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ABSTRACT

Portfolio Managenent in a comrercial Bank is not
an easy task. It involves deciding on the type and
conposition of various assets to naintain given the
| evel and conposition of the deposit liabilities. This
is done in such a way that safety and profitability is
ensured. In the managenent of Commercial Bank portfolio

these two objectives are found to contradict one another.

This project anal yses the probl emof commerci al
Bank Portfolio Managenent as it relates to N gerian
situation with particular reference to the case of
Kano Co-operative Bank. In so doing the past operations
of the Bank have been anal ysed with the view to
identifying the degree of effectiveness and efficiency with

whi ch the problemof portfolio nmanagenent was handl ed.

In the course of the analysis, the various
regul ations in the N gerian banking industry have been
considered, with the view to exposing the extent to
whi ch such regulations affect the efficiency wth which

Commer ci al Banks manage their portfolio of assets.

The nunber of findings will certainly go al ong
way towards contributing to the ways to go about
solving the problens of Commercial Bank portfolio
managenent in N geria, and Kano Co-operative Bank in

particul ar.
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CHAPTER ONE

1.1 INTRODUCTION

An individual Bank can be seen a8 economic unit

that aims at maximizing profit. To attain this goal

certain Portfolio of assets are held within certain

contrajts imposed by the nature of Banking. @Given

the characteristics and distribution of liabilities
held, efforts are geared tuwards structuring the

the portfolio in such a way that returns are maximized
within the constramte the banking system imposes.

A bank has to conserve its position and its assets,
little loss can be afforﬂed. The reward fer good
banking is in most cases modest but pernalities for

poor banking are considerable. For this reason a Bank

must operate witﬁmrather narrow profit and loss margina.
The amount of Capital being employed as compared to

the total awount dealt in is usually small. Given such
a situation loss wmust be wminimized while the tendancy
ghould be towards profit waximization.

Safety and produlence is of particular importance in
comnercial banking, A Bank has the crucial respomsibility
to pay on demand without notice & considerable amount

of its deposit liabilities. A large demand on liquidity
is not in most cases being experienced by a Bank, but

it is obvious that Bank should expect a rather large

fluctuations in demand on their liquidity.
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| %his fluctuation must be hoﬁoured without any delay

10 ensure reputation and continued existence. Banking
unlike other forms of business cannot afford slack
in business. The other aspect of barking that constrast
the need to maintain liquidity is that a Bank makesa |
living through putting the money at its display to |
work. This brings about the problem of survival without
jeopardizing the safety of the institution. The act
of banking therefore is to trade off between being

safe and at the same time profitable,

Conceptually Bank assets can be divided in¥o
components such ag reserves, investmentsland Loans, The
management policies and decisions serve to identify
and measgure the interrelationahip awmong these elements.
Decisions concerning loans and investment atrategies
are closely linked to management of Bank liquidity
position. In managing liquidity position a Bank im
confronted with the problem of trade off between
liqQuidity and profitability. Liquid assets provide
zero or low returns, Bank Managers must constantly
analyze the opportunity cost involed in not reducing

liquid assets and increasing higher yielding assetas.

Managemerit policies in a commercial Bank are
therefore more concerned with the management of
current assets and current liabilities. This invelves
deciding on the nafure and composition of the assets

to maintain in relation to the liabilities,



The purpose of this study is to determine the
degree of effectiveness and efficiency with which
the management of Commercial Bank asseta and
liabilities were being handled in Kano Cooperative
Bank, That is determine the extent to which the problem
of portfolio of assets diversification with the view |

to profit maximization was being handled,

It is important to point out that this study does

not intent to explore into the details of portfolie
managenent theories which have been well developed,
The use of the phrases Portfolio Selection, portfolio
of assets, portfolioc diversification and portfolio
management is limited in this study. The use of such

phrases 1s used to describe the art of Bank Management N

that involves deciding on the types of assets to be
maintained, in a form of portfolio of assets, with the f--

view to profit waximazation,

An observation at the performanée of the B&nk
for the period between 1980 and 1984 reveals that
during this puricd the Bank started experiencing |
decline in profit and later losses were recorded.
This is a symptom of problems somewhere. The purpose
of this study 1s to try and identify these problems,
With the problema identified, an opportunity will
open to enagble reasonable suggeations to be made with

the view to remedy the situation,
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Before proceeding with the study an interview
was conducted so as to accertain the various views
held by people as to what the problems of the Bank
are. Bosed on the interview the following problems

were highlighted:~

1.2 Problem Statement

1.2.1 Problems Associated With Lending

Policies and Procedures

Here the arguement is that there is no clear lending
policies and procedures, ciosely linked to the absence
of such policies is the political influence on the Bank,
resulting into the managements inability to have freehand
in conducting the affairs of Bank. Hxternal forces
played a major role in the granting of lLoans, this
resulted into the considergble percentage of the loans

going into bad and daubtful category.

1e2¢2 Problew Of Liguidity

One of the issues related to problem of liquidity is

the small size of the paid up capital. At the point

of inception the authorized Capital was N3 Million (1977),
this was inceeased to N6 million and ¥10 million in 1978
and 1983 reaspectively. Despite the increase in the amount
of the authorised Capital, out of the amount issued
N3,889,781 is fully paid. The amount fully paid for is
certaily small and so creating poor liquidity as a

result of the unsound capital base.



L

Most of the money used for lending came from Central
Bank reserve account, the overdrawing of which produces
considerable amount of burden on the profit and loss

account resulting from the interest charges,

Another issue related to liquidity problem is
the absence of government patronage, Moast of the major
accounts owned by the stale Gbvernment are not in the
Bank. The Government has not as well given encouragement
to the Co-cperative unions to settle the balance on the
shares alloted to them,amounting to N1.2 million,.
The absence of government patronage has had alot of
influence on the part of the individuals and business
organizations. Allthese have serious implications on
the liquidity of the Buunk apainst the level of services

it is expected to render.

1e2e3 Problem of Overhead

The Bank with zeall awcunt of Capital base
coupled with the tramendcus amcunt of servéces 1t
is expected to render is fuced with the problem of high
overhead expenses. The expcectation for service comes
from both the public and the Central Bank. From the
point of view of the public the Bank is expected to
render the normal Banking Services and the Central
Bank under the rural banking Schemg, expects the

opening of a specified numbcer of rural Branches,.



(1i) To make necessary suggestions as to the
ways improvements can be made towards more
effective and efficient management of the
Bank,

1.3 Hypothesis Statement

A hypothesis is an untested Statement of causal
relationship between two or more variables. A hypothesis
sets the ground for a research to be carried out to
determine the causal relationship between variables.

The outcome of the study will either validate the
hypothesis or make it invalid. The outcome of the
ptudy in most cases does not agree with the hypothesis,
however the determination of causal relationship is
always the case. The statement of hypothesis based

on the information gathered, for the purpose of this

study is as follows:-

"The absence ol councicus management effects in
determining the type and composition of portfolio
of assets to hold at various times resulted into the

poor operations of the Bank",.



1.4 The Methodology

The approach. used invelved literature review on the
various aspects of Commercial Bank Management. This
has been related to the various regulations that

Banks will hfve to comply with, Data was collected
through interviews with the Senior Management and
Jenior Staff of the Bank, through the use of yearly
final accounts, and through access to the various
consaldated accounts at the headoffice, The researcher
had the opportunity to interview the General Manager,
the two assistants of the General Manager and the
Secretary of the Bank. Free access was given to all
books of account, The data cecllected was analysed to
determine, {rom the thaoritical frame work, the extent

to which it relats tc the conditionsof the Bank,

1.5 Period Cevered

In the literature revicw the period covered is between
1980 and 1984. This involved relating the Commercial
Bank Management to the various regulations in Nigeria
within that pericd. In analysing the case of Kano
Cooperative the entire period from 1977 to 1984,

that is from its inceptional period, is covered.

This is with the view to exposing and comparing the
management practices from the time of its inception

to the time when certain problems started to signal.
The period covered therefore is not much to be

burden.



1.6 Organization of the Study

Chépter one being an 1ntrodﬁction is followed by chapter'
two which forms the literature review as related to the
‘ banking regulations in Nigeria. Chapter three analyses
the case of Kano Co-operative. Problems and Prospects
of Kano Co=-operative Bank . are in chapter four. Chapter

five forms summary and recommendation,
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CHAPTER I1I

241 Introduction

Phe purpose of this chapter is to examine the

uwnderlying principles governing the mansgement of

Bank wssets. In practice the mansgement of Bank assets

ia & complicated procees, it involves satisfying
number  of requirements which in most cases are
contradictory. The most important requirement of any
Commercial entity is profit meximazation, Banks are
no exception to this rule. In attempt tﬁ meximize
profit a Bank maintains portfolio of assets that
comtribute more towards attaining this objective.
But this must have to be within certain constraints
imposed by the nature of Banking. The amount of
Capital employed in any Bank is modest in relation
to the total Bum dealt in. | | | |
‘With modest capital employed this calls for 1553 _
" minimization. In considering the principles underlyingl 
the management of Bank asgets the various constraints
will be considered with special reference to Kigerian ;;  

gituation.
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Phe problem of banking operation is to resolve

* - the conflict between profit maximazation on one hand

and safety of employing the acquired assetsa into
earning asaets on the other. This involvea deciding
. on how to gllocate the resources into assets with

: various.degrea of liquidity, profitability and risk,
Cash is regarded as the premier asset, converiing

"cash into other assets involves taking risk. The

- Qdegree of risk taken determines the amount of

interest income that a Bank can earn. Employing :

cash in assets that are considered to be Superibr.
implies SacWificing higher returns but ensures

higher degree of safety. Conversely assets with

higher returns have higher risks associated with

them. Therefore management of Bank asseta attempts

to trade off between profitability through acquiring
earning assets and safety by maintaining non-earning
agssets. Another problem invelves deciding on allocating
reasources into Leans and investment, That is deciding |

on the portfolio of earning assets to maintain,

In ordering priorities where profitability and _
safety contradict in deciding on the type of assets -
to hold, safety should be placed first before
profitability. In deciding what sort of asseés to _
maintain decision should be based on the inatitutional ;i
advantage that exists in holding such assets.

N
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In deciding on the portfolio of assets 1o -
waintain, safety given first priority, weeting the
regerve requirement is considered first. Thias is

the legal frame work of the management of Bank agsets,
Phe legal reserve requirement has two implications, |
" one from the point of view of the depostors and two
from the point of view of the Central Bank of Nigerig.
A Bank must maintein sufficient cash to meet the
demand @ deposit that customers can make without
notice, this has legal implications and it determines
the contiquity and safety of the Bank, From the point
of view of the Central Bank, the Baunking dacree 1969
has provided that by"*virtue of section 40 of the
Central Bank of Nigeria act", the Central Bank shall
from time to time based on the monetary policy that

it wants to adapt, stipulate a minimum holding of
cash reserve, specified liquid assets, special
deposit, and stabilization securities that a licence
. bank shall maintain. The ratios  are always specified
in the annual Central Bank of Nigeria Monetary policy .
guidelines. In 1984 for example. The reserve requirement

based on the sizes of the Banks is given as-below:

2.1 1984 Cash Rescerve Requirements

Clase .
Total Depogit liabilities Y
i N300 million or more 5.00%
3 N100 million or more but less .
than ¥30C million 4,00%
c ¥30 million or more but less
than N100 million 3.,00%

D . Less than N30 million | 2.00%
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®he gize of the liquidity ratioc has been 25% over the
years. Maintaining the reserve requirement therefore
ensures safety becauge of legal implications from
the point of view of the customers and the Central

Bank. Without meeting this legal requirement the

continuity of the Bank is certalnly at a astake.

However one can argue that the legal reserve
requirements in most cases result into a Eank -
Maintaining assets in liquid form far nmrl:i;,t.saféty
mey warrant. Holding such ussets may simply be viewed
for no any other reuson thah to meet what the law
imposes. In fact holding excess liquid assets does
not guarantee safey on the part the Bank in the
longrun. But where the law specifies the legal reserve
requirements and in as much as the Bank satisfies
these requirenments and maintains liguid assets to a
level that it is confident to satisfy cash demand
there ig nc viability in holding excess cash over and
above this level, A Bank should maintain cash as
minimum as possible because the actual salety of
a Bank comes from maintaining earning asaets,

In deciding on the portfolio of the earning assets
however, a Bank should first of all consider the need
to have assets with closenesa to cash in anticipation

of the Cash demand and legal reserve requirement.
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This calls for establishing the protective reserve
kﬂown as the Secondary reserve. The protective

reserve takes the second place interms of priority
after the primary reserve. The protective reserve
consists of assets that can easily be converted to

cash without a loss on the principal invested.

Safety is place first while earning is given the

Second priority. This reserve is maintained for
forecastable and unlikely but possible demands for
Cash, It is made up of assets that can be regarded

as ligquidity instruments. These liquidity instruments
are avilable in money market which is defined as

"the active market for money and close money substitutes
which financial ingtitutions and other rel y on to
provide the liquidity needed in the usual course of
their operation". Liquidity instruments include

money at call, balances held with other Banks,
government treasury bills (available at weekly auctioh}
treasury certificates (with maturity between one and
three years), commercial papers (such as promisory

notes), and Bamkers acceptances.



Maintaining Primary and Secondary reserves is for
the purpose of establishing a safe ground, After
establishing this any excess cash should be directed
towards what can be termed as the business of Banking,
that is lending. Lending is employing cash into normal
banking risk, Because of the risk associated with lending
which is higher compared to other assets, it takes the

third priority. The return from this is however higher.

In determining the amount of loan to grant the
genuiness of loan demands should act as a guide. Once all
the genuirne demands for loans are met the ekcess cash
balances should be employed in acquiring investment

assets through open market investment.

In a nutshell Banks allocate their assets in order
of priority based on safety and profitability, where safety
and profitability conflict, Safety should take the higher
priority. Primary reserve reguirements placed first
followed by orotective reserves. These two serve the
safety need for liquidity. The loan portfolic comes after
these two for profitability and Longterm Safety. The
investuent portfelio which straddle both sides of loan
portfolio features for the second time after the loan
portfolio to prevent holaing of ideal cash and ensure

profitebility.
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The next part of the chapter will be devoted to'
detaided examination of the individual components

of the portfolio of assets maintained by a typical -
Bank within the provisiongof law for the reasons of
profitability and Safety. The section is divided into
three, management of ligquidity, management of loans
and management of invesgtmeni. The conclusion will -
centre on other aspects of management relevant to

portfolic management.
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202 liquidity Management

ks pointed earlier a Bank should maintain certain
amount of resources in form of cash and near cash
assets to meet the legal requirements, The legal
requirements incliudes on one hand the need to meet the
demand by depositgrtund the need to meet the Central
Bank rcgulations on the other, Meeting these needs °
therefore is for safety reacsons from the point of view
of the Bank, But this does not . call for maintaining
excessive eqch balances beenuge doing so is not in the
intercost of the Bunk. For c¢xample, if one cpnsidera
the fact tuit sowme of the deposits drive their source
from tiwc ani savings deposits on which interests are
being paid, holding excess cash will mean incurring
losses. This creates a situation where a Bank will

not be able to build its rcserves which are vital

to the continuity of its existence. The factors
detera‘ning the degrec of 11ouidity that a Bank

paintaing will now be exminined,

P?e2e1 Leimil Reserve Requirements

Section 12 subsection (1) of the Banking decree
1969 states that "every licenced Bank shall maintain
a holding of cash reserves, special liquid assets,
special deposits in Central Bank and stabilization
securities as the cagse may be, not less in amount
than as may from time to time be prescribed by the

Centranl Bank of Nigeria act"
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acy
This section of the Central Bank empowers the Central

Bank to, based on the monetary policy guideline that
it wants to impliment vary the different reserve

requirements.

2.2.2 Cash Reserve Requirement

(Introduced 1976)

This is a minimum of cash balances that is
expected to be maintained by each Bank as specified
by Central Bank in the annual Central Bank of Nigeria
monetary policy guidelines. Banks are classified into
four categories based on their sizes for the purpose
of specifying the cash reserve requirement., From 1980
to 1984, below showse the various cash reserve

requirements associated with each class:

Table 242 Cuich Reserve Requirement 1980-1984

Class Total Deppsait liabilities 1980 1981 '82 '83

A N300 million or more 6.25% 5% 54
B HN100 million or more but

less than N3 million 5% 4% 4% 4%
C N30 million or more butl

less than ¥100 million 3.5% 3% 3%

D Less than N30 million 2.5% 2% 2%

'84

> %

4%

3%
2%
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Phe amount of reserve maintained is non interest
eérning. From 1979 the Central Bank went to the extent
of assuming the responsibility of calculating on
monthly bases the cash reserve of all the Banks. RBach
bank use to be debited with amount of the cash reserve
requirement as a percentage of the total demand dapoaite.
where an increase in the total demand deposit features.
Where a decrease results the Banks ‘tredited and the
reserve account debited. It can be seen that a Bank
canmot depend on its cash reserve reqéirement to meet
demand on deposits, or use it as a bases for increasing
the level of loans or investments. The caéh reserve
requirement therefore is not a prolective ass.t,

“

2+2.3 Stabilization Securities

Stabilization securities were introduced in 19 . They
were issued at 4% and placed with banks based on
increases in their savings deposit accounts within
N2@,000 limite It was bascd on the policy objective

of 1976 directed ¥orwardimoping excess liquidity,
maintaining price stability and encouraging savings.
These securities were not to be included in determining
the liguidity ratio This placed considerable amount
of restriction on the Bankers ability to invest in
earning agsets and so had serious implications in the
management of the portfolio of assets with the view to
profit maximization., Stabilization Securities were
phased out during the 1979/80 fiscal year.
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 2.2.4 gpecial Deposits

The Central Bank can call for special depbsifélfroﬁ.
the Banks, depending on the monetary policy, Such
gpecial deposits are vxcluded from the eligible |
agsets that are considered as liquid. This action
greatly affects the liquidity of Banks as such reduces

their ability to expand credit.

2.2.5% Other Formscf Deposits

Other forms of deposits incliude compulsoryldeposit for
Laports, deposit for the shortfall of lLoans to .
agriculture and residential bullding, the shortfall. -
with regards to the specified ratio. A1l these are

not considered Yo be part of the eligible liquid

agsets of a Bank. This places real conatraints with

regards to the ability to expand credit.

2.3 Ligquidity Ratio
The Central Bank also 5pecifies'the ratio that has to
be maintained between the eligible liguid assets and
the total demand liabilities. This is the liquidity
ratic, which Bas been specified as 25% over the years,

Total eligible liquid assets
Liguidity ratio=

Potal current lisbilities
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23+1 Liquid aAssets Include

_ Cash held by banks ag balance in vault

Balances held with Central Bank (shortfasll on loans

- to agriculture, residential building, reserve
requirement, compulsory depoaits for imports are
excluded from this) | |
 Bulances held with other Banks in Nigéria (exciudiﬁg
“uncleared effects)

Nigerian treasury bills

- Nigerian treasury Certificates

Morey at call with other Banks

-1: Certificate of deposits held {of not more than 18 months

to maturity) |
Government Securities (of not more than 3 years to
maturity}, |

Bankers Unit fund

'y mofe detailed discuseion will be made on some of

these items under investment portfolic.



203.2 Current Liabilities Includeﬁ.

Current, Sévings and time deposit account balénces;
Certificate of deposits(of not more than 18 wmonths, o
paturity) |
Baiances due to other Banks,

Balances held for external office ( less balances

due from external office)

The Central Bank regulatory measures are seen as
aimed towards tackling the problems of under
capitalization, inadequate resources and ;nadequate
ligquidity in the banking system. This started with
the 1952 ordinance whkich developed up to the time of
eatablishing Ceutral Bank of Nigeria. All effort s |
were directed towards improving operations of the
Banking System in order to engender and sustain
public confidence in banking and thereby
improving the general bauking habit of the community.
The regulatory effects alaov aim at eradicating
malpractices in banking. This is ensured through the
routine inspection by the inspectorate department of
the Central Bank to ensure compliance with all the

guidelines given by the Qentral Bank,
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However the number of regulations on the commercial
Banks place considerable amount of constraint from the
point of view of their liguidity and hence their ability
to determine the portfolio of assets to maintain with
the view to prolfit maximization., Once the legal reserve
requirement has been met, under normal circumstances
any excess fund should be employed at the descretion
of the management within the a safety requirements
and the profit motive. The next priority after the
primary reserve as earlier stated is the protective

or the Secondary reserve,

2.4 Secondary Reserve

The Secondary reserve is maintained for two reasons,
namely to prevent holding cash which is not an earning
asset, and to invest insuch earning assets that = can
easily be converted to cash with no leas on the
Original Princip@b with the view to meeting likely,
remote and uncestain dewand for cash. Prudence here
ensures higher return and at the sametime maintenance
of adequate liquidity. In this respect the management
should match the assets with the time period which
the liquidity is desired. Assets used to meet
volatile demand depogits fluctuations and seasonal
Loan demands will appropriately be different from
assets used to meet possible residual outflow of

Savings deposits and secular increcases in loans.
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Seasonal demands for loan should be mautched by assets
that mature clogse to the time when demand arises or
ones that can be converted to cash without their

value falling, examples, balances held with other Banks
and treasury bills. The ligquidity need for cyclical or
secular increases in cash or loan demands may be held
in longer term liquidity instrumentis example government

gsecurities with maturity over three years.

Scetiore’  movement of cach deuwand are attributed

[

to thing. like festivals (9 1lah and Xmus), weather
(agricultural loans). Thers also use to be a coincidence

between loan highs and Beposit « This

lows
characterised a situation where customers demand for
loans follow withdrawal frow 94 deposit account
likewise loan repayments is followed by lodgements
into deposit account. To the extent that a Bank has

a concentration of customers with similar economic
characteristics, causcs ol peak Tor cash demand and
loan demands coincide witi low depositse The Community

may be single industry coumwunity or agricultural

community.

Random demand for cash on Lue other hand unlike
the seasonal demand cannot be anticipated. A Bank

should however make provision for such movements,
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Preasury bills holding by Commercial Banks was promoted
by fhe Central by making it possible to rediscount such
bills at par without loss. The issue of treasury bills
has been on weekly bases since 1963 and the fact that
they have been considered as among the assets that meet
the statutory liquid assets requirewents of commercial

Banks, they form a major component of the assets of

most commercial Banks.

2ede? Treasury Certificate

Po enhance the development of money market and increase
the governuents ability to borrow,treasury certificates
were introduced in 1968, Treasury Certificates are
issued with one or two years maturity period. Their
easy convertibility to cash without loss on the
principal invested and their inclusion in the specified
elligible liquid assets of commercial Banks make them
attractive to such institutions. In fact between 1969
and 1977 between 88 and 98 percent of the total issue

was held by commercial Buuks,
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2ed 4 Call Money Fund

Tﬁe call money Scheme was introduced in 1962 with

the aim of creating an avenue where comnercial Banks
can invest their surplus funds on & temporary overnight.
basis. In this Scheme commercial Banks were expected

to deposit cash with Central Bank Tor the purposs of
clearing., The money in excess of the amount required
for clearing was transfered to the call money fund

and an interest slightly below the one paid on treasury
bills was paid on such overnight balances, This Scheme
was phased out in 1974 as a result of fall in investment
cutlet for excess fund following shortageé of goverment

short term debt instruments.

2ed .5 CQertificatesOf Beposit

These were intréduced in 1975. They were clagsified

into negotiable certificates of deposit and non-negotiable
certificatea of deposit. These are interbank ingtruments
of liquidity that are aiwmcd towards aiding the flow of
excess fund from commercilal banks to Merchant Banks.

The issue are by msrchant banks and held by commercial
Banks with maturity varying between 3 and 36 months.
However they can be rediscounted at Central Bank, This
makes them liquidity instruments and they form part

of the Commercial Bamks e ligible ilquid assets,
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From the above one can see that the source of
acquiring 1iquidity instruments by commercial banks
is the money market. In Nigerian situation the money
market can be considered to be not fully developed
and highly regulated by the government through the
Central Bank. This has a very serious implication
from the point of view of commercial Banks decision
with regards to the portfolio of liquidity instruments
to waintain, The Central Bank determines to a very
large extent the volume and cost of the different
types of instruments available in the market. The
interest structure has been regulated andlkept
relatively below what would have been under free
market mechanism of demand and supply. The structure
of the banks portfolio of assets and the subsequent
profitability of such portfolio is greatly determined
by the various regulatory measures.Thizc left little
freedom to the commercial Banks ability of using their

descretion in selecting the portfolio of assets.

Another governument influence comes as 5, result of the
situation whereby tlie Government has been the major
source of supply and the major user of the money
market funds, it determines the direction and pace

of the activties in the money market.
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To sum it all the interest rates the returns and

maturity of most of the instruments are determined

by the Government., With regards to the private securities,
commercial Banks are bared from purchasing company

stocks, shares, debentures and similar securities

quoted in the Stock exchange. The need for resource
optimization in commercial Banks therefore has been

greatly constrained,

As a result of the regulatory nature of money
market commcrcial Banks in Nigeria experienced excess
liquidity during the 0il boom,evt4.rt+ by the monetary
ease policy alapted between April, 1972 and March, 1976
aimed towards moping excess liquidity., Buring
depression however banks face the problem of tight
liquidity, this was clear reason for the "astringent
monetary restraint policy" of 1981 to 1982 aimed at
curbing credit expansion due to tight liquidity.

The excessive regilation hus created a situation
whereby comwercial banks have not been given a freehand
to manage tneir affairs in such a way to take care of
the fulure ew events. A situation is created whereby
attempts to solve problems are made after the problems
are already around. The attempts towards solution has

always been from the Central Bank.
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Lending is the cornerstone of the banking opéfafiﬁn ._
becéuae it contributes more to the profitability than ﬁf,L
other portfolio of assets and by being the Key | o
glement in creating and maintaining depositor ;f

relationship.

Bocause of the impotant position taken by lean
in the portfolio of assets c¢f a Bank there is need
for clear pclicy statement in this area. Philosophy
and concepts of lending include statement of standards
guidelines, and limitatiors. Phe policy should be Lﬁ"':
in writing and all parties concerned should have a
clear understanding of the policy objectives.
‘¥ritten policy is normally produced by the board of
BMrectors and is important that it conforms with the
objectives of the organizaetion and at the same-time
exhibit some degree of flexibility. The policy |
atatement should take care of the desirable level
of inderest, cowpensatory bulances, nature and types
of acceptable collateral securities, sectcwh;l allocation,

and type of borrowers.

The'lending policy should be such that i%
incorporates the basic principles of good lending.
Before discusging the basic principles of lending it
is important to point out that the implekentation
of the lending pelicy will come after meeting the
primary and seccndary reserve requirements and the

excess money over this has been established.
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2.6 Blementis Of Lending Principles

2.6.1 Purpose

(i1) Meeting The Credit Needs

One of the purposesof Bank lending is to meet the
credit needs of the community in which it operates,
The recognition of this function is very important.
Likewise it should be recognized that not all types
of credit needs can be met by a commercial Bank,
Because scwe by virtue of their capital nature ang
the Jtrﬁ?'idnnture arc not institutionally advantagecus
for a coumercial Bank to participate. Hecbgnition of
the area of Credit which the Bank can fill and the

formation of policies based on this is very important,

(ii) Muintaining Bepositor Relationship

loans should have as onétheir objectivea,
maintaining relation.ulp with customers particularly
buginess organizations. Most customers maintain
deposits for the purpose of enjoying Loan facilities
should the need arises. To ensure depositd Banks
should Strive vowards meeting these demands for the

purpose of maintaining the relationship,

(i1i) Profitability

For the purpose of continuity profit must have
to be achieved to build sufficient reserves. Lending

therefore should have profit as its motive.
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I: ‘I 2.6,.2 .Safetx
'LAana though considered fo yield higher returns than
.other form of assets do not break the rule of higher
rigks associated with higher returns. 1t is considered
the most risky form of asset maintained by Banks,
'One risk associated with loans is that of repayment,
that is tha chnnceé that the amount given out will
not be recovered. The second risk is that of liquidity
of the Bank, If lending results in low liquidity ihe
chances of not meeting the legal requirements from the
point of view of the cugtomers and the monetary
authoritics are higher. Lending policy should therefore

determine the level of ridk +to0 be taken,

2.6.3 Suitability

A particular lending level may satisfy all the.above
objectives from the point of view of a particulsar

bank, namely, satisfying the community, the depositor,:.
bankers profitability and safety needs but may not

be suitable four technical reasons. Lending in Nigerian
Banks is regulated to meet the eccnomic and monetary
policy measures. The regulatiorn is through the monetary
policy guidelines. In policy formulation therefore banks
should take into account these guidelinea to make their
lending policy suitable, Likewise one may not expect
policy not to exclude lending for financing gambling,

betting and any formsof similar speculative ventures. B
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2.7 Policy Formulation

Well formulated lending policy and a careful
lending practice is importent if a Bank is to perform
the lending function efficiently and effectively. The
policy statement based on the above principles should
state the size of the lcan portfolio, the nature of
the loans, the loan terms, the loan granting and
servicing.

2.7.1 Policy Regarding Size oflLoan Portfolio

Once a Bank has met the reserve requirements and has
made adequate provisions for liquidity needs through
acquiring the appropriate liquidity instruments, any
excess fund should be utilized into the basic business
of banking that is lending. A policy statement however
will have to be based on the ability and willingness to
meet the community's sound demand for credit. The
ability will be determined by the banks liquidity and
the quality of its staff, Once this has been established
then the other consideration is the community's need for
credit which is sssessed thrcugh the number and types

of applications received. This method is nc longer
effective, there is growing need for bank officers to
search for genuine loan applications ana establish the

present and future needs of the present customers.
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The outside louk needs a formal market research to
establish the credit needs, this done with the view
to meeting the challenges of other com petitive
sources of credit. Policy regarding size of the

Loans to be granted will be based on the banks ability
and genuine credit need of the community. Another
consideration with regardsto the size of the loans is
size of capital of the Bank. The capital account
of the Bank reflects its ability to absorb losses as
such the individual Loans and the aggregate
loans as a matter of palicy should not exceed certain
predetermined proportion in relation to the total

capital of the Bank,
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2072 Dype Of Loans

Policy need to be formulated on the type of loangto

be granted. This should be based on the credit needs of
the community, txgc:fdepoaita maintained and the extent
to which fluctuation in the interest rate structure can
be accommadated. The type of loansto be granted should
be based on the Central Bank monetary policy guidelines,
which stipulate the proportion of loans that are to be

made to the various sectora of the economy.

2¢7e3 louan Terms

Lending terms, as a matter of policy, should be based on
interest rates, coumpensatory balances, repayments and

collateral gecurity.

The interest structure is determined by factors
that are beyond the control of a particular Bank, The
interest rate under norm:l circumstances, is determined
by the forces of demind and supply. During boom the
demand for loansis normally high and hence higher
interest rates. In depression the reMerge is the case,
The supply for cash is determined by the level of

saving and the monetary policy as it atffects credit,

Banks within the constraints of demand and supply
manipulate the interest rgte in granting loans. The
forces of demand and supply determine the ceiling for
lending, The floor is set by the cost of lending, cost
of servicing and the probality of loss. The interest rate

is an area that lending policy will have to considerey
among other areas.
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in S
‘Lending terms also include most cases the need for

" the borrower to maintain certain compensatory balances
as precentage of the total loan facilitiese. L
Phis is done with aim of screening and differentiatihg'”
the applicants. Prom the point of view of risk, such
balances will reduce the amount of loss in case of

default,

the specification of repayments with regards to the
loans is very important area of policy making whichfﬁ&?es
amount and period of repayments for the various cafegOries
of loans. Loan should be repaid As planned, fhe repaynment
ghould have its source from assets . or profit of the |
borrower, rather than from forced liquidation. Policy

regarding repayment period in most cases will reduce the

chances of repayment through forced liguidation.

In the event of default if no concrete provisions
are made to take care . of such situation a bank will
incurce considerable amount of loss. Hence eventhough a-g‘,;
bank has establiished a loan to be sound in terms of |
purpose, repayment and suitability the need to have
protection againgt default is important. The need for
policy fermuwlation regarding vollateral Securities

aggociated with the various leoang$must be considered.
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2.7.4 Organization

In granting loans there is need to specify the unit of
authority at various levels. It is impracticable to
expect that all loan applications will have to be
cogidered at Lhe board of directors level, hence the
need to delegate authority with regards to amounts and
nature of loans to handled at lower levels. It is
important to note that the entire responsibility of
granting loans as a matter of policy should rest with
the bankers who happen to have the technical know~how,
Directors luck knowledge regarding banking and are
bound to be influcnced by subjective rather than prudent
considerations. Policy formulation with regards to

. organization for lending need to be based on how best
the exercise can be efficiently and affectively performed,
As part of the organization, monitering has to be given

an important priority and it should form a unit of the

organizution,
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This section has attempted to show the various
complications associated with lending by commercial
Bunks. Safety isfgreat importance, this considers the
risk associated with repayments, ligquidity and continuity.
| Profitability consideration on the other hand is for ths
attainment of banks objectives in the shortrun and the. .
longrun., It is important however to point out that o
commercial Banks in Nigeria have considerable degree
of constreints placed on them with regards to their
ability to grant loans. The granting of a particular
type of loun may be seen to satisfy all the purpoée&that” ;“
a bank may require,ramcly mecting its objectives, meeting
the demands of the community, and being safe, but
granting may not be possible. This is because such loansf “
may not suit the conditions imposed by the monetary _
policy guidelines of tho Central Bank of Nigeria. & r;fl
brief examination of the degfee of restrictions with

'.regards to lending by commercial Banks is important,

The control by the government through central Bank
6n the bunking system 15 considerable. Besides setting
a limt To Dbank credit through aggregate ceiling on the
rate of expansion,the Central Bank of Nigeria goes to
the extent of prescribimg sectoral. and Bubn.sebto;ial

allocation of loanst and advances.
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Poensure compliance with some of the allocatioqgﬂﬂnks
are compelled to deposit shorifalls on the certain

Loang, wherethey have not granted up to the specified
ratio. Below shows the aggregate credit expansions on
from 1980 -~ 1984 and the sectorial allocation of credit

for 1983 as per Central Bank of Nigeria guidelines.
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Table 2.3 Aggregate Credit Expansion

1980 1981 1982 1963 1964

Aggregate Credit
Expansion 309 30% 30% 25% 25%

Banks with Loans
and Advances LO% L 0% bO% 35% 35%

not exceeding ®%100m.

Table 2.4 Sectorial Distribution of Loans

1983
A Preferred Sector 61
(1) Production | 10
Agriculture
Mining 2
Manufacturing 36
- Agro-allied inaustries (3)
- Qther Maf. (33)
Construction 13
- Hesidential 6
- Others i 3
(ii) Services 12
Public Utilities 3
Transportation and Com. 9
(iii)Exports 2
(iv) Development inst. 1

TOTAL 76
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Table 2,l} cont,

B. Less Preferred Sectors
(v) General Commerce
Imports
Demostic Trade
(vi) Others
Credit and Fin. Inst.
Government
Personal & Prefessional
TOTAL B

A+ R
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28 Investment Portfolio

As mentioned earlier the portfolio of assets
maintained by a Bank is based on priority which takes
into account legality, safety and profitability. The
first priority involves maintaining funds to meet the
legal requirements with regards tc customers and Central
Bank requirements., The second priority invelves making
the necessary provisions for practical reasons which
involves meeting liquidity needs through maintaining
liquidity insctruments. The next priority involves
utilizing the excess fund to meet the demand for loans
for practical reasons,.

After weeting all these requirements any excess fund
should be invested by acquiring assets in the financial
market, The investment decision therefore can be seen

to struddde on both sides of the Loan portfolio. On one
gide the decision is based on meeting the liquidity
needs, on the other gide it is based on acquiring income
generating instruments with the view to absorbihg excess
fund that are not required in the near future. It is this

second aspect that is tie¢ concern of this section.

Investment of this nature involves acquiring longterm

government stocks ind Corporate stocks. Commercial Banks
in Nigeria are barred {rom acquiring any form of coporate

stocks, bonds and debenturesas contained section 13
gub-sectionfof the Banking decree. For this reason the

longterm inv gtment of commercial Banks in Nigeria is
limited to federal government stock with maturity over
trh.ree years and other instruments that are not considered

part of the eldigible liquid assets.
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2.9 Conclusion

.&he management of portfolio of assets in the
commercial Banking system is highly regulated. The
regulation ranges form specification of the reserve
requirenents, and liquidity ratio to the type and
alleocation of credits that a Bank can make. The type
of liquid agsets that a Bank can maintuin ig as well
limited s0 also the longterm invegtwent ingtruments,
Government participation in the financial market . °°
affecting both the capital and money markets is a
serious constraint that commerecial Banks will have‘to

recken with,

waevvr'WithiQhese constraints.coﬁmercial Bﬁnké
have scme degree of freddom in management of their
affairs. Bagsed on their positions banks can decide on
the portfolio of liquid snssets to maiutain,from the
ones available. Decision with regards to extending
Loans to cach pactieular secltor can be accegsed based
on merit for doirng so0 within the lending principles,
policies and practiceg. Decinion can be made a3 to
whether to invest in longterm stocks or not. Whatever

the case the various constraints have greatly affected

the banks ability to operate with higher profitebility, . -

effectivemess and efficiency that would have been the
case where the congtraints have been normal banking

operation constraints,
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CHAFTER LII

KANO CO~OPERATIVE BANK-

CASE ANALYSLS

5«1 1Iniroduction

Kano Co-operative Bank was estublighed on the
1st of April, 1976, The main objective of the Bank
was to assisl in finwucing Co-operative Socities.
This was going to be posaible through providing
greater access to bunking scrvices for gsuch societies
and Lo .r w o wbers Lhae the cnes pruvided by other
comme relal bankse In Vinancing the cooperutive societies
It wae expected tlat its operations would be guided
by certain caoperative principles and practices. The
Bank wag however licenced as a full commercial Bank,
hence this could have provided a wider opportunity.
for depo. it base whicn could be used to provide greater

gervices for the covperative gueities and its members.

The inibind authore 1 capital was N3 million which
was incercascd to RO wisclicn and N10 willion in 1976 and
1980 respectively. However the increases in the authorized
capital has not yet Leing issued. Qut of the authorized
capital M1.2 million wus fully paid up as at 31st March,
1976, M2,346,541 by March 1977, and ¥2,666,463 by March
1978. As at the end ofqinunuial year S1st March,1984
the fully paid up capital wis N3,889,781. With Kano

subseribing

State Government . "Nearly 99% of fully paid

capital.



L9

Only 1% of the f’ull:yfIi:'_""j'd-"}p

capital subscribed by the
cooperative unions. A balance of Ml.2 million is yet
to be paid in full by the cooperative Unions, this

represents the amount 4116tcqd to them.

The purpose of thig chapter is to analyse the extent
to which the portfolio of assets of Kano Co-opearative
was being managed. This will be within the framework of
the commercial Bank portfolio management contained in
the previous chapter., The anulysis start by considering
the liquidity management aspect, the Loan portfolio aspect
and then investment porifolio management aspect. “Tt: is
lmportant to mention that the periocd to be covered will
be fromMarch 1977 to March 1984. This is for the fact
that the first report of its operation was on March, 1977
and so covering this entlire period will provide a greater

insight into the coperations of the Bank,.
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3.2 Liquidity Management

This is the most crutial aspect of portfolio management
of Bank assets, It has an important place from the point
of view of legality and cbntinuity. On the one hand it
involves complying with the Central Babk of Nigeria
regulation concerning the cash reserve requirements and
the liquidity ratio, On the other hand it involves
making sufficient provisions, in form of cash and
liquidity instruments, to meet customer demand in such
a way tha:t tuc amount of cach held is not unnecessary
higher trhan required., This cegtion is therefore divided
into primary reserve requirements and the secondary reserve

requiremecnto.

3e2e1 Prizary Reserve

(i) ¢Cash Ratio

The Central Bark of Nigeria computes on monthly basis
the amount of reserve tiat cach Bank should maintain
with Central Burk, Bazcd on tue total demand liabilities.
The amount arrived at is dcebited against the current
account of the particular Bunk and credited into a
reserve account, The determination of the amount to

be transfered to the reserve account, therefore, is

beyond the control of the individual Bankg.
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Below shows the gmount that should feature in the

reserve account of Kano Co-operative Bank, the computation

+0
is based on the cash ratio, total demand deposit as

prescribed by Central Bank in each of the respective

years.

reproduced for the purpose of comparison

The actual amount in the reserve accounts are

Fable 3,1 Heserve Account Balances

Financial ‘Total Specified samount |Balance % Of .
year end¢dDerand Cash Ratio In The DF?MAND
March Deposit  |Ratio Amount |Reserve DEPOSIT
Account
Amount
1977 18,%59,952| 5% 917,545 |687,115 4%
1978 26,253%,363| 5% 1,%12,668 939,466 4
1979 20,683,090 5% 1,034,959 905,605 4
1980 31,086,826 |3.5% 1,090,82211,101,851 3.5
1981 40,514,235 3% 1,215,427| 685,884 2
1982 27,500,928 2% 5,500,189 - = =
1983 27,675,457 2% 55%,469[(1,692,551) -
1984 25,637,505 25 512,750 296,958 1.2%
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It will be observed that the balances in the
reserve account as at the end of each financial ended
318t March were below the stipulated cash ratio to
total demand deposit. This could be attributed to two
reagsons., Firstly either at the end of the each of the
financial year the Central Bank has not effected the
necessary transfer of the appropriate amount from the
current account commensurate with the increase in the
to#al dem:nd deposit or there were debit balances in
the current account., At the end of each financial year
from 1977 to 1979 the cash ratio was stipulated as 5%
of the total demand deposit, the balances in the reserve
account for each of the financial years were 4% of the
total demand deposit. The specified cash ratio for 1980
and 1981 were 3,5% and 3% respectively.

The balance in the reserve account for the financial

year ended March, 1980 agreed with the specified 3.5%,

o.La
L e

while that of 1981 was “Phe lack of harmony between
balances in the reserve acccunt as a percentage of the
total demgnd deposit, and the specified cush ratio may
be due to the time lag in the computation and transfer

of the appropriateamountsto the reserve account by the

Central Bank,.



53

For the financial year 1982 and 1983, the reserve account
showed a nill and debit balances respectively. This was
because the balances in the current account of the Bank
for each of thede years were debit balances. The impiivat
implication of this, will be elaborated further in the
later sections. It is however important to emphasjige that
the transfer of the appropriate amount from the Banks
current account to the reserve account is the responsibility
of the Central Bank, the amount transfered depends on the
total demand deposit and the specified cash ratio as
contained in the Centrak Lank yearly financial monetary

guidelines,

(1i) Liguidity Ratio

The liquidity ratio as prescribed by the Central Bank
monetary guidelines as contained in the yearly circular
to all Bank, as earlier menti.oned, has been 25%, The
table below will enable the computation of the liquidity

ratio of the Bank for the purpose of comparison, »
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Table 3.2
CURRENT ASSETS

1977 1978 1979
Cash balances held 241,279 197,122 505,907
Balances held with other sans 393463 11,010,778 13,092,772
CBN Current account 193,520 10,404399 1,270,428
Other Banks in Nigeria 199,943 606,379 11,822,344
Banker unit fund 1330,000 2330,000 ~ -
freasury Bills 12440,000 10,000000 - -
Preasury Certificates 1385,000 -~ - o o
Bills discounted - = - -

Total Elligiable liquid assets 15789742 235357900 13%600,679

1980 1981 1982

Cash balances held 916,200 840,147 1,506,185
Balances held with other Banks23,540885 20,837310(2,300,136)
CBN Current account 4,459261 44,44968 (7,23%2,057)
Other Banks in Nigeria 19,081624 15,892342 4,931,921
Banker unit fu.d - . = = - -, =
Treasury Hills - e = = - - e =
Preasury Certificates - « = = . - -y =
Bills discounted - « = 500,000 - , =

Total Elligiable Liquid assets24,457085 22,227457 6,438,106

1983 1984
Cash balances held 1,142,922 1,1%6,815
Balances held with other Bank(2,880,90¢)(8,3%88,188)
€BN Current aecount (3,771,{}2)(9,766,466)
Other Banks <in Nigeria 890,529 1,378,278
-Banker unit_fund - g - . -
Yreasury Billsg 6 o = - . ==

1.&')
easury Certificates

Bills discounted
5033440 3
Total Elligiable liquid assets™? 2244 2,515,093
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The purpose of the table below is to arrive at the
total e.t..:gi.-l..u. » liquid assets for each of the financial
year ended. It is important to note that the period
between 1982 and 1984 exhibited certain perculiarities
particularly with respect to "Balances held with other
Banks" which all showed debit balances. These balances
were arrived at as analysed below.

Table 3.3 Analysis Of Balances due from/
To Jther Banks

1982
Bals, duc from 1983
from other Bnako
CBN Curr. Acct. 2,055,208 5,723,793

Banks in Nigeria 4,957,239 1:C12447 9;&.226 6,65%,769
Bals, duc to

other Banks
* CBEN Curr.Acct, 8,008,912 7,602,674
Cash Reserve 1,278,353 1,692,551
Banks in
Nigeria 25,318 9312583 39,452 953,677
(2,300136) (2,880,908)
Bals. due from 1984
from octher Hanks
CBN Curr, Acct. 49 T1%,170
Bapks. in Nigerin 1,408,300 5,121,478

Balances due to other Banks

CEN Current Account 13,479,636

Cash Reserve - e =

Banks in Nigeria 30,030 13,509,666
(8,388,188)

The above table shows the computation of the balances due
from other Banks net Balances due to other Banks for the
period 1982, 1983 and 1984, All these show debt balances an

indication of net liability agninst the Bank,
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|

CUANELT LIsnILYIEG

!977 o 1978 . 1379 1980
Current Account 4,030,788 10,997,395 13,605,764 18,310,068
Savings Account 371,756 832,571 959,082 1,399,535
Deposit Account 17,946,408 14,432,397 6,118,244 11,377,223
Short term 11,915,491 - 6,928,479
Fixed term 2,032,917

Balarnce due to
othoer Panka

CEBX - . -

Overseas | - . =

4,448,244

Total CJurrcnt

Liability 18,350,992 26,253,36% 20,683,090 31,086,826
Total eligible . : o T e
liquid assets 15,762,742 2%,5%7,900 13,600,679 24,457,085
liguidity Ratio 869/ Q0% 669 79%
| 1961 1982 1983 1984

Current Accourt 19,514,763 13,381,652 10,744,598 15,709,486
Savirgs Acccunt 2,004,532 2,415,598 2,837,903 3,404,279
Deposit Accourt 4o z4n. a7 6,471,612 7,476,229 6,523,740
Short term 14,809,880 5,491,113 4,593,301 3,761,058
Fixed term 44535,263 980,511 2,882,920 2,762,896
Balance duc to "L
other Barnks Cor L
CBN - s = 792324057 3,771,432 9,766,466
Overseas - e = - . = 2.843,275 = o+ =
Total Qurrent -
1iability 40,514,235 21,500,928 27,673,431 25,637,505

Total eligible )
liquid assets 22,227,457

6,438,106 2,033,446 2,515,003

23% % 10%
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It can be observed that for the period between

1972 and 1981 excess liquidity was maintained. In 1972
and 1978 all forms of liguidity instruments featured,
namely, Bankers Unit Fund, Treasury Bills, treasury
certificates and balances due from other Banks,
In 1977 over N12 million out of the N15.8 million -
eligible 1iguid assests was in forw of of treasury Bills,
Bankers unit fund and treasry certificates took ¥1.3 million
and N1.4 million respectively. The decision to maintain
agssets in form of highly liquid assets in 1977 could be
attributed to the composition of the demand deposit,
Almost N14 willion out of ithe W18 million total demand
deposithalmost 86%, was in form of shorterm deposits which
could be highly volatile,In the year 1978 balancegwith
Central Bank current acccunt took N10.4 million while
treasury bills took K10 million out of the total N23.5
million elisinle liquid assetsywhile Bankers unit

fund took N2.% million,

The %10.4 willion balance in the Central Bank current
account shculd have been invested in income earning
agsets - ingteau of being left in the Central Bank
current account, During this year, the decision to
maintain assets in highly liquid form could as well be

attributed to the composition of the demand deposit.
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For this year out of the N¥26 million demand deposit
N14 million was in form of deposit account balances,
the shorterm deposit account taking considerable
percentage of the total deposit account balances.

It is important to mention that over 90% of the total
deposit account balamces for the years 1977 and 1978,
and the follewing year comprised of government deposit
accounts which in most caser yeyecshorterm deposit.
Such accounts could be highly volatile and so the

decision to maintain highly liquid assets.,

For the remaining pericd 1979 to 1984, except in
1981 when billsdiscounted amounling to N.5 million appeared
the only liquidity instrument was balances due from
other Banks. The percentage of this to the total
eligivle 1liquid assets for each of the period is
shown below.

ol

Table 3.9 Balances Due T 0ther Banks

Balances due from 1979 1980 1981 1982 1983 1984
other Banks as a

percentage of the total
amount deposit. 86% 79% 68% 76% 45% 56%

One may not see the justification formaintaining the
liquid assets in just one form, when other higher
yielding ligquidity instruments were awailable,
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The years 1982, 1983 and 1934 showed a low liquidity
ratio 23%, T% and 10% respectively. The poor liquidity
pegition during this periocd could be attributed to
insufficient investment in liquidity instruments,
imcrease lending and decline in the total demand
liabilities., The analysis below will clarify these
points, with respect to the year 1982.

Table 3.6 Changes In Account Balances

Deposit Accounts
Year Balamce Cahnge
1981 19,345,143
1982 6,471,612 12,873,531

Current Accounts
Year Pnlance Change

1981 19,114,760
1982 11,381,662 7,733,008

Loan Account
Year Bilance Change

1981 20,021,090
1982 25,262,993 5,241,903 25,848,532

The total decrease in deposit and the current account
during 1982 added to the total increase in Loans amounted
to N25,848,532, As at the end of 1981, the total - eligible

liquid assets stood as N22,227,457. The total decrease in
deposit liability plus the increase ln loans therefore

was far in excess of the total liquid assets.
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This resulted into the overdrawing of the Central Bank
current account, The Central Bank currentaccount was
overdrawn to the tune of ¥7,232,057, ¥his, net balances
held with other bamks left a totaliiquiaity OfNN2,300,136.

In the year 1983 Loans increased by over ¥8 million,
without any corresponding increase in deposit liabilities
to back the increase., This placed greater pressure on

the liquidity position bringing it dawn from 23% to 7%

The non significant increase in loans and the
increase in current account and savinga account .balances
increased the ligquidity position slightly during 1984
period from 7» to 10%, though deposit accounts balances

decreased frow 7.5 million to 6.5 million,

The poor liguidity position for the period between
1982 and 1984 was brought about by decrease in the total
deposit in the form of the volatile deposit and current
account balances and inecreage in Loans. The net change
was far in excess of tne total eligible 1liquid assets
resulting into the overdrawing of Central Bank current

account to meet the net application of fund.
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3.2.2 Secondary Reserve

An observation df the secondary reserve requirement
will reveal how important it is to invest in liquidity
instruments. This decision should be based on the
composition of the demand deposit which reveals the
volatility of each item of the deposit. As pointed in
the previous chapter lack of sufficient provisions to
meet changes in cash demand will lead to a serious
liquidity problem., The decision to lend should only

be made after sufficient provision is made in form of
liquidity wnstruvents, Lhe graph below will assist in
identifyin; the need for such provision to meet changes

in demand for cauli.
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. o explore into the need for waintdining the éecondary
regserve requirement in form of liquidity instruments,
it will be helpful to start by commenting on the .

individual accountg,

1) Savings Account |
The savings account exhibited €1 fair rate of stable growth
and hence the amount dcpoaltedﬁzgorm of savings can be

confortably invested in longterm assets such as loans.
11) Current Account

Bhis exhibited é.gréwth for the period frow 1977 to 1980
and then a decline then it started to grow again in 1983,
Current account is therefore mwore valatile than the

savings account. But a prediction can be made as to the
loweat level that the current account balances can fall,
This can be made with some degree of accuracy and used :”;;
as the basis of delermining the amount that can be
invested in the liquidity insiruments to meet the

Tluctuation in demund I'rom current account holders,

(iit) Depucit accaunt

Considerable percentage of tue deposit accounts were -

held by the State and Local governments. Over the

geriod butween 1977 and 1984 between 70 and 90% of the
deposit accounts were in form of shorterm deposit

accounts. Government accounts by nature a¥bhighly volatile.

This fact has been proved by ithe graph abowe.
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From the graph above one can see Lhat from 1977 to
1981 the liquidity instruments maintained were high,
This could be for the fact that greater percentage of
the total demand deposits"“ " in the form of goevernment
deposits which were highly volatile., This created a
gsituation wherebyeventhough the Bank had considerable
amount of balances, this hag to be maintained in gafety
assets other than risk assets that fetch higher income.
The sharp decline in the deposit account balances in
1979 led to 4 sharp decline in the liquid assets, but
not below tune current account balances, $he increase
in the deposit aceount during the perioa 1979 to 1981
was matched by an increase in the ligqmid assets, this
indicated the managements conciousness of the volatile

nature of the deposit accounts.

However from 1981 when loans jumped to ¥19.5 million

from 15700 kv khis started to drain the liquidity and

80 the aboence of gsullicient provisions for the volatale.:
deposit accountsani to some extent the current accounts.
The fall in the deposit account balances and current
account balances resulted into the poor liquidity
position, which became so low in 1983 and 1984. This

was because the amount that should have been invested in
liquidity instrument to meet the increase in demand went

to finance loans and advances.
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fherefore the Bank Management did not realise the
implications of the volatile nature of the deposit and
current account§ This resulted into utilization of funds
from these accounts into Loansginstead of the liguidity
instruments., The composition of the demand deposit
and the increase 1in loans resulted into the liquidity

problem ot the periocd between 1981 and 1984,

3e2s% Composition 6f The Liquidity

Instruments

Beciding the 2woeunt of acsets Lo wwintain in. form of
primary reserve is not the only important consideration
but also the composition of gsuch assets. The portfolio
of the liquidity instrumenis is important with regard

to obtaining higher returns from such portfolio.

In 1977 and 1978 the pertfolio of the liquidity
instrurentswas highly diversilicds ®he remaining period
between 1979 anc 1984 councisted of only balances held

with other Banks.,
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3e3 Loan Management

In determining the level of loans to be granted the o

factors to be considered include the Central Bank
expansion ceiling , the existing level of loans and
advances, the liguidity position of the Benk, and whether
sufficient provisions have beenmaae to meet the changes
~in cash demand. The lending policy should as well guide

the amount of loans to be granted,
Whert the total loans ana ad%ances of Bank.do:{ not

exceed K100 million, expansion of the loans couwld be

based on the total demand liabilities instead of the total

loans granted, Phis is in accordance with the Centrgl N

Bank monetary policy guidelinez. Kano Co-operative Bank

never exceeded the H100 million as such the various

Central Bank monetary pclicy guidelines gllowed the Bank-

to expend loan up to 70% of its deposit liabilities

from 1977 1o 1982 und up to 60 from 1983 to 1984._..

The table beluw Shows the various level§ of lending

and the increases in the lending levelSover the period

in guestion,
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Tablee 3.7

Loan Expansion

1912 1978 1979 1980
Total Loans 2,143,646 4,440,842 9,641,940 9,646,940

Increase - o = 2,247,196 2,695,495 2,510,603

% Increase - o = 107% 61% 35%
% O0f Loans to

Depoeit

Liabilities 11% 17% 34% 31%
Max. BExpanciorn 709 705 T0% 70%

Table ‘5.’; {.C()Ylt-i:_-t:x!)

1981 1982 1963 19864
Total Loans 19,500,362 24,267,823 31,624,159 30,184,713
Increase 9,853,422 4,767,461 7,361,336 = o =
% 1ncrease 102% 24% 30% - e =
% O0f Loans to
Depusit
Liabilitics 48 836 114% 118%

Max, Bxpansion (U “10% 60% 60%
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The loan$and advances expanded 10% and 102% in 1978
and 1981 recpectively. 4t was above the 70% expansion
limit set by the Central Bank, in 1978,

During its early years of operation, the lending
levelsof the Bank in comparison to its total deosit
liabilities were low. In 1977 the total deposit liabilities
was N18.4 willion, the total lending was N2.1 million whi
while the loan stocd as 4.4 million, The ' reluctance 10
‘use. & grealer percentage of the total deposit liabilities

for loans could be for obvious reasons., This
period being the early period of its existence and the
fact that govepnment shorterm deposit constituted a

greater percentage of the deposit liubilities.
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Such deposit§were highly unstable and so no considerable

amount of confidenceexiStEd

to utilize such deposits

towards granting loans. Out of the total deposit liabilities
of 18.4 million in 1977, 11,9 million was in shorterm
depoeits} while in 1978 out of the N26.% million deposit

liabilities N14.4 was in form of shorterm deposit.

The loans and advances as a percentage of the deposit
liabilities continued to remain low up to 1980 when it
was 31% of the total deposit liabilities. All this could
be associatcd with the cowposition of the deposit
liabilities. Wher loans jumped I'rom K9.6 million in 1980
to #19.5 million in 1961, this coupled with the
subsequent increases in loans resulted into the liquidity
crisis in the later yaerg, A clear indication of the
implication  of volatile accounts as it affects credit
expansion., In 1981 while the total loans stood as
N19.5 million, the total deposit liabilities stood as
N40.5 million. Thisﬁubulq expect tob be a confortable
position, because the total loan was only 48% of the
total deposit liabilities while the total liquid assets
were 49% of the total deposit liabilities. In this same
year however the total balance in the deposit
account was #19.3 million which was over 47% of the

total deposit liabilities.
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In the year 1981 one would expect that the level
of loan in relation ' .to the total depesit liabilities -
a8 reasonable enough. This was because loans were only
48% of the total deposit liabilities., But the composition
of the depocit liabilities created the subsequent liquidity
problem. When the balance in the deposit account dropped
from M19.3 millioﬂigﬁ.B million in 1982,a 66% drop.
Phe current account balances -  also dropped from
¥19,1 million to Hi1,4 million in 1982, a 40% drop. The
overall total of the deposit liabilities dropped from

- from ¥40.5 willion to 27.% million, a N33% drop. 2he

total decrease in the deposit liabilities as a result of_fln;

the drastic decrease in the deposit accounts which

consituted a greater percentage of the total deposit R

liabiblities coupled with the decrease in the current
account balances resulted into the total liquidity
position of the Bank falling from K22.2 million in 1981

to N6.4 millicon in 1982, This was very serious position

in termsof liquidity. This clearly shows how loan expansion
without due consideration been giwen to the composition v
of the totul deposit liabiliities could lead to a serious
liquidity problem.

¥ith the level of liquidity at ¥6.4 million in 1982,
loang expanded from ¥24,.2 million in 1982 to ¥31.6 million in
1983, |
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The total deposit liabilities did not increase .
sufficiently to improve the liquidity position, there
wag only a slight change from ¥27,5 level in 1982 to
N27.7 million in 198%, This resulted into further
~deterioration in the liquidity position. From the

- B6.4 million level in 1982 to H2 million in 1983,

In 1984 loan expansion was halted and the level

brought dawn to ¥30.2 million the increase in deposit - .

¥was not significant enough as such the liquidity -
position did not imprcve much , the lncrease was onlylz'
by about N.5 million, from the N2 miliion level of
1983. |

The lending trends without due consideration as o |
the composition of the deposit liabilities, and the o
abgence of sufficient provision to meet the likely
increases in cash demand resulted into the liguidity
problem that stuarted in 1982, This created a situation |
whereby the Bank had to overdraw its current account
with the Central Bank to meet the demand for caah,
The current account was overdrawn to the tune of .
N7.2 million, ¥5,.,8 million and ¥9.8 million in 1982,1933,

and 1984 respectively.

The abeve analysis would show the extent to which '
the absence of concious management efforts existed with

regards tc loan management.
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. With regards to organization for loan granting
and controly an investigation revealled that the
procedures for collecting and processing of 1oan?’ﬁpfb?¢ﬂon:
existed in the form of Branch manual instructions.
Here the various steps to be taken on receipt of
applications were stipulated up to the point when
application inexcess of the amount that branch manager
could approved were to be sent to head office. The
problem agsociated with organization for lending will
be cunsidered in the next chapter, under problem

identificuation.

This chapter hag analysed the case of Kano
Copperative from the yicwpoint of managing the portfolio
of assets. The liquidity and the loan management aspects
were congidered und the problemgassociated with each
identified. It was discovered that during the lafar
period under review in sufficient provisiona were made . .
with regards to we tin_ liquidity necds. Loans expanded
during the same period without due consideration given
to the ligquidity position. These and other problems

will be enumerated in more details in the next chapter,
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CHAPTER iV

Problems And ProgpectsOf Kano

Co-operative Bank

The poor perfbrmance of Kano.cooperative Bank is ﬁ ;'f.
symptom of problems pertaining to the management of the |
Bank, Based on the analysis in the previous chapter, this
chapter aims at enumerating the problems confronting the

Pank, It is believed that ¢

guch problems are elliminated
the Bank will have alot of prospects. This chapter will -
also identify some of the progcpects that will open to

the Bank through solving the existing problems.

The probiems identification ig divided inte three, namely

liguidity and loan management aspects and other

management problems.

4.1 Liquidity Management Problem

The liquidity management aspect centres on ensuring fhﬁf
sufficient provisions are mxde in form of primary and
secondary regserves to meet the legal requirements from
the point of view of tne customers and the Central Bank
fégulations. Thés aspect is concermed notonly with the
total amount of liquidity maintined butalso with the
nature and type of liquid zassets held.

Primary reserve is the most liguid fsrm of asset
maintained, in form of cash, to meet the daily cash

requirements,
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Cash holding does not earn profit as such holding

excéas cash ahould'be avoided. Once surticient primary
reserve is maintained excess cash should be diverted into
earning assets. This however should be done with the
view to the need for meeting forecastable demand for
cash. The second pricrity therefore is to hold protecti¥e

reserve known as gecondary reserve.

This is made up of assets that are termed as liquidity
instrumentsz, acssets thatcan easily be converted to cash
to meet forcsestle and untorseable cash demand, without
making any loss on Lhe prirncipal invested. The nature
and types of liquidity instruments to maintain should

be based on the composition and hence the volatijity

of the depcsit liabilities. So thet liquidity instrument
are held such that their maturity coincide with the
period of cash demand, or they can easily be ,aghed
to meet such demands withcut loss. Management of .
liquidity i: not an easy 4.,.. 3 but the above concepts
can show how obvicus it is. The entire banking operation
depend®& on liow well sufficient provisions fovliquidity
needs are made., Investmuntﬁ)lending anc any other form

of banking operation have buses on sufficient provisions

for liquidity needs.

Baged on the analysis in chapter three it was
discovered that Kano Cosperative Bank during the period
under review, entered into liquidity crisis. The reasons

for this are as follows:
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4.101 Insuffid ent Provisions For

Liguidity Needs

In making provisions for liquidity needs, the factors

to consider include not only the total deposit

liabilties, but also the composition and so the
volatility of the depousit liabiltis. The case of

Kano Cooperative betwsen 1977 and 1981 was such that
considerable percentage of the total deposit liabilities
consisted of shorterm government deposit accounts,

Such accounts are by nature highly unstable. As such in
providing for liquidity requirements the amount to be

held should be considerable enough to meet the volatility
of such accounts. The current account deposits also
constituted a greater percentage of the total deposit
liabilities. Current account balances were alsoc discovered
to be unstable, Th. figures below show the varfous
percentagegof the current and deposit account balances

in relation to the total deposit liabilities.

Table 441 Percentage Of Current and Deposit

Acccunts To The Total Deposit
Liabilities

1977 1978 1979 1980 1981
Percentage of

total deposits
Current Account 22 42 66 58 47

Depoeit Account 77 53 30 135 47
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Considering the degree of volatility of these accounts,
a drastic fall in one or both of the accounts will
certainly place considerable amount of presure on the
liquidity position of the Bank. One would expect the
total liquidity position, at any point in time, to be
sufficient enough to meet the possible changes.

In the previous chapter it was shown that from
1977 to 1980, sufficient liquid assets were held
to meet any likely increase in demand for cash. But
from the 1951 finuncial year the liquidity position
was pocr as a result of, among other things, loan
expansion. As at the end of 1981 financial year the
total deposit liabilities was over M40 million while
the total liquid assets stood as just over N22 million.
Phe liquidity ratio at this time was 55%. One wouhd
expect this to be a favourable condition. But considering
the composition of the total depogit liabilities, out
of tue M40 million, current and deposit accounts
balances took a total of over N38 million, each taking
just above H19 million. The situation was such that
only N22 million was covering the volatile N38 million.
The implications of the volatility of these accounts
were shown when their balances fell in the preceeding

periodse.
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The current balances fell from N19 million
balances in 1981, to 11 million in 1982, while .
of deposit account fell from ¥19 million to ¥6 million,
This resulted into the total liquidity position as at
the end of 1982 financial year falling to just over
H27 million. This was a serious position from the point
of view of liquidity. It is important to point out that,
one would not expect the current and deposit account
balancess tc f211 so drastically. The facto.s that led
to this were, the economice conditions which might have
affected the current accounts, and the fact that greater
percentage of the total deposit accoint consisted of
the volatile shorterm government accounts. These
conditions were seen to be ignored by the management

in making provisions for liquidity needs.

As & result of the presure on the liquidity position,
the account of the Bank with Central Bank had to be
overdrawn to the tune of KT millicon in 1982 to meet the
cash withdrawulse In 14Y8% and 1984 the account was
overdrawn to the tunes of N3.8 million and ¥9.7 million
regpectively. In the absence of such facility extended
by the Central Bank the bank could have become insolvant
which could le@dto bankruptcy.
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 ‘&he overdrawing.of the Céntral Bank accouht; gdihg.ﬁy.
the banking act, attracted certain penalties in form
of fines and interest charges. This placed yet another
pressure on the ligquidity posgition of the Bank.

The liquidity position during the period under review
remained so low. In 1983 and 1984 there were no o
improvements. The total liquidity in 1983 and 1984 was

N2 million and ¥2,.5 million respectively.

Ther. fore insufficient consideration with fegérds.
to the compedition of the total deposzit liabilities, e
in making provigions for liguidity need leads to h
liquidity crisis, eventhough the total liguid assets f:?ff
may appear to be gsufllicien! to cover the total
depogit liabilities. The inguffcient provision for
liquidity needs was one of the causes of poor
operations in Kano Co-operative, a sign of poor

liquidity managsment,

4,142 Qverlending Without Sufficient S

Provision For Liquidity Needs

The amount of total loans to bu granted should be
considered only after sufficient provision is made in.
form of cash and liquidity instruments to meet the

likely demand for cash., As at the end of 1980 finanqial"_ ;
year the totalliquidassets stood as just over N24 )
million against the depesit liabilities  of around

N31 million,
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This was a favourable position ffom the point of viéw

of liquidity and sufficient room existed to acquire

more earning assets in form of liquidity ingtruments

and loans. During 1981 loans expanded from H10 million
level at the end of 1980 to N20 million, During the

same period the totalliquid assets fell from N24 million.
to N22 million., The total deposit liabilities at the

end of 1981 was H41 million. The liquidity position
therefore was 55%. With this condition one would not
expect loans to expund drastically during the suﬁSBquent
periods. Loansunder tuis condition should bnly increase
when more deposit were attricted by the papnyi or -
repayment from existing laons were secured, Contrary.

~ to this loans expanded to K25 million and H33 million. 5
in 1982 and 1983 roespectively. The loan expansion and  fff"
“the fall in the deposit liabilities resulted into the':.
- diquidity position falling to B6 million in 1982 and

B2 million in 1983, The total deposit liabilities for
1982 and 1983 were H27.5 million and 27.7 million
respectivelys so that thne liquidity ratios were 23%

for 1982 and only 7% for 1983. During the year 1984
Loén expansion was halted for obvious reasons of poor

ligquidity position.
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Insufficient provision to meet the likely cash
demand coupled with the rapid expansion of credit led
to the serious liquidity crisis. Creating a situation
whereby as at the end of 1984 financial year only
N2.5 million liquid assets covered H2% million deposit
liabilities, a serious position. It violated the
Central Bank monetary policy guidelines which specifies
25% liquidity ratio. If not because of the opportunity
given to the bank to overdraw its account with Central
Bank durin,; 1982, 196% and 1984, to the tune of
N7 million, K5,8 million, and N9.8 million respectively,

the Bank could not have survived the liquidity crisis.

4.1.3 Yolatility Of Government Account

The Bank being wholly owncd by the State goverment should
receive greater attention and patronage from the state
and local governments. This is to enable the purpose for
which thne Bank wac establisiiecd to be met., Most of the
accounts maintained by the state and local governments
fluctuate considerably. This create considerable amount
of constraits on the part of the management in deciding
how to make geod use of such volatile accounts. Some
accounts maintained by the govermment in form of current
accountq‘shorterm and fixed term deposit .accounts one

would expect them to be stable.
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Under such assumption the management may decide to
utilize such balances, based on the confidence on

their stability to acquire earning seeassets such as
loans. Heavy withdrawals from such accounts by the
government as the case during 1982 would certainly have
serious impact on the Bank, fovernment yoivo the major
holder of the total deposit 1iability of the bank creates

constrait
a great . . by not maintaining longer term depositg,

The business of banking is such that success does not
depend on the total capital employed. The total capital
employed compared to the total amount dealt in is
usually small. Success depends on how much deposit the
Bank is gble to attract and manage. Eventhough this
statement might be the fact concerning banpking, -gound
capital base is certainly important in banking, just

like any other busincvss coneern.

The amount of capital cvmlpoyed should be sufficient
enough to be used in acquirkng fixed assets and other

forms of assets nced for its operations.
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As at.the end of the 198} financiéllyear thé fotai
paid up capital of the Bank was only ¥3.9 million,
eventhough the authorized capital was increased to H10
million. With poor capital base the Bank's ability to
- acquire fixed assets has been limited, This created
.a situation whereby the head office and the main branch
in Kaneo are in rented acommodation, and also the two
riew branches opened at Maigatari and Karaye towns. With
ingufficient capital base and the losses recorded over
the years, this resulted into pressure placed on the

deposit secured.

The need to acquire fixed assets and losses ilncurred   =1
over the years place great pressure on the deposit [;ja'.f
liabilities, contributing greatly to the liquidity';m'“ .
problem. The problem of liquidity is compounded if S
one considers the fact that the rent being paid on the
acommodations for both the Hank and its staff. Sufficient
capital could have enable the Bank to avoid renting

and also the losses incurred c¢culd have been absorbed

by the capital.
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4.2 loan Management Problem

After sufficient provisicns for liquidity needs are
made any excess funds should be directed towards -
lending. Regarded as the wost risky form of agsets
maintained by a Bank, But the main business of banking
is lending. PFor the loan management aspect of

© bank. to be successful there should be clearly
formulated policy and procedure recarding lending,
lending should be under a sound orygunizational setup,
and tre lerding activity sheculd be well ceoordinated
and controlled, The following problems were found to

exist in Kano cooperative in the area of lending.

4.241 Absence Of clear lLending policy

Any particular Bank should have a clear policly regarding
lending, PYolicy should gpecify the areas that the Bank
wishes to eaternd credit, policy regarding size,
Securily to be obtained =nd repayment terms should as
well be spelt oute Such policies should be clearly
understood and strictly adhered to. The policies should

aimgd at achieving the organizational objectives.

The Central Bank of Nigeria through the annual
monetary policy guidelines specifies the expansion
cieling and sectorial allocation of loans. This not
withstanding, the individual Banks have some degree of
freedom in deciding the area to extent credit facilties

and so the nced to have policlies regarding loans.
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Kano Co-operative Bank was established to satisfy
the loan requirements of cooperative Societies and its
members, but the Bank was given a full licence to
operate as a commercial Bank, Eventhough this has been
the case there is need to defime the specific areas,
ags a matter of policy, that the Bank wishes to satisfy

from the point of view of meeting loan requirements.

As at now ne policy regarding the area that the
Bank wishes te cxtunt ceedit facilities exists.The Bank
evenrthougt ..un:.-,trair:,b_'-,- its size attempts to satisfy
sectcrs that it cannct fully finance. In some cases the
financing of certain gectors was carried only to certain
points from where the Bank could not proceed further.
This resul ted into most of the customers seeking for

further assistance from cther Banks.

Another area that callgfor policy formulation is
the :6zu ¢t loans to be granted. Some loans were
dicscovered to be fur in excess of what the Bank cewld
confortably acomncdate, There were certain loans that
exceeded the one-third of the paid-up capital, this
viclated the normal banking priciples of risk aversion,
and the section 13 (i) a of the Banking degree 1969,

If policy regarding size of lending existed this risky

gituation could been avoided.
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The terms of loan specifying the securities needed
for each particular type of loan and the terms of
repayment need policy formulation. The absence of policy
in this area created a situation whervconsiderable
percentage of the loanswkre not secured, where the
securitiesware obtained one discovers that considerable
percentage of the securities have not beenperfected. So
that in most of the default cases the Bank had no

alternative than to declare such loans as bad and doubtfull.

Repayment period of all catergories of loans should
be specitici and gtrictly adhered to as a matter of
policy. Lo policy regarding repayments existS. In some
cases accounts trat were found to ' *have no reasonable
repayuent efforts were extended additional credit .

facilities.

4.2.2 Lending Procedures Not Adhered To

The procedurcs regardin,: lending in Kano Co-opearative
Bank have becn spelt out in the branch accounting manual,
But it was discovered that those procedures have not
been adthered to and mest of the staff concerned with the

handling of loan applicatiorswere not conversant with

the procedures spelt out,
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4.,2.% Qutside Influence

roblem
Closely linked to the above P L

is the ef‘ect of
outside influence. It was discovered that most loans
were approved as a regult of the outside influence,
through the members of the Board of Directors. The
outside influence is particularly eminant during the
political period, 1979 to 1983. The organization for
lending wes such that the Board of Directors have the
responsibility oftigprcving loans of certain amounts.
The composition GFAB vard was such that the memberado
not know wiit banting practice entails. Approvals were
based on certiain consideratons other than the prudence

that banking practiose required,

4e”e4 Poor Organization Por lLending

Under normel cicumstances the approval of certain loans
should be done by a wanagement comnittee, The committee
should base the approveals or policies and viability of
extending such loans. In Kino Co-operative most loans
individuals
were approved by a1 the branch or head office.
This was done independuntly with little or co-ordination,
This was as a regult of lack of adherance to the :
procedures, From the point of view of approvals at the
branch level, it was discovered that officers approve ~
loans far in excess of their limits of authority. The
headoffice approvals were in most cases done without
clear understanding of the actual ponition of the accounts

toc accertain tneir conducts.
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The absence of co-ordination regulted into granting of
loans that later turnout to bte bad doubfull,

L.2.4 Absence of Control

Based on the liquidity position and other consideratdons
the management should gpecify the level of loan expansion
during a particular period, this is based on control
purposes. Besides setting the credit ceiling the - o
management should ensure the monitaring of loan
approvals by the branches ani the repayments of the
existing lunns, The abgence of control resulted into
most branch.. approving loans far in excess of their
limits of autiority. Repayments also were not forth
coming in many accounts and issues were not raised in

most cases. A situation was creuted"hereqﬂnat loan

accounts went out of control.

4.5 Otner Management Problems

The succes: of banking operntion depends on how well
organized the business is, depends on the quality of -
staff and how well co-ordinated and controlled their

aotivities are.

Sound organization ensures the spelling out of
duties and the relationship of the various units, .
Authority and responsibilities of the various units
need to be spelt out, There is need for all the members
of the organization to understand the responsibilities

and authority of euch unit in the organization,
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The set-up in Kano Co-operative Bank is such
that at the head office level one finds the following
departments, namely, Administration/inspection department,
operations department, accounts department,advances
department, premises department, and secratarys

department.

The adminstration/inspection department handles
routine and special inspection and reports to the
General Manager. This depirtment is headed by the
agsistant seneral manager administration wno is also
the chief incpector. Eventhiough the department has
been formed as adminstration/inspection department all
it does iy routine and gpecial inspection and reports
the findings to the Genera! Manager. This department

also takes charge of the premises department.

Operations department headed by assistant manager
hagdles loan applicationa and the advances department

ig under tuis departmwent,

The accounts department maintaing the consoldated
accounts of the Bank and takes charge of the general

expenses of the Bank,
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The Secretary/ legal advigers department handles

pefsonnel and legal matters,

Eventhough an attempt has been made to identify
the functions of the various department, in practice
the functions of the various departuents duplicate in
most cases, this has been as a result of absence of
clearly stated schedule of responsibilities. This has
resulted into alot of conflictsin the discharge of the

day to day affairs of the Bank,

Ac & result of the nbsence of clear organizational
getup at tlie head office level, the activities of the

various branches are not weq] coordinated and controlled,

In the area of gtaffing, it was discovered that it
is only at the head office level that well qualified
professionals exist. At the various branhces only few
competunt offizers cxist. The survey revealled that
even those thnt nrc qualificd and those with potentials
are poorly motivated. This can be linked to the poor
setup at the head officc level. The sporadic training
provided is uot sufficient enough to bridge the gap
between the job requirements and the level of competance

of mogt of the staff.
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4.4 Prospects®f Kano Co-opefative Bank

One cannot doubt the fact that there existfalot
of prospects that Kano Co-operative can exploit.
To exploit the prospects the problems enumerated
above must be eliminated. For one thing, Kano City
is a commercial Centre, and the entire state is an
agrarian state., With improved services the Bank can
attract considerable amount of deposits from the
business community around, In fact the existence of
Prospects iu clear il one rconailders the performance

of some recently opened Banks,

Through agricultural loan financing glet ef
prospects can be exploited, if one considers the current
trends of going back to the land. Finuncing of smull

scale inutustries witnin the state can greatly contibute

towards boasting the Bunks image. This will enable
the Palk arnda such incwstries grow together,
4 «b Cuniclision

This chapter hag attempted to identify some of the
problems confrenting Kano Co-operative Bank. Solving
such problems will open alot of prospects o the Bank,
The rcecommendations as to how to go about solving such

precblems will be outlined in the next chapter.
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CHAPTER V
SUMMARY AND RECOMMENDATICNS

5.1 Sl.ammar!

A commercizl Bank like any other form of business
organization aims at profit maximization., However

one unique characteristic of commercial banking

is that the amount of capital in relation to the
tota! sum dexlt isusually small, With modest capital
this calla tor greater necd for prudence in the
management of banking operaticn. Barking unlike other

-busincsses i
forns of . “zanrot afford slackin its operationih

Operations. will have to bcwéthiFCertain profit and

loss margin. The profitability of cummercial banking
depends on how well the acquired assets are employed
into earning assets. Euploying funds into earning assets

contradicts the cafety necd to maintain assets in form

of cash t¢ oeet clwstcier dueicand for cash.

Managemert of Bunk portfolio of assets involves
ensuring safety on one hand and profitability on the . .
others The safety consideration in commercial Bank
centres on the need to maintain sufficient liquid assets

to meet cash demand and the Central Bank regulations,
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Hence the priority that takes the first place in the
commercial Bank management is holding sufficient
primary reserve to meet obligations fyem the point of
view of the cus%omer and the Central Bank of Nigeria

regulations which has legal implications.

Once primary reserve requirement has been met the
gsafey of the Bank is not ensured through holding excess

cash., The 1q?term safey depends on how well the excess

cash is employed into earning assets. In employing excess
cash intc e¢irning ascets the first priority is to acquire
assets thatl can easily be cenverted to cash to meet

likely and forecustable demand fo cash. By doing this

a protective reserve will be created th_t ensures safety
on onehand and profitability on the other.The protective
regserve or the secondary recerve consistsof liquidity
instruments whose maturity dates should coincide with
the period when demurd for cush is likely to occur,
Alternatively such instruserts should be such that

they can casily be converted to cash to meet the

likely changes in demand for cash.
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Once the primary and secondary reserves have
been created and they are sufficient enough to meet
the likely changes in liquidity requirements, any
excess should be directed to what can be termed as
the business of banking, that is lending. Lending is
the most profitable und at the same time the most
risky aspect of banking. For this reason there is need
for a well formulated lending policy amd procedure.
The policy specifying the nature, size and conditions
of logzns to be granted. Lending should as well be
under cound organizatioral setting, should be well

co-ordinated and ccntrolled.

The management of commercial Bank after meeting
all the genuine loan demands should divert any excess
fund into acquiring lomgterm investment ingstruments
such as chares, bonds and debebiures. The Nigerian
banking indutry is however prevented by the banking

decree 1969, fromn investing in such instruments.

The management of commercial Bank portfolio
therefore, is invo]ve‘ with deciding the amount
and diversification of primary reserve, secondary
recserve and loans to maintain., The success of the

management depends on how well the choice is made.
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In the case of Kano Co-operative the following

problems were identified in the previous chapter:

Liquidity management problems
==Insufficient provisions for liquidity needs.
- loan expansion without sufficient provisions
for liquidity.
- Pocr capital base.
- Valatility of government account
Loan managcuent problem.
- Abgscnce of clear lending policy
- Lending procedures not adhered to
- Pocr organization for lending
- Absence of co-crdinated lending practice
- Absence of control
®outside influence
Other management problems
- Poor organizationsetup

- Poor Stat'fing

Solving these preblems will open alot of prospects
for the bank if one congiders the position of Kano
as a commercial centreund the total opportunities
existing in the whole state. The following
recommendations will help alot towards eliminating

these problemse.
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H.2 Recommendations

5.2.1 Intensgify Recovery to Improve

Liquidity position

As at the end of 1984 financial’the total loans stood
as N33,505,779, and the total deposit liabilities as
N25,637,505 with the total liduid agsets of only
N2,515,095. This was a serious positionregarding
ligquidity. With loansconstituting greater percentzge
of the assels held and the poer liquidity position
there is need to reverse this position through _TT

recovering the cxisting loans.

5.2.1 Attract More Deposit

The recovery eff;?tsialone might not do much towards
improving the liquidity position. The success of
any Bank depends on how much deposits it is able to
atiract und managa. Gfforts should be made to attract
more deposits throush luproeving fhe services ¢f the

Bank,

The govern:ent bheing the major shareholder should
increase its depositsand patronizc more with the Bank,
Depositsby the government should be on longerterm

basis to enable the Bank recover from the present:

crisise.
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5e2+2 Qverhead Reduction

The overhead over the years has been considerable.

As at the end of 1984 financial year the total
overhead was N2,584,539. Considering the size of the
Bank this figure is too high.Overhead can be reduced
by checking the amount of rent paid on the rented
acomnadation for the Bank and its staff, At the end
of 1984 financial almost N2 million had been spend on

the proposed staff quarters. This should be disposed

and the procecds used to acquire permanent acommodation
for the Kano bLrarch and the head office. This will .
reduced thic rent payments.

The number of vehicles maintained by the Bank
should also be reduced. At the end of 1984 financial
the total value of the motor vehicles stood as N149,838.
Maintaining such vehicles contibutes greatly to the

high overhead.

The stafr strenght should also be checked to he

reduced to a reasonable asize.
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5¢2e¢% Policy Pormulation

A clear lending policy should be formulated. The

policy should state the segment of the community that
loan facilities are to be extended to. Policy regarding
size, repayments, and control should be formulated.

5¢2lt Procedure.

The procedure regarding handling loan applications
shcult be stricly adhered to, A1l staff handling loan
applicaticns should be well coversant with these
procedurcs., A committee for appraising loan applications
within sertnin amounts should be formed, which should
congist of the management staff instead of the Board

of directors.

5625 Or;anization

Genrally the or anizatiounl setup of the bank needs
be reviewed so that concerted management efforts can
be made with re ards to the management of the Banks
affairs. A management committee should be formed to
periodically appraise the position of the Bank to
determine the amount of primary reserve, secondary
reserve, and the loans to hold in the portfolio of
asgets with profitability and safety as the key

consideration.
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This will ensurey go-ordinated effort as opposed

to the present situation where the manafement staff

never meet to congider thesefactors.

Amonitoring committee should be setup to monitor
the activities of the branches from the point of view
of loan granting and loan repayments, This&%or control
purposes. The monitoring committee should as well
ensure the perfaction of all securities and should
work hand in hand with the inspectorate department

of the B
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5.3 Conclusion

Commercial bank',, like other form of Pusinessesexigts

to make profit. The profitability of commercial
banking depends on how well the acquired assets are
employed into earning assets. Employing assets to
earn income in commercial banking contradicts the
safety need to maintain assets in form of cash to meet

the customer demand for cash. Management of Bank

portfolio of assets involves ensuring safety on one
hand and protitability on the other. The management
of risk in banking is such that . safety should

always be given higher pricrity. Por this reason the
management of commercial Bank portfolio should give
primary consideration to the need for meeting the

legal cbligations from the point of view of the

customer and the Central Bank., This calls for maltaining
primary regerve in form of highly liqudd assets.
Once the priwary rcucrse requirement has been met which
does not carn income, any excess money maintained

does not amount to prudence. The excess money should

be used to acquire carning assets, with priority given
to the need for mecting likely and forecastable demand
for cash., Hence the acquisition of liquidity instruments
with maturity dates coinciding with the forecastable

dates whendemands for cash are likely to occur.
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Holding 1liquidity instruments is mainly for safety

reaabns, profitability is the secondary reason.

Once the primary reserve requirement and secondary
reserve requirements are met, any excess cash should ba
used to acquire asgets that are termed as risky form
formhcommercial Bank assets. lending is considered
the main business of banking, but it should be made
only after safe ground has been created through holding
primary ahd secénairy reserves.lending should be @ on
the basis of well formulated policy und procedure and
should be w.otcr sound organizational setup. Where excess
each rcuwain: after meeting the viabie loan demands,
such excess should be diverted to acquire longterm
asgets such as shares and bonds. But the banking
regulations in Nigeria does not allow the acquisition

of such instruments by commercial Banks,

The management of comm.rcial Bank portfolio therefore
invloves deciding on the ame it and diversification of
the primary reserves and loans to maintain. The success

of the management depends on how well the choice is made,
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The case of Kano Co-operative Bank has shown
that the management has not succeeded in identifying
the amount and the degree of diversification of the
various agsets to hold, During the early period of
its operation primary and secondary reserve requirements
were met through acquiring the various forms of
liquidity instruments with the view to providing safety
and profitability. In subsequent years the only
liquidity instrument found in the liquid assets component
was "balances due from other Banks"., This did notensure
profitabllity. The safety nced in the later years was
not ensurcu. This was becuuse the level of total liquid
agsets in rclation tc the totdl deposit liabilities
remained considerably low. This low level of liguid
assetgfﬁ%intained in the face of volatile government
accounts that constituted a greater percentage of the

total deposit liabilities.
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From the point of view of loang it was discovered
that inspite of the low level of total liquid aaaetf
in relation to the total deposit liabilities, loans
continued to increase by considerable amounts over
the years. This further incresed the poor liquidity
position. To the extent that the Bank had to overdraw
its account with Central B,nk to meet the withdrawals
from the cureent and depesit accounts, whose balances
declined considerably during the period under

consideration.

The warnagement of couwmercial Bank portfolio
ensurcs safety and profitability. It involves
determining the primary reserve, secondary reserve
and the loan's level to maintain., The absence of this
concious management effort in Kano Co-operative
resulted into the lossess incurred during the period
under revicw, and the poor liquidity position, which
if not becsause of the bumper provided by Central by
allouing the Bank to overdraw its account could
certaluly have resulted into the bank been declared

bankrupt.
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