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CHAPTER ONE

1.1 INTRODUCTION

Business involves systematic combination of resources faclors o produce goods
and services with the ullimale objeclives of making profil, or in some cases to salisly
identifiable social needs. One resource factor that is considered indispensable in business
organtsations and growth i¢ the linancial resource,

Business not only requite resoutces - debt and equity, but the right type of funds
o acquire assets - current and fixed, for its day-lo-day operations. Current assels or
busincss agsety that have useful value of less than one accounting petiod, usually a year,
are funded with short-term funds-trade credits, current line facility and overdralls,
whci'cas, fixed asscls are funded with long-term funds-capital issu&-;s, venlures capital
financing and tcrm loans.

However, the high cost of plants, cquipment and machinery has denied mosl
economic scclors and companies the traditional form of financing for acquisition of fixed
assels, In Nigeria, (his sector is allecied by the unprecedented depreciation of naira as
acquisition of fixed assels became too expensive (o [inance.

To over come the problem of funding and shortage of capital, firms have resorfed
(o cquipment leasing, which was in the past associated with real estate-land and property.
Now, lease financing embraces virtually all kinds of fixed asscts such as gencrators,
aircrafls, ships, computers, trawlers, spccialis::d drilling equipments and furniture.

Feaging provides a method for financing new investment without the necessity for
an immediate large capital outlay. In this respect, it is superior to other forms of
international credit. At the expiration of the lease period, the asset so financed under the

lcase agreemcent will not pass on io the lessce, but to (he kssor who may. now cXCITISe |



discretion whether 1o further ease it out or dispose it off completely.

Lease functions are carried out specially by merchant banks.  Some commeicial
banks, development banks, specialised institutions and manufacturing companies also
cngaged in the leage business, 1.easing therelore, is without doubt the creative [inancing

" alternative,

1.2 Statement of the Problem

Ieasing is a new concept {o most practitioners in Nigeria. 1t is being practiced
amongst Timited financial institutions which are mostly merchant banks.

The iniroduction of Structural Adjustment Programme (SAP) in 1986 and
concomitant prolifcration of banks and other financial institutions however, boosted the
number of practitioners and volume of leascs. Commercial banks were also allowed (o
engage in cauipmeni leasing,

Despite the incrcase in number of participants and boost in the volume of
businesses, this allcrnative method of financing is considered to be selatively unpopular
and still al ils infancy stage in Nigeria.  This is truc when compared to (he fevel of
development the financing mcthod has attained .i" developing nations like Pakistan,
Singapore and India,

Therelore, the main focus of this rescarch 8 to find out:

1) The growll achicved in leasc voh;mc and rentals income compared to foan

volume and interest income in the last fon years,

2) Find out the factors militating against the growth and awareness of lcasing

business in Nigeria.

3) What ate the problems faced by the existing {essors in the past and present?



4) What arc the controllable actions that could be taken to curb the problen.

3) Lastly, what are the prospects of the leasing business in Nigeria?

1.3 Objectives of the Study

‘The practice of leasing plant and equipment raificr than borrowing funds tﬁ finance
the purchase of such asscts has not been very popular with individuals, partnerships and
corpotate entilies in Nigeria. Consequently, many cnlerpriscs with disturbing cash-{low
“positions in the past (and at present too) financed working capifal requirements through
overdrafis and advances,  Funds which could otherwise have been used to finance
increasing inventory levels and expanding operations, have been sunk in fixed assets.

'l'hu.'; the ()l{iccliv;: of this study s to critically look into the significance of
cquipment leasing as an alternative {inancing o the acquisilion and use of equipmenis.

This study objeclives can be sumimarised as [oHows:

1) To critically examince the practice of leasing as it exisis today in Nigeria.
2) To enhance the level of awarencss on the concept of equipment leasing in
Nigeria.

3) To cxaminc leasing as a means of financing as opposed to outright
purchase of an cquipment by consideting the types of lease, Jeasc

apreement; the legal and the accounling aspect of leasing.

L
4) To analyse the benefits of lease financing,
5) ‘To examine the faclors militating against the growth of leasing industey in
- Nigeria,

6)' To proffer solutions to the factors militating against the growth of leasing

and also analyse the benefits of lease financing,



1.4 Significance of the Study

This study is gomng to be of significant imporiance 1o both existing as well as
potential equipment lessors. Lessees will also {ind the immense usefulness of the study
ag it will cducale thems 1o know the advaniages of leasing over outright purchase and
conventional bank loan. The rescarch will educate them on the achievements made in the
industry, while pointing oul the problems aflccting the praciice with a view (o guiding the
patticipants to take remedial actions. Potential lessees will also know the readiness of the
lessors to undertake financing of their lease proposals,

tn addition, profcssionals, academicians, banks and their cxcculives, governmen
officials and other individuals swill find this study uscful in broadening their knowicdge
on the wp;c, a guide to future research and an influcace on the implementation of policics

on equipment lcasing,

1.5 Scope of the Study

igquipment fessors in Nigeria are numerous. Both commiercial and merchant bauks
engage in leasing, the prominent amongst the 1wo group of tessors is the merchant banks,
ag Jeasing 18 onc of their traditional [unclions.

This study therefore, limits its focus to two merchant banks in Nigeria, They are,
International Merchant Bank PLC a pioncer institution distinguished for its bright

"

performance record, and Nigeran Intercontinental Merchant Bank Limited, a new
generalion merchant bank.  This study also infends (o cover the Structural Adjustment

Progranne cra.



1.6  Limitations of the Study

Rescarch work of tlus nature must have ils own Emiations. The first limitation
of the study was the c.os.t and time involved,. as all the daa used for the study were
obtained out of Zaria, as such involves a Jot of travelling which is nol an casy task these
days. This was nccessary because none of the merchant banks under study has a branch
olfice in Kaduna or Zaria.

[Tuman crrors and seatiments were other limitations of the study because some
information obtained through the discussion and interviews I had with people are sources
of data used, as such there is possibility of human error of commission or oisission. Laslly
on the limitation is the reliability and validity of the data obtaincd from respondents.
These respondents may cxaggerate or hide some important information in order lo portray

a good image of their organisations.

1.7  Delinition of Key Terms

Lease A contract between lessor and lessces for the hire of a specilic assel

selected from a manufacturer or vendor of such assets by the lessor.

Lessor A pesson thal feascs the asset. In other words, he
wotds, he 1s the owncer of the asset on lease,

Lessce A person or [inn 1o whom assel is leased.

.

Financial Lease: A form of leasing whereby the lessor expects to recover the capital
cost of the assel, moncy cost and his profits during the basic period
of the lease.

Operating Lease A form of leasing which requires both ll'i‘é' fmallcﬁlg and

maintenance scrvices of the lessor. The lessor 1s imandated to {ake

L



full cost of the maintenance in case of mal{function and breakdown,
Lease period The initial period of lcase, cmmmml_v less than the nonmal working capital
life of the asset, during which the lessor expecls to recover the capital cost

of the agsel, his moncy cost and his profil,

Rentals This is an amount paid to the lessor by the lessee for the uge of the
leased asset, Reantal reccived is an income {o the lessor, whetcas
renlal payment is an expense to the lessor.

Relﬂ:il Q[)lﬁ.)ll This is the option to renew the fease at the end of the initial fcase
term.

useful Life  This is the period of time during which an assct will have economic value

. and be vsable. This .is also called the cconomic life of the asset,

Residual Value The value of cquipment at the conclusion of the lease torm.,

Lease Term  The contractual manncr in which the lease agreement is signed Ly both the

lessor and the lessce.

Merchant Banks A merchant bank is a wholesale bank as licensed under the
Banking Act, 1969 (as amendced) that engage in medium and long
term activitics such as acceptances, loans and advances, deopostts,
equipment leasing, forcign exchange services, issuing house

services, project {inancing and s0 on.



CHAPTER TWO

2.0 LITERATURE REVIEW

2.1 The Concepl ol Leasing

Lcase is onc of the various [ormns of project financing. It is an agreemenl belween
a lessor and a lessee during a specific period 1o fend out equipment by the lessor to the
lessee.

Van Lome (1998) deflines Ieasing as ™a contract whereby the owner of an asset {the
legsor) prants 1o another party (the lessee) the exclusive right (o use the asset in return for
fhc paymenl ol rent”,

Leasing i3 also defined by Equipment Leasing Association of Britain as "a contract
between l;:ssor and lessce for the hire of specilic asset selected from a manufaciurer or
vendor of such asset on payment of specificd rentals over a period".

TFor the purpose of this study, we shall define leasing as a contract between a lessor
{owner) and a lease (user) giving the lossee possession and right to the use of specific
capital asset owned by the lessor for an agreed rental payment over an agreed period of
time. Contrasted with hire purchase or conditional sale tn which the inteation of both
partics i that the equipment passes to the purchaser on the fulfillment of certain

conditions stated on the agreement, the lease agreement crcates merely a right to use the

equipment for a certain period and at a specific rent. Leasing also does not require down
-
paymenis as the case with hire purchase.
The fundamental characterislics is the differentiation of "use” and "from”
"ownership” - this is (o say that the lessee only has the right o use the equipment for a

specified period of time but the lessor remains the legal owner of the goods at any point

in time.



However, it should be noted that usage of leased assets is more imporiant than
ownership. Because, whal creates goods and services is not the ownership but usage. This
is the basis of leasing, which tremendously improves the produclive capacities of
developed world by cnabling entreprencur o engage in activities al a scale above what

available funds can provide - Canon (1992).

2.2 listory of Equipment Leasing

Although cquipment leasing is as old as the history of man, nevertheless, the
ancient history of lcasing are those of transactions made around 2000 BC i11 the ancicnt
Cymarin City of Ur. The ancient lcase documents recorded transactions ranging from
lease for agricultural tools, land, water rights and animals. Many carly legal sysicims
mentioned the financial tool called leasing. The mosl noteworthy document of laws
relating to leasing dates back to around 1700 BC when the famous Babylonian King,
Hamurbi, incorporated ancient Cymarin and Achaian customs on leasing into extensive
collection of laws.

Other ancient civilizations notably those of Greeks, Roman and Egyptians
exhibited the practice of leasing as an affordable, atiractive and alternate means of
financing cquipment, land and livestock. Famous for their expertisc in shipping and trade,
ancient Phocnicians practiced ship charters which resembled pure form of equipment
leasing. Ship Charter was made for shun-!cn; and long-term periods. Long term charter
was structured for periods covering the gizeable proportion of the cconomic life of the
ships so leased and required the beneficiary to assume benefits and obligations of
ownership. Many of the current key negotiating issues on lease transactions were

addressed in these ship charters.

i



In the United Kingdom, }casiﬁg became popular .aﬂer the 15th century Industrial
Revolution because of the increasing demands 1o acquire plants, imachinery and equipment
for production. The resultant expansion of the rail-roads used for conveyance also brought
about major advances in developnient and use of feasing, Most caddy rail-road companics
were supplying the tract to charge 1ools for use of lheir lines. This scparated rail-road
companics and those with (olf locomolives and rail-cars,

Equipment leasing in the United States could be traced 10 1700s when leasing
involving horses, buggics and wagons svere recorded. ‘The reat boost of Ieasing busingss
in the United States was made by rail-toad industry. "There was also evidences on feases
of telephone facilitics by Bell Telephone Company in 1877, and those involving drilling
facilitics and shoe making cquipment were made by Ilughcs.'l’o.ol Company U.S. Shoe
Machinery respectively.  Vendor leasing also has ils ongin i the United States in 1900
when manufacturess started giving out (heir products for periodic payments,  Lease
involving vehicles also had its origin in the United Slates during the early 1940s.

Generally, technology revolution of the 1960s had positively aflected the growth
of modem-day lecase financing, as firms recognised the competifive a(lvanlagcs of using
cquipments, such as compulers and communication sysiems 1hat incorporate most
advanced technology in order fo guard against obsolescence.  Additionally, the cosl of
acquiring (hese technology were mostly probibitive. Many finms that could not afford the

-
down payment required by the bank, lct alonc the full purchase price, found leasing to be
m affordable means of acquiring lixed assols. The significant amount of computers and
other cquipment leased in 1960s was very critical 10 the growih of leasing industry, as

(hose leascs represented many lirms introduction lo equipment feasing, ™



Al present estimate, 15% to 20% of all capital cquipment put into use are leased.
Volume of equipment leased world-wide has also been estimaled (o be in excess of $50

billion.

23 Equipment $easing in Nigeria

Leaging bustiiess in Nigeria had its root tn the 19608 when some British companics
started some forms of crogs-horder leasing. In carly 1970s, Benworth Finance Limited and
NAL Securitics Timited commenced leasing practice but on a very limited scale. Late
19708 to present day, leasing practice has had an vaprecedented growth in terms of
practitioners and volume of business.  Within this period, there are two major
developments that encouraged prolileration of business organisations and the resultant
financing needs. They are the Ol Boom and the Stmc@ml Adjustinent Programme (SAP).

Major developments in the practice of leasing in Nigeria are numerous.  For
instance, in 982, Nigerian-American Merchant Bank Linnted (NAMDBL) leased an entire
soll ddnk plant under an acquisition push by a major sofl drink company. A year alier,
precisely June 20 1983, six Nigerian Merchant Banks, namely NAL Merchant Bank PLC,
ICON Limiled (Merchant Bankers), International Merchant Bank PLC, Nigerian-Ametican
Merchant Bank Limited and Nigerian Merchant Bank Limited, reached a consensus to
~ form a body that would be the focal point for the promotion of leasing in Nigeria. That
whs the formation of Equipment Leasing Association of Nigeria (ELAN).

The broad aims of ELAN includes:-

i) Promotion and protection of the interest of the association in the excrcise
of (heir buriness as cquipment fessor.

it) Promotion of honourable practice in the conduct of members business,

10



iii)  Dissemination of relevant information and data 1o industry players as well
as representing members of Lhe association tn all or any, of their
relationship with governmen!  departments, either public or trade
associations and professional bodics.

iv)  To also alfiliate with the financial and related institulion Doih within and
outside Nigctia,

In 1988, International Merchant Bank PI.C leased a fishing trailer for the first time
in (he industry. 1t has become a regular [eatures in the industry to finance lcasing of
irawlers. During ihe same period, Continental Merchant Bank Limited feased 5 Brazilian
made passenger aircralt al the cost of abont 820 million,

l‘c:;iilc industry also benefitied mmmensely from Jease linancing, In 1987, for

examnple, Spintex acquired a modern spinning mill through a lease financing in consortium

of four banks. The cost involved way aboul MN20 million.  Same year, Inlcrational
Merchant Bank PLC raised 37 million in the macket through a lcasc syndication for
United Spinners.  Amount raised was used (o acquire the most modern spinning mill in the
country. Belween 1986 and 1989, invesiments in (he textile industry through equipment
Jeaging wag #800 miflion. Companics like Aswani, Five Star, President Bhojsons Group,
Lucky Fibre, Sunflag and United Textiles alf benefitted from the boom in leasing indusiry.

Apact from (he leasing by NAMB_L of an entire soft dink plant for Cocoa-Cola in
1986, soft drink industry continued to benefil from leasing business over the years. Seven-
Up, & major Sofl Ixink Company, acquired the use of 30 million worlh of trucks through
a lease {inanciog package put together by Merchant Bank of Alrica Limited, today, 50%
of the trucks of major soft drink companies in Nigeria are leaged.

There is hardly any industry in Nigeria that has not benelited from cquipment

leasing, directly or inditectly. More often, vehicle leasing has been getling patronage in

11



the industry due to increasing cost of vehicles coupled with poor liquidity positions of
most Nigerian companicé because they could not afford down payment required for
outright ¢ purchases. Most companics today provide transporation to their workers -
managerial and junior, through vehicle leasing, plastic, printing, paper converters,
publishing and many other small and medium size companics have also benelited from
the phenontenal growth in cquipment lcasing industyy.

‘The membership of Equipment Leasing Association of Nigena (ELAN) has also
grown up to embrace all the merchant banks, Leventis Technical Limited, Tlolt Leasing
Limited, Benwouth Finance Limifed, Leasing Company of Nigeria (subsidiary of NID13)
and Nigerian Bank for Commerce and Industry (NBCH),

With the statutory pernussion granted (o commercial banks in 1990 (o engage in
cquipr'ncnl leasing, hitherto an cxclusive preserve of merchant banks, sotne cominercial
banks arc now playing sigaificant role in boosting leasing business and are also members

ol KLAN. Chicl amongst them are Zenith International Bank Limited and All States Trost

Baank Limited.
TABLE
GROWTILAND TOTAL BUSINESS O LEASING BY ELAN MEMBERS
(FHMILLION) ‘
YEAR 1985 198G 1987 1988 1989
New Asscls Acquired 63.9 56.7 198 296 424
Totad Leases Value 39.3 16.6 302 578 1,288
Net Book Value 24.3 L §2.4 253 485 926
Rentat Income 18.6 18.9 21.1 126 294

SOURCE:  ELAN, L:atqing, ‘The Creative Financing,
Altcrnative: March 23-23, 1992,

Expansion in the number of praclitioners had led 1o increase i volume of

cquipment leasing in Nigeria. Detween 1985 and 1989, the period for which statistics is



available, equipment on lease al cost increased [rom f39.3 million to 11,238 billion, that
1s a growth of 31.5 times. Total net book value of asscts on lease was 78926 million in
1989 compared to the 1985 figurc of f424.3 million. The increase was 38 times. Rentals
recetved on cquipment on lease in 1985 was f18.6 million, whercas similar revenue in
1989 was 294 million. Comparatively, 1989 figure was 16 times higher than the onc
recorded for 1985, While the total assets leased at cost was growing al an annual average
of 240 percent, net book value of Ieased assels and rentals received were growing at an
annual average of 257 percent and 261 pereent respectively,  Impressive as the other
indices, assels acquired at cost in 1985 was [63.9 million, while 1989 figure was 424
million. The 1989 figure was 6.64 fimes the amount recorded for 1985. The statistics also
shows (hat annual acquisition of new cquipments for leasing was growing al an average
ol 183 percent.
TABLE2

TOTAL ASSETS ON LEASE AS AT YEAR END AT ORIGINAL COST

[ TYPE OF JISTRIES (*

INDUSTRIES 1985 1986 1987 1988 1989
Manufacturing 18.4 12.3 57.3 105 192
Transgport 1.4 0.25 15.0 11.6 43.6
Agricullure/Quarry - 1.30 1.30 1.85 43.1
Distributive 0.70 - 0.32 1.00 1.40
Service 0.95 - 2.17 6.61 4.61
Construction - = - 38.0 44.1
Others 1.17 - 0.098 2.74 4.0

SOURCE:  ELAN, Leasing, The Creative Financing, Alternative: March 23-

25, 1992,

‘The above table shows equipment on Iease granted o various industrics from 1985

to 1989, Total cquipment lease exposure to manufacturing industry was f418.4 million



in 1985, This expevienced remarkable increase i 1989 o 192 million.
Agriculiure/Quarry and Congtruction with no cxposure in 1985 but acquired Icascd
equipments in the subscquent years had #43.5 million and 444.1 million respectively in
1989. Whilst the total asscig feaged to manulacturing industry was growing al an average
of 225 percent annually between 1983 to 1989, total assets leased 1o agriculture/quarry
industry had an average annual growth of 1,618 percent within (he same period.  Total
assets leased to constimction industiy also expetienced 643 percent annual average growth

between 1985 10 1989, Lamentable progeess achieved in the equipment leasing industry

over the years was encouraged by many lactors, ‘These are:

1) Unprecedented depreciation of natea
f) Escatating cost of equipments
fif)  Liquidity squeeze
iv) - Foreign exchange scarcily
v}  Dandsome capital allowance avalable to lessors

vi)  CBN permission 10 commercial banks 1o engage in cquipment feasing.

2.4 Formsof Leasing
There are basically (wo broad types of leases. Financial (or full pay-out), Iease and

operaling lease. All other variations belong to cithier one or the other of these two types.

2.4.1 Yinangial Lease
This is a situation where the lessor provides an equipment to a lessee who i3 asked

to pay back over a specific period during which the lessor recoup all the cost of the item

14



over the period of lease. Financial lease does not require the lessor 1o take on repair cost.
The lessce chooses the equipment and the fessor pays for the equipment. Once the
contract is entered, it cannot be cancelled and the lessor ¢xpects to recover, in {ull his
oullay on the asset, and, additionally, a reasonable refurn on such outlay, In other words,
the lessor is simply a provider of finance on which he expects a retuen,

Under a (inance lease, the legat title to the assct under fcase i3 retained by e
fessor. However, all the risks and rewards of ownership are substantially passed on to the
fessee i return for a sircam of rentals over a specilicd period of time. Normaily under this
type of contract possession of the cyuipment passed to the lessee, and, along with it, the

responsibility for matitenance and insurance,

2.4.2 Operating Lease

This requireg both the [inancing and maintenance scrvices of Il;c lessor. ‘The leasor
is mandated to take full cqsl of the maintenance in case of malfunction and breakdown,
As a result, operating leasc costs mote than linancial lease. In operating lease, the lessce
actually pays for the use of the equipment. Under it, the lessor retains both the legal title
and the risk and rewards of ownciship of the leased assct. Risk of obsolescence is inherent
for certain cquipment, and the lessor m:ty. be required 1o change and replace them.

Tn operating, the lessor will give oul the cquipment {o the lessee and the lessec goes
ahead to use if for a certain period afler which he returns the equipment tot the Iessor.
Here the lessor recoup the cost of the cquipment by calling in several lessces or one lessee
who is willing to go on and pay as he uses the equipment. cases under this classilication
constitute cssentially trading by the Jessor with the cquipment, and are, therefore, very

susceptible to the vagaries in the cconomy of the lessors environments.  Operating leases

15



are usually for short periods. In operating leases, (he terms are usually spelt out in the
original contract 1o avert litigations which can be foot-dragping in most cases. Also, the

service Jease is nol fully amortised at the end of the lease period.

2.5 Yariations of ].ease Arrangemenis

Leasing developed and continnes 1o develop at a fast pace, venturing into many
areas, and giving birth fo many "brands”. Principally, ihe varous types of leasc
arrangements are: Sale and Leascback, Syndicated 1.casing, Leverage Leasing, Sales-aid-

Jeasing and Cross Border [easing,

i) Sale-and-Lcasebick

Awelewa (1991) delines the salc-and-leaseback “as an arrangement in which an
ovmer-user of an equipment sells the equipment 1o a financier [or an agreed amount. The
cquipment s simullancously leased back (o the user, who has now assumed the statos of
a lessec, by the now owner (ihe lessor, financicr or the purchaser) of the equipment for
periodic rentals”. _ .

Sales-and-lcase back is a flexible and creative method of leasing as it provides
valucs (o Dusiness entitics facing diﬂ'crcﬁl situation, This arrangement is becoming
common in the country cspecially now that the current cash squcczé affccts more and
more companics. Thng this arrangement is of tremendous benefils to businesses needing
working capital,

in Syndicated or Congortium J.easing

Yhis involves the coming togeiher of two or more lessors who finance

assefs/equipment usually with high capital oullay that couldn't have been financed by only
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one of them, or where {he lessor wishes o share the risk with otliers, In the cases where
the lessors have joint inferest in the same assels as opposed to discrete assels, pernission
has to be sought from the Federal Ministry of Industries to recognise ﬂlc Jjoint ownership
for the purpose of capital allowance,

According to Lapile {1983), under a syndicated lease arrangemenl, the paty or
institution (hat brought all the other financicrs or co-Jessors togethier (o agree on letrns and
conditions of the lease is called Lead-lessor or Tead-manager.  Apart from bringing them

together, the lcad-icssor coordinaies the lcase syndication process by liaising between the

member lessors of the syndicate and the lessee throughout the contraciuat period.

i) Leveraged Leasing

This is a special form of lease involving three parties i.e. a lender, a lessor and a
lessee. The fender provides a substantial portion of the amount required while the lessor
comes up with the balance, Usually the lessor has no obligation to the lender other than
Iransferting the pordion of the receipts {rom the Iegsee fo cover prineipal and interest due.

The lessor in a leveraged lease is the owner of the cquipment, He becomes the
owner by providing a portion of the financing required fo purchase the equipment. In the
United States and Japan, where leveraged Ieasing has become very populas, usually the
lessor provides between 15% to 20% of the required funding, while the remaining funds
come from institutional investors on a non-recourse basis. The foan from the investors

sceured by a charge on the cquipment, the lease and the lease renfals are also assigned 10

the lenders,
According to Akinfemiwa (1991), (he lessor in a leveraged lease enjoys all of the

tax benefits as the true owner, even though the contribution of the lessor to the purchase
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of the cquipment i3 charactenistically about 20 percent of the cost. This ability (o claim
all the tax benefits on the cquipzﬁeni while providing only a poriion of the cost of the

leased equipment s the leveraged in the leveraged leasing.

iv) Sales- Aid-lL.easing

This is an arrangement between the manufacturer or vendor of an equipment
wherchy the lessor offers a leasing package as an alicrnative form of finance 1o assist the
manulacturer or vendor in selling its 111'oducts_lo buyers who do not want cutright
purchase.

In praclice, vendor Jeasing is very common to producis like photocopies,
typewriters and other fotms of oflice equipments, An organisation that is renowsn for this

practice worldwide is Rank Xcrox.

V) Cross-Bordenng 1casing

Ibrahim (1991) defines cross-border feasing as an arrangement whereby “the lessor
and the fessec épcmtc in dillerent countries”. In other words, it is a method in which the
owncer-lessor of equipment in one country lease out the equipment to the uscr-lease in
anolher countiy, Tisscentially, lransaction under cross-border Icasing is affecled by both tax

and foreign exchange laws of the countries of the lessor and the lessec.

2.6  Difference Between Leasing and 1lire Purchase

In many countrics, leasing is similar to hire purchase while in others, the two
concept are very different,

In equipment lease, the lessee i3 cntitfed to the possession and use of the leased
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assct while ownership remain vested in the lessor through the period of the fease. This is
the major legal distinclion between an cquipment Icase and hire purchase whick Hicks
(1980) describe as "a contract of hire paid for by installments under which the hiver may
beconre the owner of goods il he compleles payments of the hire purehase price”.

From the above definition, it is clear that the ultimate objective of the hirer or
bailee in such transactions i3 the ownership of thic subject malter or the agreemoent,
whercas in an equipmient lease the ownership of the feased assel must necessarily remain
vested in the lessor if the transaction is to remain a lease,

In Nigerda, there is a rangtng controversy among legal experts, financial analyst,
students and the like as to whether if a lease has an oplion to purchase, the transaction then
[alts within the category of hire purchase agreement or not. In my opinion, I feel that a
lease agrecment docs not necessarily become a hire purchase simiply because the
agreement condaing an option for the lessee 1o buy the equipment at the end of the lease.
This is because since most merchant banks in Nigeria dedve their root [rom United States

where there 13 explicit distinction befween leasing and hire purchase.

2.7 Leasing Vs Purchase of Fixed Asset
At times, analysis of investiment proposal may reveal more attractive oppostunitics
than can be observed by a company's normal financiat structure. In this case long lerm
"
feasing should be considercd instead of buying the fixed assel. There are other things
other than financial structure which might make leasing more atiractive, for instance the

overall busincss may be so uncerfain that jt may not be prudent to embark on any

substantial investuent in fixed assct such as heavy industrial machines.



1t appears however as il the primary aim of Icasing 18 to avoid the need {or tied up
capital in fixed assats.

A lot of people will not recommend leasing because of its inherent cost such as
insurance, maintenance and repaics ag well ag nterest on the lired up capital, they (orget
that most of these expenses would still be incurred if the company buy the asset. The
[undamental different between owing and leasing is that with a lcase ncither the
cquipment leased as an assct nor the source of funds as a liability appears in the balance
sheet in Nigeria.

It should be made clear that leasing must not be used indiscriminately because it
creafes a continuing financial burden in various ways in contrast to owing fixed assets.
The company's general policy regarding its investment in fixed assets and capital

budgeting principal should normally apply (o property Iease for a long lerm as well as

propetty that is purchascd.

2.8 Legnl Aspect of Lease Finmcing

The important legal aspects of lease {inancing are as follows:

»  Leal Docuucataiion for Leases
The main legal document required in a Icase transaclion is the leasc ageeement.
The following are standard clauscs which cvery agreement should contain whether it be
.
an operating, {inancial or leverage lease.
i) Tenop; Livery dease must be for a definite period, the option (o rencw the torm will

N
depend on the type of leasce. '

20



i)

V)

vi)

Vi)

Rental: May be fixed or ffoating. The prompt payment of rentals is of the essence
of alease agreement an failure to payment of renlals on the slipulated date would
usually determine the leasc.

hugmj_l_gg Lease equipment must always be insurcd either by the lessor or the
lessee. In an operaling leasc, the lessor insurcd whercas in a finance lease, the
lessee will insure the equipment but have the lessor's name enclosed on the policy
a4 the loss payce.

Covenants: Both parligs to a lcase agreement have covenants which cach party
must observe, a breach of which by cither party could fead to a termination of ll;e
lcase where there is failure to remedy the breach within the stipulated or a
reagonable time, A breach ol covenamt could also give rise 10 (he paynient of
damage.

Events of Defauti: Under this chinge the circumnsiances under which a leasc may
be terminated by the lessor are stated, These include the breach of any of the

covenants or the liquidation or bankruptey of the lessee.

Capital Allowance: At il moment the praclice in Nigeria is that the lessor in

both the finance or operating, lease claims {he capital allowance on lease
L J

equipment. In other jurisdictions, such as American and Britain, the {endency is

to allow the lessce in a inance lease to claim the capilal allowance.

Termination of the Lease: The leasc must come down to an end either by

effusion of time or delerinination on the branch of any of the terms of the

agrecrnent,

Yarranties and Guarapiees: Whatever a lessor will give depend on type of

lease. In onerating lease, the lessor is responsible for the satisfactory working of



the equipment and his warranting is cssential whereas in finance lease, the lessor
is the legal owner and financier of fhe equipment, the full weight of the
maintenance and warranties {alls on the lessee.

ix)  Schedule: It is fundamental that the equipment which form the subject matter of
the agreement must be clearly staied and identificd and this may be done cither in

the main body of ihe agreement or in the schedule, ‘

In Nigeria there is no cnacted law on equipment leasing. 1easing transactions are
(herefore mostly governed by the rules of common faw and to some extent company law,
An equipment lease as carlier stated is distinguished from hire purchase and conditional
sale in that the lessee has neither ihe option sor the obligation to purchase the cquipment
but is required (o return them to the Iessor. It therefore follows that if a fease agreement
in Nigeria confaing the option to buy, the transaction would be treated as a hire purchase
apgreement which is governed by the 1965 Tlire Purchase Act. 10 the lease containg an
obligalion to purchase, it would be (rcated as a conditional sale and it would fali on the
Sale of Goods Act, 1893, The Common Laws rules of contract would also épply fo lease
agreement in giving effects {o the ferms and conditions (heretn agreed to by the pacties.
The Companies Decree of 1968 as it aflccls the establishient and running of companies

15 also relevant.

Finally, the Nigeria Tax Law as it allects leasing can be found in schedule T
paragraph 18(3) of the ITncome Tax Act 1979, In this schedules, a company is allowed (o
claim capital allowance in respect of any asset on which it has incurred capital oullay and

which it has leased out to another person for the whole exclusive se of the lessees
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business. Lquipment lessors in Nigenia claim ﬁlal these are (oo small and that an increase
in these allowances would serve as an “incentive for the industry™.

Because there is no modified law on leasing in Nigeria, many aspects of the leasing
transactions arc stil grey arcas, The position of the law being uncerlain because of the
lack of litigation in those arcay or the paucity of the decision from courts of binding or

superior authority.

2.9  Accounting Aspect of Equlpnient Leasing

One of the biggest challenges faced by the entire leasing industry in Nigeria, as was
observed by Akinghela (1990) in a paper presentalion, are the twin issues of accounting
for lcascs and the existing laws on taxation which affcet lease fransactions. Said he *wilh
no harm intended, you will agree with me that there 18 no love lost between the tax man
and the 1ax payer and the Tatter will continue to sing s redemplion song “Dorn Yree Tax
to Death". There is at the momeut confusion on the accounting trcalmcnlt of leases by both
lessors and essecs”,

The [nternational Accounting Slandards Committee (IASC) of which the Institule

of Chartered Accountants of Nigeria (ICAN) is a member issued IAS 17 - Accounting for

Icascs in 1983, and it becomnes operative in January, 1984, Paragraph 44 of this standard
gtales as follows;

"A finance fease should be reflected in the balance sheet of a lgssee by
recording an asset and a liability at amounts equal at the inception of the
lcase to the Tair value of the leascd properly net of grants and tax credits
receivable by the lessor ... thus, under a finance lease it is being
rccommendced that the Jessce show in his balance sheet the lcased asscls
while the capitaf allowances will be claimed by the lessor”.

Leasing hag been a controversial issue cver since it came into prominence as a
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financing device. The confroversies centre around the determination of the proper method
of accounting and reporting Icasing iransactions especially the finance leases. Lcaging in
both an investment and a debt both having [uture ortentation. The common characteristics

of these two selated trangactions s the time value of money.  An accountanl must make

a thorough analysis of the timing factor in both the cash inflows (investiments) and cash
outliow (debt) of the transaction before appropriate accounting method is cimployed,

The greatest problem the accounting faces is with the disclosure of lcasing
arrangements.  There is presently o disagreement about what information is te be
discloscd, how it should be disclosed and where it should be disclosed.  While some
accountants Lavour the recognition of assets, and liabilitics under a ﬁ:mncc lease, some
feel'this infornmation is adequate disclosure. Other favour non-recognition of leases in ihe
balance sheet but would recommend cxtensive footaole disclosure of relevant infornzation
pertaining (0 hem, Yol thete are some accountants wha would not like to sce leases

reported cither in the balance sheet or as foolnoies. To them leasing should be a legitimaie

n f\(r_l\‘l]'\'\[‘l‘ {“\l‘a\‘ " {‘i‘\‘\l\l‘ ;1\"

2.10  Advantages of Leasin

Without tangible benelils resulting from leasing as an alicrnative {inance vehicle,
the product would not have been able to generate so much market acceptance in Nigeria
within so short a period of time. The benelits of feasing can be described from the lessor's

perspective and the lessee's perspective.
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.

2.10.1 Beneliis 1o the Lessor : o . 5:‘-

From the lessor's perspective, the following are the benelits they will derive by

investing their funds in equipment leasing tade:

.

i)

ey

1)

1v)

Stmplificd security management [or lessor,  The retuims on the money
invested in cquipinent feasing trade by fessors are guaranteed. The lessor
or owner of the cquipment can take it back in casc of any default of
financial problem on the part of e lessee. Since the equipment is still
fegally the bona-fide property of the lessor.

When a lessor do business with a large nomber of lessecs, he is more likely
to buy a larger gnaniily of equipment than individual lessees. For a lessor,
it will be financially prudent, therefore to buy in bulk and take advantage
of the trade and/or cash discount available, And thus reduce the unit
capttal vatlay on vach picee of cquipment. I order to 1emain compotitive
some of the financial benefits arc usually passed on the lessee in the foim
of lower charges,

Leasing is one of the ways in which a lessor can invest idle capital in order
{or his capital to grow. '
The lessor is entitled to capital allowance and this capital allowance offcrs
tremendous {ax relicf to the lessor, in other words, higher yicld realiscd by

F

lessors through tax shicld, as compared to loans and advances.

2.10.2 Benelits to the Iessce

‘ From a lessce perspective, these are the benefits to be derived from leasing,

i)

From the cash management position, leasing makes cash flow forecasting
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iii)

much easier. L;casc payment may be siructured wathin limids to correspond
to expected cash flow from operations or project.

Leasing provides a natural hedge against technologies obsolescence of the
equipment on lease. The flexibility inherent in leasing could allow the
lessee upgrade, at minimal cost, in casc of equipment that belong to rapidly
changing technologics.

I.easing is more convenient than most alternative sources of financing.
Credit processing, collateral requirements and documentation, in most
cases have proved to be quicker and less stringent for lease fransactions
than for traditional financing vehicles,

Diversificaion of financing sources. Leasing offers an additional source
of financing and avoids any over dependence on single source of funds.

A lease permils reduction of capital that can be used elsewhere in the
fcased's businesy. In the face of raging inllation and rising costs of capital,
busincss are oblaining the use of productive asscty without necessasily
undertaking the affordable cash outlay required 1o purchase the assets.
There is flexibility in a leasing arrangement which most financing Yack or
do not offer adequately. A lessee has considerable [ceway in selecting his
equipment in termas of its type and (he source of supply. This might not be
the case even where loang are given fo finance a capital equipments. The
gervices (o be provided by the lessor (such as insurance and maintenance)
the rentals and the periods of lease confracts can be arranged {lexibly 10

suit the particular needs individual companies and their siluations -

Adewuni (1991),
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vii)  Leasing offers lax benefits. Leasing offers lessors the attraction of high
capital allowances for significant tax deferrals. Likewise lessees oblain
equally significant tax savings by being able to expense both the principal

and interest components of lease rentals payable - Lapite (1992).

viti) ‘The flexible nature of lcase contracls also provides another advantage as it offers

2.11

a good hedge against inflation.  Leasing is the only form of credit that improves

value added without ncces_sa[ily distorting the price tevel stability, This is

because, {Jexible rental payments can be organised i such a way that eatly
installments are small, whilst later instaliments are large. In this way, cheaper
money will be used in paying off future debts. Most order loan arrangements

require regular repayments over the loan period - Adewumi (1991).

ix)  Leasing avoids the dilution of ownership which is the case with sale of
seeuritics to raise capifal. Leases therelore, provide 100 percent [inancing
without aflecting the capital structore or the ownership equity - Lapile
(1992), ' h

Disadvantages of Leasing

Like any cconomie aclivily, leasing has its own disadvantages. The popular

disadvantage of leasing is that a lessee docs not own the equipment il possesscs under a

lease agreement - Adewumi (1991). Because of this, the residual vatue of the equipment

at the end of the contractual penod belongs 1o the fessor, who may have collected or

recouped the capital and interest costs of the equipment.

In most cases, the lessee cannot use the assel as hoe ploases because of certain

operaiional resiiictions imposed by the lessor.  The resirictions fo which the lessee is

subjected when leasing may, in some cascs, be more annoying than those found in debt
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contracts for instance, a lessee may be required to obtain permission from the lessor before
necded improvements are made to a property.

If the contract is non-cancelable, the lessee may find himself with a rotten "apple"”
which he is helpless to change. With an owned property, the owner can do whatever he
pleases with the property, he can sell it or pledge it for another debt or even write it ofT,

In a rapidly changing technological environment, the lessor may find it dillicult
to obtain payments [rom lessces who find their equipment suddenly obsolete.

During period of economic boom, leasing may be profitable as there will be very
few defaulters. Tlowever, during cconomic depression many companies may be unable
to meet their obligation in their agreement resulting in mass defaulters with consequent
reduction of income.

It is also argued that in real terms the cost of lease financing is higher than that of
ordinary borrowing cxcept where the other discussed economic advantages proved
substantial - Canon (1992).

Finally, leasing does nol necessarily work for every company. This is because
leasing is "not a good medicine for a sick company. But it would attempt to build the best
out of a good cnvironment and not meant (o make good out of a bad siluation -

Publication on Leasing (1985).

12,12 [ederal Government Policies Towards I.ease Financing in Nigeria

Since the introduction of Structural Adjustment Programme (SAP) by the Federal
Government of Nigeria, it was apparent that the government was determined to pul a

scqueeze on credit expansion,  As such the so-called "Free Funds" are no more available,
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therefore many enterprises opted for various allernative sources of funding projects which
require huge capital outlays.

Lease financing became the available and indeed casiest altesnative {onm of
financing equipments. This is because it requires lifle or no collateral securitics before
making funds available 1o lesses,

Apatt from goidelines issued by the government 1o lessors (mostly merchant and
commercial banks) on the conduct-of both medium and long term loan to a quite number
of lessces, similar guidelines are also issued to take care of small and medium scale
industrics/enterpriscs {SME).

Inview of that, the National Economic Reconstruction Fund (NERFUND) Decree
No. 2 of 1989 was signed into law, with the view 1o observe inadequacies in the provision
of medium to long term {inancing to small and medium scale indusivies enlerprises,
especially manufacturing and agro-allicd cnicrpnises - BLAN (1990).

In line with NIERIUND, the Central Bank of Nigeria (CBN) issued a ciccular oty
the small and medium scale enterprises (SMIE) loan scheme,

The primary objective of this scheme is Lo support existing taterprisess
restruciure and modemnise (heir operations in maintaining their comparative advantage and
1o regain compelitiveness.  And thus help csiablish a new generation of viable investments
in the private scctor and service industrics.

The suni of $30 million was sct aside in 1989 to provide an alternative source of
long term financing for SME's that are nnder capitalised and gencrally have less collaterals
by wall of LEquipment Leasing.

These SMIL scheme is contributing Lo the development of rural arcas where the

inctustries are located. Tt is living up to its objective of being designed to be a grassroots
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funding mechanism. Leasing is tl;ereforc likely to move from the large indusiial projects
in the urban areas to grassroots small and medium scale industries in !hc.nu'al arcas with
substantial local raw materials. The scheme has triggered off a boom in small ticket leases
and new players to meet the ever increasing demand for equipment leasing facilitics.
T.essors are now dealing with more sophisticated lessees who understand the art of the
game more than cver before,

Export Simulation Loan (ESL) is another policy embarked upon by Federal
Government, so that industrics can expand their production capacity 1o engage in expost
especially to non oil sector. This programme is to increase cxport of commodities such
as cocoa, rubber and their bye-products.

With the addition of Investment Tax Credit (ITC) currently being enjoyed by
lessors of agricultural plant and machinery, both parties can work fogether to gencrale the
much desired export proceeds.

The small scale farmers can now afford to lease simple [arm instruments to boost
their production. While lessors will structure the leases such that the rental will fall due
only in harvest scasons when cash flow is mostly likely to be generated. Leage is known
for its flexibility and our farmers and exporters of non-oil products may do well to take

advantage of this developiment,
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CHAPTER THREE

3. RESEARCH METHODOLOGY AND ISTORICAL BACKGROUND OF
TIHE SELECTED MERCIIANT BANK

3.1 Background Information on Selected Merchant Banks

I would make an atlempt 1o discuss the history of Inteenationad Merchant Bank

PLC and Nigerian Inter-Continental Merchant Bank Limiled. Joined in the historical

background are performance trend of the banks within avatlable data.
w

J.1.1 International Morchant Bank PP1.C

International Merchant Bank PL.C was incorporated on 24th May 1974, It was then
known as First National Bank of Chicago Limited, a private limited fiability company.
The Bank was 1ssued a Merchand Bank Licence in July, 1974, and commenced operations
in August of the same year. The issucd and {ully paid-up capital at incorporation, the
whole of which was held by st National Banl of Chicago ("FNBC™), USA, FNBC was
then among the top ten wholesale banks in the USA with offices focated in major
International Financial Centres. .

In September 1976, the Federal Government of Nigeria acquircd 60% of the shares
of the bank, in pursnance of ils intligUniWiDu programme.  The Bank'y name was
subsequently changed fo International Merchant Bank Nigeria Limited, with technical

management services provided by FNBC under the terms of an agreement which expired

in 1982,

In 1994, FNBC divested its remaining 40% sharcholding in (he Bank ay part of jis

strategy to rationalise its investments and operations globally. Of this percentage, 10%
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was bought by siaff and the rem_aining 30% was warehoused by IMB Securities PLC. This
was later sold on the Mloor of lixc Nigesian Stock Eschange to the gencral investing public.

In 1992, following the privatization of government-controlled companies the
Federal Government of Nigeria sold its 60% sharcholding in the Bank to the Nigerian
public, IMB thereby became a publicly-quoted company listed on the Nigerian Stock
Exchange.

International Merchant Bank PLE has indeed grown tremendously over the years
in all key indices of measuring bank's competitiveness. From a staff strength of 15 in 1974
when it opened its former corporate headquarters in Lagos, the Bank now has more than
19¢ employees inits pay rol! in offices distributed across the couniry - Lagos, Abuja, Kano
and Port-Iarcourt.

with its Head Office located in Lagos, the Bank's l:usinéss is coordinated througl
its netwotk of branches, and through which if provides a wide range of merchant banking
services - imvestient banking, credit trade linance, general cegistrar and local and
international fund management services. Inicrnational Merchant Bank has been keenly
involved in (he development of skilled manpower in the banking industry and pivncered
the provision of local technical management services to other Nigerian banks.  For
instance, the DBank hag technical nmnagcmc-ni agreement with Lion Bank and Intercity
Bank which began in 1987 and 1991 rcsp.cctivcly. Experience, expertise and wide skifls
of the management teams provided by the Bank were being felt positively in the
performance of the two banks over the years.

Movement of the Bank's financial indicators had alse been impressive since
inception.  Gross earnings, for instance, leaped from RN10,65 million in 1980 to #:852.91

million in 1993. This represents about 83 times growth. The Bank experienced the
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highest gross eamnings growth of 142.53 percent in 1982, from 416.39 million in 1981 to
139.75 million that year. The most significant contribution to gross earnings was infcrest
income which almost tripled from #9.39 million to 429,01 million. this was occasioned
by an equally rapid growth in loans and advances for the period from #R95.0 million to
242,07 million. Other years in which the Bank expericnced high gross earnings are
1981, 1987, 1988 and 1989,

The 1981 figwve of $416.39 millidn reflected a growth of 53.9 per cent on the 1980
figurc of 10,65 million. {a that year too, inferest income rose sharply, In 1982, 1988,
and 1989, gross camings grew at 67.83 porcent, 51.66 percent and 52.8 percent
respectively, Increase was mainly from interest income, Jetters of credit and rentals from
equipment on lease.

Impressive as (he gross camings, profil before tax profile of International Merchant
Bank PLC experienced increasing trend. From £43.86 million in 1980, the figure jumped
to a high W77.31 million in 1993 and N79.53 million in 1997, epresenting more than 20
times growth respectively.  Other outstanding years of growth in profit before tax were
1982, 1987, and 1992. In 1982, profit before tax grew by 127 percent. This was caused
mainly by 53.90 percent in gross carnings. While 1987 was marked with a growth rate of -
79.23 percent, the 1992 profit before tax figure (]55.55 million) shows a growth of 82.28
percent on 1991 figure. ITowever, in the carly 1990s, (he Bank's operations suffered a
decline as a result of the adverse effect of the country's political and economic
environment. Thig resulted in a sharp decline in profit before tax of /77,31 million in
1993 to M6.85 million in 1995. This represented 91.14 percent decline in profit. In
October 1994, a new Board for the Bank was appointed. "This has since repositioned the

Bank for profitable growth. For instance, the profit before tax grew by 431.13 percent



from 1995 o 1995. In 1997, profit before tax was $79.53 million, representing about
116.47 percent incrcase over 1995 figure of /36.74 million. |

Loans and advances portfolio of the Bank grew slowly but steadily in 1981, 1984,
1985, 1986, 1987, 1989, 1990, and 1993, Iowever, loans grew rapidly in 1982, 1996 and
1997 by 155 percent, 152.20 percent and 77.55 percent respectively. 1t also deopped Tor
four years, 1983, 1988, 1991 and 1995, ‘T'tus matks International Merchant Bank P1.C out
as a bank with conservative approach torcredit management.

Since inception, movement in fotal deposit liability had also been encouraging as
the other indices. In 1980, (he Bank had a deposit portfofio of 14106.73. This jumped up
in 1981 to 14176.08 million, growth of 65 pm‘;:cnt. The upward trend continued tifl 1988
when the Bank achieved the highest deposit volume ever recorded in its history of
performance. The amount was N1.6 billion. This however, dropped to #9200 million in
1989. Remuaining years, 1990, 1991, 1992 and 1993, the Bank ¢xperienced consistent
upsutge in total deposit Kability, It however, declined in 19935 by 23.56 pereent, increased
111996 by 25.16 percent and further declined to $41.25 billion m 1997, representing a drop
of 23.20 percent over 1996 figure of 41,466 billion,

Lquity sharcholders have equally had attractive return on investiment.  For instance,
carning per share moved up from 36.5 kobo in 1980 o 45.2 kobo in 1981, positive growth
of 19 pescent. This trend continued to 1983, Towcever, in 1984, the carnings per share
declined to 83.50 kobo from 90.30 kobo, that is 8.14 percent decrease in 1985, the positive
on the 1984 figure was 3 percent, while similar scenario could nof continue in 1986 as
carnings per sharc dropped 1o 84.54 kobo from 1985 figure of 86.00 kobo, 1.73 pereent
ceop, The caunings per share owover, reached its poak, 167,76 kobo in 1987, The growth

was 98 percent. Subsequent years, 1988, 1989, 1991 and 1992, movement in earnings per

¢
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share continued along similar upward and downward swings to 1995 when the figure
dropped to i lowest, 1 kobo. The figure however, rosc again in 1986 to 16 kobo and
19.00 kobo in 1997,

Dividend per shiare was 9.10 kobo in 1980 against 1981's 10.90 kobo, Growth was
16.5 percent. While the 1982 figure was 21,50 kobo, 49 percent increase on the 1981
figmre, 1983 figure diopped 1o 18.5 kobo. This further dropped to 14.29 kobo in 1984 and
rose up 10 28.57 kobo in 1985, In 1986, dividend per share declined to 23.00 kobo and
however, reached its highest point growth of 113 percent a1 49,00 kobo in 1287, This fat
dividend paid oot coincided with the highest growth in earnings per share ever recorded
in the history of the Bank. The dividcﬁtl per share again slopped during subscquent years.
In 1995 and 1996, no dividend wag paid.

Other ratios had been moderate too. Profit before tax as a percentage of gross
carnings dropped consistently from 36 percent in 1980 to an all fime low figure of 0.93
pereent in 1995, it rose in the last two years to 11.13 percent and 25.87 percent
respcclively; The rcturn on sharcholders’ Tund alse showed a similar trend from 71.39 |
percent in 1982 to 20.61 percent in 1991, belore rising to 35.51 percent in 1993,

Indecd the Intemational Mercliant Bank PLC has come a Jong way and ln]é

achicved success in the Nigerian banking industty. The restructuring programme of the
Bank has further enhanced the operations of the Bank and which has resulied in the sicady
growlh of the Bank's income and profitability position. 1 has been forecasted that with
the increased capitalizalion of the Bank by the first quarter of 1998, the income and

profitability position of the bank wifl further improve.
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3.1.2 Nigerian Inter-Continental Merchant Bank Limited

Nigenan Inter-Continental Merchant Baonk Limited was established in 1989 witly
an initial share capital of 17 million. The Bank commenced business same year and is
wholly owned by Nigerians. 97.71 percent equity inferest in the Dank is owned by 47
individuaty, while the remaining 2.29 percent is owned by 220 individuals,

Since inceplion, the B:m_.k had fared well in all activities of measting
compelttivensss,  [For ¢xample, with a corporate headguariers in Lagos when it started
aperations in 1989, NIMBL had over the years, established 5 branches located in Kano,
Ontitigha, Tkeja, Abuga and Port Harcoutt to reach out to all areas of (he Nigerian Soctety.
In adiition, the Bank owns two subsidiaries - Inflernational Securities Limited and Equity
Bank of Nigeria £imiled, to satisfy the needs of its investing public.

Moveinent of the Bank's financial indicators had been very cn§011raging. Gross
" earnings, for instance, leaped from 148 million 1990 to #4226 million in 1991, This
represents an improveent ol 53 pereent. Gross carings for 1992 was #4538 million,
1993 figure was N1.95 billion. Percentage increase for 1992 and 1993 were 38 and 63
percent sespectively.  The gross carnings for 1994 to 1,60 billion and subscquently to
141,42 billion in 1995, The percenlage decrease were, 17.95 per cent and 11.25 percent
respectively. Flowever, the gross carnings increased to 1,87 bithon in 1996, representing
an increase of 31.70 percent.

In 1990, the Bank recorded 4385 million (otal deposit Lability. This increased to
4526 million and #4581 million in 1991 and 1992 respectively. In 1993, 1994, 1995 and
1996, the Bank had #12.29 billion, 742,79 billion, £43.30 billion and $44.62 billion as total
depositability respectively.  The growth achicved were, 37 percent (1991), 10 percent

(1992), 294 percent (1993), 22 percent (1994), 22 percent (1995), and 40 percent (1996).
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The Bank's total assets also experienced increasing trend. From 4653 million in
1990, it jumped to 964 million and #1.60 billion in 1991 and 1992 respectively. The
growth were, 48 percent (1991) and 66 percent (1992). Total assels also grew up to f44.25
billion in 1993, #4.99 billion in 1994, #5.61 billion 1995 and #47.38 billion in 1996. The
positive changes were 166 percent (1993), 17.41 percent (1996).

Impressive as the total assets, loans and advances also experienced similar trend.
At t441 million in 1990, total loans and advances rose to 81 million in 1991 and 1347
million in 1992. This subsequently increased to #4879 million in 1993, 932 million in
1994, t42.45 billion in 1995 and #3.63 billion in 1996, The positive growth achicved
were, 31 percent in 1991, 328 percent in 1994, 163 percent in 1993, 6 percent in 1994, 163
percent in 1995 and 48 percent in 1996.

Performance trend of the shareholders' funds was not different from other indices
as positive growth was recorded every year., Irom M41 million in 1991, 157 million in
1992, 14413 million in 1993, #4593 million in 1994, N850 million in 1995 and N1.25
billion in 1996. Growth achieved were, 73 percent (1993), 44 percent (1994), 43 percent
91995), and 47 percent (1996).

Profit before tax had also been encouraging since inception. rom 433 million in
1990, the Bank had t445 million 36 percent increase in 1991, #4137 million 36 percent in
1992, :593 percent in 1993, #4735 million -24 percent in 1994, The profit before tax
however, dropped to 4518 million and increased fo f560 million in 1995 and 1996
respectively. This represented a decrease of 29 percent in 1995 and increase of 8 percent
in 1996,

From 1990 to 1993, (he Bank made annual bonus issues to sharcholders. In 1990,

the Bank allotted 10 million bonus shares to existing shareholders, whereas 420 million
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bonus shares and 100 percent greater than 1990 figure was allotted to existing
sharcholders in 1991. In 1992, #40 million bonus shares was issued, whereas f101
million bonus shares was allotted in 1993. Percentage growth 2343 100 in 1992 and 153

in 1993. Towever, there was no bonus issues for subsequent years - 1994, 1995 and 1996.

BANK LIMITED (R*MILLION)

Year 1990 1991 1992 1993 1994 1995 1996
Cross Earnings 148 226 538 1,951 1,595 1,419 1,870
Total Deposit 385 526 581 2,281 2,794 3,295 4,527
Total Assets 653 964 1,599 4,248 4,991 5,610 8,172
Loans and Advances 62 81 347 870 032 2,455 3,534
Profit and Advances 3 45 137 593 733 518 560
Bonug Shares 10 20 40 101 - -- -
Shareholders' Fund 11 71 157 113 493 580 1,248

SOURCE: Annual Reports of NIMBL 1990 TO 1996.

Earnings per share was 97 kobo in 1990. This moved up to 142 kobo, 46 percent
from 1991, in 1991. The figures recorded for 1992 and 1993 were 176 kobo and 454 kobo
respectively. Increases were, 24 percent (1992) and 158 percent (1993).

Earnings per share decreased to 269 kobo in 1994, 227 kobo in 1995 and 188 kobo
in 1996. The decreases were; 48 per cent (1994), 16 percent (1995), and 17 percent
(1996).

Dividend per share was also encouraging. From 21 kobo in 1990, the Bank
declared 30 kobo, 100 kobo and 200 kobo, in the subsequent years - 1991, 1992 and 1993.
‘The dividend however decreased in 1994 and 1995 and rose again in 1996. The figures
recorded were, 150 kobo, 100 kobo and 110 kobo respectively.

Profit before lax expressed as a percentage of gross earnings was 22.3 in 1990,

indicating that the bank spent a lot on overhead and administration. The ratio however
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dropped to 19.9 percent in 1991 and rose to 25.5 percent, 30.4 percent and 46.1 percent
in 1992, 1993 and 1994 respectively. The figure dropped again to 36.49 percent in 1995
and further declined to 29.93 percent in 1996,

In 1990, totai l(;.:m expressed as a percentage of total assets was 9.49. Thus,
however, fell to 8.40 percent in 1991, This was due to rapid increase in ofher asset
component without an equal increase in loan portfolio. For example, increase recorded
in cash and equivalent - an asset.item, in 1991 was 8278 million, while loans and
advances experienced only #1419 million increase within the same pesiod.  The ratio for
1992, 1993, 1994, 1994 and 1996 were, 21.7 percent, 20,7 percent, 18.67 pereent, 43.76

percent and 43.41 percent respectively,

TABLE 2

FINANCIAL RATIOS ON NIGERTAN INTER-CONTINENTAL MERCHANT
BANK TIMITED'S PERFORMANCE,

Year 1990|1991 {1992 1993 1994 [ 1995 {1996

EPS (Kobo) 97 | 142 | 176 | as4¢ | 269 | 227 | 188
DPS (Kobo) 21 30 | 100 | 200 | 180 | 100 | 110
PBI/GE (%) | 233 | 199 | 255 | 304 | 461 | 3649 | 29.93
LTAG) | 949 | 840 | 217 | 207 | 18.67 | 43.76 | 43.41

bOURLI'S Anmwl At,unm!s of NIMBL 1990 10 19‘)6

3.2 Research Methodology
This rescarch covers a period of 10 years, 1988 to 1997, which was characterised
by the proliferations of banks and other financial institutions. Consecquently, there was

increased compelition which led to innovation of new products and improvements in the

service delivery ol the existing producls.
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Equipment leasing, hat used to be an exclusive preserve of some few insfitutions,
also experienced growth. The number of practitioners also increased. As a result, (he
volume of business also rusc. up.

The rescarch analysed the development of equipment lcasing industry in Nigeria.
In doing (hig, comparative analysis of two mcrchant banks - International Merchant Bank
PLC and Nigedan Inter-Continental Mcerchant Bank Limited was made, The research also

atiempted to analyse the problems and prospects of leasing in Nigeria.

33 Method of Resenrch Procedures

The methods adopted in collecting data and information for the study were both

primary and sccondary sources.

3.3.1 Pringwy Sources

Questionnaive and interview was used (o gather the primary data.  ‘The 2 page
questionnaire {copy altached in the appendix), was basically structured to find out (he
problems militating against the practice of leasing industry in Nigerda. The questionnaire
has iwo scts of questions, These are questions that are preamble to the required
information such as "Docs your bank undertake cquipment leasing"? The other set of
qucstions are those directed at getting the specific information such as "What problems
does your Bank encounter in equipment lease financing"? The questionnaire also
addressed both close-cnded and structure and open-ended stracture questions.

A total of 100 questionnaires, which was to be completed by senior bank officials,
were producced. Out ol this, 48 copics was distributed to respondent in Abuja and the

remaining 52 copies was distributed to respondenis in Kano.
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The olher source of primary daia used in this research was the use of interviews
and discussions. This was used in two stages of the research. Tirst was the interview
granted the researcher by senjor officials of the Ciedit Departments of International
Merchant Bank PLC and Nigerian Inter-Continental Merchant Bank Limitcd, They were
conducted to cnrich the study with their experienced ideas. The sccond use of the
interview method was the interviews and discussions granied by lessces and polential

lessees and some bank's officiats on the growih of the leasing industry.

3.3.2  Secondary Data

Secondary data formed the major source of information in carrying out this
research. The sources under this category are textbooks, joumals on leasing and annual
reports and accounts of the selecled merchant banks.  Other sources ;:)nc_scnﬁnars and
symposia presentations organised by the Equipinent Leasing Association of Nigenia
(ELAN) on leasing newspaper and magazines, unpublished MBA Thesis on equipment
leasing and so on.

These materials were accessed in Ahmada Bello Universily Liin‘ary, Bayero
University Kano Library and the National Library Kaduna. Relevant materials and annual
reports on the selected merchant banks were obtained in their Branch Offices in Abuja and
Kano. Whilst some of the secondary rescarch materials were borrowed from colleagues.
3;4 Sample Selection

Due to resources and time constraint, the research was limited o two merchant
banks. International Merchant Bank PLC represents the pioneer merchant banks whereas
the Nigerian Inier-Continental Merchant Bank Limited represents fhe new gencration

merchant banks who joined the league of leasing praciitioners not long ago.

41



In administering the questionnaire research, two cilies were selected, Kano and
Abuja, where all banks in Nigeria are fairly represented. 100 copics of the questionnaire
were disisibuted to respondents in 28 banks, This was made to get the balanced views of
Ihe respondlents across sections of (he Nigeria socicly,  Accordingly, 48 copics of the
gucstionnaires was distribuled in Abuja and the remaining copics were distributed in

-

Kano. In all 73 questionnaires were returmned.

35 Method of Data Analysis

The documents aud data collected for this study was analysed through Tabulation,
Ratio Analysis, and Trend Analysis which can be seen in the data analysis table in the

proceeding chapter.



CHAPTER FOUR

4. DATA ANALYSIS AND PRESENTATION

4.1 Equipment 1easing in International Merchant Bank PLC

International Merchant Bank PLC started equipment Iease financing in 1976, two
years after its establishment. The initial volume was MN2.5 million. This amount
continued to growth up over the years because of substantial incremental leases. 1n 1988,
for instance, the total lease volume at ct;st had jumped to #160 million. Additional leases
within the ycar was #74.5 million, while the net book value of leased equipments at year
end was 119 million. The bank also had #25.38 million rental income in 1988.
Compared 1o 1976 voluine, the equipment leased al cost was 64 times in 1988.

In 1989, the equipments leased al cost and additional leases rose to /196 million
and 157 million respectively, while net book value of the leased assets was #4128 million.
The rentals received was 60,3 million, 20.6 percent of the total rentals (74294 million)
recorded by all lessors in the industry.  With this, the Equipment Leasing Association of
Nigeria (ELAN) declared the Bank as the most leading lessor for the year, Compared with
1988 figures, the equipment leased at cost, incremental leases, net book value of the leased
assets and rental income grew at 21.9 percent, 22.9 percent, 7.76 percent and 51,1 percent
respectively.,

In 1990, leases at cost was t323 million, incremental Icases was 4132 million,
net book value of the leased cquipments was #4189 million, and fcnl:ll income was N98.5
million. Increases were tremendous as the equipments leased at cost grew at 65.4 percent,
additional leases grew at 130 percent, net book value of leased equipments grew at 48.0

percent, and rentals grew at 63.3 percent.
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However, nearly all the indices z0omed down in 1991 except rental income which
stood at 1123 million recording 235.3 percent positive growth against the 1990 figure. The
indices that experienced down fall were, cquipments Ieased at cost that had 4323 mullion

with 0.13 percent decreases; additional leases that had $#80.4 million with 39.2 percent
decrease; net book value of the leased assets that experienced #4175 million volume and
7.81 percent decrease ;'1gainsl the previous year’s level. These falling trend was caused by
disposal of leased equipments amo:lmi ng to #480.9 million.

The equipments leased at cost remained unchanged in 1992, while the incremental
lcases and net book value further nose-dived by 35.5 percent and 21.3 percent respectively.
The volumes were; 1323 million, cquipments feased at cost; /519 million, net book
value of leased equipments. Within the year, rental income also declined to #4108 million.
The percentage decrease was 14.4 percent. Downward movements in all the indices was
caused by disposal of leased equipments amounting to 8117 million,

Incremental leases in 1993 was 4147 million, 184 percent higher than 1992
volume. This led 1o the growth of net book value of leased equipment by 60.3 percent;

and rental income by 7.89 percent. However, the equipments Ieased at cost dropped by

31.89 percent. This was as a result of the disposal of some leased equipments in 1992

The volumes were #4258 million, 8220 million and #4116 million for equipments leased
at cost, net book value of lcased equipments and rental income respectively.

The indices for 1995 were mixed, while some were growing, others experienced
down fall. The equipment leased at cost increased to #4347 million recording a positive
growth of 23.76 percent against the 1993 ligure.  Also the rentat income on lease increased
from 116 million in 1993 1o #1355 million in 1995, This represents an upward

movement of 16.38 percent. The incremental lease experienced a down fall with 88.04
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percent decrease whilo the net book value of leased assel experienced 73.20 percent
decrease. The volume were ¥17.60 million for incremental leases and 59 million for
nei book value of leased assets réspéciivc]y.

In 1996, all the indices dropped down drastically, as non¢ of the indices has cven

fallen to such a level in the history of the Bank. Tquipment leased at cost had #3177
million with 20.20 percent decrease, nei value ol [he leased assets had #11.27 mitlion
with 80.91 percent decrease; and rehtal income that experienced #450.40 million and 62.81

percent decrease against the previous year's fevel. These falling trend was as a result of

the adverse cffect of the country's political and economic environment in 1993 but
subsequently dropped to 4.50 percent in 1996. This was atiributable to the downturn in
the country,

The ratio of rental income to gross income equally indicated favourabie trend with
annual rentals forming fauly good percentage of the gross carnings, [For 1988, the fipgure
is 18.3, gross camnings rose to 23.7 percent in 1991, This, however, dropped to 13.7
percent in 1993 and subsequently rose to 18.56 percent in 1995, In 1996 and 1997 the

percentage were 15.27 and 8.18 percent respectively.



TABLE 3

RATIOS

Year 1988 | 1989 | 1990 | 1991 | 1992 [ 1993 | 1995 1996 1997
Net Book
Value/Total Loan
(0%) 22.1 22,9 336 50.5 559 86.0 59.05 4.47 280
Rental
Income/I'otal
Income (%) 18.3 18.1 20.8 23.7 17.2 13.7 18.56 15.27 8.18

SOURCE: Annual Accounts and Reports on IMB from 1988 to 1997

Distribution of the Bank's leasing portfolio indicated that numerous industries have
benefited from the scheme. In 1986, for instance, ocean Fisheries Limited acquired the
use of fishing trawlers through a lease financing package arranged by the Bank. John
West Packaging Limited also acquired the use of 1.5 million prinling machine within
the period.

In 1987, the Bank advanced a 4 million lease package for finance of an aircraft
for use by Acro Contractors. During the same year, the Bank raised M37.0 million in the
market through a lease syndication it led for acquisition of the most modern spinning mill
in the country for United Spinners. The Bank's contribution to this syndication was #15.0
million. SCOA Nigeria Limiled also acquired (he use of &11.4 million vehicles through
leasing packaged by the Bank.

From 1988 to 1997, the growing list of beneficiaries were, Nigerian Bottling
Company Limited, got the use of N5.79 million leased vehicles, Seven-Up Bottling
Company acquired the use of /7,85 million vehicles, Mandilas Limited got f4t.30 million

wvehicle leasing, and Tayasa Dredging Limited, acquired the use of N6.60 million dredger.
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The historical lease porifolio of the Bank revealed that lease periods for
equipments Ieased oul ranged between 2 1o 6 years and the rental income from equipment

on lease is accrued evenly over the respective periods of the leases.

42  Equipment Leasing in Nigerign Inter-Continental Merchant Bank Limited

Nigerian Inler-Continental Merchant Bank Limiled commenced lease financing in
1989, the year it started operations, with initial volume of /19.5 million. The net book
value at year end was #414.3 million. In the same year, the Bank recorded $8.92 million
as rental income.

In 1990 through 1991 to 1992, leases at cost remained constant at the initial level
of $419.5 million, because there was no additional lcases recorded within the period. The
equipments leased at cost, however, dropped to f411.8 million in 1993. This was caused
by disposal of leased equipments amounting to 77,75 million.

In 1990 to 1993, both net book value of the leased assets and rental income
experienced falling trend, with f13.0 million, M6.53 million and 0,74 in 1990, 1991,
and 1992 respectively. Net book value of the leased equipments declined to an‘all ime
Jow figure, $40.18 million in 1993. The negative changes were, 9.04 percent (1990), 49.88
percent (1991), 88.69 percent (1992) and 75.39 percent (1993),

While the rental income in 1990, 1991 and 1992 was #48.08 million, f47.05 million
and ™2.05 million respectively, it sloped down to ®1.18 million in 1993. The negative
changes were, 9.35 percent (1990), 12,75 percent (1991), 71.10 percent (1992) and 42.0
percent (1993). Yearly decline in rentals was caused by non-booking of new leascs

coupled with the absorption of depreciation expenses of the existing leased assets,



However, the indices improved in 1995 as compared to the performance in 1993.

Although no equipment was on lease at the beginning of the year (1995), within the year,
equipment valued at 711,30 million was leased. The net book value stood at §10.05
million, represenling an increase of 54.83 percent over 1993, The rental income also

increased by 91.05 percent to /13,19 million. The increase were recorded as a result of

additional leases within the year.

In 1996, there was no additioral leases and the net book value stood at #45.39
million. Equipment leased at cost was & 11.30 million and the rental income had 40,57
million. The percentage increase for rental income was 208.36 percent.  The net book

value however, decreased by 46.32 percent.

L,

Year 1989 1990 1991 1992 1993 1995 1996
L.ease at cost 19.5 19.5 19.5 19.5 11.8 - 11.30
Net Book Value 14.3 13.0 6.53 0.741 0.18 10.05 4.39
Additions - - - - - 1130 -
Rental Income 8.92 8.08 7.05 2.04 1.18 13.19 40.57
Lease at cost (%96) - - - - - - -
Net Book Value (%) - (9 04) (49 88) (88 69) (75.39) 54 83 (46.32)
Additions (%) - - 100 -
Rental income (%) (0 15) (12 75) ('?l 10) (12.0) 9105 | 208.36

SOURCE: Annual Accounts for NIMBL for 1989 to 1996.

Net book value of the leased asscts compared to total loan volume indicated

rapidly declining trend.  With an encouraging 33.02 percent when it started operations in

1989, the Bank had 21.07 percent, 8.09 percent, 0.21 percent, 0.02 percent, 0.41 percent

and 0.15 percent as net book value of leased asscts to loan ratio in 1990, 1991, 1992, 1993,

1995 and 1996 respectively.

48




Declining as the net book value of leased equipments to loan ratio, rentals favoured
fairly good proportion of the total income at initial stage but became inconsequential in
the subsequent years. Rental expressed as a percentage of total income was 18.39 percent
in 1989. The ratio was 0.38 percent in 1992, and 0.06 percent in 1993, This further rose

to 0.92 percent in 1995 and 2.17 percent in 1996.

TABLE 4
« RATIOS
Year 1989 1990 1991 1992 1993 1995
Net Book
Value/Total Loan
(%) 33.02 |21.07 |8.09 0.21 0.02 0.41 0.1
Rental/Total Income
(%) 18.39 5.47 3.12 0.38 0.06 0.92 2.17

SOURCE: Annual Accounts for NIMBL for 1989 to 1996.

Companies that enjoyed leasing [acility from the Bank are: Nigerian Bottling
Company, #7.75 million vehicles, Tofa Paper Mills, ]6.5 million paper manufacturing

plant, and Tower Aluminium Limited, #45.25 million plant.

Whenever a merchant bank obtains an enquiry for leasing policy facility from a
potential lessee, the credit officer in charge will ensure that the lessee meets the general
credit policy of the Bank, included in such basic criteria are the lessee is reason for
wanting to lease the asset. It could be a start-up project, expansion proposal or as a means
of raising working capital etc. An cstimate of the capital outlay, lease ability to make

rental payments as and when due and most importantly the other options available in
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financing the project to know that leasing is in the best interest of the lessee ete. 1t is afler

lessee has satisficd such basic criteria that the credit olficer concerned gocs on lo request

for additional information to enable him fully assess the whole proposal. These additional

information may include:

)

it)

iit)

Formal leticr of application for the Iease facilily stating the estimaicd total
capital outlay.

Copy of ceriificate of incon{mration of the lessce in order to verify the
length of time the lessce has been in operation.

Copy of Memorandum and Articles of Association in order to ascertain
that the use lo which the asset is 1o be put is permilted by rules govemning
the abjectives of the company.

Cash [low projections 1o cover the tenure of the lease. This is very
important 1o the Bank, it is from the expected cash flows that the lessce
meets his rental payments,

Audited accounts for at lcast three years and that the credit officer
concermned must be salisfied with the external auditors of thal compn;ly.
Brief description of the nature of business to include the indus@ frend and
the company's market shares, source of raw matertals (locally sourced or
import dependent), manufacturing process, major suppliers, customers, elc.
Detailed 1echnical specification of the equipment. This include year of

manufaciure, make and mode, serial number etc.

viit) Information on any previous or outstanding lease relationship with other lessoss,

This is 30 because some companics treat leasing transactions as "off balance sheet®

items in the audited accounts and reports, This kind of information is mostly
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obtained by way of credit checks and/or informal inquiries from other banks. This

enables the credit officer to know the lessec's ability to service his previous rental

pajrments obligation tf there has been any.,

ix) A visit fo the site of the factory gives the credit officer a first hand
information on the lessec's operation, siafl and general siroundings,  This,
also, enables the credit officer to satisfy his feclings as to the real
capability of the lessee To qualify for the size and the cost of the equipment
he (fegsee) intends (o lease,

x)  Itis of great importance for the credit officer 1o analyse the 1isks involved
in the whole transactions. For there is no business without its inherent,
however beautiful the cash flow projections are. These risks include
foreseeable and unforesecable. He is therefore expected to analyse these
risks and how they can be taken care of in view of the prevailing
circumslances.

If the lessce meets all the bank requirements for leasing, the bank and ihe [essce
will sign the lease contract. A typical leasing transaction would see the user-lessee first
deciding on the equpment needed. The lcsscc then decides on the manufacturer, the make
and the model, The lessee will then specify any special features desired, the terms of
warranties, guarantees, delivery, installation and services.

The lessec also negotiates the price at which point, the sales contract is negotiated
and a lease agrecment is entered into with the lessor. The Iessee negotiates with the Iessor

on the tenor of the lease, the rental, delivery and installation charges to be inchuded (or

not) and other optionat considerations.
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After the lease has been signed, the lessee assigns its purchase right to the
merchant bank, who then buys the equipment as gpecilied by the lessee. When the
equipment is delivered, the lessee finally inspects the equipment to make sure 3t gels
exactly what was ordered.  The bank then pays {or the cquipment and the lease gocs into
effect,

At the end of (he lease term, the lessee usually has the option to renew the lease,
to dispose off the cquipment to an wnrelated third party on behalf of the bank, or to

terminate the agreetnent and retuen the equipment.

44  Problems Affecting Leasing Business in Nigeria

Factors militating against the rapid growih of cquipment leasing business in
Nigeria are numerous. To ascertain the problems, a qucstiomm.irc ~ copy attached in the
appendix, was adoinistered, and inlerviews and discussions were conducted to gather the
relevant information.

The outcome of (he rescarch indicated low fevel of awarencss as one of the greatest
problems affecting the growth of the equipment leasing industry. Most respondents that
claborated on low Icvel of awareness as one of the problems affecting the leasing industry
linked it to fow banking habit and lack of understanding of the lease financing operations.
Most entreprencurs, especially those in the ruraf arcas, are yet to appreciate the benefits
of associating themselves with banks, let alone initiating proposals to acquire property via
[casing. And for those in the urban arcas they do not recognise the benefits that they may
accrue fo their business by financing their capital projects through leasing,

Unfavourable povernment policies also mifitate against the perfonmance and

growth of the leasing industty. Most respondents ihat selected this alternative cite the
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Babangida era's ban on the importation of wheat as an example. This resulted in the
collapse of numerous companics which are yet lo recover even alter lifling of lllg bank.
Consequenily, capilal committed to the sccior was made idle.  Lessors suffered non-
payment of rental charges. [Further commitment of capital to this sector was made highly
vulnerable (o political risk thereby discouraging capilal investors to venture into
companies that are dependent on wheat.

Although not much was writtert by the respondents that elaborated on dearth of
gkilled manpower, unviable lease proposals and poor analysis of iease proposals as
problems affecting leasing business, most of them joined the three rogether.  The
respondents observed that the industry suffers from shortage of skilled manpower to
present thorough and viable lease proposals. They attributed (his (o fack of (raining.

The respondents also viewed that atimes (he Dircctors or the Managers do not
follow laid down proccdures to work. They use undue influence to ensure that cerlain
lease requests are granted becauge "they have interest”. Ilowever, their interest may not
necessarily fally with the objectives of the essor organisations. Most often than not, such
lease package would turn oui 1o be a low quality or non-performing nsset 1o the lessor,
Consequently, rental would not be paid as and when due. This rather than helping would
compound the situation.

On the general economic down-turn, the respondents observed that it has affected
nearly all economic activities - leasing not exceptional. Booking of new leases has been
made difficult by the increasing cost of fixed assets. Foreign exchange needed for
importation of equipments and raw materials abroad is becoming dearer. Consequently,
most companics produce below installed capacity. Most respondents recognise this [acior

as another major problem inhibiting the growth of the leasing industry in Nigeria. In
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addition, organisations also experience low sales volume due to falling demand resulting
in low disposable income. Given this scenario, essees encountered difficulties in even
serving the existing lease agreements, let alone affording the cost of expansion.

To have a balance of the numerous views expressed by the lessors, ihe rescarcher
also interviewed some lessce-organisations and some potential fcssees. Their responses
however was not difficull from (hal of the lessors, but few of the people the rescarcher
discussed with see the lessors as the major problem affecting the growth of equipment

fcasing in Nigeria.

Some of the lessees view that the rents charged by lessots are too outrageous. And
the system where lIessees are made (o pay 10 (o 20 percent of the equipment al cost as
secunity deposit at zero rate before the usage of the equiprent would be allowed, is not
only expensive, bul also exploitative and therefore, requites a review for better,

In 2 morc critical view, ébdulmzaq Jiddah of Aminat Enlclprisch)obscrvcd that
"leasing docs not encourage small and medium scale cnterprises like ours fo growth in
these hagd times. The fessces are under obligationt (o surresdler the leased asset after
making paymenls for rentals, matntenance costs and securily deposit. Ownership does not
pass on to the leysce. Thus, it i high time' the law relating to the praciice of leasing be
changed to allow ownetship to pass Lo the lessee at expiration of the contract. Unless tus
is put in place, potential lessees will be discoﬁraged to approach their banks for lease

financing".
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4.5 Prospects of Leasing in Nigeri

The future of leasing in Nigeria is bright. Al that is needed is to provide a

“conducive atmosphere necessary for its development.

The prospects of leasing in Nigeria are analysed below:-

i)

i)

Revenue ftom petroleum presently account I'(_)r mor¢ than 90 percent of our
foreign exchange resources. [n view of the contribution of this sector to
.
foreign camings, the ability of government to cxccute the projects
envisaged in any budget plan will largely be determined by an inllow of
tesourcey from the petrolenm seclor. However, the cende oil outpul in the
country has reduced over the years, {from 1974 level of 2.3 million bpd to
1.5 million bpd, in direct response to demand and supply trends in the oil
markel. Because demand has lagged behind supply, prices havs also nose-
dived thereby dwindling government revenue.  All of these developmients
would lead to one cerlain repercussions [or government and privale seclor.
Given this scenatio, the prospects of doing cross-border leasing business
is very high. Companies would finance their plants and equipment need
by the use of cyuipment lessors abroad. In Nigeria, an example i3 the lcase
of aircrafis abroad by most private airliners, This will make them to
conserve foreign exchange tesources that would be expended if the option |
to purchase the capital goods outrightly is chosen. Effective use of this
financing method will consequently conserve forcign exchange resources

and also bridge the gap created by cxcess demand over supply of foreign

exchange,

The inflationary trend in the economy has affected all the industries and



ity

iv)

the country, Cosl of capital equipments and raw inaterials are outrageously
ligh. Insicad of making outright purchascs to meet their equipments need,
organisations will opt for the leasing alternative. It conscrve capital
resources. This will give a boost .10 fcasing busincss in the industry.

Az part of 1995 budget policy, the Federal Government of Nigeria slated
some of her viable parasiatals for easing to indigenous and foreign lessors
under the terms of an agrecment called Contract Feasing.  The contract

aflords the Federal Government the rights 1o refain ownership and claim

periodic rentals, while the possession and management of the pavastatals

lic with the lessce. The major objective of this policy is to enhance

productivily and profilability of (he parastatals thereby unproving
povernment revenue. [Federal Govenument parastatals affected by the
contract leaging arc all relinetics, sugar companies, pelrol-chemical
enterprises, steel mills, paper and newsprint manulacturing companics and
fertlizer manulacluring companics.

Just like the IFederal Government, some State Governments have adopted
the policy to lease State owned companics {o enhance the dual objectives
of productivity and profitabilily. For cxample, Cross River Siate

Government slated its numerous companics for contract leasing in line
with the policy. The State (;wned companics like Calabar Cemcnt
Company, Meciropolitan Ilotel Calabar, Cafabar Veneer and PMywood
Limited and Polyrub I'actory, Akamkpa arc afready leased out to privale
invcaiom. Lease contract for more are alrcady in the pipeline.

With the permission granted to commet¢ial banks to engage in lease
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financing, which was hitherfo an exclusive function of merchant banks,
many commercial banks have ventured into the leasing busincss thereby
boosting the volume of business in the industry. Many mofc banks are also
expected 1o join the league ol equipment lessors, in the industry, in the

years ahead.

4.6  Summary of Research Findigs

Below are some findings of the rescarcher on equipment leasing in Nigeria:

i)

i)

v)

The merchant banks are still the dominant lessors in Nigeria to-day, though
the commercial banks are coming up strongly likcwise the finance houses
and' leasing companics.

Manufacturing industrics are the dominant lessees among the various
sectorg of the cconomy. They accounted for over 65% of the tolal leased
assets.  The reason for this is that general manulaciuring cquipment
provide lessors with good lax yields.

The escalation in the prices of machineries, plants and cquipm'enls, tools,
compulcfs and officc autqm:llion devices materials brought about by the
general economic condition has contributed significanily to the growth of
equipment leasing during the Structural Adjusiment Programme era,

The explosion in the banking and finance industry has contributed
significantly to the increase in the number of lessors and the boom in the
industry.

The volume of equipment lcascd has dropped significantly in the last five

years. This has also affected the income accrued to the financial



vi)

vii)

institulions engaging in it.

The increasing competition, in the industry will create she need for a lot
more flexibility and innovativeness both in the packaging and pricing of
tcasing dcals 1o corporate clicnts, One of the first usval conditions to be
abandoned will be tying of lcase mrangements 1o deposit with the lessor by
the lessce. It will also reduce lessor's abilily to dictate terms freely.

With time and competitidn lessecs will gain new concession like automatic

rencwal ferms and purchases options will become siandard features in

leasc contracts, just ag scetrity deposit clavses will vanish,

viil) While merchant banks can expand their lease portfolio without the inhibitions of

authoritiey' credit ceiling on lending, the commercial banks on the other hand have

to include their own lease portfolic within their credit ceilings. In theory, the

commercial banks can leasc actively bul in practice they can hardly pacticipate

satisfactorily. This is why the contribution of commercial banks (o feasing is very

poor,

ix)

Short-term money market sources constitute the main avenue for lease
fmancing and because of Ihlis, most lcases have tenres of bclv:rccn two and
theee years.

The prospect for the equipment leasing industry is very high and bright and
with time the industry will become more sophisticated.

The political mrmoil of the last five years had affecied the general

economic condition, and which had also resulted in the volume of

cquipment leased in the country.



CHAPTER FIVE
5. SUMMARY NCLUSION AND RECOMMENDATION
51  Summary '

In chapler one, cquipment lease financing was described as an allerative form of
financing asset acquisilion through contractual agreemeni between Iessor and lessee, It
wad delined as an agreemcent whercby owner of an agset (lessor) agrees to transfer the
posscssion and usage of such an assel to anotl;cr party {lessee) in exchange for periodic
rendal payments over a given pertod of time.

The rescarch probiem, objectives of the sludy and significant and scope of the
study were clearly stated in this chapter. This was done to provide a guide and focus for
the research.

As it is nomal for any rescarch of this nature, some limitations that were
encountered in the study were anatysed.  “Lhese mclude time and financial constraing,
available dala and their reliability,

Because of the importance of certain key tetms, as they continued to appear in our
data analysis, the rescarcher provided definitions 1o them to enable readers fo casily grasp
the content of the research. Some of the key terms were lease financing, operating lease,
lessor, lessee, rental, rencwal option, residual value, incrementaf lease, useful-lifc and

merchant banks,

Chapter two of the rescarch analysed the titerature roviews of the study, which was
a rellection of the idcas expressed by scholars and organisations. The chapier atiempted
lo trace the carly history of leasing to 2000 B.C. in the ancicnt Sumerian City of Ur, while

its modern history was linked to the activities of some U.S. businessmen in the 1950s. The
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hislory of leasing business in Nigeria daled back to 1960s, and since then the practice of
leasing continucd to expericnce remendous growth.

The chapter attempted to. give definitions of Icasing and cited the various forms of
lcasing which included financial and operating ease. The variations of leasc agreements
were also discossed. These are sale-and-lease-back, syndicated fease, leveraged leasing,
sales-aid-feasing and cross-border leasing,

The difference between Ieasing and hire purchase was also highlighted. The issue
of ownership of an equipment after the competition of payments (rentals) was upheld as
the major distinction between feasing and bisc purchase. The choice of easing as opposed
to outright purchasc of an asset regarding to ils analysis was also discussed.

Thé legal documents require in a lease agreement were also atlempted. These
included tenor, rental, insurance, covenants, cvenls of default, capacity allowance,
lermination of the lease, wartantics andd guarantees and schedules. ‘The legal position of
equipment leasc in Nigeria was also discussed, ‘The chapter also reviewed the accounting
aspecet of equipiment leasing,

As a method of financing, leasing provides some advantages. This was treated
under the benefits to the lessor and fo the lessce.  Among others, the advantages to the

lessor were simplificd scoutity arrangoment, 1ake advantage of discount by buying in bulk,

a means of investing surplus capital, entitled to capilal allowance and flexibility. Amongst
the benefits to the lessee were, casy means of managing cash, provides, hedge against
technological obsolescence, more convenient, provide multiple sources of financing and
avoids dilution of ownership,

Iowever, the opponents of easing described it as costly compared with other types

of financing, ownership does not go to the lessee at the expiration of the lease contract,
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a lessce can not conceal the coniract, therc may be rental delault from lessee especially
when the assel become obsolete due to technological changes, cconomic depression may
also result in rental defaull and finally, Icasing does not work for every organisation,

Lasily in the chapter, a review of government policies towards leasing wa.; made.
This includes guidelines 1o (he merchant banks and commercial banks, developmental
mstitutions such as NERFUND, SME and 1E5L.

Chapter three attempted to trace the historical evolution of International Merchant
Bank PLC to 1974 and Nigenan Inter-Continental Merchant Bank Limited 10 1989, The
sudy also cqually analysed their {inancial trend as (he main focus of the study was leasing
business in the two banks.

This research used both primary and secondary data. ‘The primary data used
include administering of questionnaire and intervicews conducted.  While (he secondary
dala was sicved from textbooks, journaly, paper presentations, annual financial reporis and
newspapers. ‘These were also part of chapler three.

Chapter {our discussed data analysis. Attempls were made to analyse the trend of
lcaging volume of International Merchant Bank PLC and Nigerian Intcrcontinental
Merchant Bank Limited by the use of {ablcs and ratios. Credit issues in the analysis of a
leage proposal was also discussed. |

This chapter also analysed the factors militating against the growth of leasing
business in Nigeria, which were products of lt.xe questionnaire and interview rescarchics
carricd out. The chapter also analyscd the prospects of feasing in Nigcn'al The chapter

cidled with a summary of the rescarch {indings.
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Lasily, chapter five discussed the summary of the study, the conclusion and
recommendations suggested by the researcher in order to improve fease financing in the

counliy.

52 Conclusion

[easing as a financing device has madé a tremendous impact in the industrialised
countrics and in some developing countrics foo. The experiences in Nigeria in the last few
years since (he arrival on the financial scene are enough of a pointer to the potential
impact this method of linancing can make iy our cconomy,

As an alternative method of capital asset financing, leasing has cvolved and
suwiw:;d over thirty years in Nigeria. Total kcasing volume of the industry expericnced
increasing trend with the exceplion of the lasi five years.

The leases at cost, nel book value, incremenlal leases and renial incomie of
Iniernational Merchant Bank PLC indicated favourable frend upiill 1993, but dropped
sharply altcrwards; whilst those of Nigerian Intercontinental Merchant Bank Limited
showed dccrcasing trend. also the net book value of Icased assets as a percentage of total
loan and rental income as a percentage of pross carnings followed mcreasing pattern and
later decreasing pattern in International Merchant Bank PLC, Similar indices on Nigerian
Intercontinental Merchant Bank Limited however, indicated substantial declining trend.
The implication was that the equipment lcasing:, industry had sulfered a decline as a result
of the adverse ¢ifect of the country's political and cconomic environment in the early and
mid-1990s. ‘Thus the leasing of most banks suffered declining trend in the 1990s.

However, despite the problems affecting the growth of leasing busincss, the

prospects for increase in lease volume in the years ahead are very high. Indeed the
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continucd positive growth, development and sophisticalion of the Nigerian economy,
means that there is no doubt that leasing is a Onancing option that more and more
companics will embrace in the future. What is required arc painstaking commiiments
from both lessors and lessees and the authorities to develop (he indusiry (o the levels

attaincd by the developed countrics.

53 Recommendations

Promotion and development of leasing in Nigeria requires that an ideal atmospherc
{for both lessors and lessces must be created.  "Uhe prospects for equipment Ieasing in
Nigeria is tremendous.  1ut the ability to realisc it is possible only to the cxtent that the
operators lhcmscivcs and governtent through their policics encourage its growth, In
order to realsise all the benefits that leasing oflers as a financing oplion in Nigenia, some
recommendations are therolore advanced vnder three headings amcly:
1. Regulating Authoritics

Regulating authorities are the govertunent and its aécncics that are responsible for
d'irccting or giving guidclines on factors alfecling the leasing industry.

1) The Federal Government should dercgulate the leasing market to enable
ihe country's small, medium and large scale industtics developed through
the creative finance alternative offered by equipment leasing. The

.
government could grant special concessions to the leasing industry by
exempling feasing from (he aggregate credit ceilings of bank. The
exemption of Jeasing from credit ceilings would enable commercial banks

use their numerous branch network to package small ticket cases for the

nation's cottage industry,
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iif)

In order to boost and encourage more pasticipants in cquipment leasing,
Federal Government should increase the capilal allowance and fax
incentives available to the Jessors, This will resull in lessors charging less
rendals on leased equipments,

Regulatory  authoritics  should  cncourage  cstablishment of  lease
consultancy firms to guide, design and write good proposals to lessees and
potential lessees. The autheritics are also to encourage universities and
other tertiary jostitutions to incorporate leasing courses into their school

curricular in order to cohance professionalism,

“The authorities, that is the government, should treat the business of

equipment Ieasing just with the kind of favour it has extended (o finance
instruments such as Small and Mcdiom Scale Enterprises (SMEs) and the
Family Economic Advancement Programme (FEAII’) LOAN SCIHIEMES.
Both of which cumrently e¢njoy special concessional interest rate, ‘The
cxtension of such lower inerest rates {avours to the leasing industry will
boost invesiment in production assets.

‘The Equipment Leasing Association of Nigeria (LLAN), the umbrella body
of leasing organisation (lessors) in the country should be given legislative
recognition. The body should be given exclusive powers lo register new
fcssors and their staff and promtote increased awareness and technical

knowledge of the produce.

The Lessors and 1essces

i)

The lessors should Liberalise their policy of receiving compulsory doposits

immediately a leasing agreement is signed.
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The fessors should net discriminatc among the lessces so that smalt scale
business enterprises could also benefit [rom Ieasing trade. Virtually all the
companies for which leases have been stiuctured are multinationals and
iripe A's companics operating in Nigenia,

There is the high need by the lessors to create awareness through some
markeling activities on the important benelils of cquipment leasing. The
idea and the practice of leasing must be sold to un-informed Nigerian

businessmen and industrialists by the Jessors for the advantage of both, as

welf ag flic cconomy as a whole.

3. Eguipment [casing Association of Nigeria

The Lquipment Ieasing Association of Nigeria was established in order to protect

the tntcrest of members of the asgsociation as wel as 10 edecate fessors as well as lessces

on lease financing, In view of these, 1 wish to make the following reconmmendations:

)

iii)

The association should establish cordial relationship with the public and
government by making relevant information available on leasing business
which the government may require in making appropriaic laws.

The agsociation should also {ry (o analyse inlormation and give statistics
to alt the members and the public through prinl-ouls, publications,
periodicals, scminars, symposia and workshops.

Concessions are not likely to flow unsolicited from the Government. For

this teason, cquipment lessors must join forces, In other countries where
the indusiry has developed and enjoyed good concessions f{rom
governmernts, the association of cquipment lessors have invariably worked

for them,
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APPENDIX 111

Department of Business Administration
Ahmadu Bello University,
Zaria

Oct 1999

A Questionnaire in View of a Research Study

Dear Respondents

[ am undertaking a study titled “EQUIPMENT LEASE FINACING IN
NIGERIA: A COMPARATIVE ANALYSIS OF SELECTED MERCHANT
BANKS”. And this is based on purely academic exercises. As such, all
respondents will be treated with utmost confidence.

Thank you for your anticipated co-operation.



QUESTIONNAIRE

Does your Bank undertake equipment lease financing?
(a) Yesy (b) Nq _

2. If answer to question is (a), please state nature of lease:~---—--=---
3. How long? Please state year:
4.  Does your Bank partake in long syndication?
(a) YeO (b) Nol
5 If answer to question 4 is (), for the largest loan;
(i) How much was involved?
(i)  Who were the other Syndicate?
5.  Does your Bank encounter problem(s) in undertaking equipment
lease
Financing?.
7. If Yes, in your own view, which of the factor(s) listed below are
militating '
against the growth of equipment lease in your organisation?
(a) Lowlevel of awaren&ds
(b) General downturn in the level of economic ajvity
(c) Unfavorable government polidkds
(d) Unwiable lease proposal/Door analysis of lease [
proposals .
(¢) Dearth of skilled manpovkdr
(f) Undue influence in lease appiiVal
Of the problems in (7), which is the most frequently encountered
by Bank? '
9. What other problems not 1n (7), are i your own opinion militating

against the



