FUNDS MANAGEMENT BY COMMERO AL BANKS: A CASE STUWDY CF

LION BANK N G&GER A PLC

BY

BADANMASI  RABI

A RESEARCH PROJIECT SUBM TTED TO THE PCST GRADUATE SCHOOL,
AHVADU BELLO UINVERSITY ZAR A |IN PARTIAL FULFI LMENT
G- THE REQU REMENTS FCR AN AWARD (F MASTER IN  BUSI NESS
ADM NI STRATI ON, IN THE DEPARTMENT GF  BUSI NESS

ADM N STRATI ON

MAY 1994



ii

DECLARATION

hereby declare this study to be my own personal
work, It is originel and any other person's work
referred to have been gratefully acknowledge in the

Bibliography,

BADAMAST RABI



§31

CERTIFICATION

This Project entitled: "FUNDS MANAGEMENT BY COMMERCIAL
BANKS: A CASE STUDY OF LION BANK NIGERIA pLC", by
BADAMAST, RABI meets the regulations governing the award
of the degree of MASTER OF BUSINESS ADMINISTRATION (MBA)
of Ahmadu Bello University, and is approved for its

contribution to knowledge and literary presentation.

. . ' .—"_"_}
nf% h"#f”4bdeJw¢»wpq£ ;1hﬁd£*q' [ 7 ?/(?ip
Mame and Signature of Supervisor Date
Member, Supervisory Committee Date

e T T P =,

Fxternal Examiner T oy
A Alé;clu-wmh..,_weﬂ_.
r A -".' ;
(B]€/ 7
Daote
( 9—&1 $

Deecn, Post Graduate School Date



iv

DEDICATION

This project is dedicated to the Memory of my

Father,



v

ACKNOWLEDGEMENT

Foremast, I thank Almighty God for grenting me the
life, obility and opportunity for undertcking and seeing
this course through,

I olso extend my sincere gratitutdes to my supeTrvisor,
Mall;m Abu-Abdissamad under whose scholarly guidance and
advice this project wos e reality ond to ail Lion Bank
Nigeria PLC, staff who gave the necessary information for
this reseorch work.

Similarly, 1 extend my gretitude to Mr., C.S. Olukanmi,
Mr. S.M. Wang for their odvice, encourogement, support ond
contributions. I wish you all the best in your future
endeavours.

To all who help in one way or the cther, even those
not mentioned, I give a special word of thanks to them. 1

earnestly desire that God would reward them accordingly to

his riches in Glory even spiritucl blessing. Amen.



Y
ABSTRACT

Banki ng activities provides an essential |ubricant for
the 'wheel' of economic activity and, the faster rate of growth
envisaged in the econony the nore the facilities required from
the banking industry.

Through the nobilisation of funds from surplus sector and
di spensation of credit to the deficit sector, the banks trans-
fer resources from current consunption to the creation of the
pl ant, equipnment and raw materials for production. By providing
the neans of production for those who otherw se would not have
been able to get such opportunity, banks, thus, make trenmendous
contribution to economc growh and devel opnent.

Wiile it is difficult to nmeasure quantitatively, the
contributions of banking institutions to econom c devel opnent
the growh in their operations as represented by deposits
nobi lised and credit disbursed over tinme, gives a reasonable
indication of their contribution. Secondly, the indigineous
bank and the rural banking schene provides the econony with
a good net work of banking services that enlarge banks
contribution to the country's economc growh and devel opnent.

This study specifically would research into how Lion
Bank N geria PLC manage it funds. It will look into the
vari ous ways on neans it secure it funds and the manner
it apply the funds into various uses.

It is hoped that by the end of the research study,
conmerci al Banks generally and Lion Bank specifically would
take appropriate steps in reframng their policy regarding
the managenent of thee funds for efficiency and effectiveness,

and for the overall econony growth and devel opnent.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

The banking industry which supplies credit facilities
to the major sectors of the country occupigs an indispensable
pmsi;ion in the struggle for economic development of the
nation, It is therefore, important that available credit
fecilities te allocated rationally by banks and this can
only be done through judicious application of the coacept
of funds management by commercial banks.

Financial planning by ony organisation (Banking sector
inclusive) involves analyzing the financial flows of the
firm as a whole; forecasting the consequences of various
investment, financing and dividend decisions, and weighing
the effects of various alternatives. The idea is to deter-
mine where the firm has been, where it is now and where it
is going-not only the most likely course of events, but
deviotions from the most likely outcome. If things become
unfavourable, the company would have a back vp plan. So
that 1t is not caught flat - footed, without finoncial
clternatives; these therefore leads to a financial plan or
strategies embracing investment, financing and dividend

decisions of the company,



Therefore, the concept of funds management by
commercial banks 1is o conscious application of policies
to determine the level of funds at a particular period
of time and, the judicious application of these funds
towarts the maximisation of profit, while making sure
that the bank remains relotively liquid,

The concept of Funds mancgement centres essentially
on whot is tne volume of funds at any period of time, and
what policies that should be adopted. Taking cognizance
of the government's monetary policies, in the application
of these funds, with profit maximisation objective in view -
It exploins the sources of funds - available to a commer-
cial baonk, and how profitably they could be applied be
opplied, It also involves decisions to ascertain quanti-
tatively what the volume of funds is, and the forecosting
of the trend of lending, as dictated by mérket situations
and the central banks selective credit guidelines,

Funds management can therefore be said to be the major
business of the banking sector where in, the banks try as
much as possible to make effective and efficient use of
their funds so thot they would not be forced out of

business.,
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1.2 STATEMENT OF THE PROBLEM

Many Banks in the country have to grapple with a
number of problems in carrying out their operation,
especiclly in relation to fund management which is the
primary purpose for which they are established,

The Banker-customer relationship, since the inception
of benking in Nigeria, has never been without unwarranted
suspicion on both sides. 1Ignorance on the part of .the
majority of the banking public regarding the functions and
role of the banking system, and the apparent ‘'‘secret -
society' attitude of the banks in the eyea:of the banking
community, have helped to worsen the situu;ion and has
contributed to the distortation of economic activities,

lanks generolly therefore encounter a lot of difficulties
in their sources and uses of their fund, that is how they
secure their funds through various means and ways they

opply these funds. Lion Bank Nigeria Plc also share similar

experiences in its management of its funds.
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1,3 PURPOSE OF THE STUDY

The purpose or objective of the study is to examine.
the concept of funds management, in order:fo troce the
root couse of the problems mentioned above, The result
will contribute to the successful realization of the
primory objective of this project, namely, finding
solution to the problem raised. For the successful I:%

implementation of the solutions, this project will select.

methods of abproach that it find agppropriate.

In the course of trocing the source(s) of fhé”said :

problems dand find solutions to them, this work will b@:;.f%?

o mmal

examining the existing or current attempts being made by

commercial banks themselves to solve the said problem, with
particulor interest on Lion Bank Nigeria Plc, Where ony
such attempts is found to be worthwhile, this work will

incorporote it in it's package solutions. But where it
A

. : it

is found to the proved ineffective or obsolete, it removal

.......

It is hoped that the - findings of thisgtudy vill be

will be recbmmended.

use in developing a future bqlicy framework on funds

¥

monagement in oll bonks ingeneral ond Lion Bank Nigeria

Ple in particulor., The solutions also if implemented,
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will be cortributing in no small way to the rapid

economic development of this nation.

1.4 SCOPE OF THE STUDY

* The study covers the period of four years, that
is (1990~ 1993) of Lion Bank Nigeria Ple, sources and
application of funds, However, the problem of funds
raising and application is not peculiar to any one
particular Bank. Therefore this study is empirical,
flexible ond appliceble to any bank.

Means and ways in which banks generate as well as
spends their money with particular attention to Lion
Bank Nigeria Plc will be discussed . The study also,
with o reasonable length, discusses the history, objec-
tives, operation and progress of Lion Bank Nigeria  Plec

within the years under review,

1.5 LIMITATION OF THE STUDY.

Almost every research project is bound to face some
weoknesses and constraints which constitute some difficlties
to the research study, and as such, this study is not left

out. Moreso, to carry out o research of this nature,
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exomining fund mancgement by commerciol banks (which

formed most sensitive greo of every business organisa-

tion), some limitations and problems must be encountered.

i)

ii)

1ii)

One major limitation is thot of obtaining data
and information from most reliable source v,
furthermore the Bonking sector “secret syndgome"
which cheracterises dealing on sJeh sén;i£;§e
matters onfunds, has been a major inhibiting
factor since some vital documéhkg.which are very
relevant to the research work couLﬁ not.be easily
reached. RS . 'E_: c e
Lack of adequate time is another factor that
limited the efforts put into the reseorch work;
Due to the data collection procedure, the |
dccuracy of thé.#inal results obtained from the
ana}ysis will depend very much on the dééégg:o;”: 
aééuracy ond reliability of the personnel who
recorded most of the histo:icalFAGt;; :iﬁv o j}
addition, data apalysis aﬁd_inferpretation were

based on the knowledgé and understanding of the

_researcher , .



Motwithstanding the above mentioned limitations,
the researcher tried as much as possible to see that
the objective of the research work is being achieved to
a larger extent.

A

1.6 OEFINITION OF RELEVANT CONCEPT

1.6.1 Funds:

Funds can be defined in several ways, because, it
nas not been possible to provide a single definition
for the concept. The advanced Learner's Dictionary
defined funds as 'store or supply (of non-material things),
sum of money available for a purpose, Webster's Dictionary
defined fund as 'permanent stock or capital; an invested
sum, the income of which is used for a set purpose; a
store; ample supply; money in hand',

Therefore, from the above, it is clearly seen that
the concept "Fund" has, as many definitions as they are
voried. However, one can make a reasonable inference from
these definitions, All the definitions show one thing in
common, and that is the fact that 'fund' literally repre-
sents 'money available' or 'Money in hand', both in terms

of store and supply of money for investment purposes,
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This money could be in form of stock, capital or cash,
However, depending upon the onolyst's objective,
the definition can be broodened or narrowed. 'Because
a funds - flow analysis on cosh bosis serves as a
building block for analysis vusing broader definitions
of funds'. Thus, the term 'funds' may mean:
)
i) Cash only; |
ii) Qorking capitel (the differenqe; between
current assets and current liqﬁilities) only;
iii) Financial resources, arising.from working
capital items and from financing aﬁd investing‘.

actitivites of enterprise, which may involve -

only non-current items.

1.6.2 Soufcbs of Funds:

This can simple be defined as the plages from which:
the financtal resources come from. This can be further

said to means either o decrease in assets or an increase

in liobilities. L N ' | . C

1.6,.3 Uses of Funds:

This can be defined us the aopplicotions or employments

or consumptions of funds., This may also means either an
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increcse in ossets or decreacse in liobilities,

1,6.4 Commercial Bank:

Commercial Bonk means any person whe transacts
banking business in Nigeria and whbse_business includes;
the acceptance of deposits withdrawsble bylcheque. B éf
Banking business is tﬁot business in whicu monies dre
recelved from outside scurces as deposite irrespective
of the payment of interest or where money loans ore
granted and credits accepted, It also includes th;
purchase of bills and cheques, the purchase and sale of
security on beholf of other end incurring.of £he obliga-
tion to gcquire claims in respect of.loqns prior to their
maturity,

Furthefmo:e, banking business covers such transactions
as the cbguﬁptian of guarantees and other warantee for
others, affecting transfers and clearing and such other
tronsaction os may be defined from time to time in thé.h

Federaol Gozette on banking.

Monagement :
According to Koontz ond Weihrich, management is the

"process of designing and maintaining an environment in
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which individucls, working together in groups, uccomplish;
efficiently selected aims"  The definition involves:
i) carrying out managerial functions of planning
orgonising, staffing leading and control,
1i) It is concern with productivity ie. effectivenqsq;_
and efficiency.
iii) It eim is to create surpius, nnd it.apply to
mor ‘gers at all organisctional level and to‘dhy-f¥ 
kind of orgyanisation, (Banking Organisation

inclusive),



2.

FOOTNOTES
Nigeria Banking Decree No. 1 (196%9), and as ammended.

Horold Kootz and Heinz Weihrich (1988), Management
Pub, McGraw Hill Book Company, pp.4.




CHAPTER TWO

LITERATURE REVIEW i

2.1 AN OVERVIEW OF COMMERCIAL BANKING IN NIGERIA

Commarcial Banking in Nigerio started in 1892, when
the African Banking corporation based in South Africa
opened g branch in Lagos. This folded vp in a short
time. In 1894, the second expotriate bank, the Bank of
British West Africo was established, The Bank of British
West aAfrico was o bonking institution whose orgonisation
function and objectives were so constituted as could
serve the colonial policy of ¢ Great Britein, Infact, this
was the init&ctive of Mr. G.W, Niville and Sir Alfred
Lewis Jones who mode possible the establishment of this
bank, by organising the importation and exportation of 
currency, and providing banking services,

This bank, made o notable contribution towards,
monetizing the economy, It remained fhe sole banking
suthority in Nigeria until 1917 when another colonial
bonk, the Barclays Benk (D.C. and 0) was é;foblished ig
the country. 1In 1949, the third expatriate Bonk, the

British and french Bonk wos established., Over the years,

11



these thres hanks hove however undergone a number of
changes, The bank of British West Africa thereafter
beceme the standard Bank, ond today it is known as First
Bonk of Nigerio PLC. Similarly, Barclays Benks (D.C & 0)
come Yo be known todoy as the Union Bank of Nigerie PLC,
And, the British and French Bank is now - U.B.A. The
change of name however, did not, until recently uoffected
operational gnd staff structures of the banks. The
colonial framework was maintained un%il the niﬁeteen
seventies when Nigerion officers werelcl;?yed to fill vup
those administration and monagerial postslbrevisusly
reserved for expatriate personnel ofzziree bénkg.;,”“_d_
It is correct, therefore, to say thot commereial,
banking in Nigerio was before the second world war domi-
nated by the expatriate bonks, The activities of these banks
were directed towards the interest of the colenial nations
which ouné& then. Obviously, they could Tot cater fo;!
the interest of the Nigerio in general, _-']i'hi.s Gtti‘l‘udle_.
on the part of these colonial banks.continuea even after

.

Nigerio has goined her independence.
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As a result of the difficulties the banking community
were confronted with when deqling with these expatriate
banks, o group of Nigerians were forced into the banking
business. This led to the banking boom of the late 1940,

After two subsequent unsuccessful attempts, in 1929
and 1931, The Netional Bank of Nigeric Limited, was est;-
blished 1933, This svccess is creditgd to a group of
prominent Nigerians including Dr. A. Moji, Chief T.A,
Doherty andIHr. A.A. Subair, Other bonks which were

formed to assist indigeneous businessmen include Agbomagbe -

. (Wema) Bank in 1945 and the African Continental Bank

Limited which came into existeﬁce in 1947, Indigeneous
bank also founded during this period include the Nigerio
Former and Commercial Bank of tagos, which failed in
1953 ond onward Bank founded in 1951 ;ogether with the
Premier Bank and Bank of the North was established in
1959, (Brown C.V. 1966) o “

Over o century of banking in Nigeriq, a% ot_1992_the
country can boast of; 66 commercial Ecnks:ui;h a total
branch network of 2243 Branches; 228 Branches of peoples
Bank., Meant to serve the heed‘of the common man or less

privelloge, 402 ccmmunity Banks brought about to stimulate
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Banking habit emong the rural populace and 54 Merchant Banks

with o total Branch network of 12 across the nation.

It is noted therefore, that, prior to Nigeria's
independence, commercial banks contributed remarkably
to Th; monetization of the economy. With the extension
of furopean trading enterprises and British rule to West
African, the use of currency, greatly dimiaished the use
of barter, These colonial banks had to organise thé
importation and exportation of currency in order to boast
trade and to prove banking services to the banking commu-
nity.

With the odvent of indigeneous commercial banks,
banking services, porticulorly to the Nigerian community
improve, credit facillties were made more available to
the Nigerians, unlike what the situation had been when
expatriate banks dominated the banking scene.

Todoy, commercial banking plays an important role in
the economic development process of Nigeria, The make
availoble to the banking community idle loanable funds to
boost thelr commerciol activities. C(redit facilities, under
the surveliance of the central Bank's selected credit

guidelines, are granted to desirous sectors of the

economy. In this respect, the commercial banks provide
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meaons of production for those, who otherwise, ' would
not have been able to mobilise funds, These services
rendered by banks, indicate their immense contribution

to the economic development of the bountr#
|
i

2.2 HISTORY AND MANAGEMENT OF LION BANK NIGERIA PLC.

2.2.1 Corporate Profile:

LLion Bank of Nigeria PLC,, is the first commercial
bonk to be commissioned in 1987 with its Head Office in

Jos |

The ideu of o Bank by the Platéau State government

wos reolized with the incorporation of Plateau (Co-opera-

| B T T

tive Bank in 1981. Envisaging the limited scope of «
bank of this nature, o decision to operate a full fledged

commercial bank was preferred, Consequently, the name !

was changed to tion Boank of Nigeria Limited in 1982, The
Bank wos put into operational geor with the mandate given

to international Merchant Bank (I,M.B) to estublishluﬁd
manage a commercial bank operution for the Plateau state

e

Government., Lion Bank is one of the\first Banks with o

Technical working arrangement with an indigeneous bank,.

|
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International Merchent Bank of Nigeria PLC (IM,B.).

This errangement opens Lion Bank to I,N.B,
International and other correspondent Banking facilities
world wides, This olso ensures the provision of services
bocked up with a corp of well-trained, dedicated and service
oriented stoff, commplimented with a stratégy based on
concious use of modern technology,

The bank services have been computerized to compliment
its pnilosophy of strength, speed and efficiency in modern
banking. The bank currently has six branches spread

gcross the nation.

2. 2.2 Ownership:

The shareholding of the bank is as follows:
1. Plateau State Government 29.41%
2. Internctional Merchant Bank Nigeria (IMB) 12. 5%

3. Genercl Public 58.09%

2,2.3 Services:

Lion Bank of Nigeria Plc offers the usual comprehensive
Banking - services which include:

1) Savings

11) Current Account

i1i) Loans and Overdraft,
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sv) Fixed Deposit Account
v) Standing Orders

vi} Safe Custody

vii) Domicilicry Accounts
vi:il) Business and Financial Advisory Services
ix) Treosury ond Foreign Business Tronsoctions.

With it's philosophy of 'strength, speed, and
efficiency, the bank strive to provide efficient and ‘courteous

services to all categories of it customers.

2.2.4 pPerformance:

The banks total assets increased by 631.7% to #954.9
million in 1993 from 1998 figure of M130.5 million. The
deposit base also recorded a rise of 380.8% fromlﬁll7.3
million in 1988 to R564.4 million in 1993, while loans
and advances rose to 899.6 million in 1993 from #13,9
million in 1988 given an increase of 616,5%

Shereholders' funds rose by 1000% from %#7.9 million
in 1988 to NB6.9 million in the year 1993,

Inspite of the rought economic condition through the
years, the bank has been able to make an impressive per-
faormance by making a profit after tax of §0.629 million,

83.78 million, 87,01 million, N4.58 million, #11.65 million
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and 14,48 million for the years 1988, 1989, 1990, 1991,

1992 and 1993 respectively,

2.2.5 OrgaAisqtion:

+ :

Major decision taking is carried out by the Board
of Directors, headed by o chairman and other directors:
They are suﬁported by sub-committees of board lev;l.

Next is the maneging Director/Chief Exeéutive who
is charged with the responsibility of seeing fto the
day to doy running of the bank. He is supported by the
Deputy Manoging Director who directly oversee the main
four divisions, that is, bunking operatiwns, and systems,
credit and marketing , Investment Banking and Adminigtra-

tion, Secretoriat, Legal and services,

2.3 AN OVERVIEW QF SOURCES AND USES OF FUNDS

It is often wseful to develop certain financial
statement as an aid in evaluating a firm’s ﬁast or present
performance. The sources and wses of funds statement which

is closely related to funds monogement cllows the finonciaol
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mencger to onolyse the firm's historical sources and uses
of funds, This statement is often called o 'source and
applicotion o funds statement',

The sources and uses statement help to provide
answey to the folloing questions (which the bank menager
will doubtless pose, when o firm requests a loan). What
has the firm done with the money it bad? What will it
do with the new funds? How will it repay the loan? It
clso provide answers to questions that other interested
parties may have about the firm. This information may
indicaote thot the firm is moking progress or that problems
cre crising. By sources and uses of funds analysis, we
can determine over any period where a firm cbhtains its
funds and what it did with them.

The flow of funds in a firm may be visualized on a
continuous process. For every use of funds, there must
be on offsetting source. In a broad sense, the assets
of o firm represent the net uses of funds; its licbilities
and net worth represent net sources. Therefore, the funds
statement is a method by which the net funds flow is
studied between two points in time. These points conform

to the beginning and ending financial statement dates for
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whotever period of examination is relevant - a quarter, a
yeorly or 5 years, However funds statement portrays net
rother than gross changes between two comparaeble financial
statement of different dates. Although, an cnolysis of
the gross funds flows of a firm over time would be much
more revealing than analysing of net funds flow, the
finoncial information available, namely, balance sheets
and imcome statement thét spon particular periods of “time
clwecys poses constreints on financiol analyst,

Sources of funds are items thot increases a firm's
cash, while uses of cash dare items that decreases a firm's
cesh,

Sources: The basic sources of funds are:

i) A decrease in asset

ii) An increase in any liabilities

111) Net profit after taxes

1v) Deprecietion and other non-cash charges¥

v) Sales of stock,

A few points should be clarified with iespect to these

1tems,

(ash: A decrease in cash is a source of cash in the sense

that 1f the firm's cosh 1s decreased the cash released must
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have gone toward some use of cash.

1 i

[T
b

Decrease in Asset: For example, sales of non-current assets

sales of long-term investment, land, Building and equipment,

Uses: The most common vses of funds are:
'} An increase in an asset
ii} A decrease in a liability
iii) A rmet loss
iv}) Payment of cash dividends

v) The repuchose of retirement of stock.

A few point should also be clerified.

Cash: Since all items in the source andibse of cash
stotement octtempt to measure chonges in cushL it may be
hard to understand thot an increase in cash coun be use of

cash, An ingrease in cosh is a use of cash, in the sanse

that it is used to increase the firm's cash balance and -

therefore cash is being consumed,

Netloss: If;o firm were to experience a net loss, this
would result in o use of funds., It is possible for a firﬁ
to have a net loss but still have positive cash flow from
operations if depreciation in the same period is greater

than the net loss.
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Assets ond Liobilities: Except for coses described above,

increase in assets acre uses of funds and decreases in
ossets ore sources of funds, It tokes cosh to increose
ossets, ond cosh is_generated through the sule of &
fixed‘csset or the collection of accounts receivable,
‘Increase in liabilities are sources of funds and decrecée-
in licbilities are uses of funds, An increase in liability
represents increcsed financing , which is expected to
generate funds, while o decreuse in liability represents
the repoyment of o debt, which requires a cash outlay.

Also stoted in o broader form by Raymond G. Schultz
and Robert £, Schultz, that #?Any increase in'liasility of
net worth item or decredgse in an osset, constitutes g
sources of fund; conversely an increase in an asset or .
decrease in o liobility or net - worth occount, constitutes
a use of funds' They went on further to s tote that 'the
sources and vses of funds course must equal each other.

(or an error must have been made),

RS

. . . . . .
Informetions concerning the finmancing and investing
activities of o business organisetion (be it public or
private), and the changes in its financial position for a

a given period of time; can be termed as uses and sources

of funds.
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This sources and uses of funds can be represented in
what is known as 'The statement of changes in financial
position; aos summarised below:

i) Changes in assets and ligbilities resulting from

" financing and investment ransactions during the

period os well as those changes wLich resvlted
due to changes in owners’' w equity; and
i1} The way in which the firm used its finoncial
resources during the period (for example fo
ocquire fixed assets, to pay debts, to pay divi-
dends to shareholdess etc),
The statement of chonges in financiel position can
be regarded as important becouse it study changes in financial
position of any organisation as well as an important
planning toel. Tt gives a clear information of the causes
of changes in the organisation's working copitael position
or cash posifioﬁ;. It indicates the finoncing and investiﬁg
policies followed by the firm in the past, The analysis
reveals the non-current assets acquired by the organisation,
and the manner in which they have bedt finonced from the
internal ond external scufces. This study is useful aus a
tool of historical analysis, as or helps answer some of the

b

important questions as below, |
i
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f

i) what is the liquidity position of the firm?
ii) What are the causes of changes in the firm's
working capital position or cash position?
iii) What fixed ossets ore ccquired by the firm?
iy) Did the firm pay dividends to its shareholders
or not) if not wos it due to shortage of funds?
v) How much of the firm's working caﬁltal needs
were met by the funds generated f?om current
operations?
vi) Did the firm use external sources cof finances
to meet its needs of funds,
vil)} If the external financing was used, wheot ratio
of debt and _equity was maintained?
viii) Did the firm sell any of its non-current assets?)
if s0, what were the proceeds from such soles?
ix} Could the firm pay its long;term debt as per
séhgdules?
x) What are the significance investment and financing
agctivities of the firm, which did not invdve in

working copital, Tt
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2.4 ELEMENT OF FUNDS MANAGEMENT

The main elements of the concept of funds management
by commercial banks include:

1) The occceptance of Deposits

2) The lending of leoancble funds,

b

2.4.1 Acceptance of Deposit;

There ore three main kinds of deposits occepted by

commercicl banks;

i1} ODemand deposits: The holders of the demand
deposits include individuols, businé#s enferprises
state and Federal Government, The main features
of demand  deposit ore:

o) A credit balance standing on o customer's account
is payable on demand, A holder ﬁf demand deposit
is therefore free to draw cheque upon his aéc;ﬁ;f
without agy condition of restriction. However,
since business enterprises normally withdrow
large sum from their occount, which cccording to
internol bonk regu}otions, usually go be?ond the
competence of the ref;;enCe clerk to endorse,
the manager's approval or that of his assistant

is ysually sort for, jﬂ
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\ customer may be granted an over draft, this means thctI
cheques may be drawn up to an agreed limit, beyond the !
amount standing to the credit of the customer in his j
current acccount,

“Commerciocl banks charge commissiion on turnover (C,0.T)
monthly or quarterly on demand deposits and, this is
based on how the customer has transacted business with
the bank,

Interest is charged by the banks monthly on overdrawn
accounts,

If a customer overdraws his account without the bank's

prior agreement, an offence is infact committed and

1s viewed seriously,

Saving Deposits: The holder of the saving deposits
include individuals, business enterprises, state and
Federal governments.

The main feotures of saving deposits are:

A credit bolonce standing on a customer's saving account
1s withdraw--able upon personal application, after a
steted period of notice. However, this condition is

vsvally waived,
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2)

b)

c)

1
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here is no drawing of cheques. Withdrawal forms
r slips are issued upon needs for withdrawal of
soving deposit,
'he bank does not usually charge commission - on -
turnover on savings deposits,
The banks poy interest on sums standing to the customers

credit ot o rate which varies from time to time.

[ime Deposit: This class of deposits, have a time
of maturity. 1In order words, when they are lodged,
there is an ogreed time ofter which the customer
could then contemplote on meking withdrowals, It is
classified into two:

Short deposits, representing a shorter term of
maturity.

Fixed deposits, representing a long-term maturity.
The following are the main features of time deposits:
Mo withdrowae' is epproved until Maturity.

Some days notice must be given prior to the time
withdrawal is contemploted, This condition will not
be woived,

The Banks pay interest on their customer who holds

time account,
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Lending:of Loonoble Funds:

most profituble business of o commekrciol bank is
Initially, benkers were only engaged in deposit

By this, the simply store cash that had been

deposited with them for safe-keeping, The banks now lend

l‘
so long os they retuin the confidence of the customers,

Commerciol banks lend through the following methods:

i)

¢)

i1)

Provision of loon focilities: commercial Banks
mainly honour three types of loans,

Commercial loan: In this type of loan, commercial
banks mokes short term, selfliquidating loans. 1In
ofhé;fwords, banks lend to customers for a specific
fransactiqn on short term, which on  terminatiion,
provides the customer with funds to retire the loan
Customer loan: Commercial banks least hqnour.
these loans, It has short-term maturity,
Indystrial and Agriculturel lquns: These are of
loang-term maturity, Interest is charged on this

1

type of loans, i

Provision of overdroft facilities: Banks grant
overdroft facilities to their customers, when o
customer is permitted to draw cheque for a some

more than the balance standing to the customer's

credit,



29

2,5 SOURCES OF FUNDS

Sources of funds comprise those attivies which drows

addition current assets into the entity, It involves

e e

olso, ectivities that liberate ‘money' in other forms
.
from it, These occtivities include:
1) Issu 'ance of shares
2) Bonks operations
3) Bcnks cbility te create further deposits

P

2.5.17 1Issuance of Shores:

It is stqtui??ily granted that bcnks.cﬁuia_ﬁurket
. shares to attrccf“funds for the financing_of their
ectivities, Shares are clussified into ordinary and
preference shares. These make up the share capital of
the bank. The amount of issued and peid vp capital of a
benk ot any porticulor time must not be above the aﬁthori;ed
share statutorily allowed the bﬁnk. ‘.

i) Ordinory share: Commercicl Bank; prefer ordinarf

shores to preference sheres., The number of shares,

and its value strongly determine the level of

dividends that could accrue to a commerciol bank.
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The cost of new issues of ordinary shares is

calculated vusing the following formular:

Ke =D + g
P
Where:
1
Ke = Cost of outstanding share capital
D = Dividend per share

.
P = Prices per share,

G = Expected compound rate of growth of D,

2.5,2 Bank's Qperation:

From daily services to their customers, and through
an efficient mamanagerial capability, commercial banks
accrue funds from a number of sources, which include;

s} Shore premium,

b} Retained Profits i

¢} Customers deposits.

@) Share Premium: This is the total balance
accrving from the market value of the issued shares and
their normal values, OQn the faceed of the shares, the
normel value is printed, Usually, the forces of demand

and supply ore left, to determine the market price,

b) Reteined Profits; Retained profiis, represent

opportunity cost to share holders. The holders of shores,

e
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will have to forego their dividends, or some propertion
of it, ot o porticular time so that the company or bank
could retain earnings.

¢) Customess deposits: customers deposits are lurges%
source of commercial banks fundsl These are classified

into demand savings and time deposits, These sources

coenstitute the most active funds of commercial bonks.-

1
R

2.5.3 Bonks Ability to Create Further Deposits:

The concept of deposit creation by commercial banks
holds under two principol assumptions:

e} Thot Cheques ore generolly ccceptoble,

b) Thoat there ore no ‘leakages’, that is, that cash

is not token out of the bunks, j

i
The fellowing is an example of the process of
deposit creation, Suppose a commercidl bank received,

#1000 deposits from customers,

In the first stage: The balance sheet reads:

Ligbilities Assets
Depasits +1800 Cusﬁ + 1000
© 4+ 1000 | + 1000
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Mormally bonks wre stotutorily required to keep o
fraoction of its deposits in the form of cash and other
well defined liquid assets. For purpose of illustrotion
therefore, suppose that this hypotheticol bunks is to
observe a 1U per cent cosh ratio. Hence our hypothetical
bank mop keep ®100.00 in its vaults and employ the | :
_ - f
remoining R900.00 in investment activities, for example, |

making loons ond advences to its customers

In the 2nd stage, the balance sheet reads:

Liabilities Assets
" .
Deposit +1000 Cosh +]OOQ
Advance+1600
+1000 + IOOOT

The receipient of the loans and odvances will use
these funds to buy goods and services from suppliers, paying
for them by cheque. The suppliers, on receiving the qhgques,
will poay into their own bonk eccount, The receiving b;nkﬁz
will credit the cheques to the customers' accaunt and they

will be honoured by the paying bankers.
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At this stage, the 8900 granted as loans and

advences earlier will come back into the banking system

as further deposits.

In the 3rd stage, the balance sheet will read,

Liabilitiesm Assets
M M
Deposits +9000 Cash +920
Advances+810
+900 =200

Warking on the same principle as before, the H810
will come back into the system in the form of deposits,
10 percent cosh ratio hoving been observed:

In the 4th stage, the balance sheet will read:

lLiabilities Assets
k. o
Neposit +310 Cash +81

Advances + 729

+810 4810

and so on:

From the initial deposit of #1000 the benking system

has created further deposits, H®H900 at the second stage;

%810 ot the third steoge and so on.
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This process continue until finally, the limit is
reached, and all the initial M1000 becomes just cash

reserves, that is, 10% of total new 'money' in the economy.

The mathematical formulor to determine this increase

'Y

1s

Final Amount +% ] X Initial deposits

Cash Ration 1
From the above illustration therefore;

Final Amount 1 X 1000

e ——

100 1

#10,000

In the final stage, the balance sheet will read;

Liabilities Assets
N ki
Neposits +10,000 Cash +1000
Advances +2000
+10,000 + 10,000
From the above analysis, two principal deducations

can be made:
1) That total deposit of the hypothetical banks has
increased by #9000, This is o fund becouse, this
amount hos been issued out as loans and advances

cfter subsequent 10% cash ratio has been retained.
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ii) The hypethetical bank, all along the process, has
chorged inferest on the loons ond advances it hos
granted to the customers. The accumulated interestll?
will become an additional fund. At the same time,

the total money supply in the economy will incredse,
L]

2,6 APPLICATION OF FUNDS

Application of funds involves activities which reduce

net current ossets by reinvesting them in more permanent

form, It involves also, the dispersing of funds outside

. the entity.

Commercicl banks grant credit faocilities to thei;
customers through:

i) Loans ond advances

ii) Overdrofts, ond

. .-_' 1 ) . ..I
iii) Qther channles, '

P L e
The banks recognise, however, thot loans and advances

to their customers are their most risky dssets because,

they involve o greater possibility of loss than any of

the others, e

g

i

In theory, bonks' lending is repcyable on demand but

in practice, this is not clwoys possible., They represent,
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therefore, the least liquid of banks' assets. The banks,
however, charge high interest rates to compensate for
the leck of liguidity and the degree of risk involved,
This situation defines loans and Advances as the most
profitaeble but then, the most risky venture.

Judgement in lending is the real test of a banker’s
skill, The growing need of customers to increased cash
resources is clear enovugh but in @ number of cases, the
credit focility would entail so great a lock-up, that a
banker would prefer not to be inolved, Therefore, a bankers
skill in maoking lending decisions is derived g from his
judgement in lending propositions in both set of circumstan-
ces below;

i) When full information is available

11) When hardly any information is available,

Therefore, through his scrutiny of the financial
stotements, the position of the occounts of the company and
the bolence sheets; a banker becomes considerably informed
to toke reasonable attions if he is confident in the
credibility of the company, will be & more . likely to

occept 1ts application for loans,
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In the cose of an individual, the bank rely on:
i) The individual's income

ii) whqther the individuel has on account

iii) And how the individuel has operated his/her occount
‘It is therefore clear that banks do not just lend to

any customer that makes request for a loan,
In the following subsequent chapters, we are going
_} to study the administrotive and operational cctivitiés

of banks in terms of lending; which is a majer aspect of

cpplication of funds,

2.6.1 Lending Strategies:

The issve of loans and Advances is og paramount
importonce in any modern banking system. Benks would
therefore, embark on certain measures to attract custome:sf
such meugsures include.

i) Enbarking on expansion programmes by establishing“

more branches,

ii] B8y offering useful expert financial advice ta

their customers,
iii} By maintoining o solid liquidity'Euse, so that

customers' confidence would always remain intact,
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iv) By maintoining @ healthy relationship with its
customers, by way of offerimy quick and quarrel-
free services at the counter,

However, the ability of the bank to map out strategies

to ottract more funds is checked by government's monetary

policies, implemented through the central Bank.

2.6,2 lLending Directions:

The terms on which banks accept deposits from
customers determines the terms at which they can lend.

[f the banks borrow on short-term basis, thay would find
it unsafe to lend on long-term. Since they must be ready
to meet demands for withdrawal of customers' money lodged
with them, However, as mentioned before, the trend of
lending is lorgely influenced by the regulation of the
Central Bank,

Inspite of all external constraints, each bank has
its own desire, which it implements. LlLeft to the discretion
of the commercial banks, direction of lending would very
much bend towards the commercial sectors, This is evident
in the fact fhut commercial banks are first and foremost,

profit motivated companies. However, this is not to say
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thot they would not find it interesting in lending to
other sectors, as o significant item in their obejctives
is to help develope the economy of the country. The
problem is that, owing to the high per centage of
tiquidity expected of the commercial banks, they would

fovour credits thot have short-term maturity.

2.6,3 tLending Regulation:

There are certain conditions that should be met before
credit facilities are granted, These conditions can be
cotegorised into three,

1) The prospective borrower, as an individual

or a company, has certain condition to fulfil -
i1) The project or the need for which the credit
focility is being sought for, has its own
cendition to meet.
1i1) The sofety or otherwise of the bank to honour this
propsoal, from the point of view of how much
liquid the bank is, at that particular time,

However, there are no rigid rules and no proposal is
likely to fulfill every canon of good lending. Each case
hos to be judged on its merits and the odvantages and

wecknesses weighted. In the practical field, credit

facilities have sometimes been granted and risks accepted,
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From the obove exposition, the tools of commerciol
bonks' lending regulaotions falls into;

1) Central Bank credit Guidelines

The Centrol Bank credit Guidelines for 1993 and 1994

is has shown in the table below:

SECTORAL PERCENTAGE DISTRIBUTION OF COMMERCIAL BANKS' CREDIT

PERCENTAGE ALLOCATION

SCCTOR 1993 1994
1, Priority Sectors - 50.0 . 70.0

a) Agriculturel Production | (15.0) (18.0)

b) Manufacturing Enterprises (35.0 (42.0)

¢) FExports - . (10.0)
72, QOthers 50.0 . 30,0
2) Banks' own Private Guidelines.

In oddition to the central Bank's credit guidelines,
commerciul bunks hove their own guidelines thaot regulate
their lending functions to their customer;. For example,
financiol standing, feasibility st;dy und:mcrket survey

vl

recommendations and so on,
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2,6.4 Constroints to lending: y

There are difficulties which bankers faces in their
daily services to the public, These includes,

1Y Constraints Inherent in the system
a) Bank share of the market: This is the expected total

depositfa commercial bank is deemed to have control

of, in relation to others. This expected total

deposi;.largely depend on three factors:

1} The size of the bank and the extent of the

morket.
ii) The bank's interest rate
iii} Expert financial advice by Bankers to their ﬁustoﬁers

The size of the market deals with the commerciality and
size of the location of the baonk. A small bank located
in o small or medium sized town is unlike?y to find it
feasible to drow demand deposits from 1on§ distences qf :; .
from large corporatians. | .

Equally, share of the market ot &ny pariicular period‘
is greately determined by the rate of interest puyablé;to
depositors. This, if encoﬁrqging, will continue to strengthen
tustomers interest to increases their respective volume of

deposits lodged. This two conditions highlighted above,

are strongly glued by how effective, expert finoncial advice



42

by the bankers to their customers is, such advice is in
the area of profitability investment of the credit facility
issued them, This, if positive, will largely encourage

customers to open up banking transactions.

b) énnks' Yields:

Banks are profit motivated companies. Werefore,
decisions to grant credit facilities to customers, would
take into consideration expected returns from their éarning
cssets and the cost of funds and other implicity costs. The
situation here is that the banks would only be secure to grant
on credit facilities, if the margin between the returns
on lending and the cost of maintaining the volume of
deposits at thet particular time is sufficient to cover
intermediary costs, What it implies is that, to maximise
its profit, a bank would be guided by the principle of
marginol cost equoting marginal revenue,

There is o situation of negative returns, when marginal
cost exceeds morginal revenuve, This sitvation is established

by certain factors, normally described as shocks to commer-

¢ 1al banks,
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) The ewncept of shocks: A shock to the bank, is or

unexpected event, which will cause an inconsistency in the

bolence sheet figures at the end of the day’'s activities

or at any time the bank deems it fit to bolance the account;
~Princiﬁolly, there are four types of shocks which :?

maoy militate agoinst o commercicl Bonk's ability to gront..h

credit facilites. Those that are relevant to the study is

discussed below.

1) The issve of Excess withdrowal of demond deposit:

This is a very bad case for the}bonk and may lead to

g run on it.

Considering the following cases forzexample,

-~ Where there is a sLdden unprecedented rise in o
the withdrowal of deposits by the customers:.

- Where o lorge percentage of these deposits has
, AP I D

been invested in earning assets for the bank,

That bonk would reqlly be in fo;_? very difficult
time, .

- Consider wgain, where o bank through experience,
has known that cverdg; daily with?rawals in terms

of total deposits (in cash) availoble at any par-

ticval period of time would not exceed ten percent
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ond the withdrowols rise up to twenty percent.
This situation,s spell out dangers for any bank,
If the bonk resorts to seek the help of the central bank,
it may not succeed and, it can not call back its assets,
This‘will lead to o lose of confidence in the bank, and

may lead to instant liquidation,

ii) The issue of Bad and Doubtful Debts:

This is o situetion thot orises when it becomes doubtful
or completely clear that a customer would not retrieve a
certain loan, '
This brings about a loss in the value of a bank's

earning assets and therefore constitute a fall in the

balance sheet figures.

2) Statutory Constraints:

One major category of statutory constraints to lending
of credit facilities by commercial banks is the monetary
policy of the government,Monetary policy is therefore o
meosure taken by the government in consultotion with the
Central Bank, to control the volume of money in circulation
within a specific period and to direct credit facilities
granted by banks to government selected priority areas,

in order to achieve the objectives of general economic
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! . e

policy., This is made possible by the use of policy

instruments by the government through the Central Bank.

These Policy instruments include: ' b

1)

2)

Open Market Operation: Through the open market

éperutions, the central bonk has discredtionory

.

powars to purchase and sell government or other

eligible securities from and to the private sectors,

[ AL TR

By this measure, it regulates the voldmé.s# money
in the'éﬁuntry, TEere are defensive qanﬁynum;?hpgan,
market ;peration. The former is di&:é;;; pré§;;£ipg
other fattors, such as changes in currency in circu-
iotion outside the banks from bringiné about unwanted
changes in the reserve positions of commercial bonk;.
The later is cimed ot oltéfing the feserve positions

of commercial banks,

)

Reserve Requirements: This is the percentage of the
RO B
total amount of current deposits which the commercial

bank set aaide'by centrol bank's injunction to meet
emergent customers demond for withdrawal of their
deposits, The central Bank olso, has the right to

increase or decrease this minimum as it deems fit.

T . v
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Special Deposits and Supplementary Deposits:

The Central Bank, in addition to determining, the

cash ration, also has the power to coll for special
deposits and supplementary special deposit as it deem
ﬂit, such funds are usually frozen and not available

for the credit operation of commercial banks.

Direct Regulation of Interest Rate: As the Central

Bank remains the lender of last resort, commercigl

banks borrow funds from it, when the need arises, by
either discounts or advances. Discounting entails

the sale (rediscount) of securities (Treasury Bills,
Treasury certificates and certificate of Deposits)

by commercial banks to the central Bank for cash,
Advances ore louns to commerciol banks on its promissary
notes secured by adequate collateral, !

The rate of interest at which the central Bank is ready to
rold such transaction with the commercial banks is referre
to as the discount rate or bank rate, This is the rate
oround which the spectrum of interests revolve. A

high rate in terms of Advances or a low rate in terms

of discounting, is an indication to the commercial

banks to raise their lending rates. This regulates

the emount of credit made available by commercial banks

to potential borrowers.
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5) Selective Credit Guidelines: This policy instrument
is not meant for the PUrpose of regulating the volume.
of money, it essentially, directs credits facilities
available to the banks to major economic activities
as desired by the government.

Morol suasion is qlse used by the Central Bank to

achieve its objectives,
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 INTRODUCTION

Depending on the nature of a research study., Various
source‘notwithstanding the difficulties in obtaing such
sources are availoble for data collection. Basically,
there ore two mojor sources of data collection, classified
as primary and secondary sources; This research study is
intended to gather some dota that would provide information
cn how Lion Bank Nigeria Plc specifically monoges it's funds,

The research doata for the study were g;thered mainly
through the primary source of survey research method. The
study would therefore be conducted in such a manner as to
derive necessary information/doto essential for arriving
ot meaningful conclusions as regards to fund management

by commercial banks and specifically on Lion Bank Nigeria

PLC,

3.2 APPROACHES TO DATA COLLECTION

The collection of data was approached through the

following methods:

49



3.2:1

50

Questionnoire;

A questionnaire is simply ¢ formolized schedule to

obtoin and record specified ond relevant information with

some cccuracy ond completeness, The questions was there-

fore constructed so as to promote clear and adequate

[

informotion by

Q)

o

d)

Giving the respondent clear comprehensive of the
study.

Induce the respondent to want to cooperate and

to trust that answers will be treoted confiden-
tially,

Stimulate responses through greater introspective,
plumbing of memory or reference to record.

Give instructions on what is wanted and the

manner of responding.

The questionnaire was then carefully designed to

produce an effective questionnaire and circulated to some

of the banks personnels and manogers, who are in responsible

positions to volunteer the required information. A copy of

t he questionnaire is attached as appendix I. The question

ore structured nondisguised whereby respondents ore to

answer the specific questions posed to them with the
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objective clearly opened ond therefore known by the
respondents; so that accurate responses and data would

be collected for an sccurate and effective analysis,

3.2.2 Interview:

Considering the fact thot some respondents were
more willing to give orel response, interview were
conducted by me to complement data collected through

questionnagire, The non-directive depth
‘ _ i

was vused to ollow the respondents tolk freely and fully

on the topic. Questions were only osked to fill in tﬁéi_

gaps ond round off the discussion.

Therefore, with the primary dota survey collection

methods of both the guestionnaire and persondl interview

employed, a lot of information uara'gathéréd:for the

successful and effective data analysis of how Lien Bank

4

Nigeria PLC specifically manage it's fﬂhds through the

|
sources and applicetion of its funds, . ?:*”

3.2.3 Secondary Daoto:

In addition to the primary source as discussed above,

o well carefully approised ond scrutinished secondary-'

source wos employed, through the use of some mogazines,

t*pe inte;view  a
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periodicals, finmancial reports and journals of Lion
Bank Nigeria PLC,.

Therefore, from both the primery and secondary
source of collecting dota and information as discﬁssed
abo;;, a lot of information was obtained_uhich was the

base on which the data was analysed and cgnclusion and

recommendation drawn.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4,1 INTRODUCTION

. ‘! 3. ._"

Funds management is the core of the total operctions
of the Benking Industry, This is because it represent the
centre bolt or bone of the organisation, Therefore, it
is the orgonizotion toy und sadness. The prudential
guideline issued by the Centraol Bonk of Nigeria in 1991,
also credted a genercl awareness on the need for effective
and efficient funds mohagement.in Banking Industry, h'%

Banks generally get their funds mainly froﬁ éué&éaeis
deposits, profits from operation and sales of shares and
so on; and applies these funds to vqrioﬁs useé.most especially
loans and advances. In addition to conforming with the
Central Bdnk of Nigeria Credit guideiines;.credit'dis— f
bursement mﬁst also confine - it self to lgans and secu;j?ig§
of highest quality, if the bapk must coke; this cost and?_;
moke profit in order to meet the shareholders expedt&%?%;;;'.

Most of the [ion Bank pefsbnnel‘intervieded, gave ;al
information partaining to funds managements to thabesfng.:.
their knowledge and try to suggest ways in which the ngkc&

can improve for future efficiency,

Il
L

53
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4,2 GENERAL INFORMATION ABOUT LION BANK NIGERIA PLC.

From the information deducted or gathered from both

the questionnoire administered and persongl interview '

conducted, Lion Bank Nigeria PLC was established in ]9821“;;m
from the. its initial name of Plateay Co-operative Bank
and was incorporated as o Public Liobility Cempany in

1987,
The Ronk has six broenches located in sf?ﬁtegiCﬁ.tﬁg%n?
commercial centres ocross the naotion and it's head office__.
in Jos, Plutgcu State, L
Therefore, from the general informatién as gatﬁé?éd:
and mentioned above, one can say that Lion!Bank of Nigeria

PLC. waos established in other to satisfy tHé‘éenéral'l

public as a whole, so as to be able to generate lurger;';

funds from customers deposits, scles of sh;ré; t; the,
generocl pubiic ond so on, With this, the Ban was able

to increose it's volume of funds coupled Qifﬁ the fact

that all the branches sprecd ccross the nation are located
in strotegic position of COmme¥cial céﬁtfes (for example _
the LLogos and Kano branchgs){ nThe Bank ‘was able to iﬁé?ﬁagg

it's volume of funds from it's daily operation due to it

strategic position, ond maximise it's profit from the differen




55

woys it apply these funds,

4.3 SOURCES AND APPLICATION OF FUNDS IN LION BANK NIGERIA PLC

[n the course of the research, it wq;ldiscovered that
Lion énnk Nigeria PLC., sources, and application of funds
conforms to the generocl woys of various usesond aopplication
of funds. Most of = the senior staff interviewed saw the
important? of the bank's sources of funds, to them, if is
what is keeping the bank in exist@nhce today and further
stoeted that without a source of funds, the question of
the application will not even arise even though the
opplicotion of these funds increoses the bank's profit
level, ond to avoid financicl risk the bank tries to

apply these funds judiciously.

4.3.1 Anclysis of Sources of Funds:

From the interview held with some of the Lion Bank
Nigerio Plc senior stoff and managers and from information
gathered or extracted from the questionnaire administered,

the following were identified as the bank's main sources

of funds. 46?33““\
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i} Customer Deposite: Thesé comﬁ;ises oleemcnﬁ '
otherwise known as current, 5aﬁings, time ondﬁ
;dll depdsit;. According to informctiqn; it??{iéi
is the bank's largest source of fﬁﬁds énd
\ constitute the most active funds for the bank.
ii) Funds from the scles of sharaSﬂV
F?om the data gathered, the bqpk sgll shares
to the generol pUbliélin f&?h.of.OQdinary and
preference shares. This constitute 58.09% of
the totol shcfes. |
iii) Profit from operations: This cags;iSQQIOf”.n
i;terest or ldgﬁs and overdrqu.retq;ned prgfitfh

.

that the bonk make from it variou opératiohs.

K

iv) Soles of fixed assets and deprecfttion waos also

identified by some of the staff as o sources of

N

funds to the bank, .

L e Ve

However, looking.bt the overacll source of funds

in Lion Bank Nigeria Plec, between fhe_yéafs 1990 toj;gba f{
as showﬁn‘in Table ¥, the. pitture shows @ percentage .

increase from and over the figure of #17,502 million in _
1990 of 396.5% from the figure of ¥872,97 million in' 1991.

Also, there is an increase of 64.4% from fhe.Figure of
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%87 ,297 million in 1991 to M143.487 million in 1992,
while there is an increase af 21-16 from the figure of
173,699 million.

However, looking at the table very closely, profit
befor; taxation falls very sharply in 1991, this is due
to the foct that, Bod and doubtful debts were not
recorded as part of the profit as stated in the 1991
Centrol Bonk of Nigeria Prudential guideliAe.

Generally, one can say that there is an annual bds;;
improvement on the overall sources of funds, A further
close look at customer's deposits which is the major
sources of funds for the bank constituted 86.9%, 44.3% and
?3.7% to the total funds generated for the year 1991,

1992, ond 1993 respectively. Toble II also shows an
annual percentoge increase in the total Deposits and
current account position of the bank of 35.1%, 21.8% and
48.2% for the years 1991, 1992 and 1993 respectively.

From th; Interview conducted and information gathered

from the respondents, about 75% of them are of the opinion’

thaet, the total deposits could have been higher than the

present figures, if the following measures are adopted for
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future hatter and 2fficient service:
o) Opening of cash offices in commercial and
market centres,.
b) Opening of additional Branches.
"c) Aggressive advertisement and effective use of
other promotional tools such as raffle draws etc.
The two notch increament and other financial compen-
sation ot the end of the financiel year introduced as an
incentive for ell staff in 1992 even though welcomed, as
verified by some of the personnels interviewed, but did
not play much significant role in the increase in deposits,
On the whole, with the observations made above, it
is the resecrcher view point that the bank, given it age
has performed faoirly well in the sourcing of it's funds

and in relation to the central Bank of Nigeria guideline

ch some.

4.3.2 Analysis of Application of Funds:

From date gothered from all the responses of both
the personal interview conducted and the questionnaire
administered, the following wos said to be the various

woys by which the bank opplies or uses its funds.
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1) Loan and Avances to various categories of

customers,
ii) Purchase of fixed assets
iii1) Payment of taxes and dividends,

Further detoil is however shown in Table III of Lion
Bank Nigeria Plc application of funds. Analysing the
table, Thus, there is an increase of #25.8 million in
1991 as against the 1990 figure of §23.2 million, Whereas,
a fell of N38.4 million wos recorded for 1992 which was
due to occording to information obtained, the Central Bank
of Nigeria prudential guideline in 1991, which led to
selective lending while there is an increase of #61.6
million in 1993 from the figure of 1992,

Information gothered from the dato collected, iden-
tified some of the constroints faced by the bank in its
opplicotion of funds,

1) The Central Bank of Nigeria prudential guidelines
which stipulote the various classification of Bad
and Doubtful debts. The guidelines state that
any loans and advances outstanding after 180 days

is decleared doubtful while those outstanding for



ii)

iii)
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360 doys are decledred Bad. This therefore,

makes the provision of loans and advances more
difficult and selective as the Central Bank of
Nigeric prudential guideline insist thaot adequate
provision should be made in this.féspect.

Even though louns ond Advances uée' considered
os the Bonk most profitoble assets, there is the
constreoint of high interest rates, For example,
the high interest rate of the period between

1992 to 1993 made lending generally unottractive '
{10 most investors. This therefore limited profit}
in terms of interest from loan; and advances to.
the bank,

Government allocation to Priority sectors; The
bank from the information gathered, is reluctant
ta grant loans to Agricultural sector because of |
the inherent risks, for exomple naturai hazards
and high rate of default from this se%tor. There-
fore, since the loans und ddvances allocated to -
this sector is not tofally disbursed to the
sector, The Central Bank nérmully debit the

bank for the short-fall.
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It is therefore noted by the reseordhér, that since‘__;
such fynds are kept idle due to the Central Bank credit
guideline to priority sector: the bank funds mancgement
is then faulty to this respect. The bank will have to
find new opportunities and ways having the central bank
allocation to priority sector in mind to use these idle
funds so as to increase the profitobility bose of the
bank. The bank con also increase it fixed deposits so
as to be able to raise the total loans and odvances to

this sector to conform with the guidelines,

iv) The bank balance sheet position at any given time,
also determine the omount of loans and advances

to be granted, !

!

v) Lack of adequate collateral security from customers

also constitute a form of constraint to the bank, ..

It was further gathered that in order to adhere to
the guidelines laid down by the Central bank, this lédl_r*t
to some of the constraints mentioned above by the bank._ggg
Therefore it was gathered as.claimed by the senior |
personnel and managers that the bank try.cslmuch as

possible to adhere to various guidelines|as laid down by

the Central Bank. However the respondents were not ready
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to discleose the various rigorouse woys and ﬁeuns the
vse, so a8 to conform to these guideline. To them it is
o sensitive aspect they con not disclose to an outsider
and having the fear of their syperiors in mind, There-
Fore,1the conclusion that can be drawn is fhat the bank
sometimes pfetend to give out Loans ond Advances as

loid down by the Central Banks through different ways:
and means so that it would conform to the central Bank
guideline ta this respect for it to stay and continve in
business.

Due to £he financial sound position of the Manufac-
turing sector and to the faoct that this segtor default .
less in their payment of principal plus interest compa;e
to other sector, the bank from the informotion gathered
usually favour this sector when granting it's loans and
credit focilities.

Generally, it is the researcher view also, that, the
bonk is foirly doing well in its applicoation of it's funds,
especially in trying to adhere to the Cenetral Bank of
Nigeria prudential guidelines and Monetary and credit
guidelines, éexcept for the constraints and observations

made or outlined above.
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4.4 LOANS AND ADVANCES IN LION BANK NIGERIA PLC.

from the dato gathered, loans and acdvances constitute
an 1mportant aspect to the bank. This is because it is
the mojor weys in which the bank applgsits funds, It was
also gothered thot despite the rate of defaults, the bank
moke o lot of profits from interest paid in respect to
loans and Advances. Loans and Advances therefore, form
the bank crucial function in relation to it's management
of funds since it increases the profitability base of the
bank.

The statement above is supported from the picture of
L 1on Bonk Nigerio Plc {oens and Advances between 1990 and
1993 as shown in Table IV. There is an annual increase
of Loons and Advances between these periods of 1990, 1992
and 1993. fhe figure of 1991 of #47.000 million was
lower than that of 1990. This was explained to be the
effect of the Cenlrnl Bank of Nigeria prudential guide-
line in this yeor.

However, then thewgh, Table IV shows o fairly
sotistoctory level of the bank annual increase in the

level of loans and advances so as to generate more profits



to the bank, there is also o corresponding annual increqser_
T A
il ] SR I

. in the level of Non-performance Lodnsﬁagamﬁégﬁncés gi#éh. f
to cuatomers in form of suvb-standard, Doubfful and Bad

debts as shown in Toble V. A further dn&iQQig reveals

that vhe percentage total non-performencg_debt (sub-stﬁn;:r
dard, doubtful and Bad) as against T;t;l ioana and Advances
ie. both non performance and performing were 24.78%; H£ ﬂ?3ﬁ$

15.37% and 31:60% for the years 1991, 1992 end 1993 ...

respectively. The percentages for 1991 and 1993 dré”&bitgh

T

olorming, The conclusion that can be drawn is that,

fe E T ey

there is no proper loan monitoring and credit dhalysis .

of such loans. This oz therefore led to an annual

increase in the provision for bad and doubtful déﬁtl}fsmf;f'
the year 1991 to 1993 of #3.02.million, #11.47 million

and 822.3% million reSpectivelQ; made ovailable by the Lty

bank ., |
It is noted therefore, that as the bﬂ;Luincreqseq %t 
toan and Advances to it's various categories of custogé;;;.h
it's bad and doubtful debt also oscenas upward, Some of'-ln
the respondents interviewed tfy to explain why when i:;;;ﬁ

and Advances increases, Bad and doubtful debt also increases

as follows:
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i) The rising level of inflation coupled with the

increose rate of interest contributed to loan:
default, ; B

L

ii) Lock of proper documentation and execution of

. securities by the bank to ensure re;overy off
loans have mdde.them loose subgtqntial_loans;.
grants, | T

iii) A good percentoge of bad debt is algo believe
to foll within loans granted to gévérnment .
con;rcctors who are unablet to cq%lect such
money from the go;erhﬁent dve to &olitical changes
resulting from political and econ;mic i;;fability.

iv) Managers who have authority to approve loans
have been very coreless in the excerse 6%.;udh
avthority. Most loans that have been approved = -
have not been properly sacufé&: ISecurity pa§e¥31_ 
ore not properly documented and wg;l perfected.
Some managers have relied on fheif.personal
kno;ledge of o customer and: on thot basis granted
loens which is nofiéfaﬁerly.se;ured. This has
coused many loans to be turned bad since honesty.

and mutqol trust foils to work, * . = f”*V-‘”



b6
Customers are also blame of dishonesty to make
good their obligations, However, the bank is
still to be blame for their reckless lending
policies.

vd Fraudulent behaviour of bank staff with approving,
controlling or monitoring loan has been identified
ns or major causes of Bad and Doubtful debts in
the bank. Some approuving officers agree or
collude with customers to dupe the bank in the
pretence of granting advances. This is because,
all the bank does, is dismissal, warning letter
and/or suspension, more officers therefore, are
getting more fraudulent, Most of the bank's
personnel who were cought in embesslement were
merely dismissed without recovery of such amount.
Unless a very serious measures are taken on
froudulent officers to serve as an excomple to
others, this trend of froudulent behaviour among
the staff will continue.

Further information reveals thot the legal department
of the bank handle cases such as, where values of the items

mortgaged as securities for loans depreciate below or
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appreciate above the value of the item at the time of.
maturity, It was further revealed by the legal depar#ment
that the try as much as possible to settle their differences
with the different categories of customers on a larger
extent outside the court and only in few cfrcumstances

do they refer or resort to court actions.

It wos also revealed that Gilt-edged securities is
generclly prefered by the bank since it is less risky and
more profitable and the bonk's balance sheet position, _
also determine the directive and trends of lending attitude
especially in cases of limited funds,

Generally, from the date gathered, the bank does not
require customers to mortgage any item as security
in the case of an overdraft, what the bank does is o general
finoncial evaluation of the individual or company that
request for the overdraft, * so as to determine the vqrious
woys ond means availoble to such individuals or company
in the payment of the soid overdraft and interest to be
poid.

In conclusion, majority of the senior staff and

mancgers interviewed and information got from the respon-

dents, the bank generally try as much as possible to adhere
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to the Central Bank credit guideline and therefore try
to o lorger extent to gront loons to different sectors

especiolly for manufacturing purposes,

4.5 'CONCLUSION

As earlier stated Lion Bank Nigerio PLC secure it
funds from vorious meuns so as to generate large funds
to be able to increase it's operational efficiency. -
The bank try as much as possible to muke judicious usel
of this funds, keeping in mind the central Bank of Nigeria
credit guideline and the recent prudential guideline,
However for future improvement and for better and effec-
tive services, the bank should improve u;on it sources

and application of it funds for an effective funds mana-

gement aos would be recommended in the next chapter. iﬁﬂi



CHAPTER FIVE

SUMMARY, RECOMMENDATIONS AND CONCLUSION

5.1 SUMMARY

This study hes examined the concept of funds -
management by commercial banks with particulcr cttention
on Llan Bank Nigerie PLC, It has been_estcblished thot
Funds management constitute the most important funcfi;;?.
by commercial banks, therefore it's administration is
to be given adequate attention.

The study olso discussed the element of sources of:i “
funds aovailoble to commercial banks and how they apply: L;{3
these funds,;with special uttention to Liop_Bcnk of I L
Nigeria PLC, It also discussed government!involvemeﬁf_
in the activities of commercial banks through monetcry.
policy instrument; and examine some specific economic
activities affected by the role played by commercial
banks inm the economy, W

The study alsc looked into some asﬁect and causes;qf
Bad znd doubtful debt which orises due to the applicatidnj
of funds and how it could be cvoided for an effective |
credit mamagement. Recommendotions was then drown to.)
help Lion Bank Nigeria Plc in particular and other banks
in generol to effect the necessory corrections and changés{

| |
69
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for future efficient ond effective management of funds

5.2 RECOMMENDATION

From the findings of this study, the following

recommendations become eminent.

5.2.1  ENLIGHTENMENT 'CAMPAIGN
A look ot the statistic ovailable at the bank reveals
the consistently increasing volume of deposit lodged by
customers. Deposits from customers form o greater part
cf commercial banks operating funds, It is therefore
necessary that the customers are accurately enlightened
on the policies and operational activities of fhe banks.,
The author, therefore, recomm%nds that the bank
should embork on enlightemént écmpaign by creating mobile
enlightement units. _Thiq would afford a messive education
of the bankling eommunity, in addition, the bank should
make = use of m;ss media, periodic publications and
brochures for this task.
The bank should organise seminar and symposia at
intervals, where the bank staff should deliver lectures

L

touching on such staff's functions, so that customers
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7
would hove an opportunity to osk guestions and air their own
views, This would increase customers and potential
customers awareness to the bank and possible increase

their volume of deposits and this will in eéssence increase
|

fund availeble to the bank,

4

I
|

5,2.2 Speciogl Troining Scheme for Staff:

Management of commercial bunks and L ion Bank Nigeriao
PLC specifically should introduce an orientation course
for their newly employed. Also, there should be periodic
training of bonk staff to expose them to new operational
methaods, The essence of this recommendotion, is that, it
will help inculcate o sense of good public relations in
banks staff and therefore, improve bank cu#tomer relation-

ship. T . . ) ' ‘l . '

5.2,3 Creation of Special Departments:

The author recommends, thot the bank shouvld establish
strong agricultural ond small scale gnterprises depurtménts
with odequote staffing, This will moke it possible for
bank officiols to efficiently monitor the use of the loans
gronted te the farmers and small scele enterpréneurs, and

E
ensure thot they do not commit loans to wasteful spending

+



72

as such, the banks would not find much difficulty in

redeeming loons and odvonces gronted to customers,

5.2.4 Opening of Cash Centres:

The outhor recommends opening of cash centres
strictly meant for sovin;s and withdrawals. This ‘
* centre will enhance proper savings mobilization and
further help in checking the existing choatic sityations

in the bonks. This in effect increase funds made available

to the banrmk.

5.2.5 Rationalization of Work} “; 

Efforts should be made by the managghénj fo make
and intensive examination of the quality of services
rendering to the banking éommunity. There is the need
to establish methods that will ensure quaorel-free services
at the counter and a cuf down on tHe unnecessary waste
of customer's time. Thgse, can only be achieved by complete
modernization of the instruments of operation, methods
of service ond loid down procedure of therggnk.

The outhor, therefore, colls for the computerization

of bank services frem the counter to the dontrol room at

all branches of the bank., This mokes for effective and
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_ o ‘
quick service to customers, However, as an immediate

alternative to this because of the huge finance required
for it, the guthor recommends that the management should
assign at lecst, two reference clerks to each of the
cash;ers in the coge for quick services, This can lead

to on efficient service to the customer and in effect an

increase in financial bose of the bank,

5.2.6 Efficient Credit Administration and Boenk Monagement:

Credit administrotion ond Bank moncgewént must ensure
that leoans policies and credit guidelines ére effectively
implemented and strictly adhered te in «ll couses. An
efficient credit deportment with honest personnel should
be established to develop facts that are both timely and
occurute, permitting more current credit decisions.

It il; therefore, recommended that loans should be
made evailable to individuels who the banks ascertain that

- would make profitoble use of it, However, individuals

gqualificotion requirements for loans should not be made

too rigid;_loans may be limited to individuals confirmed

o nnuol income, In the case of private businessmen or
companies, the presentation of another estoblished business

AL

.4 man who has account with the bank to stand as surety can

- serve aos o collateral,
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5.2.7 Management Committment:

Monugement committment to addressing the issue o?
Bod and doubtful debt must be real, so as to ensure
adequate loan/asset review function with an appropriate
risk 'groding ond trend analysis capability, so as to
cddress the issue of increose bod and diubtfﬁﬁbt for an
effective credit portfolio, ‘

5.2.8 Government Credit Guideline:

There should be o review of the pencl;ies stipulated
for defaults of credit guideline by the government. The
penalties still are very elastic, and commercial banks
may be less bothered for the consequences of a default.

The penolties should be more severe,

5.3 CONCLUSION

If the above recommendations con be cqréfully and
patiently~implemented by commercial Sanks and specifically
lLion Bank Nigeria PLC, it will help banks to effectively
and efficiently_Tanage their funds for better and improved
service for profit moximisation.

The recommendations, will also eliminate the ignorance

on the part of the mojority of the banking community and,
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will help to remove the bottlenecks that exist in the
money morket which hamper the economic development of
the country,.

The recommendation would further remove the myth
surrounding bonking activities in the eye of the layman
of the banking community and, finally improve on the

relationship and understanding existing between bankers

oand their customers.
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APPENDIX 1

Ouestionnaire Distributed to Lion Bank Nigeria PLC. Personnel

When was Lion Bank Established?

When was it incorporated?

How many Branches of the Bank do you have in Nigeria?
Briefly state the sources of funds for the Bankisiessesoes
Wriefly state ways the Bank applies or uses it's funds

What are some of the constraints faced by the Bank in terms
of the application of it's funds?

Has the Bank been found guilty of violating the governments
credit guidelines as laid down government allocation on
priority sectors, What sector(s) does your bank favour

most in granting credit facilities?

Loans and Advances are considered banks must risky but
most profitable assets owing to high interest. What is

your own opinion with reference to your bank?...cecivrvecneas

Items are mortgaged as security for loan; what happens,

tf such items depreciate below or appreciate above the
value of the loan at the time of maturity, assuming the

customer defaults? S T S R RN A RS



L4,

15.

What determine the limit of loans and overdraft facilities

gran:ﬂd to 1nd1viduals7..........-...-..-.o-a..-ss.-.-....

What determine the limit of overdraft facilities granted

to companies? .iseessetnenepen

In the case of overdraft would the customer be required

to mortgage any item as secUrityl,.vcssssenssscncscsanvsnnns

Does the Bank's own balance sheet position determined

trend of lending? Comment...

Sometimes, the purpose for which customers require credit
facilities 1s not favoured by the Central Bank of

Nigeria's credit guidelines, briefly state such purposes

that are favoured:



TABLE I:

SOURCES OF FUNDS IN LION BANK (1990-93)

Profit before taxation

Adjustment for items not involving the
movement of funds.

Depreciation
Less on disposal of fixed assets

Total funis generated from operations
Funds from other sSources:

Increase in shore capitel

Increase in share premium

Increase in customers deposit
HomnnmommV\Hznnmoum due to other banks
Proceeds of sale of fixed gssets

Totus runds Generated

1990
(%'000)
12,542

Source: Lion Bank Nigeric Plc Reports and Accounts,

1991
(%'000)
3772

1992
(%°000)
15,942

2,876

63,4631
60,918
113

— e

143487

1993
(%'000)
21, 399

4,584

25,983

35, 000
14,000
171,477
(72764)




TABLE 1]

Demond
Sovings

Time and

LION BANK OF NIGERIA PLC
DEPOSIT AND CURRENT ACCOUNT 1990-1993

Coll

Domicillary

T“ih

1990 1991 1992
(%#1000) (%'000) (w'000)

57141 142217 12491
24319 64727 94208

134397 84766 134703

1993
(#'000)

207164
118392

191790

_—=====



TABLE III:

APPLICATION OF FUNDS IN LION BANK (1990-1993)

Share issue expenses
Increase in Loans and Advances

Tax Paid
Dividend Paid

Purchase of fixed cssets
Increase/(Decrease) in other assets
Increase/(Decrecse) in other Licbilities
Decrease in customer deposit

Decrease in due to other banks

Total Funds Applied

Net inflow of funds

*Source: Lion Bank Nigeria Plc. Annual mmmon»

1990
(%'000)

(4,941)
(220)

(4900)
5796
8660
(8)

(27590)

and Accounts

1991 1992
(#'000)  (#'000)
(1234) =
19,511 (24969)

(3203)  (3888)
(4002) -
(6289)  (9004)
41403 7894
(4272) 19354
(8153) -
49,045 10,613
(38252 132874

1993
(#'000)

(2326)
(28155)

(672)
(7232)

(16228)
(265, 459)
247855)

101477



TABLE TV

LION BANK OF NIGERIA PLC.
LOANS _AND ADVANCES (1990 - 1993)

1990 1991 1992 1993
[ (#'000) (®'000) (%'000) (®'000)
Secured against Real Asset 7933 11352 20558 49045

Otherwise secured

54150 34941 48516 56302

Unsecured

5143 12124 14108 16634
et 67226 58417 83182 ° 121981
Les ; Provision for bad and doubtful

debt i 8026 11744 22388
67226 47004 71438 99593
SOUrCQ.

L .
ton Bank Nigeria pLc, Report and Accounts.



Table V

LION BANK __ OF  NIGERIA PLC

LOAN AND ADVANCES : ANALYSIS OF PERFORHANCE (1991-1993)
4

199] 1992 1993

(K'000) (¥'000) (N'000)
Non Performance:

Sub Standard 914 2282 13882
Doubtful 2320 478 9080
Rad 11243 10038 15594
14477 12798 38556

Performing 43940 70384 83425
58417 83182 121981

Source: Lion Bank Nigeria PLC Annual

Report

-‘---------
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