olase must also be incorporated into the advice:
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"fhig advige i¢ purely an internal arrangement
between our two branches and is not a letter
of cradit, a guarantee or an indemnity”, !

Tha advise of alloeation of limit must in addition includes

1) Whether facility is mecured or unsecured;
2) The classification of the facility for purpose of return

to District Offioces

3) The rate of interest, ledger fess etc, mpplicable;
4) Any epecial instruction as to the ocontrol or manner

of operation of the accounts

5) Wiether renewal proposal or statistics is required and

thedata for submission.

36,1

Branches are smuthorisged to grant excaxsen}l tut this shonld

not be interpreted by manngers as inoreasing the branch lending
1imit.2 Limits marked are of course, intended to be ocbserved and
exaesnes =hould be exceptional. If excepsesg Becmme frequent, it
may be that the agreed arrangements are not in line with customers
regquirement and considarations are given to an increase or

ra~arrangements of limits., Buch re-~arrangement need not

necassarily be conmunicated to the custoamer concerned.

Excessea comprise any form of irregularity or deviation froam

authorised arrangemonts; for examplas

n) Amount of total facllities in excess of limit marked,
b) Amocunt of any one facilities in exsess of limit

marked even thongh total facilities are within
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overall limit.

¢) Shortfall of specified security.

d) Security speoified unccmplete or not perfected.
e) Loan repayments not yp~to—date.

f) Specified arrangements (e.g. regular reversion %o

credit) not obasrved.

1

The authority to grant excessas doas not apply to

accounts in the claesified dewt cataegory.

]

g) Facilities in excess of hranch unsecured lending limit

.pending perfection of ntipulated paqurity.

t

h) Payment against unblenred of facts; whore without such

effects facillty wonld exceed limit marked,
1) Limit marked hae expired.

Bef'ora a branch can grant excesses the prior anthority of ite
Pigtrict Office is roquirad. A ®ranch is howsver muthorised to

grant excessen without reporting t$o Distriot Office subject to all

the followinga:

1) The excesses in considered fully justified.
.2) The excenses is of purely temporary nature.
3) The amount normally operates within branch lending limit,

and excens is not mora than [ifteen percent.

Ay excenn pranted by a branch must be reported to Area
| Office, on tha exonas report form. (Refer to Appendix 1 for

' gpecimen). Where tha ammunt of the excess is relatively larga, or
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vwhere owing to s'pleoial circumstances it is felt that the Distriet
Office should be advised immediately, the reporting is done by
telegram or telephone with prompt confirmation on the excess
report form. In deciding whether an excess warrants prompt
reporting consideration is taken of all aspects of the position;
g.gs ‘the amount, circumstances, sscurity, fimanclal standing
of the customer, etc. Managers also oconmider the period which
mail advice may take to reach the District Offict. In fact, at
times a staff of the branch is asked to deliver the excess

report form.

The report on the excess report form is concise sufficiently
informative to enable the District Office to make a proper

assessment of the position.

In particular, the reanon for the axcess and the sourca

anticipated date of adjustemente must be as precise as po=sidle,

Since security is the bank's cushion in case of default, it
ig always réparted in full where the velue is msubjected to
variation (e.gz. Coods under the bank’'s control). In addition the
- turnover and range of dalances of the account on which the excess

is reported is shown for the previous ealsndar month.

.3.6.2 The 0011eétion Procedurea

When the ncrmal coredit period granted to the customer is o
over ani he has not made the payments, a polite letter reminding
the custoner is aent. This is followed by latters that are

progressively strong worded. If the facility still remain
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outstanding, the bank's deht collectors are instructeﬁ to make
personal c¢allzs on the customers. Where there are no debt
collestors (particularly in the branches) any representative of
the bank, preferably the branch manager, should act on behalf
of the bank, ©GFhould all efforts fail, and the amount involved
| ir substantial, the account is handed over to the legal

department who would initiate legal action.

ﬁﬁ the oolléctioﬁ proceés can be expensive in terms of both
out of pocket expenditure and goodwill, the bank naturally must
weigh the cost and bhenefits involved., Shonld the cogt=ont-weigh
the benefits, the collection effort is relaxed and the amount is
pengidered a classified debt. Clagsified debts are debts that

the bank has no hope of recovering.

3.6.3 Securities Acceptable for AdvancesT

Security is an insurance against loss through insolvency or
inability of custwmer to repay. Even though the bank may be
willing to lend unsecured, it prefers to obtain security, in

anticipation of failure.

Only the followings are regarded as extendable securities

by the bank:

1} Cashi~ Here, a lion over the oredit balances im created
with minimum balances stipulated. The bhorrower iu'nct allowed

to withdraw his account below the stipulated balance.
%) Treasury Billg: These are meane of phort term (uaually

ninety days) borrowing by the govermment. They are seouritiems
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entitling the holder to a stated amount 0 be paid by the

govermment at a specified date.

3) @uoted Shares with suitable margini:~ Quoted shares
refers to those shares that are listed on the stock exchange
market. Since they are quoted on the stock exchange, their values

are easily ascertained.

4) Goods (e.g. merchandise, raw materials produced), under
the bank's control with snitable margin and fully insured with

the bank's interest noted.

5) Negotiable shipping documents in respect of readily

marketable goods with suitable margin.

6) Legal Mortgage: Over property for which solicitors
certificate of goods title held, stamped, registered and fully
insured with the banks interest noted. The extendable value is
that for which the mortgage is stamped. No value is extended
for leasehold properties where the lease has less than

seven years to run,

7) Ouarantee by the first class bank, covered by any

necessary exchange control approved in the country of origin.

8) Trade Bills on good names; well spread and for a

temure of ninety days,

9) Mortage assignment of life policy; of which the

extendable value is the enrrent smrrender value.
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3.6.4 Moftéage'ﬁa Securities

A Wortgzage is the transfer of an interest in an asset from
the mortgaper to the mortgagee as security for a debt or other
obligation, Facilities againgt equitable mortgages on chort
term leames are pranted only in earefully sele#ted cases; where
full reliance can be placed on the customer to obtain lodge and
mortgage the new leame to the bank. Legal Mortgages on the other
hand are préferable as securities; and etandard printed formas of
Jegal mortgage haee been draun up ¥y the bank's legal adviseras.
Irrespective of the type of mortgage it is necessary that managers
examine the documents of title. All the necessary formalities
such as stamping, searching, registering etc. must be undertaken

by solioitors.

When the bank is offered land or buildings as security for
advance, the firat matter the manager normally ascertain is their
value, If this is satisfactory, he will decide whether to take
..a iegﬁl or equitable mortgage and he will patisfy himmelf that

the custamer has a good title to the property.

Valuation of properties calls for technical knowledge, Tt
with the application of both general and local knowledge, bfanch
managers are expoctad to be able to asaeys realisable valunes of

properties and land.

Debenturen as seourities:i~ A debenture is a written
acknowledgement of an indebtedn2gss., The bank has a standard
form of floating deWenture, tut in special casss where this is

not appropriate, debentures must be drawn up hy the asclicitors
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to conform with the particular type of banking facility agbeed
upon with the cﬁntamer. It is drawn in favour of the bank and
is expresgsed to he payable on demand; and interest is stipulated

at a fixed or fluctuating rate.

A floating charge is not taken over land and nildings as
no charge is effective over land unless it hag heen registered
at the land reglistry. Where a flating charge only ie {aken, no
value can be extended against it without the prior agreement of
the District Office. And whers reliance is placed on a floating
charge, frecuent i,2., not lees than monthly inspection of
customers stock is madg to ensure that the security offered is

not being run down.

The conditions under which the monay secured shall bacome
payable include writien demand 'b;y the bank, the sanmencement of
~ wvoluntary or compnlsory winding up, cessation of husginegs by
the company appointment of a receiver and the alteration or
. attempted alteration of the company’ s Memorandum and Articles of

Asgogiation in a manner prejudicial to the bank,

fuarantses Aa Securities:—~ A guarantee ias an undertéking
by one person {called the guarantor) given to a banker (the

creditor), %o be answerable for the debt of another person (the

debtor), to the banker upon default of the debtor. The barnk has
its own gnarantee forma and the guarantor im given the opportunity

of reading the forms hefore appending his aignatu:"e. The forms
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meet be ¢learly understood by the guarantor and must he signed

and witnessed at the bhrarnch.

ISometimes;limp;rtani odmpanies ﬁf&fﬁr to give their
undertaking by way of a letter or to relate the gnarantee to a
specified facility, rather than using ths bank's guarantee fomms.
In guoch situations, approval mist be obiained from the District

Office.

It is the requirement of the bank that aﬁy guarantes issued

on behalf of a customer must? - - o

a) Be for a defined amount,
b) Have a fixed expiry date not more than one year after
the date of isme - wunless prior approval of District

Of fice har been obtained,

c) State clearly the latest date by which a c¢laim therae-—
under migt be received by the bank and the branch at

which the glaim must be deliverad.

d) Stipulated that the guarantee i3 to be returned to the

branch after expiry or on gettlement of the liability.

e) Be 30 expressed that it is payable without any
condition other than a simple demand in writing or

against clearly specified documentary evidence from

the benaficiary.

f) Be free fram ambiquity; any condition incorporated
must be capable of fulfilment by the bank without

aifficulty,
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g} The puarantor must. be handed a copy of the guarantee
and his acknowladgement obtained for 1t. It is
howevar not nacespary for a limited company to sign
an acknowledgement but they mmet be _provided with a

copy of the muarantee for their records.

3.6.5 Stocks and Shares as Securities

A share is a right which a member of a company has to a
certain proportion of the oapitaly the capital being the total

fund contributed by the members.

The acceptability of any type of shares as securities
ﬁepends mainly upon whether they are guoted on a stock exchange
and have a randy market for sale. Guoted sghares are usually
wvery acceptable and are commonly deposited as securities. They
are shares of public camnpanies which are quo*l:gd on the stock
exchange and thus 'va.luati on can easily be obitgined from either
the stock exchange daily offiocial list, Business Times, or from
stock brokers. Ungquoted shares are usually undesirable as

pecurities becanges-

a) Valuation is extremely difficult, as the bank will have
to work out a price from the breakdown value of the company's
‘ansets from its balance sheets and acceounts, or the past

dividends pald by the canpany.

b) fTranafer will usually be restricted by the campany's
articles; consequently the articles reguire carsful atudy to

ascartain whether this is any restriction on the chare being

transferred to the bank's neminse oompany; or salling the ghares,
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ungquoted ones. However, nnquoted shares often have great wvalue

" and the bank sometimes is willing to accept them under equitakle

mortgage, relying upon the depositor's integrity the shares

being mainly regarded as evidence of means.

Ingurence Policies as Securitissi= These policies could
be 1life, fire, mrglary, all risk etcs A oontract Wy which the
insarer, in consideration of & certain prGMium,_aithar in gross
sum, or by anmal payments undertakes to pay the person for
whose s benefit the insurance iz made, a certain sum of money
or & unity on the death of the person whose life is insured,
sometimes the éﬁdunt iﬁ mad; f;yahle eithaflai death, or at the
expiration of a stated number of years, which ever shall first

happen ."3

When a life policy is offered as a security, a careful
exanination of its terms and condition= im made. The bank mugt

satisfly itsgalf bthat:

a) The Insurance Canpany is reputable.

b) The proceeds are payable in Naira.

o) The policy has attained a surrender value.

d4) The policy contains no onerous clensges which are
likely to prejudice the gecurity e.g., micids,

regtrictive travel ete.

@) The age of the assured has been admitted.
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'fha asgigmment of the policy im then dt:mpleted by
executing a legal mortgage under sealj and the policy is
rotained with the mortgage. Notice of assignment rust also
be given to the Insurance Company and the duplicate copy is
roturned duly signed as an acknowlcdgement. Simultanecuwly,

the company will be asked:-

a) Whether it has notice of any prior asaignment

over the poliey.

b} To confirm the premiume are pald to date.
o) To gupply the currant surrender valus. The effacts

of giving moh a notioe:—

- &) Enables the bank to sue in own name.
») Bind the Company t0 pay the bank,
©) Ensures priority for the bank over subsequent

asrignesg . from the date of registration.

| d) Enables the bank to acquire priority over earlier
asﬁignea who have not glven notice to the Insurance
Company; provided the bank is not under actual or -
oonpgiructive of the earlier assignment on a final
note, a,ny type"l of policy a.coepted in support of
of facility must be studied to ensure that no terms,
conditions, or regtriotive oclaunes it vontains
render it unacoeptable as security and the legal

and beneficial interest vest in the intending

mortgager(s) alone and 1t ie free of all encumbraces.
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CHAPTER FOUR

MANAGING BANK PROFIT AND LIQUIDITY

4.1 Introduction

On presentation of a published account of a bank, peoples'
area of interest in the acemunt is bound to differ. The probable
first reaction of a shareholder is to find out how much profit
the bank has made, before he subsequently settles doen to
queation the accuracy of the figures and the likely dividend
therefrom. ©On the other hand, the exgminer is most likely to
firat check off the liquidity position of the bank and other
cperating ratios and observances, as demanded by the Central Bank

of Nigeria (CHB).1

The bank management would normally attach (perhaps an equally
vital importance to both elements because of the mignificant role
of either of the two in the day-to-day operational, growth, and
mirvival needs of its estadlishment. Banking in Nigeria, as in
the world over, ie not without its records of problems on the
part of individual banks in their effort to attain both vital
objestives of making profit and also maintaining an adequate level
of liguidity. ©Our motive in this chapter therefore is to try to
identify the vital problems and to find practical methods of

dealing with the problems, in bank management efforts to attain

both objectives.

4.2 Characteristice of Profit and Ligmidity Management
Bank Profit: The most import single factor that influences
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the profit margin of a bank is interest rates. Fremuent
fluctuations as well as occasional but erratic changes in

interest rates make significant impact on profit risk of banks.

¥While profit provides funds for distribution as dividend,
current earning is the first cushion against which losses may fall
and be contained. 1t is the first line of defence against adverse
circumgtances in busineps cycle. The distinction being made here
between profit and current earning is that the latter refers to
retained profit ~ that is after deducting tax and dividend from

the year's profit,

Profit is important in increasing equity capital both through

capitalisation of reserve, and through being a source of attradtion
to investors. Profit increases net-worth which in turn provides

a enghion for dividends in times of low profit or loss,

A steady profit growth increases borrowing capacity since a
progpective lender primarily locks into it as the primary source
of repayment. In thie way and otherwise, it ie a scarce of
lignidity. Ome final point about profit is that its making involves
movement in cash fund. We mean that the inflow of revenue and

outflow of expenditure are all movement conducted in cash fund.

Although what comes out at the end of the channel called
profit is expreased in financial terms, it is rarely stored in the
form of vault cash. What we observe to happen is that as profit
cames out of individual and since of transactions, it immediately

finds its way into the store houses of some of the bank's assets.
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Its entry into the store house of any particular asset immediately
increases the stobe value of that asset. Specifically, a bank’s
frofit in any year may beheld or indeed scattered among various

assets some of which may be leas liquid than others.

4,3 Bank Liguidity

Bvery bank asset contains aome elements of liquidity, although
the measure of liquidity content varies from one assets to the
other, since it is determined by the nature and quality of

the asget within a given econcmic circumstance.

liguidity value of bank assets increases with their sﬁeed and
easiness in converting to cash -~ without much loss of value.
Hence cash is the most liquid of bark assets. The greater the
ratio of assets which convert easily to cash, to the total asset

value of the bank, the higher the ligquidity potential of the bank.

Liquidity is vital to succegsful bank operations in as much
as it enables a bank to meet the demands that ite liabilities
make on its operating funds. Barks held an excegs of specified
ligid asueta over prescribed ratio, hecause the ratio basket only
hé’lds unu.!aa‘b'lle. ﬁli,tli.luum in order to be able to meet the bank's

operational needs.

Liquidity is primarily important to a bank for its survival
a8 a going concern. Through the confidence guaranteed among the
bank's customers by its sound liquid position, there follows
growth and ultimate perpotuity of the bank. On the other hand,

peofit is a prinary contributor te corporate growth. It also
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marantaeeg the bank's stability and pertetuity.

Yo camot apree leags that the objectives of survival,
stability and perpetnity are crucial for any bank management
tean, the attaimment of which will remain illuaory, without an
objective and vigorons pursuit of a management set of philosophy

that is conceived against the background of an agreed time-table,

4.4  Profit Management

At thia juncture we shall consider the sources and some
management techniquen for making profit. In order to facilitate
our discussion, we have to take ourselves back to one basic
factor namley, that banking is fundamentally a profit-oriented
service industry. Banks levy charges for their service. The
most important single scurce of bank revemie is interest °
charges on loans and advancen, especially as loans and advances
often constitute upwards of 50 percent of a bank's assets. Bank
umally carry a large portion of their investment portfolio in
the form of interest earning govermmeu. securities and commercial

billa.

This ig yet another source of bank reveme, Another
important source is service and administrative charges. This

is in connection with bank charges for money transmission, foreign

exchange transactions and servicing of bonds and guarantees.
The diagram below is designed to illustrate the source and
course flow of bank revemie. The diagram looks like a downward

growing tree., It clearly shows bank custamers as the fountain
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of all bank raveime, and this underscores the service function

of the indugtry as mentioned earlier.

The diagram shows the three main source of bank revenue

namelys =

a) Interest on loans and advances'
b) Service charges

¢) Investment earnings

each flowing out into its own seperate collection box. The flow
movement contimes seperately from each box inte the Revenue

Pool,

From this Pool fiows ocut the following through their
geveral ontlets; staff spalaries, interest paid on deposits, and
overhead cost. What is l1eft of the revenue pool, after these
leakages, flows into a anall collection box, gross profit. The
two prominent leakages from this latter box, depreciation of
asgsets and provision for bad debte are not items of expenditure.
They are provisions made to safeguard likely shortfalls in the
value of specified ascets. After these provisions, what is left
pathers into yet a emaller box - net profit. From this box
money is taken out to pay corporation tax and for distridution
to shareholders as dividends. The remaining is called retained

profit which we earlier referred to as current earnings.
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In order to maintain or increase profit a bank's management
team may want to do some or all the following:

i) Increase revame,
4i) Reduce cost,
1i1) Distributor risk.

4.5 Bank Liquidity

Its Course of Flow:,

What are a bank's sources of liquidity? When and how do
liquidity "leakages'" take place? What management actions are
required to conserve or increase a bank's level of ligquidity?
These are some of the fundamental questions to which we have to

address our minds,

There are three main sources of bank liguidity. They are
liquid assets, ligid liabilities and operating flow. Diagram

3 below is designed to illustrate their course of flow.

The three solid arrows shooting out one from each of the
boxes on the left-hand side of the diagram are seen to converge
into a large box at the centre -~ ligquidity Pool box. Four other
solid arrows shoot ont severally fraom this box into four seperate
boxes. Each of the four boxes on the right-hand side of the
diagram represents a specified liquidity outlet. The top box
shows demand, time and savings deposits, corporation tax, and
dividend as the components of the unit of outlet designated,
demand liabilities. The next boox shows loan and overdraft
drawings as the second outlet. Loan and overdraft drawings have

been soperated from the demand liabilities box, in order to
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digtinguish and highlight them as an important licuidity ocutlet
by themselves alone. The third outlet called transfer disburse-
ment ie ghown in the next bhox. At the bottom of the line is

ancther box for the fourth cutlet oalled contingencies.

The four bBroken arrows which lead out .!'rcm fhe four boxes
of outlets into the operating flow box, on the left-~hand ride
of the diagram, are providsd to illusirats poamihle recycling
of funds into the operating flow aystem, and ultimately into
the ligquidity pool. Recycling of funde refers t0 renewal of
deposites e.g. fresh deposits aris 1g fram paid dividends,
discharged obligations on corporavion tax, loan repayments,

transfors and matured contingencies.

The exclusion of vault e¢ash and ha,nk. balance from ligquid
asgets bor is a matter of choica. Their inclugion in the
operating flow ie meant to emphasise the primary function of the
two itemn, namely in providing cperational funds (or working

balance) for the day-to-day tusiness requirement of banks.
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Transfer fund devices its high ligidity, content fram the fact
that it is received and held in the form of cash or inter-bank
balances until disburgement. The contimous flow of bank business
which invo]ves the transfer of fund gives banks an additional
advantages for a steady supply of liquidity from this source.
Bank transfer fund falls into two classes. One class is fund
meant for beneficiaries within the country. The other class

which is considerably larger than the former is made up of fund
meant for beneficiaries outside this country. These two classes

are called domeatic and foreign money transmission respectively,

The other class of transfer fund is largely bank customers'
remittances for imports into the country. This class is far
less volatile than the former. The procees and conditions for
transfers to foreign countries through the Central Bank of Nigeria
make this other class of transfer fund remain within the
liquidity system of the remitting banks for an average of three
monthe. However, a good part of this class has been forced %o
shed its ligquidity value to the remitting banke since 1978,
This was as a resmult of a new statutory requirement on all banks
to lodge with the Central Bank of Nigeria all deposits they receive
in connection with letters of credit. Such lodgement with
Central Bank of Nigeria (CBN) is also excluded fram the computation

of the statutory liquidity ratio of the banks.

Bank profit is primarily made in cash and this is what gives
it an ostensibly high liquidity attribute. Closely allied to

this fact is that, as in the case of transfer fund, bank profit
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mentioned earlier.

They derived their hipgh depree of liquidity from the
Central Bank of Vigerian's facility for their immediate

redemption when presented by the holding banks.

Another liguid asset is marketable securities and
eriity participation gecu-ities. The items engrossed as
moarketable securities include certificates of deposit,
devel ooment stock, and some commercial bills which are not
first elass riting, Certificaten of deposit are a recent
introdnetion in the ™ pericsn financial market, ™ederal
govarnment devel ooment ntocks which are of short malnrity may
e wel) ponk gida hw eide with the earlier mentioned Tederal
Novermiant seciritien heth in thair ability change hands
enrily in the martat, and in being redeemed hy the Central
Man® of " eroria vithont mueh 1osa of value to the holding bank,
ity narbicipation seenvities have the hirhest 1imiidity
igk in onr lint no far. This in because of their evpomire
to the voagaries of the stock exchange market from which the

othar mentioned limiid assets are insulated.

4.8 Liquid Liabilities

Ligmid liabilities consist of new share issue, and loan
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capital, YVew share issue is used here to the exclusion of script
or homs share issues which do not, by their nature, attract new
capital fund to any business. We are here left with all the other
Clagsses and types of equity shares or preference shares,
cumulative or non-cumulative preference shares, and so on. Loan
capital refers to all types of long term loans whether they are

gupported with debenture or otherwisa.

4.9 Liguidity Risk Management

The title of thie section implies the art of formulating and
carefully implementing some management policies, with the aim of
striking and holding the balance between the supply and demand,
forcea in a bank's ligquidity system. Ligquidity risk management
does not consist of‘ holding a static level of liquid assets in a
religious observance of the statutory r.quirumant.z It involves
planning for and adyvancing the forces of supply to maet the
changing levels of demand on the bank's liquidity. This demands
on the part of the management team a working knowledge of the
qality and character of the supply forceas, as well as of the

demand forces which we named above, and illustrated in diagram 3.

One common factor on both sides is that both forces are
dynamic, and the state of dynamism exhibited on either side is
largely influenced by changes in the econanie mood of the immediate
enviromment, There are occasion, too, when the forces are caught
up in the widening ripples of an economic change which orginated

from a rathar distant centre. Another common factor to the two



sets of forces is that they do not have fixed terms. We mean

"~ terms of maturity.

.On the demand 1iability ;iﬁé. fq¥.examp1e, we oén identify
demand deposit asm being highly volatile, Its rate turnover,is
far higher than say in savings deposit or time depomit. True
to sitvation, its rapidity of turnover fluctuates aoccording to
the economic activities and the type of industry for which each
" demand depoéii account is operated., Similarly, in ocur rating of
1imidity risk among bank sources of 1liquidity we have noticed
wide variations in their rates of turnover; and also in their

terms of maturity.

This means that no effective liquidity risk management can be
achieved without evolving a acheme for placing the mupply forces
of bank liquidity against the demand forces, with due regard to
their maturity dates. One of the best waye to achieve an
effective matching of the two forces is through & cash flow
forecast, Projected cash flow which is the other name for cash
flow forecast forms an important part of our disonssion in the

succeading chapter entitled ~ Bank Corporate Planning.

In managing the liquidity risk of a bank, sume other
fundamental principles have to be borne in mind., There is nged to

keep the liquid assels of the bamk at a level above the statutory

requirement. This is becausne the etatutory minimum cannot be
mobilised for thse purpose of meeting the changing levels of nead
ogccarioned by normal business operation. Again, since the more

liquid aseets are prone to low profit yield, a state of stock piling
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liquid asgets in excess of Operational needs impairs profital

. profitability. Therefore most judicious Mmse 1s called for in

cormection with funde which are wreallged from maturing

"~ investment aseets. This involvas having to balance the bank's

liquidity needs against the attractioms of high profit.

Bers we mugt mentioned that timing is the most vital factor

. 1iu every investment decimion, for satisfying the need for profit

and,thﬁ need for maintaining an adequate level of liquidity in &

. bark'p systam at any time., Timing as used here is not limited

t0 the point in time when funds are oqnmitted to any particular
inveatment., It alpo ﬁeans giving &ue.oonsideration to the maturity
date of every new investment, in such a way as to take advantage
both of a good rate of return and of the possible availability of
Hiquidity from the given invertment source. A1l thess are to be
done with an eye on the anticipated leval of demand on the bank's

ligidity during and at the end of the envieaged investment period.

The perfomance and prospucts of & bank's assets should be
under regular survaillance to avoid having to adopt panicky
measures which are Fimsd at beating unforegean dangsrous drops
in levels of liguidity. Thers should bhe proper and regular
appraisal of the contributions of ligquid assets, and operating
flow to the health of the bank's liquidity system. One musat
not negleot to tap from the third source = hew sharg issue and
loan capital, in good time, becaunse delayed action may impaeir a
bank's ability to attract new capital funda from the market for

it neada.r |
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Another tool often employed by banks in matching their
anticipated liquidity inflow with its outflow over a given
period is the Rate-Sensitive Assets/Liabilities Analyeis. Much
ag thia tool may like the projected cash flow mentioned above,
they are by no way the same, and neither is one a substitute for
the other. A projected cash flow anticipates liquidity inflow
from all sources and outflow through all known outlets. On the
other hand rate-sensitive anﬂetn/liabilitiaa analysis is only
concerned with matching the anticipated inflow liquid funds and
outflowing liquid funds which are linked to interest rates.
Exanples of such smrces and outlets include govermment securities,
loans and overdrafts, and all types of deposit accounts except

demand deposit,.

A rate-gensitive aasets/lia.bilitiua analysis is also useful

in the preparation of a bank's profit plan.

It needs to be mentioned here that in the Nigerian experience
go far, the degree of gengitivity of the relevant asmets and
liabilities of banks to charges in interest rates is rather low.
Their apparent ingensitivity have arisen from many factors. First,
the Nigerian market is still under—developed and the predominant
presence of the Federal government through the Central Bank's
participation in the market as distinct from regulating it to
say the 1eant,3 has not helped the development of the market.

The Central Bank fixed rates which essentially conatitute the
users' cost of fund are far from being realistic, in the light of

the prevailing return on investment. The effect is that the demand
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for invegtment funds have been renderaed interest inelastion. In

spite of it all, rate-sensitive assets/liabilities analysis can

still play an important role in the planning and management of

bank liquidity and profit in Nigeria, Table below is an

illustration of how the tool may be used in a bank's liquidity

plan,

Rate~Senstive Assets/Liabilities Analysis (Maturity

Spread of Rate-Sensitive Alaeth%ilbilitiea of

National Bank of Nigeria
vays Days Days Days Days Days  Longer Days

Assetst N950n N480m N600m W60Om NT700m  ¥920 450
Liabilities: #N520m ¥650m ¥H550n N690 500m 850 500
Gaps ! 43n (170n) 50 (90) 200 70 (50)
cumulativer 430 310 220 420 490 260 440
!23331 Rate-songitive Gap is the difference between the rate—

senpitive ancets of a given period and the rate-mensitive

liabilities of the rame period.

Cumulative is the build-up of the gap from the beginning of

the projected period uptill the end of a given plan interval,

The relevant figure'is obtained by adding the current gap to the

preceding cumlative.

It would be mseen from the above table that a surplus gap

gignifieds that, in the absence of cumulative surplus carfied over

fran earlier periods, the liquid assets of the particular period

is sufficient by itself alone to accommodate the demand of liquid

liabilities of the same period. It would alsc be seen, as the case

of 2 = 30 days maturity in the above table, that National Bank has
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to fall back on the cﬁmula.tive fr.um the oaﬁ-lier perioda to .ha
able %0 adegquately meet the demands of liquid liabilities which
mature during the current period. An important management action
at this point is to decide what to do with cumulative fund. How
much of it is to be re~-invested? On what assets and for how
long? How much of it is to be held as idle cash? The right
angwer will depend on the anticipated pressure from the hank's

total demand liabilities during the enmueing period.

4,10 'The State Oof Illigquidity

A state of illiquidity geta into a bank when the demand of
forces of its liquidity excéed the é'uxppl;r forces., By this ma
simply mean that illiguidity in a bank signifies a state in which
the current obligations of the Pank exceeds its liquid resources,
It also describes a state in which current obligations (that is,
demand liabilities) fall due for payment before there is time
enough to tap the liquid resources (that is, the available resources
of 1iguidity at the bank's disposal). In fact, most cases of
411liquidity are a canbination of these two situations. The latter
problem than any other courpe, is like what one may observe in a
game of soccer beiween a good team and a poor one., In such a

game, even though both teams often appears to mut-number the poor

team while in action, 1In the case of illignidity, the rate of

demand on liquidity exceeds the rate of supply in the bank's

operating syetem.

The failure of one bank dus to problems of illiquidity ie
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not usually confined to the particular bank. Its occurence
threatens public confidence in the banking system with
likelihood of sgeries of run on other banke, if the situation is
not pramptly corrected. Such is very unhealthy to national
economy. Much as a bank need not stock the whole deposit it
receives from its custamers in the strongroam, there is need to
for a contimious and adequate level of inflowing fund as well as
for balancing the varying levels of liguidity for its operational
needs against the need for profitability. It seems here that

we cannot justifiably close this section without ceonsidering
what necessary actions are likely to salvage a bank already in

a state of illigqidity, or at least, ameliorate its problems.
Management measures open for such a bank include the following

which are only illustrative rather than being exhaustive:-

i) Synchromising the bank's cash flow system.
ii) Re-appraising the bank's lending portfoilo realistically.
iii) Utilising available opportunities in the property market.
iv) Tapping resources from the capital market, and

v) Attracting the intervention of the monetary anthority.

i) Synchramising the cash flow system demands a thorough
re-examination of the bank's cash flow aystem with a view to
identifying and remedying blockages and unhealthy leakages in the
pipelines This certainly includes ensuring that no branches or
banking districts are over stocking cash, while the head office
aceoint with the Central Bank of Nigeria is contimiously running

out of funds, or while some other banking districts are short of
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oash fund, Branch banks must exercise disoipline in kesping
within thelr head office approved cash levels and in traneferring
any sueplus accerdingly. It may also be necessary to re~order
the expansion priorities of the affected bank. Here emphasis
should bear on the quick or significant contribution to a bank's
profit or ligquidity. Attracting and holding new deposits in

the form of very liquid assets yill help to ease the eltuation.
The cutflow of funds through unﬁecassary ranning cost or through
paying out huge dividends should be checkaeds However, the
curtailment of dividends should be done with cantion because the

measure will usually raise eye-brows in the capital market.

ii) Re-appraisming the lending portfolio must start from
assessing the relative ocontritution of the loan portfolie to |
f1liquid situatien. Have loan repaymenta been regular and in
keeping with planned expectationa? Has the bank conseiously or
inadvertently exceeded its planned level of loans, and by how much?
In the light of the findings, should the bank contimie with more
lendiné sesvsras BY 'hc.m much more, and ir what areas? What measures
are to be taken to step up repayment and bring it to normaley or
) planned expectations? Whatever actions are considered necessary
and apt must be taken with due regard to proper timing and method,
because bank credit management usually requires care due to its

delicacy and sensitive nature.

iii} Where there is a well developed property market {not
yet in Nigeria), the bark may consider selling and leasing back a
 few of its fixel apvats. The sales proceed will provide immediate

liquid oash, while rent payments, in relatively amall bits, are



gpread out over many years to came. Thig will certainly rednce
the profit perfomnances by the additional rental fees in the
gubsequent years, which in this case becomes a necessary cost

for survival.

iv) 'The capital maricet offere two options at a time. The
bank may raise additional share capital by issuing new shares.
If the bank'a shares are not gquoted, as 1s largely the case today,
the shareholders should contritute more capital fund to ease the

4 The bank may also pledge msome of its fixed asmeis

situation,
for some medium on long term loan capital. Again the success
of either of the two options depends largely on the timing of
action. Much delay in deciding action will nomally give chance
- for feary in the financial market, as to the future of the bank
- eoncerned and thereby deter prospective investors to the bank's

disadvantage.

v) Attracting the intervention of‘ monétary x.al;thOritiaa is
ancther important ourative measure for canbating 11liquidity in
a bank., Here monetary guthorities refer to the Fsderal Ministry
of Pinance and the Central Bank of Nigeria. Where a bank has
been complying with the Central Bank of Nigeria in requesting for
timely intervention 'of the minister, In fact, intervention has
to be provided not only to avert the chain congequences on other
banks and the econtmy but as a nacessary campengation for
canforming, More .us;ua.lly, intervention would be by way of loan
by the Central Bank of Nigeria on the approval of the Federal

Minigtry of Finance. The amount, terms of repayment and
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interest rate approved will depend on the gravity of the
gituation. Such intervention may alsc include releasing some
funds of the particular bank which was held by the Central Bank
in special accounts. Such as special deposit with Central Bank

held cash reservae, etc.

The above five major options need to be chosen and tried in
that order. Far fram it., The root canses of the state of
11liquidity and its severity will determine the choice and
the mix to be administered, in accordance with the good judgement
of the management team of the bank., It must be emphasized that
we have largely assumed the existence of a well developed money
and capital market in discussing the above remedies for
illiguidity. This implies that in our own given situation, bank
illiquidity will be muich more difficult to combat than envisaged
above, Finally, even in the presence of a well developed
financial market, it is far more easier to prevent illiquidity in
a bank through conscientious application of sound principles of

financial management than to combat it when it has met in.

4.1 Conclusion

In concluding this discourse on the management of bank profit
and bank limidity, we have to remind ourselves that, no matter
whatever attritutes they may have in common, bank profit and bank
ligquidity are completely two different elements. However, we have
peen that the two elements do interact in a bank's operating

system, Bank profit is made in cash (which is the most limid



agset of a bank). In other words, bank profit j:rima.rily sﬁella
bank ligmdity, On the other hand bank profit's contribution %o
bank liquidity very often changes fram itm primary cash nature
to some other assets., In most cases, conscious management
measures are takeﬁ to temporarily store bank profit in some
liquid assets such as vault cash, inter—bank balances, goverment
securities and first—class bills, The purpose le to facilitate
the process of converting the profit generated asset to cash,

in order to easily meet the bank's obligations for corporation
tax, declared dividend, and deposit liabilities. Only the barest
minimum is allowed into the bank's lending pertfelio. However,
when bark profit is stored in a less liquid asset, such as a fixed
apset, its contribution to the bank's liquidity level is thereby

obliterated,

We may summarise the contributions of bank profit to bank

liquidity in the following arithematical form:

. Ret Profit

+ Depreciation

+ Provision for Bad Debts

~ Anmual loas (if any)

~ Actual Bad Debts for the year

~ Dividend and Corpcration Tax paid

= Portion of Profit committed t0 Fixed Asset.

4.11.1 ~Net Contribution of Profit to Liability

On a final note, we like to ask whether profit making is a
guarantee againet bank illiquidity. In the light of the above,

formula for bank profit’s contribution fe itz liquidity level, we
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can determine its relative contribution and the degree of its
effectivensug in the prevention or cure of illiquidity in banks.
In the first place, bank profit mekes diminishing contribution

t2 a bank's level of liquidity because, corporation tax may
attract financial penalty for the bank, while non-payment of
dividend may prevent a good deal for the bank's new share issue
when used as a measure to combat illiquidity. Unless under
conscientious management effort, portions of a bank's profit pass
into various store houses some of which are not very liquid
assets. Those passed into the less liquid assets (especially
fixed assets) limit the effective contribution of profit to a
bark's liguidity. Besides, irrespective of the provision made
for bad debts in a bank's lending portfolio, the portion of the
portfolio which materialises as bad debts in a given year reduces
profit's contribution to the liquidity level by an amount equal
to the actualised bad debts. Finally, we may have to note that
profit, which this time should better be viewed in its mangled
form, is only one cut of many contributors of liquidity. This is
to say that, on the whole, profit making cannot, by itself alone,

prevent il1liquidity or be a cure to it in a bank.

Profit making and keeping a good level of ligidity are both
eagential for public confidence and patronage. Both elements are
crucial to the survival and growth of a bank. The life and health
of a bank cannot be ensured in the absence of the two elements =
profit and liguidity. The ecritical challenge to the succensive

managsments of any bank is to contimially keep both in a balance, in

every investment policy decision and implementation.
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FCOTNOTES

Contral Panl: of Nigeria, Annual Report.

Dorve':s Mrench 2 Heather TGawari: Dictionary of ilanagement.
(Lendon 1977, pgs. 329 ~ 330).

Nankesl Pank of Migeriat Anmual Report.

An of noy (1772) only four out of twenty Commercial Banks
ara gioke? o the Migecia Stock Exchange namelys First
Pank, Mercantila Bank, Union Bank and Unjit21 Bank for
Africa.
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NETHAD OF MAMAaErg AYD aOTPROLLING LOAYS AYD AODFANCES
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Szneral Controls

Th2 exsamination and approval of a custamer's proposition is

only one aspect of n lenting hasker’s functions, The oller just

an important is to control the facility after it has be~n granted

£t enwire:

a) Stipnlated conditinng are complied with.

b) The facilitiag are wsed for the purpose for which they

were granted,
e) Any adveras trends or dcterioration in enstomer's
business or prospect are guickly noted,
Thus, efficient and effective coatrol of advances regires
good offige organisation reliable up~to-date branch recocls,
Looping vp-to-date information daily records, and keeping in

tcich with enptmars and their affairs.

5.2 fpecifie Control Measure

The follawing are acme of the measures used by National Bank

Lo anmive efficiant aontrol of the facilities:—

1) Market Trondsi= Branch Managers ensure that they have
personal noyladpge of the trends in the market., They also have
dieminnions ith other engtomers in the gsame line of business as
this providag uanfnl information about the market situations,
thoreby, ebahline them (Mavassra) to take action appropriate to

Fhn i bnn ki N
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2) Customers financial positioni~ Managers obtain andited
balance sheet and final accounts annmally and campare them with
the previons years fipures to pee whether the financial position

o the euatomer is improving or not, If the accounts are not

andited, the statement of affairs for at least every six months

is obtained.

3) Condust of account:= The loan accounts are scrutinized
monthly by inspectors to ensure that repayments ara up-to-date.
Also scrutinized on monthly basis are the statistical record ca
cards to ensure that the statistics for that month is correct,
Overdraft record sheets are also scrutinized tut on a daily
balancss, While vouchers are examined at random (at least one
section daily) by each member of management so as to identify

diversion of funds to purposes not approved by the bank.

A) Security:= The renewal of insarance policies, payments
of rates, taxes and general rents etc. are entered in a seperate
dairy and followed up. As for guarantees, they are refreshed

every two years and reports renewed twice for annum,

5) Records: Branchegs maintain up~to-date and at all times:
a) Advances Information Card:— 'This containz all the
necessary information partaining to the facility; such as, the
type of facility gr;uted (whether loan or overdraft), the date
granted, the expiry date, the amount and the position of the
account as at the time the facility was granted. Other information
found on this card inelude the borrowing power of the customer,

and the manner in which ha/she has been condcting his/her account,
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It also contains the customer's balance shest (whether audited
or not), as well as the date, type and valuation of the gecurity
extendeds Most importantly, it contains the agreement reached

between the bank and the customer.,

b) Statistical Record Recordie (Refer to Appendix 5 for
gpecimen)., These cards are maintained for all current account

excepti-

i) Personal salary red accountg,
ii) Loan accounts reducing within terms of arrangements.
iii) Secondary accounts, e.g. wages, imprest etc.

iv) Dormant accounts, i.e. accounts that have not been
operated for a long period.

v)  Remittance accounts.

They reveal the conduct of the custamer's account, whether
gatislactorily conducted or not, as at the end of every month
aml quarter; the quarters are November, February, May and August.
By the help of thins record, the Manager can at a glance know the
best and worat position of the cnstomer's accounts not only during
the month but also during the quarter. He can also know easily
the turnover as wall as the mmberg of days the current account

was in credit,

c¢) Overdraft Record theeta — (Refer to Appendix 6 for spe
gpecimen):= They are compiled daily from ledgzer shests for the
purpoae of calenlatins interast. The interest is calculated

monthly mt based on daily balancas,
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d) Custamers file — maintained for all borrowing customers

for corrgspondence purposes.

e) Govermment Cazettes — This is scrutinized carefully

and regularly for notices affecting borrowing custaners.

5¢3 Advances on Salaried Account

In some branches anthority is given to designated officials
by the Manager to grant emall temporary overdrafts against
salaries being received subject to Head Office directives fram
Lime to time, Manager set a guiding limit within which you must
operate. All points on payment of cheques must he observed and

in addition the following points must be considered:=

Is the custamer overdrawing frequently?
Is the customer overdrawing at an earlier date each month?

How peymanent is custamer's employment and how long has

he been in his prescent job?

Is salary direct to the Bank by his employers?
Is salary stable?

How long han the customer maintained the account?
Were his introdunctory references good?

How many times have his cheque been dishonoured for

ingufficient funds?

5e3e1 Action to be taken — Approval of Facility

1) ¥®ndorse tarms and conditions attaching to the approved
facilitieg, This is then filled in the custaner's file. The

cnataner mint be informed accordingly.

2} Complete the detaila on the relevant transfer, payment



anthority or other forms required for later poassession of the

aec‘urity‘.

3) Ensure campliance with the terms and conditions.

4) Explain carefully to the customer in the presence of
an executive of the bank the consequences if the terms are not
complied with and realisation of the security, therefore, becomes

necessary.

5) Do not allow any drawings on the advance until the

pecurity has been perfected and other terms met in full.

6) Allow no excess on the limits approved without approvdl

from the approving authority (DM & H/0).

7) Monitor strictly the disbursement and utilisation of

the facility.

8) Send reglard reports to Head Office.

s R Control of Overdraft Limit

This ia the Manager's responsibility.

Efficient conlrol reqmires:=-

1) Good Office Organisation,
e.g. = Uncleared Effacts marked on Ledger Cards.
= All cheques refer on time
- lLedgers posted accurately.
2) Reliable up~to-date branch records — current position of
enatomer and account must be up-to-date e.g. Any Status Enquiring

from other banks, any billa omtatanding or letter of credit issued



and of pecuriiy = e.r. Bills.

Note:= ‘here a custoner has several facilities it is

advisable to keep a record in the line below:~

0/D D/C TOTAL SECURI TY
54000 5,000 10, 000
25/4/13 4,000 4,000 8,000 20,000

3) Value of security to be reviewed at intervals and updated

figure relatead to lending.

4) Manager mist pay due regard to the operation of the
account, trend of the market in which the customer is interested
and the progress of the business to guard against the bank beig

being taken by surprise by any adverse devel opment.

5) Manasor must ensure that there ia no diversion of fund by
the custamer to another line without the Bank's consent and he

neods the cooperation of the staff in thie respect.

6) Manager should notify custamer by phone or letter as soon
aas the account reaches its limit, drawing his attention to the
firure and requesting him to pay into the account to reduce the

level.

7) 1If no effective action taken by customer to reduce balance,
he ghould be invited for interview and proposal for reducing the

total and effecting full repayment to be obtained.

54 Deterioration in an Account

A particular conmon cause of deterioration in an account is

diversion of funds for other purposes; e.ge funds lent to finance
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increased stocks inveated in fixed ansets. As soon as such
diversion is noted, Managers are expected to take urgent corrective
action as appropriate to the case. If it is also observed that
there is deterioration in the position of a guarantor on wham
reliance is placed for the safety of an advance, he/hhe im

quickly followed up and action taken to get the advance repaid

or covered by alternative gecurity.

Below are some of the indications that all may not be well

with cugtomer's affairs.

1) 1Increased facilities not leading to increased credit
turnovers.

2) Fall in debit turnover with or without increased in
average bOrrowings.

3) Development of “hard core" i.e. failure to revert to

credit or low debit fipgures as arranged.

4) Fall in credit turnover indicating reduced sales.
5) Frequent Excesses over limits, particularly where prior

arranpgements have not been made.

6) Lodgements into aceount to meet cheques as presenteds

7) Failure to meet bills commitmenis as they fall due.

8) "Cross firing" or "kite flying". "Cross Firing" is where
one person draws a bill or cheque upon another, and the later at
the pame time draws a bill or cheque upon the former. "Kite Flying"

on the other hand, is raising money by accommodation bills.

9) Unusually large cash withdrawals where custamer's business
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does not entnil subsential cash transactions.

10) Llarge cheque payments to parties with whom customer

would not be expdcted to have business relationship.

11) Failure to meet loan repayments when due.

12) Deterioration in balance sheet surplus or liquidity.

Immediately any of the above is noticed, it means all may
not be well with custaners affaires, and managers are expected to
take corrective action appropriate to the situation. All

ontgtanding debts that the bank has no hope of recovering are
designated "classified debts", and branches are expected to report

such debts to their Area Offices for necessary action.

545 Reporting of Classified Debts to District Offices

These debts are divided into three categories for reporting

purposes,

Category A:~ Debts falling under this category are reported
4o Distriect Office on form AD‘I/G (Refer to Appendix 7 for apecilen).
For any amount wp to fifty thousand Naira (¥50,000), the form is
rilled in duplieate, while in triplicate for amount about that
firgure. The reporting is done immediately recovery of any
entatanding liability by a custamer to the bank is considered in
any degree doubtful or likely to be unduly protracted, even though
ultimate loas to the bank is not expected and provision not

connidered necensary.

Category R:— Dehts in this category are reported to District
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Office by a letter in triplicate under private and confidential
covere The reporting is dene immediately any amount is placed
on a special suspense account as a result of frand, forgery,
defalcation, mistake or negligence etc. on the part of the bank
or its employees, or as a result of loss of cash ete. by robbery,
theft, fire, or while in transit even though the loss may be

covered by inmirance.

Category Ci= Hare, the debts are reported to District Office

by a letlar in the same manner as category 'B' immediately it is
econgidered that provision should be made for any contingent or

potential liability, These include:~

1)  Claim againgt the bauk which could involve a loss

or a possibility thereof,

2}  Any 12zl action taken against the bank.
3) Where it i3 likely that irrecoverabls legal expenses

#4111l be incured.

Apart from sach immediazte reports, branches meko a general report
on all classified Jdebts 0t the end of every finmncial year

(September) to their various Area Offices.

The report states the nanen of all elassified debtirs, their
cabalnading amoint and interest, as well as the securities held
i1 regnect of sach dAebhtors Memarks are al 30 made on important
chansea in their civeent position and security since last review.
The date after uhich the hant wmild be unahle to enter or execute

indgenent againat a dehbor ie a's50 indiecated. Sich a report is to
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enable the bhunk take necessary action agalnnt the debtorn.

55 Repaynent of Clagasified Debis

Branch dMahagers are required to pesraonally scrutiniase all
classified debts at least quarterly to ensure that everything
peassible is baing done to achieve recovery. Efforis are relaxed

only by authority from Digtriet Office wheres-

1) Prospects of recovery are s¢ remote as not to justify

further time or expence,

2)  Amount is negligible and efforts to recover would be

disporportionate to the amount.

Thus, ntmogt efforts iz malntained to obtain repayments and/or
reductionse. 0On no account is a branch allowed to remove any
orhgtanding debt fram the clagsified debt category before payment

in achieved in M1l without prior approval fram the Arsa Office.

Ror aceaunts written off /dowm, tranches are required to
maintain a careful resord and although efforts would have heen
relaxed in these clrcumstances, branches must remain alerit to

opportunities that may ocour For recovery.

SeT  Mriting OfF fHnall Debts

Al1]l Aebla not exceeding +twenty Naira which branch managers
congider entirely irrecoverable are noi placed in the classified
daht eategory and cuns;equentljr not reported to the District Office,

. ach debts are wribtten off to the debit of profit and loss acoount
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and entitled "Debts written off by the Branch". Where the debt
is caused by charges on the account, e,g. interest ledger feesn,

etc., the debt is written off by reversing the entry to the debit

of the appropriate profit and loss Account,

The amthority to wyrite off debtg does not however extend to
elasmified debts vhich have been written down to two Vaira or
1nng, nor bo those undar eatepory B. Applicstion may be made to
bho Tietriet Nfice hy letter for Anthority to write off debts
of un to ona hnnteed Poira on similar terms %o the above. No
debt ean he urithaen of f without the conent of the Head of Offige,

]_rﬂﬂOS .

A11 branches are required to maintain proper records of
nccounty written off, in oare details are réquénted for by the
Tnland Revenue futhorities., Any subsequent recoveries of such

dsbts are credited t0o commigoion Received Account.

5.8 Ovepdrafts — Dormont Aceounts

If any snall overdroft of less than B5.00 (five ¥aira) has
been dormant for 12 months or more, apart from eny dabt charpes,
ard 1% 2t least onn recevery letter has been writbten to the debtor
wifhmnt reslt, the halance should he written of € o the debit

of comMisgion Accomt,

2) Thase smrll uritton—offs can conveniently be made onge
e half=wenr, anrly in Varch nnd September, and should ha adviged
In n seanind latter to the Miof Opedit Controller, in cach cagé »
1

studyine the namn, scconnt mimher and balance with copias %o the',.\

 Chiaf Reniring Opnentions and the Distriet Manaser,
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3) 4 copy of the letter to the Chief Credit Controller
ghonld be attached to the debit voucher to Commia-iion Account,
and the voucher must be signed by the Current Account Officer

and eounter—signed by the Manapar.

4) A special file must be kept by the Accountant of all
gnch nreconnte written of 7, and muat include copiea ofththe

relsted corrermondence.

5.0  Tnland Mi1ls M™archased (13Pg)

Mhene are hilla in Maira and drawn on other places in Yipgeria,
whieh tha Mpaneh Managar dacidas eon bhe purcheaed from ecuatomers,
before the nrocsedn have haan renlisal. Branch Nanagers must send
a monthly roturn ko "end OFfice, in accordance with standing
ingtrnetiona, of miabandine TBPs, The return should give
evrlnnations, in the romarta' colunn if any IBPs are over-due gnd
munt stote what acltion the branch has taken in the matter. Where
an T80 han heen unnnid and has been debited back to the
enstomer's eurrent scoount (to which should be added cver-due
intepagt) =n! sny unsnthorised overdraft has resulted, the hranch's
monthly overdraft return should contain a full exlanation for the
eveens overdraft thus created customers requests for purchase of
their Tnland Docoment-rr/01aan demand or issmance bills other than
chemies nnd bank drafts <hould first he referred to the District

:"‘ anarer,
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.10 DPemand T.oane

a) 8 demand loan account is an advance for a fixed amount
and no dehits to the aceount may he made subsequent to the
inttial advansa pxeent for interest and other bank charges. A

fpash loan ncoount mint bhe opened for every new advenee pranted.

h) A sepernte nceonnt for anch demand loan ¢honld be keot
in the demand loan laldrer and should be written up from the
polntive documents. The nome and address of the borrower and the
miarantors, if any, the rate of interast to be charged, ™Mll
Ansapintion of the sacnrity, and the margin to be mnintained

mat be recorded.

o) The dennnd 1oan ledger will be posted fram the relative
vonshers and mist he checl-ed and initialled by an anthorised
officinl. AL lennt once n month the total outstandines will be
arpoed by the IManaper or fceountant with the balonee in the

ronernl ledror,

5«11 Tore Clomire

¢ 3+ ia deridad o £al] up the advance the follouging

rroeadiere w111 he mt iakn foree:

2)  Diatriet Uanagor or Pead Office will be informed.

b) Mmhject to the terms of the mortgare and to any
inetmetions received from FHead Office or the Distriet Manager,
a demand shall he pade to the onstamer to poy hies indebtedness

within, noy 30 days, failine which the security will be realised
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and recourse mad= to him for any balance then still Jue.

o) Thie demand shall be sent by registered nost to the
custaner,

d) T the demand ia not complied with Vead Cffice
inetmietiona, or the ndvieca of the Bank's Solicitors, must be

falloved on the fMirthap stens o be taken includin~ the

rosliention of the ceemrity,
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of imnendines nrohlems, ™ma, ratio annlysis presented in thin
Fachion ie maceptible to faulty interpretation and isn
potertinlly eonfusine for instance, an applicant with a poor
nrofitnhility record moy he resarded ns a potential bankrupt,
but beecsmee of hin above averare limuidity, the situation may

not bhe eonecidered aarious,

Fifthly, some Vansarmars lack the necessary knowledpe and
mature judgrement in anseseine the renlisable values of proverty

2l Jond offered as security.

Sixthly, Rate=Sensitive lsgets/liabilities Analysis is not
narfect anoush to be need for analysing liquidity rist management

in Panting.

Sevanthly, ovar 10 narcent of bhanl: borrowers in thie country
ape parnonal aceont enetoners. A pood mimber in this catersory
arn potty teadaprs and apdianns, while the rest eare larvaly
nrofescimmale and aivil eepvant . ™o n very laree octent, the
anlv ralinhla and mont randily availabla recoprd to the Vanarer
in comnaction wilh aay mepters A thie group, who farm over 80
nercent of hoerorines en~toners, is the bank statement of account.
Raganae nf thie, thers in nente desrth of records amone the

borrmrine enatanors Lo »a3d Lhe 1andines bank's proper asssasment

of procnectivze horpowars' pronoaitions.

®ihithly, a ~ood »minher of bank lonns are made bad from the
stort ao a remlt of noor nagesanent of the berrowers' oradit

worthinoan.,  tmothar Tapgsa mumher hacome bad due to misnano rement



97

aod meleadmini atration of enataners' credit facilities by bank
nrackitioners themeiYyzan.  Another set of lonns are made bad by
the hanpening of eertain unforeseen or unavoidable incidents

cych na denath  of aseount owmer, fire, theft, “hinureck and other

aconmie and matoral hazards.

Tnaffieiant mannesmant and finaneial conbtrol systems of the
hart-, mora than 70 nareent of the bank loans in mnber amounting
tn ovar 85 pereant in wa1na have to bhe approved in the Head Office.
Thin lends to over conrention of applications in the Head Cffice
of the bank, wndnly dalaved annlications, unnecessary lobbying
and presmire from enstoners, and of course poor assessment of
custonaprs' eradil wyorthiness., Custaners whose anplications are
snoroved in the lons Inst esmecially after the need for the fund
ig past are bound to divert the fund more usualiy Lo unplanned
~rojects Tor fear thnt the bank will not quick to their aid in
the future if they do not eecert and hold the lean to themselves
"in wmit". This orotem denies Branch Manarere Miscretionary
1endine poyers or it limits to lend to relisnble custamers in

thair 19oenlitina,

6.2 Recanmerdntiong
Mpeed on thia study, certain recommendations are necessary as
a mride to n hattar man~eement of Risks in Commercial Ranks.

Thaen pacmmoendstiomae nrps—

Crodit Polieyi— 'The han should follow a relatively stringent

erndit nolicy, 'That is to say, only those customers with proven
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erndit gorthiness shonld ha riven loang and sdvances, The
pracktice of lendine to onantomers nn an ungecured basis should
ne much an poasihle he discourapged, Lending on unsecurad basis
chomld only be in recnect of token overdrafts in the lower three
firmres, and it chemld be granted to only salary fed accounts,

haced on the standine of the cuataner.

Collection Polisy:= Tt in recammended that the bhank adopt
a morn arrpensive collention policy., Branch Maragers should not
palnt afforts in their hid o recover outstanding debis from
cuntmers unlnasg they are sre that the cost involved far outweigh
tha benefita. Thev shomld ensure to gend timely reminders
nonciatently £n tha Aefanlting customers. In some cases telephone
amtanrkts and the vea'of senior officers to carry out personal

vieits to tie defamlters ean emally be useful,

Tt is nleo important that statment of Accounts be unfailingly
gent te cnaiomers on tine to enable them know their outstandingg
and mpoe provision for asme :3.:::?::‘-1"&"1mﬂ.y.1 Voot of the time,
the coatoners neeonint Enrnover in conputed to determine the
liemidity of the account, before deciding the fnte of an
ovardralt appliecation. An o supplementary somrce of information
the mennrer may roy vicitns to the yorkshop, market stall or

Facktory of the annliemnmt,

M™on porrvtad bvenoysr ig only and higsterierl firure which
romirog aritie 1 vaoian and pr(‘jnction of the rem 4, The
ceritier]l reviawy evareci oo shomld Innd the assenser t- identify

P L I & "e\f*“!\_f:
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Y the t0taT unlne of n11 dighonoured chemers («hich
mav have hooan rond gl 'iﬂ' in order t0 inflate the

acemint turnover undoly ).

i3) lorre sheme or draft Yodgements which by their

amuran choy ne Imninenn relevance 1o the account,

iii) recent Ympe cnch lodgements that are not in consonance
ith the opernatineg lnbit of the account — the manner in
which such stronse lodgements are withdraim may confirm
an intention to work-up the account turnover with

borroued money, in order to attract bank overdraft.

Towever, rshe conclupions may be harmful, The aseesscr
abemld therefere oid hineelf in the task by astine emestions that
ara ernahle of elicitirs infrrantion which nay refute or justify
hin onipiong sand noniacinran., Tor instance, a sdden upward
aing in tha aceount may be realiastic = corrasronding with the

panls neancns, suction snlea

y, or the like.

Othop eu=nts rmoh na Pire, Wmrgary, atomn, sistness and
death eon Yasd £o varioneens botwmen the live odverdeaft and the
nrnjacted eashefToy, This hrings us to the other important factor
o5 qunlity of san overdpaft — anfaty of funds, The hanpaning of
<o 07 bhe listad pyintae have cloged many sns11 Mmeinesses and
have fondad to naet hrel neny bhi~r onas, They avre a donrepr to the

« Pake of hopk'a Minds in enatomers' businacses, snd have

afton 1al to had dahte,  me eongidaration atomld he rivan to

the felladpri= Tea tha Pantory, yorkghop o» market stall insured
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amoinat fire, tornads, snd burslary?  Are goods in teansit (if
need he) inmred? Te the horrowing small business man's life
ingwed? T8 is mue) better Tor the lending bank to handle the
payment nf premiums on oich policies in order to avoid lapeing
of nolicies, The bank concerned will need the borrowing
cugtmer's written anthority to debit the premium: p:yments
Ai~ect to his ncoount. All these: safeguards together with the
ch=raoter end econpotence of the bhorrowing customer make for
pofetw of funds, Thay aleo contritnte, albeit indirectly, to

the heslth of an oyepdr:ft acemnt,

Another detevninant of mality of ovedralt ia the availability
n® panl seenritv, A good seenrity is one that .  marketable
and puat hava o pasooable marein between its estimated market

valne and the oneratine 1imit of the overdraft it supports.

The Wedaral fovernment shonld open up more offices of the
Mpropian 3tock Tychanra and secvrities in all State Copitals,
Panka ghonld aleo o 511 anb to anconrage eligible private
companies to oo public, Thene measures will go a lonpg uay to
inerence the available cbtook market securities and allow for wider

Jintribotion of holdings ;umong banl enstomers.

"la have zaid earlier in tho Adiscussion that certain causes
o tha hiprh incidence of bhad debts in Wigerian banks are
orraninational and beehnies1l in nature, Bxeeus lending vhich is
n factop of had Aahte ecemos vithin the above dascription,

Mrancn Tandine oamins ot to0 Jevaln in a bank. T4 mey he at the
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Frnetional leval or ot the aarnorpte lavel, Twvery veanr the
Contrnl Mapt af Yiporia naolar ika monetary directive: to
commapeial bhante, amons othar thines, stipulotes a marinom
reveontare price, hy vhich commercial banks mist not axceed the
provioas yasrts lavael of their total lending portfolios, in
termme of amonnt losnad, nok in temis of mumber of borrowers. In
1290 the Yimit of incresese alloued was 30 percent eveept for

5ho =mell benlze which uyere alloued 40 percent ircrease or
alternntively, porifolios amountine $o 70 percent of their
rasmective total derosit liabilities, whichever was greater. If
% the end of the wasr a banz thot was a2llowed a limit increase
of 30 rarcent had an inerense of 37 percent over the previous
yveor's lending nortfolio, the amcunt represented by the extra T

percent increass is an evcens lending at the cornorate level,

Socondly, a hant'a limidity level at any piven time has a limit
or loan portfolio that it can convenient sustain. any amount of
lorn in the porkfnlio rthich is in excess of this pradential lin
limit is an eve-an len?us at the corporate level, ‘'hen a
lendin~ officer fiwn; oot 1oang above his discretionary 1limit or
ahove the limits aroroved by hia smperior or head office for
individusl agcounts, thnt extra sum is an excesu lending at the

function=) level, TAnoth corporate and functional excess lendings

are manifentations of undiseinlinad and inefficicent financial

a—

conkrol systems,

For anry control grotem to smicceed, it has to dnild in some

devices mich as thesa:
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iV The svaten <honld sat ceilings over exeecs lending
hieh of Piears moot not eveeod, in respect of individual ensgtomers

and in the aver=11 portfolio under such officers' care.

ii) Raments For excesses outside the mmecified limits

mat be refarred to the Wand Offiece for connideration.

iii) The sy=ben chould make it mandatory for every lending
officor to rerort nramtly in epecified detnils, each creation

of excess lendine in hig portfolio,

iv)  The eyalem should provide the form and intervalgs of
smheagment position cenortine on individual excess 1oan and the

averall exeoss too,

v) Tha main Yesd Offieca should respond to every position
renort br peturnine ohicctive epinion remarl s, recovery directives

~nd the 1ile to the nartienlar lendinge of ficers aimaerned,

Panapally, Mapte shiomld hoave well defined arens of aunthority
and manemrea of remoneithility For every catepsory of officer who
han romathines to Ao vith the eveslion, manarement »nd rocovery
A Yonna and arerdralte,

Thowa ia o nand for piven officers opportunity for
~eagialiantion in manifie nress of lending sectors and activities.
Hficera yill thun be put in position to apprecinte ~and he further
corgoned in khe srt of financial management at the resreclive

1nvel .

For the pornoce of ecorruption, the foll ouring ransdias comld

be enrried out:
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n\ The hont monaremenktg shovld come all out to ansume
remonaihility nnl ad initistive For eradicating corruntion
from thair yornnetive eonk-hlishmenta, In the first vloen, the
Eom mear roment and hanl diractors must be of transparont honesty
and devaid o™ dmhle atandards and double dealinra., Thev muat
Farn themanlvyers omen for evominntion and to eritician, even From
their mahordinatea, Tmtunl Adistrmat and indiscirline nmong the
tha junior »snd senior mmoprntore chomld be diseuraged. 211 hranch
Vanarops ashonld ot themselvea sonmmed with vure desipes fop
profanaional exeallance rnd versonal integrity. Thias will

reodunlly 1311 the desive to yun the race with their euntomers,

In order %o encompnre the ecnltivation and sustennnce of the
zeal for profescsional evenllence among bank personnel, hanka
mnnth deve2)op adequately oriented ntaff development and training
proreommes,  Bank must rmell oat bo its own steff whet they
concider corrupt opacticen, Bank must mount vigorous anti-
corrupti on eampaipnas throneh their various anti-—-corruption
campaisne thronsh their various staff trainine proprammes, case

atudr, *he naa of postera on hanking premises.

6.3 limitations of the Study

Since the stody has mmech to do with cash and profit, one
comok elaim that the afndry wne very thorough anl all embracing
The nnuwillinmnens of the bhans officials to reveal some vital
informakion on thaei- tokal norets snd the number of enantomers

owins them as a remlt of what is called "Bank: Secr-ecy",3 it is



104

not possible to treat the topic thoroughly. The researcher
~lso was denied the renl security system of the bank as the
officials felt that it is a strategy that must be revealed

to the outsiders.

Time and finonecial factore also formed a greater barrier

ir earrvine out 2 cemprehancive work on our Commercial Banks.

Thin~ atndy in inaot one of the waye in which rick could be
monsad in omr finaneinal inastitutions, there are many other

T,

6s4  Conciueions

Tha reasareher han tried to examine the menaremant of risk
in Mtionn) Mank of Mipgoeris Iimited, and to show that an
rfficient risk man-rzement denends on prompt rensyment of loans,
pdominta nrovicion to cheel losses, low rate of arresrages,
colleetion nand defsult cont; efficient and vp—to~dnte records.
The regearaher han alno noted that as the mansrement of
receivobles involver conte, they must be controlled to remain
within »n pecertshle 1imit, These costs include the credit
pdmini abyrntion evensens nnd bad-debt losses. Bank lending is an
art an! the buman fagkore, who rractigse it ere sudbject to mistake
mirtaken ond failirar, no matter how sirict or tisrht the

fin-neinl sontrol evernined in the chosen system mav be.

Pinalle, dhave «hmld he a srim determination on how to0

epadiecsts one vier or tha ather from our banting operations,



105

FOOTMOTRES
1. Mtional RBanl: of 1 rapias Staff Training Handbook.
2. Hational Manl I'srm»1 of Frocedure.

3e Noyle = Practicnr of Manking,



1.

1.

1-

10.

11.
17,

13-

11.

1’?"

1.<

17.

1""

0%

Npoun 7.7, (1066):  The 'lirerian Banking Svetem. Osorge
11an and Unwin London.

Dirki (1983): FProfitability of Commercial Wnke in
Wirerin.

Noyla, TP, (1976): froctice of Banking (2nd ™. ).

Traneis, J.%.t l'cnagement of Invesiment.

Vorripan, J.0. (196R): A Short History of Financial Ratio
Mnalvein,  (Accounting Review Yol. 43,

raran P04 = 943

faorpe, T.M, (1970): Yannzing Receivehlas Tinancinl
Tneutive. (‘h"ﬂl. 38, pares 10 - 14 5.

Teo, WoAst Fonosemenk of dccounts Receivable.

Thtnyga, 7.7+ Bank I'anagement. (Problans and Challange
in "’im.“riﬂ.f._

Tawsllon & JTohnaon = {1'??.’?): Retter ''ay to Monitor
tccounts Receivable. (H.B.R., pages 101 -9,

Mnko, .€, (177°0):  The Miperian Finwncial Srotom
(Faenillan).

National Bank Mamaal of Frocedure.
National Bank Staff Training Handbook.

(tirho, TVt TMivaria'as Tinancial System, Siructure

-

=l Srouth,

Clnsengn, 0.0, (1973 ~ 06): History of National Bank
of Mirerin, (1933 = 1986).

Tondy, T.1% (1975 ): Minencial Management, (on1 ™, ).

Faton, 0. (1947): Report on Banking in Mireria (19418).

atarn 2 Mpisban: Wgsential of Menarerial Tinonce
{7ty r:',l._-?.

Tanhorn Jamea (1977 "inancial Manzsenent 2ad Policy
f(.l:l. ".‘l%{-inuj.



Coma .

!

e

R PO R

g b "ﬁa.s”:l _I'E_'\ . _}T {. ik '-;-". v
S/

107

PDALANCE SHUEET AS AT HIST MAKCH, 1987

APpendix I

NATIONAL BANK OF NIGERIA LIMITED

A MEMBER OF THE OOU'A GAOUP OF COMPANIES -

+ BELy_Ama.

WG ) 146t/ 1145 ' . o 1087
L NVEYEEN P ITTR D 31 L RT 3TN L N3 LY #OY CURRENT ASSLTS . ™'000
SHALL AT AL Aot B el arga? Cash 6818
Ity el
e fotancas with and chogues in Cuurse o voffeciion on
. hr ik s, —
; HL .1.“‘”““"““.‘.' 1"»\III’||-|'\ AL INITENT I T PRI { et .‘.Hll i 4 ;:: ;;:l;z::“ 27,841
SIS O e AT iy Shne ot N el Agunl Qo 20 GG Aol 14627 102 310
FION 12 GO0 TN R Dty Shaim ol M2 el b el . I hutg o . '
. . 13,090 Mooy a1 Catl st Shidt Noucy 11,1%
LIAURTS ‘.\tﬂ‘nufl Wi o Dlls Discouw e . e
BRI RE o BH7  Bonkurs Unit Furl ‘ 5ATZ
. et T o 8.0 Greortuwent Trogsury DillsfCerniticain 21,134
_J‘_Ii:!:» I,r.nm-»‘-.a vt o .?‘:'-'ill LEKHS  Muegedioble Coruifie nes u { Tuysimig 1,000
A e e . TARAD 13070 tash A 2 e K
LA Prel i Eaee A+ it . _ a4 : 1 Hirsasre 1 egaosd 13,201
. ' . . . ' It linddnd il ros!
L '.'! IAT AL A Tt [Bbknet Walue 8612 0306,000 4V S0G-N 1047 490) | 1l il
LLARE N Fridn [ S R NERRTY| 1o LA T e tewesinimeest al Crsl A2
i ] LI T B LOREL AR LRI M ACEObIN S Lovomns sl awbvrmnees oo oistonms b enlay
SOA A e et foe fae s [RLIRIPIE & BEAAWG A counts 1oss i oveiesy o Iek! oind doubidul Jebis F21 172
UOAIELYT Y vl g =0 T Uy [ E 1
S Y CRTHIT TR0 1T i g oyl P [ ASSL TS
RN TR LR BT RN PRITE Lacal omndd Dby o) ket Tawin) a1
A osn fvgs dupsoation LER ]
IR T EI A RN R TR RN I B ER IR L I EFA TELE A J
TGE b L 0 o atgy it A -'al.-\i'u»_l»ll'eln CHRETOME S LA T Y VO COMNERME L2
TW CTon TN CREDITS ANEY OTHE R UBLIGATIONSG 2,042
Wi by ' ' R EReT ORI i 1043571
. - Loz E e k)
PROIT AND | oW ACCOUNT FOR OTHE YEAI? ENDED 315T MARCH. 19p7
) _ o ?
Yl . T d 14143 L - .
LU . ' Lo NOUU . . [[RY T
Nap Vol bl.'lg;nl.' QT DTSR O -
T Pevaergomn S0 I gl e Elngdd Pt 4 ik, ’ LT ) 2085 el aod wabgdon [ty b
RS B Tt T - [
A4 Nl aemsien Doty Do 1D et iney VoA sl leoughil Torveand T 8 mei s yon L .
T2 wadange darm Pl LT .
Ty : R 1LY T . e b, 104

BUPOR L 07 THE AUNTEGRS O JHL MEMULRS OF NALJONAL BANK O) NIGEKIA LIMITED

L P T L TR LY I | R TA FTR) [ N.ni.un,d Flat o Mg Lok b thee
st erchn A Rlyge b THR P b
Do, b [r b 1 D onk coar booegglonbigs g Lo el 8, g e vy
Lo P i ook g e

[YRTI ENTPERN | CRRRFEPO LT, T B | AV S I VRN PR
EIRIYE PIS THOPT IRNE PR ITIRR T 1Y B [TRTITI D TTON KTER T

| PLAYRTTEY EATUR PR N FE TR [ RN TN NI N IR

ey

Flwe b oot e b by
RUIN I PR PRI B TTRT R TN 1T
LT TPRN N FIVRT O 5 T AT TR TR RTINS PRI EA T R B PSP TOER TN IN TY TTLR IRRTTY T DR Y |

R LR N T T T LI R TR AR TL S TPRNLEE EVS A PO TRIPRS Y LU AL [THEE

(R LI IR 1L (UL A BN T TR T L SR TV PrTIFR I TR WRTEY IR FPRTONY B
TR L EU I Ar I OO I I O NI RPN
B Lo vepaaten D e W peinke 0l ol agl B

T e et ot el o skt Teen et By e et

OO AT Rt
e harten o Aecennntiani

& ] V.

AR LTI LNV

RO ST IR IR I WL IEE T I PR YR T N T

Pleand T itigne vud Ay s o v B bess Thae ooswets 4t lue Lk et Buaon
prees by el onn ] adeeprale petisen i e e oo Bne iney o ar sl
poaleorn wis (e el thesaal . Thie awd oo, sl v ane o sipesienl wilb e
ek s ol weele e plormgi i ] e bl v Ghilasma), awag 1 indor
pireo i Gepntetk Ly thies e oy Aa . BIGEE a0 g s nstpriad stnd olso
st o e ok Loy wew ol e sate of alliw Jir Bank ws ié 3151 March,
B ] r atn peoded e st ens anek ety of daols feor 1l yeas hor
[EIELR

Tro e Dyest ool v aifrgeenagion gond Leoss egar e 1y ol they e ks ol
Wy pls, o g ftagensiien of B Frou ieecly, Pricen el locomos aard's
poli sy R len Dg comile 10 our ok ny ek Gl Wi oy oodal 3551
(ANTN LV oo

Chinrtered Acvittliongy,

Tt A Dt CHID S 0 st Dhgln Dlieel 8 Wt T 0A i oesne], B, G100 Mili e, 1131 s atien Liitctur ],

WL Rt Ak Mgk g, M, DR sl A, R Acereibisgionit a4 e W, N el Olassgun Ugunsoye,

S e o b g 4Bk KA TRt g ok v, B T ety ks Tk oo,

e ———

AKINTOLA W L LAMS 3 G

— e w—




vyt
o L St B A BN LIS

- — ———a

{
1on m A Fy

o the moln sources of Dank's Revewue 1o fros the pranting of loans

ad VANG LD

Ve 'nr advances a bank raiges funds from 3 mailn sourceni—
- Current Aceount depnnitin -~ Choap Gource
-~  Lavinga dccount - Lxpenoive Source
-~  Time Deposits Accounts - " o .
. Miiy Methodus of Lending are:
1 t1) verdralt (,e, where a custom r io =llowed to draw amountp over and
wbove the credit balance on his cur: ent account,
»’ (11) loan: l.e, vhare a peparate accounl is crcated, repayable at

Apreed instalments and interval.s,

(ii1) Pillon Negvotinted & Billu Discounted: Thin fo where chequas or billa
U pachianpn are parchancd ab an awount lower than thelr faee value.

(tv) Othwer transactionn requirine landin., eonniderntions ares-

Cuarsutecs, indenni-oes, Periormnoce Bondo, 12id Donds, Fotublishing
pocentary Letuers of Covdito whore 190, cuuh margin 1o not

vy Aa obtalned and chequen cashing fucil itieu,
Copetieration of o Tropasition for loane or advancent—
b Brmoptanl o to bedar itosind areg-
(1) S, Ao a3ty spa xperievae of Cuptomor:
How Jane bin Liwe indlrliwl or comnpany beon known to ug and how
- rnlinbley fat o ip the svostomer'n expearicnce in Lthe line nf
tuaine. g for whicn facility 1o required? Alternntively
what other soupecs of capertiose nre readily aviiilable to tho .

vl teant,

(11) Duapo. of e Facility:- '
s wusb Lo evident and oitlicfactory from ibe Bankers nppecti:=
() he Cirst question 1o waether it complies withe
[1) covermment'o birectiver (UBN 4 i_J-mIim:u);
(£1)  brclumpe Control Repulationas
(4i1) ¥oakYa Lawding Policy and

(iv) Objeetns of the applicant (4f a 1imitod Liability
opany)e 11 it it not otuted in thoe coupany's
Vemorandum & Acticlesn of Apsoclaklon, thon a
reselation of the s . | in mocenpary.

() Thoer wecond question o what 1o the fnoility to bhe used for?
4 fi) anrking ecapilal - (Vwerdreaft) .
{1)  ooasonal Porpotsey

{ pridycoverid = Shoprl=Tv1

Fiood Anbkel = e v i Lo n-: '_ll!_-l.ii"l itﬁw

i
\ y_toe tae jong
(j (i v Lomst v (.’-i--ulin..t:l winl Ll»t-g-’.]

\ 3} n Lt i
Ji11 LL & thatesenl 10 W rpone?  Ip it resnonabde in relation
tu t cuat torty o owhn o ecenoutes of Juo it mael that the bank can afford
g v cutboge e Gettered Hag proper t'r..-.LI-}H'_( :‘1,-;-01'!, boun
proepared’ g proper il Flow been worked out?
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Appendix II

LA R e T

«  turrcet fecoant depnaita - Cheap Source
* - Lavinga Acoount - Ixpennive Sourea
= Moo Loposits Accounls - "o e
. Ml tethods of lending aves __
! ’ ’
(1)} fverdratt e, Where A cunbom roio ~Ylowed to draw amountn over and
whuve the creedit balance on Lis eurrent account,
Ty (15) lomns dues sdere 4 opeparide asvounl (8 ereated, repayable at
derveee A et clente and inteovinda, _ R .
(i1} eidla Nepotiated & Bille MNonowdeds Thin o where chenuan o billn
oV uxchosgey ave prechaeen aboon aweant lower than thely fren value.
(o) otiey Avewsstions regoiving Yondin eonniderntions BIgt—
Guaprmteg s, dmdernl-von o Pevvarsan o dercli, Bld Bomde, Roteblishing
pocuaenlary ot uees GF Urodbbn where V900 ool margin 1o natk
I"'I R ottt Ll atd ehieques cashiing faellitien,
I
. vl lon e e T i g Loang e colvoncens—
RV B R ETER RIS SIS ¥ 1T St R
ey bety el a3ty o sperienoe of_Cyptorernt
N T Tive dnddnit . 1 o enipeny e kunwn bo o nand how
ee PR st Dt e P hotone e esperkeion in the line af
' | Bunine o ter whick focizaty 16 vegqoired? attetnalively
, wirxd abbep o ocngee gl el Bine wre oy available to the vem
:" s Mo,
(1) Mg, or M Faealitye- : ' t .
ds mend Lo oevidend el sedivtactory Trom 1 Bankers nepeebs-
(. J The rivsb quention o waether 8 conplieg withs R S
(1) Soverntnent Bireoblve e {CHR lJ_uI.‘.]j.nCH);
(1) ¢ oehimee Doer ] Regralat Sonug
' (srd) fondeta Lew ting Tolicy nd
.! {iv) Cphaeets of Ve wppliennt (4f a Timited Liability _ ;
: ' : Ceapaany ). 10 it is not nlated in thu company 'y o
rasmRvabe bt & Actielea of Ancoclaklon, thon A -
rewr L ctio ol the b Vi neeenpary. '
(LY e eand que sten Jo what Ju the fnejlily to be used for?
“1) Gorkdr e voniial - (:'vv:'drui't) _ -
(it) atanit) ooty . . o I]l'
vill) srslacasern =~ Uleeldternn ) )
(v brocd vl = oy e P'ﬁl.l‘.‘.?';j,.ﬁl'.w‘_)f—'“ itemo ;
,\‘ . () o i Lo o [H:».lluau winl Long
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(1v)  Duration: g [/
i

Overdrift are genorendly repayable on demand, I the purpose is for
purchave of a4 capital item, tfinancing has to bo by way of medium ¢
long term loans repayable ol wyaced rates snd period,

(V) SGourer of lupayuents

Iy 1t sell=-liquidating? Ie the repayment within the individual’s
capability? Ulo wo receive income diveet? I from profita, doon
the pasgl profite or projected profite show an ability on the parl
of the applicant to meet thy repaymento? Had interest Leen

considered? Jo it by assipnment of proceeds, if a contriot jJob,

(vi) ¥rofit bility of the faeility Woth to the bank and the cuatomer:

Thio io vhy we are in busineoss, What is the expected ecarmings on the
toeflity to the Bank® W0 rite of intervot or commiusion are wo
likely to elage? To the custome . likely to benefit?

(\JI) Lag 1 ("'lll.'.t'i"y to Borrow:

Te it within the borrowing powern, if a company to borrow the
ciioint requegted for?  Iu the borrower an illiterate i.e. a person
ahio Ju wot able to red ana write kuplich Language? (Document muat
e read ever and explained to the illitervate in his own language
Vefore a Mogistrnte who will witness the signing of thoe document),
S oy Luaalae o Lavw U pchened w%.l

(1 (vith) Seouritys

W S Whig 1 the 1 ub bul by pno rweann the least of the conujderation
in grentine of fecilities, 1t i bivl bapking practice to lend
wonwy mainly against seeuritv, . ecurity i@ required only as the

. Uu
loat reaert, It is only to make n good lending cofer. "‘«':;a“*
(+)  Footures of joml socnriuys tha o, Qo€

. Pk 2
Founy end chieap 1o acquireg “""’ﬂ"'\ whheve. “uf-'__,)\ Nk
11 doey not Lecome a linbility to the Bankg Parg vt Lot =~
Vewd M TEny to valne;  [lar ool tann LA
) 7 pay Lo conleol (Caking ponnenulon s not _inhﬂilt!‘dh
s Conutant wl Increanitgs fn valuog {;I,M; ﬂWhJW"'WJ
Fany Lo rendtliae; (ool s S5 aas
Bot previoualy necasbored (L., free from all encumbrancen),
(L) Supes of Seouriticos

(i) Foadsgnes of deyeloped landed propoxty (Dub,}vct to
cotarnt el the stete poveroment concerned bueing obtained
Pl 4 o Lo clearanne certificato)s

(1) Auaipoment rLite I'alicys

(1ii) Ascdpment of Shereng

(1v) twarantecs
(v) Fletgea of pooda (l.ll‘l!)] untﬂy‘ Ul

3 i . W ’ |U ’

' hypolbhecabion of pomln - (v @neam o) T oU

(vi) hy 3 E“ ) P %

(\nl) Aunnipgnuont of good Dobbeg ¢y M;,,s,m\? o 1,,;_:-.-.-"""_1

sk

(vrit) Loem o 0 270 danee (fixed depostite/enving

Palanged, Jor exaple)a

foenar oty farfopefed A g

it e Lranches aslhorily o pivon Lo dagipnvited of flolislp by the

A0 e U scont o amall Lo paenry overdrof by agningb salaries being
ruoetyed ombgpoct to Head Sities directivon from time to time, Manager
pulo & poaidde it within whiteh you muet opernte. All pointp on
poyment of el quess maal e alinerved and fn addition the foullowing
podnlyg what be constaders bi-

i

L I . T
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Iu thu‘, Cus tower- overdraving fraquently?

Ly the cugtorer ovevdrawing ot on earlier dote each month? P
How pesiment ia cudtomer's employment nnd how long bas he heen in “ ;
hin prepcnt job?

s palary pald direct to the Eudk by hin employers?

La arlary stable?

How long han the coptomsr maintained the account?

Wera hin introductory references pood?

bow wmeny Limens have his sheque been dighonoured for insufficient funda?

!

Aetion tu be taken = Approval of Faeility i

(1) Didorae Lerms nnd eonditio.. atinehing to the approved g
tacilities, This iv then filled in the customer's file. The c
cuntomer st be intform,d accordingly.

(") Complete the deteils un the relevant tranofer, payment nuthority or
bl Forms required for later ponscenion of Lhe securily.

(1) tieure complinnes with the terms and conditions,

(L) Explain earofully to the ouslomor in the presence of on vxecutive
of the tunk the consequencen if the terma are not complicd with
wd realieation of the security, therefore, becomes nwoeesary,

) Don't allow any dyrawlngn on the odvaneo until tho pecurity haa been
purfected and other termn web in full,

(6)  A1low no exeess on A Limibe approved without approvil
from “he approving anthovity (D and B/0),

(1) Loptter ef~fatly the diplbwresement ind utilissceon of the
facrlit;,

{n) vennd pegmlar reporta o Boad OfFfice,

Cetrel ot Overdraft Limid

Thin i the Manaper'n reoponsibilily \
Plihcrnt conlecl roequireo:s- .
(1) Guud O Miee Org o misantion
Coite = lpcleocred Effcels wached on Ledger Carda
= ' chegqie o Ve on Lime
= Lesfpr vt ponted acenvalely
() hety Lo dp=to=lite branch records = current pouition of customer
el wccoant munt Loe oup LoJdale vep,  Any status Pnquiring fvom other
Voudian, ary billy sutat ceding or letter of credit lssued and of
meonurfly = v.g, Billse,
Nt o Whaoge oo oeustoror tnoan gcveral tasilitien it s advicuble to
go da ot dne e Pl telowie
o/ e AL SECURITY
$.0 Gl 10,000
AN LD Lo i, 000 20,000
(1) Vil of meeonr ity to be poviveed at inltervals and updated [figure
relatud to lending.



(L)

(5)

(1)

L o

Manager mougt pay due regara o the operation of the ncecount,
trend of the market in whirch the customer is interested and
the progresa of the buninens %o puard agninet the bank heing

teken by surprise by any odverse development,

e r maat cnoure that there ia no dlversion of fund by
cugtomer to another line without tne Bunk's consent and he

vevds the co=aperation of the staff in this respect,

Fanger should nokbily customer by phone or letter cs soon as
the secount reaches ita 1imil, drawing his attention to the

figure and requesting hiim to pay into the account to reduce

the lovel,

10 vo effective nctbion taken by euptomer to reduco balnnce,

e should be dnvited for interview and propoval for redueing

Lo totn) and vifeoting tull repayment to be chtained,

(Au/huc/6/80/

i
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UACILITIES FORM 2

112 -
Appendix 111

Commergial Manager's Advance Copy
NATIONAL BANK OF NICERIA LIMITED

A Member of the Ddu'a Group of Companies

10.

11.

12.

|Bm e e il
DATE ;,
APPLICATION FOR PERSONAL LOAN/OVF'.“DRQI:"_I:_

Full Name (Mr./Mrs./Miss etc.)

Occupation/Trade/Profession:

Number of years of experience in (2) "y

Present residential address:

(state number, street, village/town)

State how long you have been at this address:

¥

Previous residential address, if any:

(state number,; street, village/town)

|
Business Address: 1.

(state number, street, village/town)

2. —
(postal address, if different from above)
3. o
(state how long you have been in this address).
] { 30
4,

fprevious postal address, if any)

Amount Required:

Duration of Facility:

Purpose:

(state clearly) |

Terms of Repayment:

Security Offered:

(i) 1If Guaranteed, state Names, Addresses and Income Per Annum of the
guarantors;

(a)

NBN-FF.2




13,

14.

15.

{b)

13

{i1) 1f immovabie property give details and particulars:

{a) Tittle of Security

(b} Where is property situated:

{¢c) Present market value:

(d) Forced sale value:

imformation Regarding Ban
UL S LU

k Accounts:

Name of Account Mame of Bank | Branch| Account No} Date |Present
Account | Balance
i Opened |Cr./Dr,
Personal Current A/c,
Business CurrentA/c.
Savings Account
Deposit Account
Full particulars of Landed Property:
Location Extent of Full Free-~hold | Purchase ! Present | Mortgages
(address Land (e.g | descriptionjor Lease- Price estima- | encumbra-
ete.) 50 x of property{hold (if ted va- | nces, if
100 ft or | (developed/|Lease~ Lue any (give
2 acres) undeveloped|hold state full par-
residential unexpired ticulars
business term)
Life Policies
Name of Amount Year of |Type of poli~ | Annual | Surren-|Benefici-
Company |(face value) | Issue |cy le.qg.whole, |Premium |der ary (indi~
life/Endown~ Value |cate age,
ment etc.,) and rela-
o o o and No, tionship)




16,

17.

18,

19,

114

Shares in companies, (Stating whether quoted or unquoted) Investment

or other assets:

ey i3

(Please give full details)

If engaged in trade: 1, Total value of stock-in-trade;

2. Annual volume of trade:

eI LE

.

2

List below all your debts to Banks, finance companies, lending
institutions, individuals, hire purchase and others.

To whom indebted
(Name & Address)

Original
Amount

Present unpaid
Balance

Amount | Amount of | Security
due per |payments | given, if
month | overdue any

i)
157 3
(M

190

Summary of Income and Expenditure

Monthly Income From

(a) Own Salary

(b) Spouse's Salary, {f any

(c) Other Sources
Specify e.q.
Agriculture

Trade

Rents

TOTAL

|

Monthly Expenditure

(a) House Keeping (e.q.

food etc,)

(b} Education {(e.g.
school fees
books etc.)

(c) Rent

(d) Insurance
premium

(e) Instalment pay-
ments: (in
respect of
existing bank
loans)

(f) Instalment pay-
ment in respect
of loans from
other lending
institutions

{g) Interest on
private mortgage

(h) Car maintenance,
if owning car

{1) Rates, if any

{j) Other expenses
not already
specified

TOTAL

-



~

LR 115

20 Are you obliged as a borrower/guarantor to any bank, finance Company,
lending Institutions or others? If so, aive full particulars:

annlt

21. Have you now or ever had any judgements, writs, actions or any other
legal proceedings against you? If so, give full particulars:

ad

In submitting the foregoing ata'tﬁment I,

[ 0 ]

vilo Ly

hereby affirm that the information above set forth is in all respects true,
accurate and complete and is made with the intent that it be relied upon by the
National Bank of Nigeria Limited in extending credit to me. I further affirm,
that the statement of the undersigned correctly reflects my financial position
on the date hereof and that I have not knowingly withheld any information that
might affect the credit risks. I agree to immediately notify the Bank in writing
of any material change in my financial condition, whether application for
further credit is made or not and in the absence of such written notice it is
expressly agreed that the National Bank of Nigeria Limited in granting new, or
continuing existing credit may rely on this statement as having the same force
and effect as if delivered upon the date additional credit is requested or
existing credit extended or continued. I expressly authorise the National
Bank of Nigeria Limited to obtain from my employer or from any other sources
such Information as may be desired in connection with this application and each
such source is hereby authorised to provide the National Bank of Nigeria Limited
with such information as may be requested, and I further agree that this appli-
cation shall be and remain the property of the National Bank of Nigeria Limited
whether or not any facility i granted me.

218 |

oilow,

vl 1001
SIGNED at on this _ day of 19

4
Q630U

mein

wnls

1061] (Signature of Applicant).



L 1e ~ Distriet Manager's Copy
NATIONAL BANK OF NIGERIA LIMITED nd 04

A Member of the Odu'a Group of m'w-
<l bn

jolatrab

tof bo

FACILITIES FORM 4 '" Branch ..,.

GUARANTOR'S STATEMENT

IIIII LU R I R T T I S

R A R AR W e . B . » hereby inform you that I have .
{name in full} .

- ——

agreed to act as guarantor in connection with a ,Loan/Overdraft of N........ (n |
WO ) .ssavuriniasisaanngnie NS TR ...f..'requestedbv.............

I make the following statement with a full knowledge of the liability to be assumed

Kij .9 L

by me,

To assist you in assessing my suitability for the above purpose, 1 hereby
'mA-d6 JONY
furnish the following delalls about myself ....ccveeenveesnss

R R I A
L I I N B " e e e . I T I O S
-4 e

. Resldentlaladdregs BB ENB SN EBEEEE BN R BAB RS EnReE R I e s s ssnsans

“a'e w

Business address ....... 0004 R PR K i Ao e

R R I O

Name of employer/Business .......... SIS, S

1
2
3
4. Address .........c0000.. TP PR .
5
6
7

LRI R I R Y

Present position .........cenuruens T PO T T T Te

:‘_‘i .-...IIII

. Number of years in present position .....cceeeevececeescnnaas e e e
Salary per month ...... S ve o hiag e e g

8. Other income per month (Slate SOUTCES) +.eveeeecoeransns v i e I
- . R T R T . 'R . R B R A I Y R

9. Information regarding Bank accounts;

Nature of Aceount Name of Bank -Address A/C Number. . .
» e T =7

NEN-IF- 4



116 D/M's Copy

FACILITIES FORM 4 NATIONAL BANK OF NIGERIA LIMITED

ANNEXURE 1II

MANAGER'S REMARKS & RECOMMENDATIONS:

BRANCH MANAGER'S SIGNATURE

DISTRICT MANAGER'S REMARKS & RECOMMENDAT IONS

DISTRICT MANAGER'S SIGNATURE
PR cavvveanon s T

CHIEF CREDIT CONTROLLER'S REMARKS AND RECOMMENDATIONS:

CHIEF CREDIT CONTROLLER'S SIGNATURE
DALE v v v v nnes s

NBN-CCF-4C




10, Land and Property owned by me (guarantor)

Location Extent and Description Purchase|l Present |[Mortgages
(e.qg. 50 x 100 feet or Price Estimated|Encumbrances
2 acres developed/un- Price if any
developed Residential/
Business)
ll.-l-ls-‘-l-o-f----o---. ------ LR N R Y R B I Y DO I Y I T I T R

11. Shares in companies, investments or other assets

B s e s s s R oaEs s s oEe EoEeae

L I I R I I I T I I A N

Name of Lender Original Amount & Date | Amount Now | Security Given
Outstanding if any
e e e Y N
L T ) T R R ] o--4'.--ll'cnu-or-latn-n-u----o-
L - [ S

13. Existing debts guaranteed by me (guarantor)

Name of Borrower ] Wame of Lender Original Amount & Date |Amount now
outstanding

14. 1 have been/1 have never been a borrower or gquarantor in any branch of this
Bank (If so, agive details)
15. 1 have/ have not had any judgement debt against me (If so, give particulars)

&8 8% B 88 8 B E B BB S S S e TAS S EE S S e s Ee. T I L I O I I S R

I affirm on my honour that each of the statements aiven above {s true and correct.

8 B R Be e R s s b e s s R R R ) T E R R R

(Inte) (Signature)
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PROCESING FCRMAT = (PERSCRAL),

APPLICATICH FUR LUAH/OVIRDRAFT FACILITY CF

i —e v i . ......EY....... - ————sa e e =
('F..-.... PR R p———
1. PARTICUL ARS CF AFPLIC.NT:
(1) Name of applicant: Gl e e AT e e e 5 4
(ii) Cccupation A 0 S O O O SO0 T A B

(iii) CDnT\CCLiﬁn w.‘.th the bal"tk since T N N B

tl\\") SU“*fﬂPll'y of cucslomer's accouUnNts..cecvensscsscnnse

(a) Turnover for 6 months:.iveeecass

Farae.

- = w

(b) Pank's earnings on the account with the

past 12 months:

(1) C. O Tu S spesssumwaenen
{ii) Interest ses s sinneaiae
{iii) Othf:r Cm&g&s R R R )
Total:-

EFSfLI-ITLEZIEE

(v) Financlal hichiights as atieessesencsncsssovsncannvessns
as in the statem'nt of affairs
{a) Fixed au5:ts eeenencens tessesdbetnsisashsas danhone
(b) CUrrent 3cBEES cesvvsnsnnrsovsnsnvsscscrennressmne
(c) Less Current Liabilities
(d) Working cepital (if any) (b) - (¢)
(e) Net wWork (a) - (c)
(f) Financerd by:-
(1) Share capitel fully pid.e.cracccicans. PRS-
(1i) PRes.rce (if anyl.seensesvssrensacanna s dnale
(1ii) rrofit 7 Loss (If B8NY) cecccace-concnscnnee
(iv) Directors Lo.ns or octher loans
(A BOYY Geeevsanssis A R T e s i SRR
(V1) Existing facility (1f any) 388 8t eeeensverrnseasanse seaips

e

HeME OF AVUURT E TYPL OF ! 0.7 } EXPIRY SLCURITY § AL
1]

LUNDLR

S e —— 0

o -

FACI!1 1TY

DATE LD AS AT

ofrme o . ——

G- NTeD

- —
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iseesnel/
2 Amuun;. & T‘Y-pé”c;f -f‘;c-:.i-l-i ty Irt;;;‘u;re‘d: a Lc;an - O/l'blr.aft.
(a)  Existing facility (if any)
(b) Additional facility B
(c) Total;:- |
3. purpose <:-f:(_iﬂal‘lr:i:_lity_‘:-.f
4. Sector of facility:
S. Proposed _d}lratit_o"n_:
6. Terms of .r.;.p.a.v.ﬂrrnt= ‘.;
7. Security offersd:  %r
(1) Nature of security
(ii) Title No. of security
(iii) Letter of Consint
(iv) Search report :
(v) gworn affidavit (if necessary)

8. VALUATION RUECRT CN THE SECURITY:

-

— e B . S e ——— - - e ——— —

TPRUFLUSTICRAL - | T TERANCH
ADDRESS OF PROPERTY Vil VAT ION MANAG K'S
L o &Y I _Vﬁ._i .L_H\TI(JN
[ ]
S —— - - - el ’ - - ——— -

9. BRANCH MANAGER'S REMACKS AHD RLCGP MEMDATICN:

——— e —

- e ————

ARANCH FANAGER'S SIGNATURE

- -

Total

I ETFESIER



10.

11'

120

ceensa/d.

DISTLICT MANAG K'S RuMARKS AND RECCIMUADATION:

DISTRICT MANAGLER'S SIGHATURE

COMMERCIAL MAKAGER'S REMAKKS AND RECCMFLNDATICN ;

ECMIERCIAL MANAGEK'S S1GNATURE



121 D/M's Copy

!
NATIONAL BANK OF NIGERIA LIMITED
1
e e <+« BRANCH
{To be completed by Branch Manager) ADVANCES '
PROPOSAL L
TREATMENT
4 |FaciITEs rorRM 4 ' FORM
E )
“AMB............ R T ACCOUNTNO-............--p--.. 1
(State whether 'ublic or Private) .
Proposal No wisasisnveninesses e "
ADIIRESE . cvwenmwunnmenssy T
DATE LR A I I N R LR |

R I I T B A R

RO EXPLIE woevonsocanessnsvnneonvns

HEADINGS & ADDRESS IN CA

ODIGURATION: 0 o ovmmmos e mimenasn |
Fresh - Increase - Decrease {
Uate established or age, ... .00 |
Renewal - with Rearrangement !
Connection since . ... .. coee .o . |
!
TYPE OF LIMIT NOW SECURITY HELD {
N EXISTING AND CURRENT AND SECURITY '
FACILITY EXPIRY DATE POSITION FORCED SALE :
VALUE '
[ |
TOTAL M TOTAL <,_
TYVE OF
B. FLCILITY FIMIT PROPOSED SECURITY AND ‘
= oy S WANTED SECURITY FORCED SALE VALUE y
{ROUTIKED /
[
f
'
\
TOT L ;'
\
C. TURNOVER AVERMNGE RPANGE WITHIN LAST 6 MONTHS
{LAST 6 BALANCE HIGHEST DR, or LOWEST CR. ;
MONTHS) {LAST 6 MODNTHS) LOWEST DR, or HIGHEST CR. 1
D, OTHER BANEERS WITH WHOM FACILITIES ARE ENJOYED {
(1) Namel(s) and Address(es) of BAnkers .. ..c.eivensessnsssssssssssverssvsnssssns

(ii) Amt'llll'ltf":)’\[ llﬂpllities Eniﬂ‘/(‘(l R R T T T T

NBN-CCI'-4
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SECURITIES

To be fully detailed and valued - Unless otherwise stated,
all securities must be completely charged, without limitation,
available as cover for all facilities, with all statutory

requirements complied with.

(a) Guarantees: £
State date and guarantors to the bank,

(Give any information on Guarantors on Annexure 1)

(b) Mortaages

Nddress of Properties L.

lioture of Mortgage (leaal/equitable):

Smount. of Mortgage

nrea of Land

Particulars of bulldina

Purpose of which builling is used

and the state of repairs

In whose name is it registered ?

Freehold or I.ensdml:i (number of years to run and rent)
Valuation -

By customers:

By the Branch Manaaer stating when seen and valued
In customer's Balince Sheet

(c)  INSURANCE
Amount of Policy:
Risks covered:
Bank's interest noted
(d) DEBENTURLS
Specify date,amount,whether a general charge or on floating assets only

If general charge is held, alve details of propertles under mortgages alone,

(e) OTHER SECURITIES:



P ) 'lzal.f-‘-
Proposal Form dated. . cceeeencsnacsancnas ’{%

In Nﬂme of SssmsdsedanetReaRsRREERGa R o--co.lll-llli,_l-',q:‘tf:-l‘ll.-n‘l-.llll

1. Give any relevant information on customer's backgrcund’a.n_d_' position in
community mentioning any important connections, etc. Ny

e SR L AL R R e AR A S L R R A AN E N R A N A R RN R
R R I I I I Y L R R R R I S
=

L R I R I N N N R N NN

2. Particulars of connected account(s), if any (State Present Balances on:

Current, Loan, Bavings and Fixed Deposit accm.kr%ts).
A AL

CE R RN N N N 0'.-'IlIllllIIlll.Dlll.-...I.-..l....]....lIl.II‘lI-l'...-

Where Applicant is a member of a Group of Companies full information must be
obtained from him and Branches where the Associated Companies keep their
accounts. Only the Branch of the Bank where the Group keeps its main account
should submit applications to Head Office, incorporating all the relevant

information from other Branches. { Mo
i, M State briefly past experience of the account, indicating whether it has
been satisfactorily conducted if not, why?
(i) Have you had to dishonour cheques for other than technical reasons?
(111) Have earlier engagements with us been regularly met, YesD:r NOD
(iv) Confirm that the opening of the customers' account 1s legally in order.

4, Details of earnings over last twelve months:-

RATE: GG
SRS, 11 o B IO S———. | J -G oy~ O
veenessOther Commission......N.ue.vevunenoos Ay 6
sossessInterest Recelved ...... N . veovoananae it
snanaseRONONGEd, sscansnasus N..

TOTAL N 3

5, Borrowing Powers:~ Is borrowing within the borrowing powers of the Company and
its Directors ? y

R I L R N I N

L R N N N N Ny S T R R NN

6. (a) Is there any Documentary Bills Business with N.B.N. ? YesD or NOD

{b) If so, indlicate the total value of Bills Recelved (1) Under L/Cs,

(11) for Collection
(c) Show the value of unpaid outstanding Bills under b(l) & b (i1)

7. Partliculars of Guarantees and Indemnities issued by the Bank
(a) outstanding:~!

-(bl Issued & Redeemed in the past 12 months

LR B B I I N T R I I B R I B I I B I

Exchange Control Regulations. We confirm that the permission of the Exchange
Control Authorities for the facilities requested is *held/not required (*delete which
not applicable) (E.C. Memo 21 Refers).

NOTE:

Any additional information must be shown on a separate sheet and
attached to this form,

HSeeUSE s EEsE e seesaesss LI R A




(2}
(b)
(c)
(1)

()

(i)

1)

(h)

(i)

)

(k)
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REPAYMENT PROGRAMME:

What definite arranaemente have been made with applicant for reduction
or repnyment ?

If none explain why?
From what source will repayment be made?

What is the purpose of the facility?

F'or what period is accommodation reguired ?

Has the account been conducted regularly?

are bills drawn on apelicant and are they met regularly on maturity?
Hegre vou had Lo dishionour bills or cheiues for other than

teohnicsl reasons? (Give particulars:

Have enrlier enorgement= with us been regularly met?

if « limited comoany, confirm that you have checked in the Memorandum
vl outicles of association that the proposed or;'angement is within the
Povtorstne powers of the Directors and that the purpose conforms with the
objects of the company,

Whit ie the pald Up Capital?

Confirm that vou have checked that the Opening of the Account is legally
in order.

Any more comments - social technical knowledge of customer?

DO YOU RECOMMEND 2

I hereby certify that the particulars set out above are to the best of my

knowledge and belief corfect in every detail and that I saw the property/
ies as mentioned in the above Schedule on the.seesssosesscscsssssess
19. ... and am of the opinion that it can readily be sold for ¥, . ........

R I R R S S

BRANCH MANAGER'S SIGNATURE



