DEROST AND LOANS MANNHEVENT IN CCMVEROJAL BANKS
A SWY OFHECTED BANKS IN NGERA

BY

IGBOJUBA IFEACHO GEORGE

A PROJECT SUBMITTED TO TH
IN PARTIAL FULFILLME

FOR THE AWARD OF THE

IN BUSINESS ADMIN

DEPARTMENT OF
FACUL

ZARIA.

DECEMBER 1992



ii

o — . —

I hereby declaras that thi= work has been written by me,
and it is the product of my resesarch findings. A1)l materinls
from other sourass have been nroperly adknowl edged in the

footnotes and bibliograchy.

Any diecrepancy should be attributed to me and nobody else.
o material(s) should be uwed from this work wdthout due

acknowledgement to the remearchaer.



iid

CERTIFI CATION

Thi s project, titled WDEPOSTT AND LOANS MANAGEMFNT IN
COMMERCT AL BANK St A STURY OF SELECTED BANKS IN NIGERIA" by
TGBOJUBA TFEACHO GEORGE meats the regulations governing the award
of the degree of Masters of fusiness Admini atration (M.B,A.) of
shmadu Bello University (A.B.U.), “aria and is approved for its
contribution to knowledge and literary presentation,

A (1 [ 3
i 1 f 4 L 1 4
'8 L.V A SUA 2o I\ r 1 = <

NAMNE AND SIGNATURE OF SUPKRVI SOR DATE
/ p _
Y 1/

NAME AND SIGNATURE, CF H.O. D. DATE

M%’__“ e S . g
NAM GNATURE OF EXTERNAL, EXAMINER DATE

M;ﬁﬁﬁ@j (gL
~—PEAN, POST-GRADUATE SCHOOT SIGNATURE




DEO CATT ON

T™isas work 1s dedicated te mum and Rose.

iv



ACFNOWLEDGEMENT

T rriash to eurrescs my prefound pratitude %o God fer His

pui dance throvehout the nei ol of thie courpe and alen to
thoae who in mme way or tra other contributed to the miccepsfvl

conclusd en of thig work,

I om particvlarly srata™l to my mmeryi sor Mr, A, ®lvo,
who desnite the presemira oF ort on him ati11 foumd time to po
throurh this work, WHig dedicotion, puidance and encournpement
wag a conrtant source of inemiration. T am 2lsa prataful +to >
those lecturers who contributed directly or indirectly to my
studien, especielly Dr. Sheikh A, Abdallah +he 1'6D, Dr, J, Nuynsdke,
Dr. P. Barohiri, Vrae, M. et spd Mal, ¥, M, Faj turare

(MBA Coordinator).

I will also like to thank some staff of Afribank, Tropical
Commercial Bank nrd Commuireinl Rank Cradit Lyomnam, vho found tire

to ramend to my ouesticanzire and eral interviews,

A epecial thznkg 2'ec vorg to all my friemmdag especially
¥r, P. Arboola vhe wae a pillsr of atreneth iv ewport of thie work,
Hig constant advice wnp = cotnlvet to the comnletion of thig
project, Mr., Tdimeh, whope moral and physienl ewpnort wan
invaluable, Mr, Fakorode, ¥y, %rank and Miee R, e who found time

to o thronurh the mamieserint,

Finallwy, T wisgh to th:uni the Typigt Mallam Vahoya Alhamean

who found the time and paticnee 4o nroduce this work,



Vi

ABSRACT

This wak is a study of activities related to the menegemat
of deposits and loans by the commerdd banks in Nigeria
Specifically Tropical Commeadd Bank, Afribank and Credit
Lyonnais.

The study wes set out to find out wha methods and strategies
these hanks use in attracting gaimum deposits ad subsequently
howv the credits are evaluated.

The findings which are the mgor wak in chapters four ad
five indicated that availability of funds, and "competition" play
the mgor role in determining interest on deposits. There s
to be a correlation betwee, customer vaume and the banks premises
aesthetics. Advertisng was observed to be the mgor link between
the banks and their public.

In relation to credit manegamat All the banks studied use
conventiona methods. It seams quantitative techniques is yet to
be introduced.

Character and capacity are observed to be the bank's mgor
criteria of credit evaluation.

"Connection” is also generally used as a viable oriteria.
All the banks with the exception of Afribank follows the prudential
guidelines strictly in accounting for non-performing loans.

Afribank in addition to the prudential guidelines has her oan
policies.
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Finally, the tented hypotheses indicated that there is no
significant difference in the strategic approaches of the these

banks in both credit and deposit management.
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CHAPTER ONE

INTRODUCTION

1.1 A Oeneral Iniroduction _ st v ot

[} . . ¢

Te finmncial inetitutions have a significant eontrihﬁtion
towards the economic growth of any eooncmy. As Porter (1966) put
it "The visible correlation in the world between financiel and real
development are indesd commendable... the rola.tionship he.t'weo.n. real

and monatary variablaes is undeniable.™ .

Some authors atiritmte this significant effect the finanoisl
inatitution has o¢n the esconomy to the intarmediary role which it
plays in mobilliglng funds for investment in the economy. Acoording
%o Cameron, {1972), "The function of the banking system ip as an

: 1nf;msdiary, the supplying of money, the sotivation eof

entrepreneurial talent and guidance for the economy as a whole.

The way in whioch bankm perform these functiens may well determine

. the degree of suocess of the development effort., Ais intermediaries,
they may vigorously ssek eut and attraot reservoirs of idle funds
which wl1ll be alleccated to entresprensuras for investment in preject
with a high rate of sooial return, ¢r they may listlenssly exploit ™
their quasl monopolistioc pesition and frither away invesiment ! e

possibilities with unproductive loans. .

g
A lot of literature are bound in estudies oconcerning the role

of barks in the ecenomy. The effact of the hatiking activities in

the economy cannct be over-emphasited especially in a depressed -~

aconony. It im hoped that efficlency in the financial institutions

will eventually rub off on the economy as & whelae, since they have



a direct influence on the voiwnme and direction of investment in the
economy.

Tis work is interested in finding out what instrumente the
commereial banks use in parfarming their primary finetion of
attracting depomits and manaring the credits, Also how effectively
thege ingtrunents are utilizad and whether there is a strategin
difference hetween the new generation of banks and their older

counterparts.

1.2 An Overview
"The financial svetem of any society is the framework within
which capital fomation takes place through the intermedistion of

financial institutions..."™ Orji (1988).

Thug, the Paton Commiesion (1949) defined banking as... "the
business of receiving from the public on current account money
which is to be repayable on demend By cheque and of making advancen
to custamers. "

The Bank Act (1969) states that "Bank" means any person
who carries on banking huginess and includes a cammercial bank,

acceptance houpge, diseoomi honse and financial ingtitutions,

It further adds that:

"Banking husinesa means the business of receiving monies fram
outside sources am demorsits irrespective of the payment of interest
or the grantins of mones Touans and acceptance of credits or the

purchase of bills and checues or the purchase and sale of securities



for account of others; or the inourring of the obligation I1:o aoquir§
claime in respect of loang prior to their maturity or the ssewption
of guaranteeg and other warranties for others or the effecting of

tranefers and clearinge and such other transactiona as the commigelon
may on the recommendations of the {entral Bank by order published in

the Federal Jazatte designate as banking business’

A commercial bank according to the Aot im a bank whosme business

PRI B A ]

1noludes the acceptance of deposits withdrawable by cheque. ‘

[RC

Acceptance houses speciallse in granting of acceptance facilities,
while di gsoount houses are thoge whose main duminess conxists of

trading in and holding commercial bille of exchanga,

A merchant bank is defined as anybody engaged in whelesale
barking, medium~ and leng—term finaneoing, equipment lsasing, debt

factoring, investment management, issue and acceptance of bills and

" o

A3

the management of unit trust,

LI

The Aot added that finanoial inatitutiona mean 'II:hoaa instit;ltiong
allowed to transact banking business, but which are neither a A
commercial bank, nor an aovceptance houps, nor a di scount houmse, ner
’ Ia di scount houge, nor a merchant bank., Inoluded in the ocategory aret
Development banks, Industrial /agriocultural banks, Savings and Loans
Assoolations, Insurance companies, Credit Unione, Investment and

LS

Pinance Corporations and Mutusl Saving Banks or Groups. - RIS AT

Adekanye (1989) stated that in practice these functions overlap

ap these various institutions actually duplicate one another te some



extent. He observed that the definitions are not strioctly streamlined.
No matter the nature of the definltions, it is able to tell us in a
nutghell what the financial institutions with regards te the commercial

banks is all about.

Hi storically, Nigerian banking history could be said to have
gtarted in 1892 with the establishment of African Banking Coeperation -
Nwankwe (1980). A Shipping Company based in Liverpool, Elder Dempeter &
Co. was instrumental in its formation. This bark was later taken over
by the Bank of British West Africa in 1894, It later became Standard

Bank and submequently First Bank of Nigeria PLC.

The next was Barclays Bank DCO which was established in 1977.

It ie now metamophesed to Union Bank.

The first indigenous bank was established in 1933 {,e. Natienal
Bank of Nigeriam. Other banks established briefly after National Bank
were all a fallure as they could not survive any length of time.
Between 1945 and 1947, feur new banks were established out of which
enly two survived, African Continental Bank and Agbamaghbe Bank (now

Wema Bank).
In 1947, the British and Frenoch Bank (now UBA PLC) was establi shed.

Actually between 1945 and 1952, a lot of banks were esstablished but

by 1954 most of them have gone under.

A lot of factors led tc the failure of these banks. Most had
ingufficient capital and many were victims of over trading, i.e., they
expanded their offices too fast. The indigenous banks lacked skilled
manpewer, experience and confidence. Many of the banks eriginated

from State suppert. So sometimen they suffer political interference.



Te cap it all, there waa nc banking regulations to epecify the

code of conduot,

Presently, as at June 1971, there were about 65 ceomercial
barke, 53 merchant banks with 1966 and 82 branches respectively.

There are also numerous other non-bank finanocial institutiens.

The banking sub-pector like ether meotors of the ;oonomyl have
glnoe undergeone fundamental and substantial changes. ZEspecially
with the mdvent of SAP {Structural Adjustment Pregramme). Daring
this period the number of cemmerocial banke was :lnore;u-od by at
least 80%, and a let of deregulation policies as listed belew

were implemented.

1) Inoreasing Monetary base of the commerocial bankw;

2} Alowing interest rate to fleat)

3) Payment of interest on Current Aocounty

4) Withdrawal of govsrmment parsstatals depe=it from the
canmercial banks to the Central Bankj e )

%) Expangion ef barks to rural areas as well as thé , '
introduotion of the pecples and community banks;. . - -

6) TDigallowimg dsposite in foraign bankm to ba uged as :
collateral for pecuring demestic lwany -

7) Exchanging value of the Naira to be determimed by

market foroces _ - !

8) '™e prudential guidelinee.

Conmidering all themss regulations and the present economio

" enviroment it could perhapm rightly be said that the banks



particnlarly the coomercial hanks are undergoing a steady but silent
revolution. They have to reapprai se their pesitions, operatienal
tactics and policies in order to fit in mere compotitivoljr. There

is ne deudbt that the banking sector as a whole has become increasingly
very competitive., So much zo that there is a speculation of a pessible
repetition of what happened in the late 19408 and early 50= when a lot
of banks crashed. It becomem imperative for any bank te survive the
present banking enviromment, it will need much more than a mediocre

effort, Discipline imovation and efficiency must beccme the watch word.

1.3 Statement of the Problem

Banks specialise in debt creation. They have te generate or
congerve funds which they then di sburse esither in terms of

{investment or leans te ethers whe will in turn invest it.

The commercial banks plays a very mignificant rele in the economic
devel epment of any natien, A role which becomes even mere significant
in times of economioc depression, The barks then are looked upon by
the authorities as a medium through which they ceuld inject di scipline
and financial prudence into the economy. This perhaps explains the
present preminence which the banking sub-sector are enjoying in
Nigeria. As if to support the above amsertion the govermment have
increased the number of banks by mere than 100% mince the last five

Year s.

The questien ims how ars these banks faring in the face of

stiff rising competition and tight econemic enviromment?



Ayodele (1990) argued that the preblems of financial system
in Nigeria, which includes the commercial banks are: “Inadequate
capital bage, inprudent lending practices leading te large and

i ncrald ng bld a-nd. doubtful dﬂbt Beasas "

He further pointed out that the SAP period have imengely
{increased the responsibility of the commercial banks in the nations

economy.

Odozi (1988) obmerving that the returns to banks relative to
their capital base and funds empleyed are not eut of tune with the
earninge of comparative firms in the manufacturing and commercial
seoctors of the economy, pointed out that with the emscalation in
personnel costs and increased ocompetition ariging from the rapid
growth in the number of barnking firms, it is unlikely that the
present level of profitability in the industry will be sustained
in the medium and long-terms. This assertion seems to call for
banks to be much more efficient and effective if they are to maintain
their pomitions and survive the future. Perhape this calls for the
individual banks to overhaul their objectives and strategies and
consequently the reappraieal of their deposit and lending pelicies.
At this juncture some questions in relation to the operations of

+he banks are pertinent,

1) Congldering the importance of deposits, the mtodk in
trade and life wire of commercial banks. Are the banke doing enough
to attract optimum depomits from the public? What methods are

these banks using to achieve thia?



2) How are the lcans or aredite managed by the banke? To

the cumtomers honour their ohligations?

R
[

3} Wnat method{m) Ao the beuks use in evaluating the credit

3

worthineas of their customerst?

) - -

4) hat strategic differences in relation to the above, if

any exists btetween these commercial banks,

.o

Thepe are some of the questions whioh I hope smcme answers

will be provided for in this work, K T "

1.4 Objective and Scope of Study B

"A healthy economy is virtually dependent on efficient transfar
of Tunde from those who have conserved fund(e) to thowe whe need
them for investment.® Shelm (1989) p. 7. This statenent seems
to highlight the inaleanabls role of the financial institutions as
a wiole, since they are the medium throughout. Perhaps one could
add that how healthy an econemy is, may depend on how sfficient the
financial ingtitutions cexrry out their intermediary role, Thum
Yakansal (1987) described financial inetitutions am the 1ife blood

of any soonomy.

W.th the above assertions I bslieve no more emphaels need be
made about the prominence of the financial ingtitutions in an '

sconomy, especially when tha economy la alling. o
i

To thig noble institution belongs the commercial banks which

ocnptitute a major part of it, ' 1 S

This work intends tc find out how efficisntly the commercial

banks have been oarrying out these functions and with what toole, -
Ciean g % o . -,:\',.\-9:



A oritical and comparative analysis of the toolms used by
these commercial banks will hs rendersd,
Algo thig work will zought to find out if there exists any
strategic differences in the methods and approahoesa of the Banka,
Thig study will concentrate on the studiea of 3 melected
ocmmarcial banks. Two of clder generations and eng of youngrones.
Although there are as many as 100 commercial bankes in the
- ~gountry. The choice of these banke are quite relevant as they are

selected t© cover two generationms of banking in Nigeria.

1.5% Limitations of the smtudy . |

Thig study is really constrained by time and fl;ndﬂ.

The time and necesmary resources to include more banks in
the research was simply not available. It is bacause of thin
limitation in finaneial resources that sll the sample barks are
from Kano, But a deliberate atianpt was made in choowing theqe
banks to represent the new and older generaticns of_'banki_ng in »
Kigeria, Although more banka coculd net be added I believe the |
datas obtained from thasethzee hanks is a fair representation
of the commercial banks in Nigeria. B ‘i

~i. it

1.6 Arrangement of the Projeot

Thig work ie divided inte five chapters with the firgt

chapter discussing an overvies of the commercial harks'

envirorment. The smtatemsnt of the preblem and ebjective of the
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study including mcope and limitatieng ef the study. Chaptar twe
di scupses the relevant litsraturce of the subject matter. This
chapter is basiocally dividiad ‘nte two sub-areas, Account receivable

literatures and that of ths deposits.

Chapter three pregenis the mathedology of the study. It
di goupses the instrument of Aata collectien and the methodology
of data analyeis, while chapter four contains data presentation,

analysis and interpretation,

Finally, chapter fivs containe the research findinge and

recommendationa.
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CowE ey Y

CHAITER TWO T

AITERATURK REVIEW - e

2.1 Introguetjon - }

This chapter con3iste of relatad works that have besen dons
by other people in the arsa of credits and loans mansgeaent,

The first segment denls with the banks' major amourpea of |
moquirinog funds and the basic objeotives in managing thenm. Th.. .
second part desls with the policies of banks in lending -nfl how
credits gre eveluated. The chapter is rounded up with the -
megsurement of bank profitability. This part tries to ﬁna,lys‘a.'

the instrumants with which the profitabllity of a bank is evaluated.

The major contributors here are Compton (1983), and Groagse

(1963). oOthers are Nwankwo (1977), Kirkman (1977}, and Steinsr
{t953).

L

2.2 Dafinitjon of key terms
ligquidity: It is the dank's ability to mest customer demands

for tha withdrawal or payment of funds.

Uredit standards: Is the marimum risk of acceptable credit

acgounts,

! "

Capacity: It is a subjective judgement of the customers’
ability. Thia is done by using the cmtom-ra.' ’
ppat records, together with the physioml observaticn
of the customers' shop or businesa. in i‘nvoatigntion
may actually be conducted.

Capital: Money/wealih/property that may be wsed for further
rodwtion. Hefers to gemeral finamcial position

of the customer o firm.
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Collateral: 1% refara to the assets that the customer may
give 2z & pledge for security to meet him-
obligstion. _ L
Conditionsa: This is the impect of the general e?:onunic trenda
on the firm or special development that may affect
the customer's ability to meet his obligation,
Character: Hefers to the customer characteriastic, or
peracnality to honour his obligation.
Connecticon: Thia refera to the perscnal relationship of the |
customer with any influential peraon in the society.
Becovership Manager: This is » manager charged with the
responsibility to take over management of
the [irms that could not meet their
| cbligation dus to bad management.
Financisl Institutions: 4in institution that uvses its funda
chisfly to purcheame fimcini asaets
(deposits, losns, bonda} as oppoed to
tangible property. Financial inatitutions
¢an be classified acc ordin'g. tol the nature
of the primcipal claims they iassues: None
depoait intermediaries include, smong
others, lifes and roperty/casusl] ty
insurance companiesn nnd ponsi ﬁn flmd.e
yhoae claims are the pﬁlioiés they aell,
or the remise to provide income after
vetirement; depoaitory 1ntormadi§r ies

obtein funds meinly by accepting depoaita
from the public.

e
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Credit: Money given to customer far which tha payment of

Fincipal plue intsrest is expected later.
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2:5 Sources of Funds

A writer once descritad m bank as a dealer in debts. "It (banks)
is a book keeping institution that shifts claims among :lndividuals
and business firms. lts assets consists of debts of others while
its deposits are lisbilities that are used by individuals and
3teiner (1 953) .

business enterprises to pay their debts,"’ Nigerian

commercial banks like their foreign counterparts elsewhere in the

world obtain their funds from two major sources, one is capital and
reaserves, while the other is deposits. The later (deposits) is by
far the greater of the twc. PFor instance, capltal and reserve as a

percentage of deposit in 1958 is 4.7%% and in 1977 3.9%, Nwankwo (1977),

also the table below illustrates the more recent comperisons.

Table 2.1 Nigerian Commercial Banks Sources of Funds

(in millicns of najira)

Depoaita

Year | Capital Acct. Demand Time Savings Total 3:'1;10:;: %
1984 966.7 6,343.5| 6,030.01 3,361.3 15,7%4.8 6.1
1965 1,128.7 7,046.2] 6,851.0] 3,699.9 17,597 .1 6.4
1986 1,298.7 6,649.8] 7,217.6 | 4,270.3 18,1%1.6 T2
1987 1,545 .41 7,998.0| 9,882.0 | 5,206.7 27%,086.7 6.7
1988 1,932 .4 10,667.9]10,274.5 | 7,122.7 29,065 .1 6.7
Source: Bxtract fraom CEBN kconomic and Financial Keview 1989,

Yol. 16, No. 3.

It could be seen that the sources of fund of the commercial banks
are mostly deposits. In othar words their debts far outweigh their
capitals. Both the capital and deposits of commercial banks have
been undergoing a steady growth in line with the growth of the economy
itself. Capital which in 1958 wss a paltry N4.5 million Nwankwo (1977)

have grown to approximately ¥1.9 million in 1988 and deposit which
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was a meagre M137 million in 1960 have grown to N29.1 billion in 1988.

While capital and reserves provide for fixed assets and
discharge functions like contingency needs and future cx;imi on,
deposits provide the working capital which is the stock-in-trade of
the bank. Just like no business could operate without a working capital,
no bank can coperate effectivsly if at all without deposita. Deposit
is the arigin of banks. The early bankers started by accepting deposits
which they undertake to return on demand ar as agreed. With time the
banker realised that only a small proportion of the deposits were
withdrawn at any point in time, thereby leaving the rest of ths deposit
for him to do as he wishes. Thus he started lending out foar profit.
He canvassed for more deposita. The more deposits he has the more he
can lend, and the more he can lend, the more profit he can make. This

gave birth to the modern bank as we know it today.

2.5%.1 Types of Deposits

(1) Current account

This is the mwincipai and most popular account of a bank. They

are accounts opened sc that cheques can be paid into them and drawn on.

Deposits on current accounts are peyable on demand (i.e. no
notice is required before money can be withdrawn). Thus, it is also
called a "demand deposit™. HKeferences are normslly reguired in the
opening of current account. The account is expected to have a credit
balance all the time except in a situation when an overdraft (loan)
have been granted to the cusiomer. 1In Nigerian context, formerly
fees are charged on this s2ccount by the bank for services rendered

but the situation now is that banks are expected to pay 5% intesrest
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to current mccounta. This is government regulation.

(2) oait 0

With this type of accounts a customer is supposed to give
short notice before he car withdraw hia money. This is not always
followed in practice. This deposit usually earn a higher interest
rate than the other accounts. No references are needed to open
this type of account and no cheque book is required to operate it.
The deposits could be fixed i.e. over a specific period of time far
example the money could be kept for 3 months, 6 months, 9 montha,

and 1 year. This money can not be withdrawn until after the fixed

period. 1t is also called “time deposita“.

(3) Savings Deposit
This deposit is very much similar to the “time deposit" in
many ways. They attract fixed interest rate and funds can be

withdrawn by the customer without notice.

2.3.2 Bank-Customer Helationship

The relationship between a bank and the community it serves is
& dynamic one. A bank is an integral part of the community's
economic life. ‘The object of a bank's community relations therefore
is not directly sales and promotion but the effective functioning
of the bank as a vital organ in the community 's economic life and
growth. The overall cbjective of a bank's community relations
program should be the growth of productive credits. While
unprogressive banks can actually deter the growth of their

communities, the progreesive banks, on the other hand, can readily
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stizulate growih and sid their own long run profita.

To ocontribute sffectively into the communities economic 1ife,
the bank must know ite customers, their needs and prospecta. &
rounded knowledge of this will dispose them favourably to plan a

positive mogramme for the community.

In order to achieve the aAbove objective the bank could atart by
doing internal customer analysis. This cs&n also be supplemented by
external marketing research. Dbale (1961) auggeated the following as

some of the questions a bank needs to get answersd.

"¥ho uses the bank's various aservicea? What is their age, sex,
and economic gtatua? U'o what axtent do large or amall eccounta
dominate the bank's busiuneas? NMrom which geographical, ethnic or
occupational segmenta of the bank's trade area does its ouatomers come?
Are there mesently sections or groupe which are not uwsing the bank's
facilities? Who &re the suppliers of competing services? How has
the bank been faring in competition with them? How do the customera
of the bank evaluate its mervices. What are their reascns for using
them? etc.” answera {o these gquestions and mwore will emable the bank
to evaluate ita objectives in relation to the community‘'s financial

needa and aapirations.

In arder for a bank te beoost its customerahip and customer
relations, it needas to sesrch out tor its suppart from the publiec.
The banks could reach out to its public through advertising, lectures

and conferences, direct cuwstomer sclicitation, direct customer

W

contacts, apecial groupa in ithe ¢comamunities.

oo
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(1) advertising
Community relations %o banks is rimarily a question of relating

the community needs for banking services to the ability and willingness
of a bark to esupply them. The mopt effeotive advertising copy, whai-
evar ite form, will be that which oclearly relates a potential cumtomers
needs or deeires to specific services which a bank ip able and anx:ln:un

to provide, (Lindquist 1986).

Yot quite long ago, bark advertisming was not a commoh might on
our screeng. But, perhaps due to the more competitive enviromment of
the banking industry now, this situation has changed. It ham to be

noted that mome of the zdvarti sements still lack practical imagination.

(2) Lectures and Conferences

This ims a sltuation svhereby the bankse organi se formal leétﬁres,
to sducate or enlighten the community shout the services of the bank,
and its relevance to the neesds of the oommunity. A forum here is
egtablished where the eustaners or potential onstomere ocould ask
questions ahout their financial needs. Alwse parfioipantlu‘ra.t:eiv;on-
the—spot financial pervice. This kind of lectures are usually o
organiged in gpecialiged areas, e.g. agricultural finanecing. Apart
from the public, noteble individuals of the community whe are

relevant to the area of talke are invited. o REEE !

(3) Direct Cugtomer Solicitation

Wereas advertising is upually aimed at a wide spread audience,
4 a

the direct solicitation imolves meating actual snd potential

- gugtomers. For partionlar purpoges thig could be very effsctiva.

Crosse (1963) holds that ™many banks require their officers to make



a certnin mmber of calle vact month and render reportas on them."

4
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(4) The Bank's Enviromment

Now the image of a bank depends to a large extent on the bark's
business enviromment., This envirenment inoludes the bank premiwmes,

faoilities, conveniences and most of all the bank empleyess.

It is alright to advertise about tha friendliness and efficliency
‘of‘ a bank. . But when the customer comes oalling, he expecte to mee
these thinga advertised about in practice. What the customer finds:
when he comes to the bank goes a long way towards influencing his

[ 1

di gporitions towarde the bank. : RN

Of recent in Migeria bankp have taken to improve thelr enviromment
of business, Beautiful architecture, drive-in ang parking lots, Well
decorated internal atmoephero, and well mannerad staff. 411 this, to

improve the image of the bank and appesl more to tha customer.

ipart from theee gpeciiic wayp through which the barkers oan
improve contact with their setunal and poetential oustomers, thare érﬁ
al po spooialipsd groupings in the community teo whcm the banks can alnc
appear to colleotivity, Acoording toun?ﬂ st (1956) "Fduoational and
promotiensl programmer may be devioed even for rather narrdw groupings
6.8, antomobile dealers, accountants, teachers, association

execntives oto, ¥ T,

-

Emving tried $o establish the fact that deposit is the foundation

upen which bankg are built, and having earlier erphasized the importance
of bankg in the financial snd sovonomic development of & conmunity. It

beoomen pertinent to enquire if ths banks are putting in optimum effortm

S L
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towarde deposit managemert. The banking induatry have passed the
stage where a bank mansger may just it in thelr effice and wait for
depeeitors. They have t¢ A0 eomething positive. According to
Compton (1983),
wCorporsts ingtitutions, individual and goverment
customers sre quids today to take full advantage |
of the many opportunities available to tham, ‘They
tend to leave depogits only where thers is an
attractive rate of interesgt or rangs of mervioces or
bvoth" (pp. 87-88).
From the quotation avove, 1t seems that there are twe major faotera
that may attract depomitors and that iw the lavel ef interest rate
and the range of mservices. In other words, for a barnk te increase
the attractioen of depesits into thelr bark they have te improve the
interest rate to a favourably cempatitive level, and expand their

range of servioces.

f PRI

(1) Interest Rates ' L e

Fixing interest rates 1s a complex prooalll invelving -,u lot of
Tacters, both internal and externsl. One of the major axternal
factorg ig the govermment or the Central Bank asz in the camse of Nigerie.
CBK may sat the interest rate limit or range. Anothef vig factor which
12 axternal is the competitive enviremnent. The financial inetitutiona
with emphasig on the ocommercial bank ie one of the moa£ competitive
industrieg in Nigeria right now. A bank can net fix her own intereat
retes in igolation from the rates of the other bankp., Another . .

fundasmental issue is that of pupply and demand ef funde.

v
According to Compten (1933}, "Bagentially, money is supply and
demand commoedity: Its avallability sets the price that must be paid

for it" (p. 104).



“"

22 I

Other factsre which may influence interest rate are éafety, time,
a.mi profit mergin, If & ican is congidered te bLe safe, then the
interest rate would be considerably lewesr than otherwige, Leng term
loans generally carry more intersst rate, because with the lenger
time, there is room for more uncertainty. A bank, like any ether
hupiness organisation, thrives on profita. The banke would have te

add a comfortable profit margin to vhatever loan they have to give sut,

(1i) BRange of Services l N
T

The bankg products ure services. In other worde banks pell

gervices for profit. Jugt like there are Al fferent typss of goodsa
which a ocompany could produce, likewisa thare are variety of services
which a bank may offer, Most banke try te ppecialise er lay more
emphagie in certain areas. The range of sarvices of a bank may be
reflectad in the dlffereit types of depesits which a dank affers and
the different type of leans whioch they extend to her cuntomarn:. ¢
]- Summarily, a b_ank neede to impreve her interesl rates and expand
her range of mervicees in order t2 attract mere dqposj.ta. Acfua;l,ly
there is ne limit te the number of pervices a firm oan ofr;:tr-'. I’t
depends on the initiative, drive and dedication of the bhank managa;:-a-

. ¥

Another pource of funds is borrowing. A bank presued. for oash
conld borrow from manother hank but the oeat is higher than if they
had deposits. They may alep borrow from Central Bank, but this mmst
be for a very short dursetion, and it gheuld not be frequent, Thare
is nothing wrong in a bank berrowing in erder tn finance a profitable’
loan but, the idea of Lorrowing may pertray the berk am not having
sufficient depesite. A situation shilch the customers might not view

faveurably.

FR
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2.4 Objective of Funde Management

Te bagic ebjective of funde management is to gtrike an optimum
balance between the three cardinalg ef debt management, They are

liquidity, safety and incems.

(1) Liguidity
Liquidity for a bank can be defined as "the banke ability to meet

customer demands for the withdrawal or payment of funds", Thomas (1964)
In practice mince it i® not pogsible for all the bank custemers teo

demand their money back at the sametime, it means that there is always
gome amount which the cuptomers would net demand for at any point in

time.

The baslic problem of a bank is te determine that amount whiech

will be demanded so that he can profitably utilisee the others. There
is no exact science in trying teo determine thia, but the bank manager
draw from his experience what percentage is likely going to be
requested for. Statistics on the previous years can be projected as

an aid. The total liquidity requirement of a bank is the combination
of the total figure needed for withdrawals aleng with the amount needed
for an increase in loans. If a bank can estimate this figure then it

will be operating at optimum level.

(11) gafety
A customer only goes to deposit hie money in a bank if he has

confidence that him money will be safe. Any investment or loan made
by a bank represente a commitmaent of the customerg funds and these
funds have to be mafe. Obviously a bank is a profit making erganisation

and moet of its fundamenial objectives are profit-oriented. The only
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: wa.y a bank can make profit and survive is bty investing and giving out

oredit. For absclute mafety a bank pay have to coomit her funds
only on relatively riskless loans and investment. But themss ocategories
: loang and iavewtment usually have very low interest a.ﬁd tharef ore
will not constitute enough income to survive the' bank. On the other
hand investing in highly profitable but very risky venture may lowse
the depeaitors money through bhad debts, I4t seema then that the bank

manager will have to gtrike a hbalance gomawhare in betwesn.

A »

(1i1) Income .

The Bark is a business organisation, basically established to make

profits with whiok it mey finance all other objectivee. It ig therefors,

very important that whatever the policies of the bank in relation to

- fnnd managenent, it must be such that will enable the bank to make

profit., Meanwhile llquidity requires that snough funde be kept aslde -

. 4o henour the customers withdrewal order anytime, Safety requirass that

in order that the customer daposits may be safe aven if the banks make ..

" investment it muat ‘be at a very little or ne rigc, Income diotates that

the bark mugt be out thers making proefits. There is'a confliot somewhere

there which requires the professienal touch of an exjerienced managsr te

VIR vy e

balance out, even theugh it is a very delicate balanca.

1 . LA .

2.5 Lending Pelicy _ : .

Lending is the baeis of the development of the cocnmercial bank and
is usally based on policias or traditions entablished by the banks.
COnéequantly the formulation and implemenmtation of sound lending - -

policiep are a prerequisite to an effective credit managament.
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aross (1963 seeme t9 gupport the above statement when he stated

that

wpolicy decisiona are required with respect to the kind

and rumber ef leans a bank will make, as well as to whom

it will lend and under what circumstances” (p. 84).
When deposits are accepted from customers and conoentrated in a barnk,
there are three major waye these funds may be di sbur sed. (1) Reserves
(inoluding gtatutory resarvas). (2) Investments. (3) Loans. Of

these three, this gtudy ie interested in the lagt ene which is by far

the largest of them as the table belew shows.

Table 2.2 NIGERIAN COMMERCIAL BANKS DEPOSIT AND USE OF FUNDS
== S——=—"(1N WILLIONS OF NAIRA)
Yur‘ Dupu'it ‘ ImaMn:ﬂ-‘ li::,:;ot. | Reperves | Total Asset
1961 153.8 2.6 111.8 15.4 288,.8
1962 173.8 Tl 143.0 48.6 280. 6
1963 191.8 3.2 148.8 63.0 322.0
1964 2%.0 3.2 207.6 41.4 390. 6
1965 265.0 3,0 221.4 51,0 4%.4
19T 65T. 2 10.3 489.4 B.1 1,275.9
1972 793.8 10. 1 603. 3 3.2 1,437.5
1973 1,013.0 7.4 740. 6 59.9 1,772.0
1974 1,693.9 22.9 915.0 109.0 2,811.1
1975| 2,83.2 104.0 1,475.6 183.8 4, 8.1
1985 | 17,5971 10,8758 12,170.3 FA 31,997.9
1986 | 18,137.6 5,715 2 15,701.5 " 39,578.8
1987 | 23,086.7 8,714.7 17,53.9 n 49,828.4
1988 |29,065.1 10, 310.0 19,852.3 " 59, 22642
1989, 27, 164.9 4,606.4 1 22,221.3 " | 64,874.2

Sourcet Extracted from Figerian Finanocial System by a.0.
Nwankwe and CBN Eooadiio % Finanoial Review.?2 (1989).



I+ would readily be sesen that the bulk of the deposit money gzoes
towards financing loans and advances, in sffeot fulfilling the oredit
nesds of the soonomic emviromment. Thias underlines tha importance of
studying the effeotivenass of the bank oredit management, both te the

bank and the eociety in general.

Credit management involves the evaluation of oredit and loan
recovery or account receivable pelicies. It requires that the emebtod.
gains from sales or services offered be balanced againet poseible losgs,
in the event, the amount receivable is not collected. This does not
mean a geod oredit pelioy will eliminate bad debt but it will reduce
the amount lost and the ocolleotion cest. e

The firat step towards effective oredit managesnent im develsping

sound policiest

"Well conceived lending peliclies and careful lending °
practices are ssmsantial if a bank ig to perform its
credit granting function effestively and ma.intaining
the riek inherent in any extensien of orodit.“ Groms _
(1963% p. 204. e T .
Polioy desigh are required in almost every aspeot of lending. °
For ingtance, the followlng questiong nmally seek urgent answeras

from the peliom

1) Wiat kind or type of leans te make? BRI L g vL
2) How many of the lvans is te be made? . IR e
3) To whom ig the loan te be made? _ ‘-"-. no
4) Hew much is the limit in terme of money?
5) ‘hat is the acceptable rick limit, eto?

A well establighed credit palicy sheuld be able to anawer themss

questions in ag clear termz ss pesgsible.
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In building a pelicy for bank lending the fellowing mteps may
e : e -
be followed: ﬁ E,ﬁ : .

R ‘ : *

ol Ry

2.5.1 Community needs

i W

In developing lean pulioy, the firet place to start :l'_u' -tudying
- the community or the economic enviromment in which the bark is
astablished. This will give the manager an insight 40 the available
ocredit market and the legitimate oradit nesde of the community. Tha
legitimate oredit needs of a community, ceuld be viewed as any bank

oredit which could further the economioc well baing of the community.
Although by analysing the cumtomers that oome to a bark ene oan

reastnably assesz the oredit needs of a community, the bewt way is te
go sut into the economio enviromment, at least mentally. This will
help in determining what viable credite the community needm both in

the rresent and in the future.

g

2.5.2  Assessing the Bank Loan Portfolie -

ifter the analytioanl appreisal of the community in Hh:lol.l the bank
is sltuated and having been equiped wlith the knowledge of ;d;ut ‘oreadite
the community needs, the next step ip to analyse the bark's ability
to meet those noeds., Oenerally 1t is expeoted that a bank should .
give all the legitimate oredit (viable) within itm ommmiy. ™his ‘

means that the limiting factor should be the oommunity needs and the

bark's ability to meet them, The bank could also help to gourocs

outside financlal institution whersby it cannot meet their nesdm
SRR

There i® an argument againet a hank glving too much loan to the

sane comnunity. They argus that the bark would be putting all her eggm

(I
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in one basket. This may be true, but the idea of branch banking
takes care of that, Under this sub-heading the manager would have
to determine its capability in relation te the communities needs,

this would be reflected in the poliocy.

2:5.3 (haracter of Loans

There are different types of loans, Some banks may decide as a
matter of policy to undertske certain kinds of loans more than the
others. Instinctively all banks would naturally want to be invelved
with high interest and low risk areas. Perhaps with mcre emphasis on
ghort term loans., Put these type of loans may not necessarily be to
the best interest of the society, especially a developing economy. As
a result, governments sometimes influence these banke to invest and
give loana to certain demirable but mot very profitable sector of the

economy e.&., agricultural leans.

In order to establieh aquity in the mannar of lending, bank
managersa should determine areas of the sconomiec ocommunity where sound
loana could be given., The credit lineas should be distributed in asuch
a way that no one area is overtly emphasized at thecxpense of the other
The word "sound", used here actually mean* loana that will help in
furthering the economic well being of the community, and that of the
bank on the long run. Thie word “sound" is more important than safety
as some loans may be safe but not necessarily sound. A sound loan
ghould have an element of eafety but safety im not the only faotor

4o be congidered.

The character of loans, relates more to "sound" loans rather th

the forms which the loans eventually take e.g, mortgage loans, busin
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ioans, consumer oredits ete. The form of lending uemally reflect the
eredit needs of the community. It is more important that o 1.oan_ be
sound, whether it ig mortgaze lean or congumer oredit. Thare ar.e'
several faotcrs which help to eserve as a bagie for lending. They

are:

1)  Arrangement made for the repayment of the.loann;
2) The purpose for which the loans are granted; T

3) | The satety of the lean.

These are factors which if analysed oritiocally, will form a sound
bases en which oredite are granted, hﬂomo writers refear to the above
criteria as the three Ps of lending pelioy i.e. payment, purpess and

proteotion. Thie shall be disouswsed in mere detail later.

.
2.5.4 Cradi t-worthi nese

[T ' . "‘1-'-._.r‘.:

It ieg a fundamental polioy t¢ decids whether m borrmrexl' im erhy
of a lean. This is usally mede certain by the herrower producing an
upimpeachable evidence of hie ability and willingness to pay his leans
ag agraad. The evidence preduced will have to be suibjeoted to a
critioal analyeie. In this precess there is s high elmment of human
judgement involved which makes it an art rather than science. a
Character and reputation influence a 1et of the credit ratings of a .I

person or borrower. o

Character 18 establiched by underastanding the past expariencen

and actions of the borrower, This may net be very sasy am thera are
. always lack of anough inferwation iv this regard, especially with a
new customer, But the pelicy ehonld be to obtain am much infomation

' ap posgible. It may alwe e necesmary to establish fermal channels and

P T



procedures of sourcing these informatiens,

v *

The financial pesition of a borrower, which would 'he: u!io;m by his
finanoial statements, assmer more importance as the site of the loans
inereapes, FMinancial statement analysie is a fundnmantaf 'banking art.
There sghould be certain bazlo computations and financial ratiog whioch
should always be extraoted from the statements previded. This
comparative figures then form a basis of decisien. For ingtance, the
customers networth may help in determining the berrowers eventual ‘'
ability te pay. It may alepe holp to determine the marximm ameunt to
be lent te him, It may not he advisable to lend a custemer more than

his tuwainess is worth, SN S s

Farning oapacity may help in deciding hew effectively the business

could di scharge ite current financial ebligatiens.

Frem a pelicy point of view, the most important thing is t'hat the
borrower is mads to provide adequate materials te appralse tha loan, '
Thie shenld be deveid of mentiments., Minanciel statements and earning
gpeords must be provided by all impertant borrowers, no mirttor_hdw
;terling their characters may be, The statement must be conplete and
in pufficient detaill, if naecassary the account should be audited by
a reputable accounting firm. s B ey e o d

"For precision workmanghip, an andited statement is the ' '

gharp true blade of analysis. Unaudited figures may b .

a dull end unprediotable toel®, Murey (1959) p. T8, ~° ~°
It may bYe naceamsary thet polioy inszighs on a close analysis of the '
~ financial poeaitien of the wrrower. The directors of the bank can
mocomplieh this by establis:ing requirements for pericdic appraisal . |

of all outatanding loans #*f wpecified classer and categoriem. This
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will normally enable the manager to keep a close watch over the
financial activities of the borrower. Thus enabling correotive
measures to be taken when an unfavourable trends show up. The larger
the loan the greater the risk factor, the cleper the barks' contacts

with the borrower should be.

2:5.5 Pledged Asmets for Security

The idea of pledging assets for mecurity connotes uncertainty on
the part of the manager. If all the basis for granting the leans have
been analysed with precision, then there should be no need fer pledging
assets. Put as it happens there is never a hundred percent certainty
in issues concerning loans hence the need for a collateral. It sheuld
never be the bamis for granting loans, but ghould rather be seen as a
lasgt resort. It sometimee helps managers to grant economically desirable
leans or to work out a weak oredit situatiens. In many cases, this
cellateral takes the form of direct pledging of fixed awsets, in case
of default, i.e. the lender obtains lien on the asset(s) of thi borrower.

"No matter how wealthy the individual, ne matter how

"good" his statement, he should be required te secure
his ebligationa® Seber (1961) p. B5.

A firm pelicy in thie collateral issue will avoid the necessity

of making many difficult decisions in berderline cases.

2,5.6 Interest Rates Pelicy

Most often the interest rate administered by a bank, ims opntroll.d
or determined to a considerable degree by forces out side the bank, i.e.

the level of interest rates in the market and the forces of competition.

The interplay of demand and supply of funds generally affect

the interest rates in the market. The level of demand and supply
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is in turn affected by the level of buainess activities. For instance,
if business activities are high the lavel of demand for funds will bae
high, consequently, the interest rete may increass as the lavel of
funds for aupply decrsasesn. Likewies if bupinees aotivitiem are low
then the demand for funds will be very low, This will subssquently
lower interept rates to induoe merginal borrowers to aome into the

market. | .

The forces of the market notwithstanding the interest charged by
a bark must be sufficient to cover the following comts mccording to

Robineon (1951)t : A

1)  The cost of the funde lcaneds
2} '™e cost of making and servicing the leans;
3) A cogt faotor for probable loss of the loan;

4) A reasonable margin of profit. ' Lo E

How much interest is billed on a lean then will depsnd on what
egtimate of cogte basad on the sbove the banker have caloulated. There
arse alge some other minor variables which may influsnce lending ratés.
On the whole there i actuslly a very low "rate" oompatitiof:_in ti‘lo _
barking industry. | I

"It has been frequently pointed out that banking is a.n

enterprise in vhich thers is a minimum of rats of P
sompetition”, Anderson (1961). LA L N

2.5.7 The thres Pg of lerding Poliocles

The thres Ps of lending policiem are!
- Payment

-~ Purpose

= Protection. : T



13

These three policy points are usually developed after due consideration
of the different areas of the lending process such that te a
congi derable extent it acts as a kind of pummary or fooums point of

bark lending policies.

1) Payment

Repayment is on the other side of the coin of lending.,. Immediately
& credit is contemplated, the ability to pay-back comes to mind. The '

importance of this sometimes cloud the mind of manmgers for good
reasona. 1f it is accepted that credit is the life blood of an economy

then inability to pay back a loan represents the hardening of the blood

vesselsa,

The money lent to any customer should flow back to the bank, as
the programme for which the loan was borrowed is being executed. This

should be an important policy point.

"Bven with loans secured by atock market collateral, having
having clearly adequate margins, it is desirable to

have some orderly plan of repayment for the benefit

both of the borrower and the bank."” HRober (1944) p. 98,

The above statement rather infers that a good loan should be
collectible from the anticipated inoome or profit of the borrower as
the programme is being executed. As a policy then, what should be
important here, is to estimate the rate of repayment and the ultimate
final payment date at the time the loan is being granted. Based on

this a r epayment schedule would be established.

Collecting the repayment progressively as the programme is being
executed, a4lso allows banke tu effectively monitor the progress of the

programme. A corrective measure would be taken on immediately if
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unfevourable trend is noticed. Thia carrective measure oould bc‘l in
terms of technical advice offered to the borrowsr or getting ready

to make the nacessary provision in case the debt becamea bad. 'Ifha_.__
financial advice given may turn out to be Jjust the tonic needed to
put the business back on its feet; thus, saving the aitustion for both
the borrower and the bank. 1t is notable that Mrogress Bank o
Nigeria FIU, one of the most envimble 3tate banks (recently adjudged
a3 the best State run bank), has a policy of stepping to recard the
the intereat of a loan alter 90 days of default and making provisions

for the loan after 6 months. .

- »
- - i [

"... which means that after three months we suspend . .

interest on any non-performing oredit tacility and B
atter 8iz months wo make a provision. "Business* ‘
(Nov. 1991). ‘ i L

This is very alin to the "jrudential guideiines™ raleased by the

Central Bank of Mlgeria, to regulate bank loams noo'ou.nting 're'cards.

xS o
AP T Y *

{2) FPurpose

This tactor in the loan policy may pxriray e rafhii- 1;1; profilc'
when canpared with repayment. But when oonsidor;d. in terms of the
"soundness™ of a loan its aignificance beccmes clénrar. A3 Hna ha;‘n, .
written aboul earlier not all pertectly repayable loans ars “sound"
as the impact ot the loan way not be far the general well baing of
the banks cammunity. For instance, it is quite poasible to give a.
pertectly repayable loan to buy gambling machines but iti positive |

impact to the community eccnmmy is debatable.

It is quite obrvious that & banker may not know vhotﬁer the monsy
he lends will produce lncom® or profitas to repay the loan, and cannot
relate the repayment programms to the naturs of the .transactions

, ' " S0
v, Ly oag - MR T O
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unless he knows what it is. This pointa cut that actual purpose, °

and payment are v ery much inter-woven.

¥When credit is acarce, “"purpose™ becames even more important as
moral respordibility demanis that the few avallable funds be invested
or loaned t0 the best sound ventures available. It must be remembered

that on the long run, the bank also enjoys the benetitas of the

econamically healthy and wogresaive caamunity in which it_li"a__o‘pera.ting.'

In sunmary, as & mattcr of policy banks should be interested in

the purpose to which a cxedit isa to be used.

3) Protection

The mere meantion of protection or collateral brings to mind the
fact that even if all the necessary steps are taken in order to give
“sound” loans, scmething might still go wrong. This is pherhape “-
it should be, as nothing is coertain ip the 1life of a bua iheﬁu. sven
life itself. Frotection ic principally necessary for unforeseen
circumstances as one can only plan and make adequate roviaion for
the present and the predictable future. With reapsct to businesns
loans, the real ajignificance of collateral or other protouti.ri
arrangements lies in the fact that sush devices ‘anable bank managsment
to make econamically desirable loans ar to work out weak credit

situations when such action would not be entirely safe without security.

Many loan to amall businesa or rapidly expanding business could

not be justified on credil worthineas alone.

A8 a last resort against unfareseen contingenciea, credit -
warthiness and the value of the collateral pledged should be given -
serious thought as a matter of policy. : - A

AR B K]
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2.6 Creﬂit Eﬂilul.tiﬁn ' ' .\.‘l [ T .

] e..'li . . - B T Ve 4y
2.6.1  lending Polisy ' , e e

Credits or loans are usually evaluated sagainst the backdrop of_
lending policies already eatablishsd. lendiung policies hes been
eXhaustively treated in the last ohapter. . ,8 ;‘..

In evaluating credits, there are uncontrollable factors that the
credit manager cannct ignore in trying to carry out his duties. They
are such as, general econamic conditions e.g. during recessiona or
booms, goverment interventions stc. Uther oredit policy variables
are within the control of the manager and they include the following:

a) Credit standard or the maximpum risk of acceptable

credit acoounts,

b) Credit pericd or the length of time for which eredit
is given. o . S et L
a) IMacounts given for early payment.

4} The tirm's collection policy. oo e

1n the area of ocredit evaluation the first and last variables

i.e. oredit standards and nollection policy are often emphasised.

.2.6.2 Credit Standard
The level of opsrations of a firm is uwsually atteoted by the
credit standerds of the firm. It is believed that if firms make
credits to only the atrongest of their customers, they will not imur
bad debts, and expenses of the credit department will be tha.t nunh
reduced. Un the other harnd the bank will loose -.1.; and the probable
profits on the lost salea could be much more than the coat it has

avoided. This obviously wmean thatv there has to be a trade-off.

b e b



According to Seber (1961

“"these categories (strongest customer) of people are

very casual about spending and buying and they may not

remember what they have spent or what they own, there

is no question about the strongest customer ability to

repay. Since they became very irritated by even

gentlest reminder of a bill that is even a month over-

due” .
rFor this categories of custamer referred to, there is no problesm but
where do one draw the line. petermining the optimal credit becanes
essential. 'This involves equating wmarginal coat of credit to the
marginal profit on increased sales. Ihe marginal coats includea default

on bad debt loases, higher investigations coata or collection costa.

Credit cost and credit quality are inter-related. 3Jo0 it is
important to judge the guality of an account, snd this can be taken
to mean the probability of detauit. In order to evaluate the credit
risk of a borrower the % (five) Cs of oredit have to be considered.
This must be done against the credit policy already established by the
bank. Usually because of policy differences a certain loan evaluated

as risky in one bapk may be regarded «a favourabie by anotner bmnk.

The tive (%} Us are: character, capacity, capital, conditiona
and collateral. Kurti (1992) in one of his lectures added another C.

'his he called connection.

1) Character
This reters to the persommlity of the individusl customer ar
borrower. It has to do with the pature, characteristics and

qualities of a potentiel creditor.

Translated in banking, it is the probability that & customer will
honour his obligations as anéd when they fall due. The appraisal of

the custmers' moral qualities are based on experience with him or
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analysis ot his pastrecords. Thia moral quality is considered to
be a very strong point in credit analysis. a lot of other assumptions

nay go wrong but the charscter of a person remains fairly stable.

Experienced bank mansgere often consider character as the most
important of the 6 Cs. They hold that the able and hcnourable man

will pay and will also find some way to pay despite whatever

difficulties he may encounter.

Majone (1968) in a congressional hearing was asked why he has
to lend & business man money. His answer was "character, Sir,
character, nothing else matters." This rather emphasizes the

importance of character tc a banker.

2) Capacity

This refers to the tirancial power or ability of the intending
custcmer. 'This perhaps according to scame scholars is the most
objective of the Us since it dependa on analysis of certain financial
facts, bmsed on eatabliahed techniques. A lot of ratios are computed
here, figures indicating his net worth, past, resent and future

income and jrofit trende.

These figures are usually obtained fram his financial statement
and other necessary documznts as a matter of policy. The larger the
loan the more important this capacity factor becomes. The loan
requested is compared to the borrower 's relative financial needs. A
comparative analysis is slsc made to see if the business could cope
with an expected prograsz2 cf repayment. There is & lot of policy
natter here. OSme banks saphasizes certain financial ratios than

the others in their apalysis. There is a greater probability of a
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cugtomer paying up if he has the oapacity than otherwi se.

3) Capital
The general financiaz! pogition of the firm or the borrower is
considered here, There is also financial ratio analymis with

enphasi s on oapital or net worth.

4) Conditions

This criteria ususlly has to deo with the external environments.
Mogt of the times it is alse outside the centrol of the bank managers.
They include things like cconomic conditions in the community,

political interest etc.

5) Collateral

Tig is the physical assets which the borrower presents as an
offer in case he defaults. Osaze (1985) gees the collateral as an
ultimate lagt resort. He auserts that the loan must be able to stand
on its own without congidering the collateral. He further peinte out
that whatever asset presentad, the bank manager must make sure that
the berrower:

1) Owne the asset

2) hasn't pledged the asmet to others

3) has no ether encrumbrances or encreachment on the property.

6) Connection

Thig is the personsl relationship between the customer and the
exacutives of the bank, er even some influential politicians.
Actually thieg is not a sound banking practice neither is 1t

conventional. But it is part af the Migerian banking reality.
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Generally, at the reguset of o loan, the customer will be given
gome formg which he is expacted to fill am objectively as pomssible.

The gquestions contained will umally be as regards information on his
character, cspacity, oapit#l and collateral. The managemesnt may declde
net to aceept the infomations on face valus. This means that the
manager could gource indspendent information, ba.s_lod_on 1@110..!1 he would

be able to make a more objective decigion,

Robert (1984) mtated that the aredit worthiness of n borr.owe.pr can
be worked out by umsing the average age of credit of applicant, eut-
standing accounts payable, T™ie he said can be worksd eunt from hi-.
inceme gtatemnent, PFeor instance 1f purchases of raw materiels amountad
te ¥120,000 for the year and out standing saccounts payable ameunted to

N20,000, We will egtimate that 60 dayse acoount remain unpald fer

the purchageg, , L L
. 000 _ | v e an
i.e %0:663 x 360 {days) . s T T
- 80 saye. T

If the oredit manager dimcoveras that tha supplier in that
industry customarily sell on termag "Net 30" then certainly, 1t will
mean that the progpective customer is not doing very well, BPut if
on the othar hand the supplier is eperating on "Net 90" then the

I Ty, .

prespective cugtomerg' oredit 1g in line. P

In pummary, optional credit etandards is established in such

a way as to bslance costa and benefits. However, the cheiows of &

T

oredit gtandard eventuslly adepted by a bank, would be determined by

the bank's objective and the lending pelicies of the bank, L

"r
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2.6.3 Colliaotion Palisy

This topiec talks of ways through which banks ebtain everdue

accounts, Thora is no doubt that prompt collectien of overdue
accounts helpe tremendously to increase the volume of fimm's operation
1t followe that an effectiva collection egystem will do the

bank a lot of good.

A succesaful collecticon system should be demigned in such a way
ag to involve an accounting procedure which will show

1) Mature account

2) A method of determining why accounts are delinguent and

3) A method of recording every action taken to mecure payment

ef account,

Collection processes are umally expenmive esither in terme of direct
expenges or goedwill, Any method eventually adopted should be lmst and

relatively cheap, and mugt not be harsh in erder to aveid excenssive

loga of goodwill.

In eupport of the above, Seber (1961) said that the first thing
to do after issuing oredit is to compile and maintain aocurate records,
having an excellent information on the customers receivables, keep
detailed, accurate and complete record. If this is not done goed

receivables can turn inte cverdus ones, and then inte collection

problems, then to losses.

In trying to collect overdue account Seber further suggested
that letters should be sent to the debtors by a customer, These
letters according to him giculd net ocarry the same content, The first
and second letters should socund friendly and gradually it would sound

more harsh untii it becomas a demand.
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A sample letter may read as such, ‘It is easy to forget to pay
a bill, that is probably wnat you did about the last bill we sent
you. Now we have the unpleasant task of reminding you that your

account is overdue.

If you haven't done =0 already, pleage be kind enough to send us

your cheque for ... as soon as possible:,

Harward D. Cromsse (1963). points out that ™any failure to comply
with original repayment tarms should be promptly followed up, the
deliguent
reason for f ascertained and corrective action ined sted wpon®

p. 84.

However, he also believes that if the borrower gives a good

reason for failing to pey up reversing the payment schedule sghould

be congidered.

Other scholars like Kixkwan (1977) believes that letters will not
make much difference to some group of debtors. He then recommended
that debtors be categorised into three main groupms

1) Thope who cannot pay any of their debt s;

2) Those can pay par%, but not all the debt;

3) Thope who can pay all their debt but not for one reason

or the other har to delay payment as leng as posmidble.
He noted that remindey letters will make ne difference at all to the
first category but if effeotively follewed may improve the chances of

recovery for the second and third ones.

2.6.4 Analytical Approash
In )iteraturs, credii mansgement have moved fram the traditional

or conventional approach to :uantitative approach. Tis approach is
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based on alloting figurative weights to the necessary variables of
ocredit and then based ¢n it welghts are alloted to the variable
posgessed by the applicart. A cut—off point ie astablished and an
applicant whose mark is not zp to the outwoff peint is not given
while thope whope mark are up to, are given., The higher the
gpplicant poore the better the oredit worthinesge. - .
There are twe majer analytical methodmt
| N I
(a) Multiple Discriminant Analysis (MDA)

MDA is a quantitative method of analysing credit developed by

urand (1941), In applying the method ths credit manager has to:
1) Determine significant faotors like liquidity, use of
working capital, leverage, loan repayments to income
ratio eto, and these factors must be wstatigtically
independernt and quantifiable,

1i) In selecting the mample, the mize must be large enough

te enaure reliability,

ii1} Weighte must be assigned to factors in order te davélop '
1 .}; ]
an index. '

*

In constructing the disoriminant index, the di scriminant function

7 o
Z-:ﬂl xl + V2x20..-¢. -+ ann iﬂ u“d I. . .’ h~-.' i

.

Z=1

Z- 1’ 2' LI LR N N n“{")t

Vyy Vpme—wmm— V= Disorivinant coefficient (weighta attached

to independent variables)



M
.

V,y X, ———— V_ = Tndepondent variables (uni..ng ratio such as
guick ratio, net worth. to total a,ss_eta, cagh
flow to total asmsets ato).. e |

iv) Cut-off values for accepting anq rejacting ’botqqtial crez__iit
requagte nust he aatablished. . R _ l
Majone (1963) in hia work reviewad the technmique of linear .‘*
disoriminant analyeie and questioned its reliability in the credit
pocoring situation. He pointed out that most of the argumente de not
hold., VWile acknowledging ita simplicity, he acoepta that it lackns

thesretieal propertiases. - B ; RS

Majone leter developed him own model, He clasamified an applioant
into one of a set of risk catagoriems and includes Bayesion prier
probabilities, he also saded a loss funotion apsociated with
misclaasification, Hae svggested that repayment behaviour ghould be.

treated as an applicant dobtor charscteristios. mefo wore oiher

| oritioa like Oghen and Hamrer. . o e e

b)  Sequential Pecigion Process {SIP) - O P

SIF in another credit svaluation teohnlique. Thia technique was

developed by Mehta I. 1t ia focussed en the problem of eredit
sxpansi on and the evaluation of guch pelioy. He pro{ri'dsdja rula baped
an the analysis of pasgt experience oconcerming bad debt levels, orsdit
periods, length of colleotion activities and leat asalas level,
. . ver it
To use this technique; tha oredit manager must be va-ry '.

ocnversant with the credit applicant acoounts.

Summarily, the guantitativs analytiocal approach to oredit

evaluatien hag not been very popular, This could be partly because

“\
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of ite technicality,

¥hatever epproach talkan the importamt thing 1a to producs a

pound oredit appraisal bawed on a sound lending poliecy, -

2.7 Measures of Bank Prefitability S

- AL

The prefitability ef a bank ie important both to the owners of

the bank, depomitors and the community at large.

Gertain raties have bsen derived which is used to teat the
prefitaility of thess barks. Seme of the bamic enes aret

1)  Return on Assets (ROR&)
2) Return on Equity (ROR)

3) Capital Adequacy

4) TFarning Per Share.

1) ROA
This ip naleulated by dviding a bank's earnings before gecuritles

transacted by its averags nssets during a ecertain pni-:lod.

EBS . . K
Average Ammets :

2) ROE | R
T™is shows the rate of return on the capital base. 1t 1a
calculated by dividing EBS by the amount of mtockholders investment

- EBS PR

- Lo e

Capital Page

~3)  capital Adeguacy or Tpital Ratie

This i oomputed oy dividing total steckholdera equity by



total aesets

By

.. T™ig ueunlly shows the wh

the etronger the bank.

4} Merninz Per Share {

Thig is computed by dividing the firmm's after—tax profit bj

the total mumber of ghareq outstendi ng:
oy m’r l : N . ’ ) LI
Na, of gharews i : . PR

The figures obtained could alwe help ws determine how the bank i g

regarded in the market place i.e. the value of ite price per earning
ratio, e.g. if the EP5 of a bank 1ia H8 and the market price of the

gtock 1 ®40, then ite

Ji
P/E = EEQ" 5. 'g'illi

™im reatie ean be comparsd with other banks' ratios in order te

determine their relativa ratios. ' " S .

u

No one ratic can be congidered in imolation to the others. MTay
all overlap and strengthen ons another in intsrpratation,

2.8 gonclugi on : i | S et e
Having exhauptively discussed the intricacies of oredite and
debts in relation to thoir management by the banke it will be obvicus
by now that it ig aotualiy a complex assigmment. But then managers

are sgually trained t¢ handls such complexities. It appearas that
the mogt important thing is for managers to be very aware of all"

the factors involved in this mansgement, They should familiariee
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themselves to such an extsat with it that it will alwaye be at
their finger tipe. No facior is either too small or too big,
their effects should alway=s be congldered. A manager must always
try to arrive at an acceptable and optimum balance of the three

bagic principles of fund managenents liquidity, safety and income.
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RESEARCH METHOIOLOGY '
3.1 Introduction Hjj ' .
LAl

Tis section presents the procedures and msthods adopted for
the study. The section is divided into the following aq;mental-
a) Definition of the population pample
b) Inetruments for data colleoctions
1) Mini-teeting of the queetionnaire S
2) Developink the questionnaires (instrument) '
3) Data collections using the instruments, |

|| . oy .,

3.1.1 Definition of the Population and Sample

Te population of the study ie the financial 1nstitution;
spacifically the commercial benke in Nigeria, Thaese bankn were
randomly select 'd, Afribark, Tropleal Commercial Bank, and Credit
Lyonnaires. Te firet two banke are olaseified as part of the older
generation bankg, while the third one oredit Lyomnaires is faken
ag a representative of the newsr banks. This ia based on tiieir

years of establishmenis.

In thepa three banks, only psrsonnel in the rel svant departinent

of the hanks were amelactaed $0 Fill the gquestionnaires.

ook L

3,2 Instruments for datas collection

Two sets of gquestiomnairesz were nsed for this study, one for
the advances/loan Of ficers of the banke and the othesr for the

cugtomers. The customer's grertionnaire were designed as a guide

for verbal ¢questiens. The infermation obtained are recorddd,’

L] ’ . "
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Bamically the cugtaner questionnaire was developed to help in

varifying some of the infomation obtained from the banke.

The questions in the questionnaire were developed based on the
objectives of this work (i.e. the preblem statement) and the
necegsary analytical instruments. Thie is in line with Borg and
Gall (1983).

"Mhe firet step in carrying eut a satisfactory questionnaire
gtudy ig to ligt specific objectives to be achieved by the
questionnaire. You pheuld keep in mind the methods of data analysis

that you will apply to the returned questionnaires" (p. 415).

3.2.1 Mini-testing of the instrument and reliability

The first draft of this questiennaire was made in early 1992,
in relation to a term paper in managerial finance. It wam
adnini stered to certain banks in Zaria then, and responses were
received.

Before drafting the final one used in this work, shortcomings
of the first one were noted and used in restructuring the
questionnaire. More questions were alse added. The mini~testing

helped to improve the reliability of the final one used.

3.2.2 Data collection

The questionnaires wer2 admini stered by the researcher directly
to the banke. REight questionnaires were presented to each of the

banks at the headquartera of Tropical Commercial Bank and the Area
Head Of fice of the other twe banks, The eight questionnaires ware
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adninl stered with the hope of getting back at least fi;e uaaﬁh.

At the end of the exercise, Tropical Commercial Bank, Credit” ‘
Lyonnaire and Afribank returned %, 4, and & gquestionnaires -
respectively. Initielly all the banks refuesd to ocoeperate.

They complained about ths possibility of the informations getltii'l:g
into the handg of their competitors, They agreed after 1' oconvinced
them of the fact that the information obtained will be t:fétad as
ponfidential and uped szelely for this socademis exercise. They all
gave different time for the collection of the filled guestionnaires
which none of them could meet. BPut eventually they did £ill the

ones colleckted. g

P

L2 Methodology of data analysisg

Two types of questionnaires an smiated earlier were used but

L oay v M

only the one umed for the bank was tabulataed.

T

The customerg q‘ue!tilcmna.irs wapg only uped for oroms-checking

the infomation obtained, : P

The gtatisgtical toole, frequency and percentages were usmed

|
¥

for analysis and interpretation, ' oo

Y

Karl Pearsons chi-aquered, distribution (x> — di stributien)

LI

wers uged to test velaticuchips, Thirkettle (1969).

(¢ - ®) :
Where x = ¢ - R \

| PR
there 0 = observed froguency of officers, in relation to the

miegtiona anawarads S
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B w corresponding sxpeotsd frequency, amince the correspconding

expected frequency is not known wach wam obtmined by

ealoulatien. . 1

The x digtridutien izble was used with a mignificant level

of 0.05 (5%). [t

j
d
|

n

3. 3.1 Vorbal interviews = - o c Ly

Several digoussiong and interviews were carried out verbally

vith the bank manegere in relation to pome of the questions.

In the procese of thie interviews, some infomation which could

not ba obtalned from the guertionnaires were als=o obtained,

L2 Records, Reports and Publications

Therpa are the major sources of mecondary date umed in the

pe

work, Some of the documentm ware collected from thalbapkg. But

majority of them came from tha 1ibrary.
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CHAPTER FCUR

.
y

DATA PRESENTATION, ANALYSTS AND INTERPRETATION

4

4.1 Introductien g - ! TN

L

This ghapter contains as the heading has indicated, the ammlyois
and interpretation of date obtained in the research. These are data
collected by meams of reviewing some literature {(bank publications),
the administered questionnaires and interviews with both banks °
officials and the bank custaners, aAa stated before, the cuatommer's
interviewa may not be presented directly a=s t‘.h&y ares uwed mostly to

verify the information fram the bank officern,

tr

The findings as presented ip this study are gtructured inte two

najar parts: - ' . ‘
8} [Findings related tc the banks' lending amd collection
policiea |
b) Findings in relation to the banks ' strategiea of deposit

acquisition. .
1 R

Both sections will round up with a compearacive analysis of the
three banka. The chapter starts with a briet historical introduction

of the three banks uaed in the atudy.

4.2 Briet History of the Selected Bapks

a) Tropical {amercial Benk .
The Tropical Comwercie! Bark limited wes satablished im 1974 as

s Limited 1Liability Cawpany with  the name, Keno Coopsrative Bank

Limited. The Bank started vueinesa 1st April, 1976 with one branch

L}

a% Belld Road, Kmno.
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The Bank's name was changed from Kano Cooperative to Tropical
Commercial Bank in March, 1988, This is in order to give it a wider
scope and image, taking note of the increasing competition in the

banking industry, according 1o one of the managers.

The authorised share capital of Tropical Cammercial Bank is sixty
million naira (M50 million) while the paid up capital of the Bank as
at October, 1991 atood at #20,249,992.00. As per the information
available from the management, theTe is an arrangement to increase the
paid up capital of the Bank to ¥50 million as =mequired by the Central
Bank of Nigeria (UBN).

The shareholding structure, which has been recently changed in
line with Federal Govermont Privatisation Policy, is as follows:-

1) Kanof/Jigawa State Covermkents 20%

2) Kano/Jigews Siate Local Govt. Councils 20%

3) FPrivate individuals/Institutions 40%

4) Technical Fartuers

(NAL Marchant Bank Limited) 10%
h) Kano Co-operative Federation H%
6) Starf of Tropicel Commercial Bank 5%

The services offered by the Bank are Current aceemnts, Savinge
Accounts, Foreign Bxchanze, letters of Credit, Bills for collection
Fixad-term deposite, Agricultural Loans, Bquilpment leasing, Loans and
Advances, Transfer of fuuds and Ssturday Banking Servicesa, etc.

b) AFRIBANK:
Afribank Higerim limived was eatablished in Nigeria in 1960,

It begen operstion in 1960 at Kano and thereatter moved to lLagos in
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1961 to its pressnt Hesdquaters at 94 Broad Sireets

The Bank was tormerly known as "lnternational Bank for
veast Africa". This was changed in 1988 to the present name
Afribank Nigeria Limited.

The Banks Capital structure are 50% rederal Govermnment, 10k
Staff and 40% Fareign equity participation.

Afribank has four other subaidiaties as followsi-

1) afribank Interpational Limited (Merchant Bankers)

2) Afribank Insurance Brokers.

%) atribank Estate limited.

4) 1BWA Finance Company Limited Dublin
¢) GREDIT LYONNAIS.

Yhis ia an atfiliaie of the Credit Lyonnais International
rrances 1t was established in Nigeria in 1984, 1t started opera-
tions the same year at lkeja lagos.

The Capital structure is 6Ck Nigerian and 40% Koreign. 1In
1991 the Kano Branch was established. It also has branches at
Warri, Onisha&, Port-Harccurt and Ibadan.
4¢3 CHARACTEHISTICS OF SaAMY B

The three Banks are Cammercial Banks based in Nigeria. Two
of the Banks Afribank and Credit Lyonnais have their Head quaters
in Lagos while Tropical Commercial Bank has it's Headquaters in
Kanoe The three Banks are established in Nigeria with malmoat a
decade interval between them. Afribank 1960, Tropical Commercial

Bank 1974 and Credit lLyonnais 1984.
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Tropical Commercial Bank started off as a State Bank
(Kano State). But the Bank recently have decided to go National
To this effect, the naze was changed from Kano Co-operutive Bank to
Tropical Coumercial Bauk. Also the Capital structure has been
changed as shown ealier to reflect thias decisicn.
444 DARA PrlSWNTATION, ANALYSIS AND INTERPRELATION

40401 Findings and erpretation lated
and Collection Yolicijes.

The mnalysis made here is based on some selected indicators
of lending and Loan Collection Management.
The tollowing table shows the distribution of Ufticeras ot the

Banks in terms of their years of experience.

Table 4 sl
Ur BAPEKIENCGE
Experience Iropical Afribank Lyonnais
FREGUERNCY| % raEuUr.:wII % | FeuQUENCY| %
1 -5 XYears 2 40 4 66467 4 100
6 - 10 Years 3 60 2 33e33 - 0
11 - 1H 1Ilears - 0 - 0, - 0
1% and above - 0 - 0 - -
Total b 100 6 100 4 100

Source: Questionnaire administered to Banks
(See Appendix 1)
The above table shows the percentage of the respondents of
the three Banks in reletion to their years of experience with the

Banks e
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Both Afribank and Yredit lLyonnais have the reapondi.ng officers
more in the bracket of 1 - 5 years experience. While Tropical
Commercial Bank has 60% in 6 - 10 years sxperience bracket and 40%
in the 1 - 5 yeara levei. None of the reap¢ndents it seems hqvq_
pore than 10 years sxperisnce with the respective Banks. _ .
Credit Lynnnais hsa all the 4 respondents frlun the 1 ~ 5 years

bracket. This may be explained by the fact that the dank ipg

rrelatively new both in terms of eptablighment and operation in Kano.

Algo from the verbal interview, mome of the regmpondents
acknowledged having spent more than thg numher of years they
indicated in the banking indueilry. In other words, some of them

already have scme years of banking experlence before coming te their

Hre
£ S
A . .
In relation to questionp one and two, all banks= eparate ona

pregent banks.

form of loan scheme or the other. : _ LT e

All the rospondente indicated that 1t takes thelr respective
- barnks less than three msnths to evaluate the application for a lean.
some of the cuptomars interviewed dil sagreed with thig., One particular
customer of Tropioal Commeroial Bark meid it teek him up to =ix monthe
to get a loan he appiied for, whatever the ocase may be, an efficiant
and early dispatoh of npplications will be bheneficial to both the
cugtomer and the bank. " SR R N

Toa



Table 4.2 PROCEDURES FOR APPRAI SING AN APPLICANT'S ABILITY

O PAY
Tropieal Af ribank Lyonnai s
Procedures Frequ- ¢ Prequ- g Freque- P
ency ency ency

Personal interview - 0 4 333 4 50
Investigating application 4 40 4 333 2 25
Application forms - 0 - 0 2 25
All of the above 6 60 4 33.3 - 0
Total 10 |100| 12 [99.9 | 8 [ 100

Sovroes Questionnaire admini stered to banks (see Appendix I).

Qegtion 4 in the guestionnaires sought te know the procedures used

by each bank to appraise & loan request frem an applicant,

From what we have in table 4.2, it geemps that the individual

banks use different methode tc a certain degree.

Tropical Oommercial Bank uses all the procedurees 60% of the
time while it uses investication alene 40% of the time. It appears
that Tropical Commercial Bank doee not use either personal interview

or application forms alone.

Afribark on the other hand umses personal interview, investigation
and all of the above "equally 33. 3. of the time sach,™ Meanwhile they
do not appear to lay much weight oa the application form. Ne respendent
from Afribank indicated the use of application, When asked if
applicationg are not sigmificant, one of the respondents from the bark
stated that excepting the srplication containg ether relevant

jnformations and documente it is & mere formality. He asrerted that



evan at thig, the nuthom:f‘ity of the documents has to be investigatsd.
He alsgo mentioned that thL prooaduroa uged to appraies a particular
lean depends on a lot of oiher factors surrounding the loan., For
instance, according to him; an eld customer whe has besn horrowing

and repaying the bank may not need much inmvestigation as ocompared to

a new cugtomer, _ A

Credit Lyonnais Bnnk, on the other hand upes persongl interview

50% of the time and 25% sach for investigation a:.nd application form.

¥hen interviewed, one of the bank officiale stated that for whatever

loan they have to give, thare must te a perscnal interview betwesn the
applicant and tha loan officer responsitle, Thereafter, if necessary,

the applicant may be investigated,

LI
o

Regpondents frem Afribank further brocke down the nacoauﬁry areas

19 he analyssed as followm-

1)  Pinancial statements
2) Audited Accounts o -
3) Cagh flow prejection

4) Continuwm statistios.

Murey (1959) seeme t0 agree with the above respondent when he
eatd "for precislon workmanship an audited statement iwe the sharp

true blade of mnalysls.

4.4.1 (a) Collaterals used by banks for credit evaluastion v - !

On the question of ccllateral, all the barks said they require
gome collateral seourity for any amount and category of loan, This
gsems t0 be a sound practice and is supported by Seber (1961) ‘when

he stated
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"No matier how wealthy the individual, ne matter how “good*
his statement, he 4hoali %e required to secure his obligations "

(p. 85).

Furthermore, when interviewead one of the respondimg officers from
Afribark said collaterals are scmetimes implied and may not necessarily
be very elaborate. For instance, according to him, an overdraft
granted to a salary Current Account cugtomer is guara.n‘toadl by the next

month salary which will surely come to the bank,

What should be at the back of the mind of a bank manager or any-
body commected with loan is that collaterals must be the ultimate

last resort, (Osaze 1985).

In other words, the loan must be able to stand on its own, This
means that loans should be granted because they are viable and not

because thev hava adequate collaterals.

Table 4.3 THE ACGCFPTABLE COLLATERALS OF THE BANKS
Trepical Af ribank C. Lyonnai s
Frequ- % Frequ- | 4 Frequ- ”
ency ency ency
Credit life Insurance 2 14.29 6 25 2 20
Claims to personal and real :
property 5 35. T 6 25 4 40
Stock and bonds 2 14,29 6 25 4 40
Monetary deposits 5 35. 71 6 25 =l

Total 14 100 24 100 10 100

Source: Questionnaire sémini stered to banks (see appendix I).
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From table 4.3 Tropical Commercial Pank uses all the four
pamples of collateral. ™t the bank relies more on claims to personal
and real property and monetary deposits both of whiech it uses 35.71%
of the time each. The Panik, though it umes Credit Life Insurance and
stocks and Bonds, it doees not seem to rely on them much., They are only

uged to the extent of 14,297 in each case.

Afribank on the ether hand uses all the collateral samples
distributed. From the equal percentages, it is difficult to know the

one mogt preferred.

Afribank's respondents further specified that they also use

personal guarantees.

Credit Lyonnais umes claims to personal and real property and
stock s and bonds 40% of the time and credit life insurance 20% of the

time. It appears the bank doems not conmider monetary deposite.

Using collaterals as a last resort protection, as has been stated
i{g a sound polioy, but as Osaze (1985) warns, the manager must make sure
that the borrower

1) owng the asset

2) hasn't pledged the asset to others

3) has no other sncunhrances or encroachment on the property.

Tis is necessary becauss any of them could easily invalidate

or defeat the purpose of the collateral.

4.4.1 (b) Other factors of credit evaluation

Apart from collateral tha other factors of the 6 Cs of credit (p. 37)
were also featured. The vawearcher wanted to know the particular

one each bank holds as mest important.



Tropical Commercial Bank holds character ms the mogt importan
of the 6 Cs. This remindf onz of Majone (1968), during e
Congregational hearingt Ke said that the only factor he ooneidered

.o

in giving out the lean in gusestion waas charaocter.

According %0 him any suztomar wha established a good and |
congl stent hiastory of bverrowing and repaying will always @t ;o N
maintain hia reputetion, no matter vwhat tha adversity im. Mogt of the
managers interviewed agrezd with Majone, but a manager from Afribank
said that from his experience it seema character mugt be smupported by
capacity. He maintains that even the most reputable cugtomer will be
hard prassed to repay if tha fund ia simply not there. He further
stated that on the average momt cugtomers willingly repay their loans
if their buginess can finance it. From the above interview it ie no
purpripe to find that in the table of preference which wasg later
computed (table 4.4) that Afribank recorded 40% each for both character
and capacity. It would apoear that Afribank has a policy of giving

equal welght to the two factore. Capltal commands 20%. -

Credit Lyonnais reccrdad 50% each for character and capacity.

A respondent officer in the bank explained that they do not consider

one in imolation ¢f the other, | . -_ S ST
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Table 4.4 CREII T STANDARD PREFERENCE INDICATED BY THE RESPONDENTS
{WOTR: COLLATERAL (C] EXCLUDED) K '
_ Tropical Af ribank C. Lyonnaim
"G Frequ~ % Frequ- % Freaqu- %
ancy ancy anoy
Gharacter 1 s 100 4 o | 2 50
!
Condition | - 0 - 0 - 0
Parsonal cennsction - 0 - 0 - 0
Capital i - 0 2 20 | - o
- H
Capacity - ' - a 4 40 2 50
Total 5 100 10 100 ' 4 100

Sourcet Questionnaire sduinistered to Banks {ese appendix I).

Wen asked to point out the "Ca" they usually oconsult in their
nomal evaluations (not the mogt impertant) the table below was

produced out of the response to this, : e T e e
Ly, e e

Table 4.5  GENERAL USACE OF CREDIT STANDARDS INIX CATING THE

W GATS ATTACHED TO FACH STANDARD T

(Note: Collatersl (o)} excluded) ' |

“Troploal Afribank | . Lyonnaise
C'e Fraqu~ % | Frequ- € Frequ— %

enoy anoy ! ancy

Character 4 40 6 23.08 4 580
Condi 4 ong -1 - 4 5.9 | - 0
Personal connection 2 0 4 15, 39 2 25
Capital - - 6 23,08 - 0
.Capacity | 4 | 40 6 23.08 2 25
Total 10 | 100 | 26 100 8 100

Source! Muestionnaire administered to Bankas {mes appendix I).
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T™e analysis of table 4.5 ie not much different from that of 4.4,
the only new and mignificant factor is that all the banks appear to
use personal connection as part of the 6 Cs. The smignificant thing
about this fact ie that psrsonal connection does not exist in aﬁy
banking literature as a conventional standard for credit evaluation.
vhen interviewed, a manager from Tropical Commercial Bank ;graa:i that
it is not one of the credit etandards. But he was quick to point out
that it is part of Nigeria banking reality. He maid that he believes
all barks uge it, though te different degrees. An officer of Afribank
sees it am part of personal guarantees. He does not see anything wrong

with it, if it is objectively appraised.

The problem with personal comnection ig that it is always

subjective. There is always an "extra™ banking interest involved.

4.4.1 (e) Collection of defaulted loans

On the igsue of collecting defaulted loans it seems the three

banks uge similar procedures as the table belew shows.

Table 4.6 PROCEDURES USED FOR COLLECTING OVERDUE LOAKS

Tropical Af ri bank C. Lypnnais
Proceduras ]:Esgu— a9 ::;gu— % Fo::;u- %
Reminder letters 5 31.25 6 33.33 4 33.33
Direct contact 5 31.25 6 33.33 4 33. 33
Demand letters 1 6. 25 - 0 - 0
Court Action 5 31.25 6 33.33 4 33.33
Total 16 100 18 99.99 12 99.99

Source! eptionnaire sdniniatered to Banke (=mee sppendix I)



Methode of colleoting cverdue loans geem not to be very different
in all the banks, 'The tanhle indicates they ume all the prooedur.esi
listed in the gusstion. - o o ’

‘ All respondents intarvyiewsd smid that usually -thej' gtart off by
writing reminder letters t5 the customer. After about twe or three
reminders on the average, -iireet contact 1s made with the ocugtomer

either through the phone or a personal call {m paid to the customer,

Tropical Commercial Rank indiocated that after direct contact .

¥ielde no fruitful result, demand letters are now written to the
A1l the banks as indigated in the table aszree that court mction

cusgtomers,

is used. But they all painted out that it is only as a last rasort.
This is probably becauss court actions may not have any pomitive /.

contribution to the imaga of the bank, _ IR N

On the question of what period of graoce ie umally given to a

daTaulting customer befors taing taken to court, Most of the

'
L3 L
+ [

regpondents said it depat;cizi on termp of the loan, et .

They also indicated that slthar the branch or the head offiocs
could handle such issue, depending on the particular case, i.e, the

nature of the loan and the amnunt invelved may determine who handlas it.

.

211 the banks ptated that the incentive given to oustomer for

early paynent of their lcau ig that future loan will be made easier
fer them, b o o
. 1 L . . .
Afribank alse gtateid that oomnandation latters are written to them,

Furthermore, the three banks unsnimously held that their lending and

collection policies ara only revisawed when ths need arisse. . . . .-
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Ca the cisciior of »7sn the rankg stop recording interest on
overdue loans, fosgt of th: raapondents stated that they follow the

"prvdential puidelinee’ provided by the Central Bank,

Afribank respondernts stuted that as a matter of policy, the bank
follows the fol lowing procadurs=a in declearing a loan bad.

(Apart from the prudential! guidelines).

3 monthg Without Cpavation 9% bad
6 ] " " 50% "
9 " " " 5 "
1 year N " 1007 "

This means that aiter & year ¢f a loan being dormant, 1t is
completely written off as bad de%t, This im usially charged out as
expenses. when interviewnd, an Afribank official stated that atter
the loan hes besn written off, if it is collected, 1t is then regarded
asg profit., 'The other twec bvanke seem to follow the prudential guidelines

gtrictly since that is the only thing they filled in,

4.4.1 (4d) Strategic differsnces between the banks in
loans management

The fourth question (4) under the problem statement is in
relation to the strategic differences between these banke,

Having presented and analysed the datas in relation te oredit
and loans management, it will be pertinent now to test if there is

any difference in their stratezic approaches in credit management.

Information on method of credit evaluation is used because it is the

major issue on loans marrsenant,



o

.
|

In order to de thig the researcher used the chi~gghare as

gtated in the methodoloxy, With a 9% significant level,

4.4.1 {e) Hypotheses ¢z sirategioc ampproach to oredit management
The following hypothesan are advanced: .
(1) HOy Mere is ne diPfersnce in the credit evaluation
polioy of tha three bankam. : R e :
Ha1 There i8 & differsnce in oredit avaluation poliocy
batween the three banke, S e Y
(2) EO, There iw 2o difference in the methods of collecting
cverdua leang between the three banks,
Ha,, There & a éifferencs in the methode of oollecting

overdue loans betwaen the three banke.

In order t0 tewt thess hypothesas the appropriate method for the
analygsis is the ¥ by 3 table. -

The expected frecuensies have to be calculated. ™m™is is done by
dividing the eum of alenent in the row by sum of the obmerved fregqunenc
frequenclies, multiply by total elsments in each column.

Example: from table 4.7 .

_ : AL
_a E
a4 10 . 0.9  ate. I

The "0", "E" and X* are zs indicated in the methodolegy

1
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Table 4,7  OENERAL USES OF CREDIT STANDARD INDICATING WEIGHT
ATTHL DT80 70 BACH STANDARD

(Note: “cllateral (¢) excluded)

Cs Tropical Af ri bank C. Lyonnais | Total

Q! 'R 'o 'E' o s '

Character 4 3.18 6 8.27 4 2.54 14
Conditions - 0.91 4 2. 36 - 0.73 4
Connections 2 1.82 4 4.73 ? 1.45 8
Capital - 1436 6 3:5% - 1.09 6
Capacity 4 273 6 7.09 2 2.18 12
- Total 10 26 8 44

Source: fuestionnaire udmini stered to Panks (mee appendix 1)

It is assmed that the Null (HO,) is true, X2 is caloulated, then

compared with the value of x2 00,05 (significant level of 57),

G (L
< B
ices = Xp w (4 - ;.18)2 + (6 - 8.21)2 + (4-2.54
3.1 27 2. 54

+(6-o.2112 + (4-2. 16)2 + (9_-9411)_2 +

)2

0.91 2. 36 0.73

e r 2

+(2:1.82)2 + (4-4.73)° + (2-1.45)
1.02 4.73 1.45

+(0=1.36)% + (6-3.55)% + (0-1.09)°
.38 T 355 1.09

+S§:2.71)2 + (_6—__7.09)2 + §2—2.18)2
2.73 7.09 2,18

¥ = 9,394
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af = (Y=1) (K~ 1) (df is degres of fraeedom} ' -

(L

- (3-3)(5~1)

» 8,

The oritical value 32 0.95 for 8 degrees of fﬁedm im 15.5

1.e. X2 0.95 = 15,5,

X

Using table 4.7 tn 4est hypotherie Holt caloulated X2 = 9,394,

af « 8.

2 0.95

Sinoe X2 < X2 0.95, we can not rejeot the NULL Hypothesis (Hot).

Wa oan then aconclude that there ie ne differanca in the method of

oredit evaluation of the three banks, bamed on this calculated,

Testing for the geconi Hypothemie. The method of caloulations

are exactly the pame with the one above.

Table 4.8 PROCEDURES ¥OR COLLECTING QVERDUE LOANS )
Froceduras Tropical Afri bank F C.Lyonneins [Total
'ol 'EI |o| |E' 'O' 'E' 0
Remi nder latter 5 5.22 & 5.87 4 N 15
D rect contact 5 5,22 (] 5.87 4 3.9 15
M&nd Ietters 1 0. 35 - 0. 39 — 0. 26 1
Court action 5 5. 22 6 5. 87 4 3,91 15
Total 16 18 12 46

Sourge: Questionnaire admini stered to Barnks ( ses appendix I)_.

L

1t 18 apsumed that the Mull (H02) 18 true and X2 is calculated,

then compared with the vaine of X2 0.05.
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2 = 0 - g)°
R = (5-5.22 87)% + (4-3.91)
63?271 L"SEB 3.91
2 )
(5-5.22)° + S_h-.g’-sl) + (4.3.91
5022 5. 7 3-91

el 2
(1-0.35)% + (0-0.39)% 4+ (0 - 0,26
) v log 0

C. 35

2

+

+

2 2 2
+ 5.22)° + (6 381) + (4 - 3.91)
L5"-22 5.87 3.91
= 1.903.

at = (3=1) (4-1)

- 5

The critical value of 3‘2 0.95 for 6 degrees of freedom ig= 17,6,
ﬂ 0,95 B 12. 6

Since X2« X2 0,95, we oan not reject the Wull Hypothesis HOZ.
We can then conclude that there i® no difference in their credit

collection procedures.

Summarily, eince there is no difference in the three bank's method
of credit evaluation and there is also no difference in their credit
collection policies, trom the calculation, then there is no strategic

difterence in the credit management policies of the banks.

4.4.¢ Findings and interpretation in relation to the Banks'
Strategies of Deposit Management

he three bankse indicated that their most active and major

gource of tund is tha Current Accountg,
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4.4.2 (a) Factore intiusncing interest rates

On the issue of the facters intluencing interest rates, the

table below summarises their responges.

Table 4.9 FACTORS I1NFLUENCING INTEREST RATES
Int'luencing tactors F‘r?q‘t?-i oa.; Pr:fqruthm Fs;qtfonM1 .
enoy enoy * ency *
Competition 1 10 4 22, 22 4 40
Availability of ftundsm 4 40 4 22.22 2 20
Bark pelicy 2 20 6 33,33 2 20
Central Bank directives 3 30 4 22, 22 2 20
Total 0 00 | 18 99.99 | 10 100

Source: Questionnaire udmini ptered to Panke (see appendix 1).

From the table abeve {4.9), the majer ractor that intfluences the
rate of interest of Trepical Zommercial Bank is the availability of
funds, which scored a weights of 407, This is closely tollowed by
Central Bark guidelines, in the form ef directives, which attracted a
weight of 307. Other competing banke interest rates does not appear
to intluence Tropical Bank much. This may net be a very mound policy

of the Bank, The banking industry is fiercely competitive.

Cugtomers now have a wide variety of choice in banks and as
such can easily be influenced by factere like interest rate. It
gshould be a wise pelicy fer a bank te be sensitive to the interest
rates in the market. Along this line Compten (1983) states as

follows:=



“Corporete lnptitusicas, individual and govermment customers
are quick teday to take the fnll advaeniage of the many opportunities
available to them, They %twnd to leave deposit only uwherg there is an

attractive rate of interest oc range of aservioces ar heth" (pp, {37.-88).

Afribank from the table {4.9) has the highest weight of
conglderation on the bank pelioy whioch have attracted 33. 3% while
the others have an ecqual consideration of 22.27% each.

I¢ ghould be noted that a bark's policy may contain the relative

he ) C

welight of consideration to hs given to each facter, oo T
' 1

In other worde since we do not know what the bank poliéy containa
1%t may not be easy %n anelyse any weight attached to it., The only
glgnificant point here is that Afribavk oonsiders the bank’'s pelicy

'S

ahove every other Factor in datermining her interest rate.

Credit Lyornais on the other hand holds competition ae the highewst
faotor of influence in fixing interest rates of the bank, as the table
shows (40%). When interviewed, the oredit manager sald their major
coencern i » to keap abreagt of the competitive rats in the market am

muoh ag pessible. He pointad out thet factora like Central Benk

-
P

3 rective is basic and doez not need to be conwidered since 'evei-y' -

bark will have to ablde by it. This is true.
A Central ¥Pank dlractives ie most eftan than not an ordarl which h

all barkeg will have to comply with, et

Credit Lyonnais have cqual welght for all other factorm i.e. 20%.

13 “
. o . i
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On the guestion of {lazible interest rate, Tropical Commercial

Bank raespendents said they Liave flexible interest ratea.

Afribank respendentrs sajd they do not have flexible interegts,
In other words no mattzr #10 the ocustomer ie, all deporit of the

same class attract stendsrd inteveet rates. . e ey

a4

Credit Lyonnaie, on the other thand, wtatad that they. -;p'ergte
flexible interest rate. ihen interviewed, the Credit Officer maid
that most of their tims devosit irterests are negetiable. In of}xez;
words, it dependa on the eustomers negotiation. Lot

Flexi®le snd neun flexihle inierest rates have their advantages
and di sadvantages, for inprtance = customer with the geme olame of
deposit may feel cheatsd 1T hy gets a smaller interest rate. On the
other hand operating a flecible interest rate may enable a manager

Ca . '
S g

influence a hegi stant cugtomer.

4.4.2 (b} Costomer BEnlightemment Programmes : T,

On the question of misztomer anlightenment programmea the table

[T T

below provides the responess of the banka, . e

ek

Table 4.10 INSTRUMENT OF PROMOTION AND ENLICHTENMMENT

Tropical Af 1 bank C. Lyonnais
Instrument s Freo- % FreoqH o« Fraqu- g,
ancy _ ency ' anocy
Lectures : - 0 1 £. 67 - 4]
Conferences - O 3 20.00 - 0
Publiuations 3 37- 5 5 33; 33 2 33- 33
Adverti eoment 5 62.% &6 40,00 4 66, 67
Total 8 100 15 190 6 100

Seurce: Questionnairs administered to Tanks {sse appendix I).

.



It will appear from the tabls that all the banks put a lot of
premiuvm on advertising ws an instrument of public campaign and -
enlightenment. BEven though pdvertisement was not included in the
14 st of choice. It s5til) attracted the highest pero'entsge in all

the three banks.

. R [ ’
This i s perhaps as it ghould be, especially in a fi ercely . &

oompetitive industry like the banks preaently. L TN

An adveri manager once aaid that "if you de not say here I am,
nobedy will sy there you are". Llinquist (1956) ie in suppert of
educational and premotion programmes but inferred that it sheuld be

tailored towards specific groupinegs.

"Educational end promotion progranmes may be devioed sven tor
rather narrow groupinge e.g. Automobile dealers, sccountants, Teachers’

Association executives ete.”

Lectures and conferences seam to attract very low conelderation
ag an instrument of enlightemment for the thres banks, publications
take the second plaoa attsr advertisement with j?._% and 33. 3_% for

LT}

Tropical, Afribank and Lyernals reepeotively.

. K -.-: -\._’ _! l, . e
| A1l the three banks cited computerisation as an instrument in
reducing customers waiting queue,

On the quertion of architeotural influence, Tropical and Afridbank

agreed that architectural assthetice and "customer converiences" - .

infIuence customer volume.

Credit Lyonnais disagrsed with thie view by f1lling "No" in the

Ly LT LI Y

H
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questionnaire. Credit Lvennais' response does not agree with the

researcher's expactetion,

The current trend of well s~ulpted premises for banks is led by
new banks, sc based on thig, the researcher expected redit Lyomnnais

to agree with the new trend but the contrary was the case.

4.4.2 (e¢) Strategic Relationship between the three banks
in relation to depesit management

Once azain in accordance with the questions of the study we have
to tept for strategic relationship between these three banks in

relation to depogit management.

4.,4.2 (d) Hypotheses on stratesic relationship between the
three banks on deposit manazement

In order to do this ithe chi—square as stated in the methodology
will be used. The fcllowing hypothesis are advanced:
1)  Hol There is no Jdifference in factors influencing
interesl rata of the three banks.
Hal There is a difference in the factors influancing
interest rate of the three bankas.
2) HoZ There is no difference in the promotion and
enlightenment programmes of the three banks.
H02 There is a difference in the promotion and
enlightenment strategy of the three banks.
The appropriate method to test the above hypothesmis is ¥é r by
k table.

Te method of caleulation rematng exactly the game with the last

chi-square testing.
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Table 4.11 FACTORS TNFLUEHCING INTEREST RATES
Tropi cal Afri bank C. Lyonnai s
Int'luencing factore , - ; Toval
Qe g "O:’ HEn now ngn e

Competition 9 2437 4 4.26 4 2. 37 9
Availability of funds 4 2.63 4 4.74 2 2.63| 10
Bank pelicy 2 2.63 6 4.74 2 2.63] 10
Central Bank directives 3 2. 37 4 4,26 2 2. 3T 9

Total 10 18 10 B

Source! Questionnaire adoinistered to bankse (mee appendix I).

It is assumed that (HOt) Null ig true and X is calonlated, then

compared with the value of X 0.05.

2 = -~ (0~ 84

£ o= (L=2.4)%+ (4 -3 ggﬁl‘-’ + (4 = 2.37)¢

2. 37

2. 37

* Moyt +(LT4"E'1 2.37 25 g1

+2-2. )2 + (6~ 4.74)2 + (2 - 2.63)2
7] 'T?fe,_ﬂ

(2 = 2.63)2 + (6 ~ 4,.74)2 + (2 = 2,63)2
' 2.63 " 4. 74 2.63

(3 - 2.37)2 ~ 4,26)2 2 — 2,372
* - )+(4.23)+(2-37)

X = 3P4
daf

= (3-1)4-1) ~(4-1)(x=1)

- 213-6.

The critiocal velue of X2 0,95 for 6 degrees of freedom is

- 12.6' i-en 12 0.96 = 12«6:
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Using table 4.11 to tusl hypothesis Ho1 calculated
xz - 3- I)3
df - - 6

X2 0.95 = 12,6

Since X2< X2 0,95, we cannot reject the Null hypethesi s Hu1.
We can then eonclude that there is no difference in the factors that

influence the interest rates of the three banks.

Te second hypothesie is in relation to promotion and
enlighterment programmes. In order to test the hypothesmis we need

table 4.12 below.

Table 4.12 INSTRUMENT OF PRCMOTION AND ENLIGHTENMENT
Inatrument s Tropi cal Af ri bank C. Lyonnais Total

- o ‘| oo | 'm | o 'E 'o!
Lectures - 0,22 i 0.55 - 0.21 1
Conf erences - 1.83 3 1.65 - 0.62 3
Publications 3 2.76 5 | 5.52 2 2,07 10
Adverti sement 5 4.14 6 8.28 4 3.10 15
| Total 8 o 15 6 29

Source: Mesti onnai re adnini stered to Banks (see appendix 1).

Tt is assumed that (HO2) Mull is true and X2 is caloulated and

compared with X2 0.05 valune.

2 - ;Eg_gg_ir!)z

X2 = (0 =0.22)2+ (1 - 0.52)2 + (0.= 0.21)2
0. 22 0.55 0. 21
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o
'( i

0.83 1s

A= .2::16...)2 + (5= 552)2 + (2 - 2.07)2
A 2.7 .52 2.07

(5 - 4.14)2 + (6 - 8,82 + (4.~ 3.10)2
* d.1d T8 2B 3.-?3—

(0.~ 0.83)2 4+ (3= 1.69)2 + (0.062)2 g
* 5 65'5 0. 62 ’

® - 4.554 |
af - (3-1{4-1) =6
£ 0.95 = 12,6

©, 4.554 X 0.95, 12.6.

Since X2 < R 0.95 we cammot reject the Mull hypethesi s HOZ2.
We can then ocnclude that there im no difference in the promotion

and enlightenment stratezy of the threes bankeg,

Smmarily, slnoe thera is no difference in the interest rate
policies of the three banks and alse there is ne difference in the
promotion and snlightemment pregramme of the three banks the
rasearcher helieves 1t can he sefely oconoluded that there ie neo

difference in the deposii manazemant stratezies of the thres

_ [ :
-

bank g.
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CHAPTER FIVE

Se RESEARCH FINUINGS, RECOMMENDATIONS AND CONCLUSION

The problem of thig atudy is in relation to what methods and
gtrategies the bank vasy tc attract deposit and subsequently how

the credit thereof is muraged.

Since it ie not posgible to study all the hanks in the banking
gector, commercial hankae were specifically chogen and a case study

made of three selaected barks,

They are Tropica! Commercial Bank, Afribank and Credit Lyonnai s,
The purpoge of the study in essence, is aimed at contributing

towarde efficiency in fundz management of the banks,

The response to both the gquestionnaire and verbal interview are
grouped into selected factors that serve as indicators of deposit and
oredit management, Thig rangwe from interest rate pelicy, marketing

gtrategies, lending policy to collection policies.

From the research protlem and the purpose of the study, several

related questions and hypotheses were analysed with interasting resmiltes.

The central theme of itha gtudy ie to investigate the proccesses
uged by these banks in their deposit and loan management and finding

out if there exist a strategio diffsrence between the three banks.

i o Research Findings

The findings will be diwvided into two, representing findings

cn deposit management and cradit management.
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5101 Credit Management

LI

(1) Length of emperience of managers

1 LI

T™e di stribution of the regpondente in terma of ye;’a of expe.rienoo
with the bankse as table 2.1 shows 18 schewed towards 1 to 5 ysars. More
than sixty percent of tham indicated this 1evel of experience, These
groups of gtaff are all fror the oredit and deposit department of the
banke. Thess two depariments are very masential to the survival of any
bark. Thus ons would have expacted people with more years of msxperiencs
in those pesitione, esperially aa two of the banks, Tropical and

Afribank ars relatively oider bank s

Credit Lyonnais has 190 percent of the respondent officers in the
same level of experience {1 — § x'ea.rs). It ig popel bly because the

R

bark as a branch in Kano has not existed up to five years.

(1) Mme taken to procews application for loan

T™e thres banks takes three montha or less 0 preocess customers
aprlications for lean. During an oral interview a manager in Tropical
Commarcial Bank, said that ecn the average it does ndt take more than

one month, But there ie ar indication thaet the type of loan, amount

requested and whom the customer ig, may have influence on the time '
tasken to proceass the loan. . - oot
‘H" "

(111) Procedures to appreips 'lcans’ . A »

LI

In procedures taken t6¢ appraise leoans, Tropical Commerciel Benk
uses ivvestigation of applicant 407 of the time while it may decide to
use the three procedurem personsl intat'in' invegtigation and ]

application form  60% of the time, R

e



| o
AMyribark doss not vas application form an a basis of appral eal
but uges the other threa optiong equally, 40% of the time.. .
Credit Lyonnals ooncentratae on persenal interview backed wp by
investigation and application forms. 14 does not find the need to
ugs all three at tha pame time (themse facte are partly presentsd by

the table 4.2).

It may not matter the pariicular procedure used eo far as-

adequate information 4w provided. o o N

(iv) Use of collateral for granting loan - -

The thres banksg use coliateral for all their categories of loan.
This is parhapa ag it should ba. Tha vollaterals umed range from

oredit 1lifs ineurance, olazimp tc personsl and real property, stocks
and bonds tc monetary demosits, '

}i- ) . IO . iy

Credit Lyonnais doas not conpgl der monetary depogit as a viahle

collateral, o

(v) (Credit evaluation am a strategy for credit managenent. ~ v

The mtrategies of creddt evalusation is the core of orsdit manngement,
It is this factor thet actuplly determines whethar a cugtaner gete the
loan or not, The central policies of ecredit management, ravolven
around credit evaluation, P TR -

Lo.

a) Use of 'character' in predit evaluation

On thia issue Tropical Commercial Bank regards "character™ ém
the major basie of credit svaluetion (table 4.4), while Afribank and
Credit Lyonnais regards cheracter and capacity together ss the prime

faotore of credit eva.luationl |

s
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Character is the hiwtory {past records) and personality of the
ougtomer while capacity is baged on the analysis of the customer'e

R PO T

financial statement.

b) Use of 'connection' in credit evaluation

%

The three banks usze connection apw an evaluation ptandard aa
well, aven though it is noi & conventional oriterion. This should
not be encouraged. It is & very subjeotive criterien often based

on pentiments. It aleo lacks theoretical support.

&) GCollection of overdue loanw

In cocllecting ovardue loans, the thres banke la:y ethls..i &nphasis
on reminder letters, diract contacte, and court actions,

Only Tropical Commercisl Bank uses demand letters before finally
going to the court, ‘xE

i _ .

Non operational loan are usually written off gradually by
Afribark up to & year, when the total amount is then regarded az bad.
The other twe banke alsc write off s non eperational oredit after a
year, but follow the prudeniial guidelines strictly. .

] . A N ,? o

(vii) Bad debts and orsdit evaluation

Pad debt ies 2 bad dream to hatks, It conatutes a very

glgnificant portion of bark expenses. Apart from thie there is .

a

always & conotation that gome one #id not do a sound credit

svaluation which resulted to the bad dadbt, o

¢ LI

The fact ig that bad debt can not be wishad away, no matter how

efficient a bank may be. Tie ultimate objective of any oradit mansger

should be to minimise bad debt as much ag is humanly popgible and not

e
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necessarily to eliminate it oompletely, Minimisation of bad deht can
only bte basad on sfficient evaluation of credit based on sufficient

information on the customner and his finansial statement,

Bubjective jJudgements ghould be discouraged. Qantitativae
analyst s should be given more empham s, - § .

e . e o b

{viii) Result of tested hyvothases

In order to test the strategic relationehip batween ‘the three

barke, in credit mansganent, hypotheels to that effact wma proposed.

It was hypothesi sed that there ie no difference in the' orc-dit ‘

evaluation policy of the thrae banks, (HO1). <

Conclusioni— The analysis of data used in teoting the hypothesis
{table 4.?) shows that the methodns used by the twe barke are not
gignificantly difference 1n appraieing an applicante’ ability to repay

the loan or advances givan tc him. .

It waes also concluded that there 1 no difference in their

method of credit collectior policies (HOIX),
-
5.1.2 Deposit Managenem

SN Y e [

"Demand deoposit" congtitutes the largest portion of the three

e oo

bankaz deposits, specifically Current Accountae.

L] . .‘
(1) Factors influencinz interest rates

Factors that influence and dstermine the interest rates of the
three banke range from competitieon, availability of funds, bank pelicy
and Central Bank directivea.i From table 4.9 it appears the three banke

|

congi der all the above faotora before they fix their interest on

'}u'rlq! . I o - R
P80 . debon
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¥

deposit. Put the facter thal command the major weight in the thres -
hanks are different.

For ingtance, Tropical Commarocial Bank has a.vaila.ﬁility of funds
a8 the major factor that influences its interast policy.. R tl

o

Thie factor attracts 407 weight followed hy' Central Bank
directives. This means that the interuwst Troplcal Bank decldes to
fix on a deposit beyond thg dictates of the Central Bank would be
directly influencad by shether the bank haa sufﬂoihﬂnt funds or is

ageresmively seeking mors funds, . : , I

The bank seems to ignore, to a large extant, the influ'enc.o of

competitors rate on the gustomars.
Ignoring the influencs of competitors on customere is, to say

tow

the leagt, not in the best interest of the bank. . B

Afribank major factcor of influence is the bank’s policy which
commands a weight of 33.3%. This is not very sasy to analyss and
interprete because the bank's poliocy may also contain guldelines on

the other factora. . -

On the other hand, Oradift lLyonnaig heas a major policy of going
along with competition, this appears to be = sound pelicy, but the

bank should make sure it also $akes the oconatderation of othar
factors inte account ao thuy help to keep the bank's faet on solid
ground of practical reality. 1t hae 40f weight tor competition and

ot

22,2:% for other faotors sach. ' T

Trepical Commercial Pank and Credit Lyonnaie operate flexible
interest rate while ifrikzny doce nat change har interest rates outgide

. Iy ’ M o
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stated guidelines, 1Ir sther words for Afribank all depocsite, within

the mame class attract esual interest rates.

The position of Tropizzl Commerciel Bank and Lyonnais meanp they

can change their interest rates at will in rslation to ciroumgtances.

The three hanks sae sdveriising aa their major source of premotion
and public enlighterment, followed by publications. v
Credit Lyonnai s and Trepioal Commercial Bank do not appear to

have much interest in the use of leoturee and conferences in promotiens.

{11) Reduoinz ocustomer "Queue"

On the ispue of reduzing ocustomer oqueue the three banks Qaw
computeri satlor as thelr molution te 1t. Afrtbank further uses
officers of "gsignatory" level as (aghier, so that the time wasmted
in pagsing documents around for an officer's si.g'naturq would have hesn
gaved., This appears to be_ a &cod innovation which the other two barkas

are not uging. _ _ : T

LI

(111) Customer volume gnd ‘convenience _appeal e

Afribank and Tropicel fommerolal Panks wes a relationghip between
customer and volume and the bauk's aesthetics and conveniencss appeal,
Thig view ig in line with ths racent develepment of banks erscting well

poulptured buildinge as the bank nremises.

In order to test ths strategic relationship betwesn ths bankm

in depomit management, 2 {two) hypothemis were raimed. ' .° &

Once again the chi-ggusre war used to tegt the relationship -
T . St
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(1) 1t was hypothoxised that there is no difference in the
method of fixing interest rates by the three banks {(Ho1),

Conclusioni The analysie of the data used in testing the
hypothoois (table 4.11) ehows that there ias mo difference
in the methods nged by the three banke in fixing their
interest rate.

(2} 1t was also hypothesl sed that there is no difference in-
the promotion and enlightenment programmes of the three -
bark s {(HeIl).

Conclusions The analyeis of the data used in testing the
hypothesis (table 4.,12) indlcated that there ig no e
gignificant diffaerences in the prometion and emlightenment
pregrammes of the three banke.
Summarily, since thepe two factors (interest rates and promotion
progranmes) are the maln indi cators of deposlt management according to

the infomation e¢nhtained, i* therefore means there in no gegnificant

difference in the thres bank'e deposit management strategies, - .-

@enerally, there are pome functional differences as has been
pragented earlier, but they are not necegsarily signifiqant according

t¢ the tested hypothosia. .:"'.I

5.2 Recommendatione T

T™e following recommendations are bassd on the findings to whioh
the researcher wap exposed 40 during the courge of thig work, It inm
hoped that these recommendations if implemented will be of considerable
help towards improving the efficlenoy of commercial banke in the area

of deposit and oredii mansgement to the benefit of the banke and the

o M -."'., ' .
gociety in general, "

,.'; L



5+2.1 Credit Mansgement : ST

(1) Panks should develop a standard procese of establishing
"gound® loans, i.e. loazz stoulsd not ba given mimply bacauae it in
viable or safe. The imprct of the loan to the comumity me 3 whole

must be conpidered aleoc. : : o . ‘

(2) Many a bad loen are given beomupe of inadequate information.
Information is the bedrock upon whioh any loan can be avaluated.
T™erafore banks should snmphasizZe avenues of ohtaining more information
about a customer, hoth. before and after the loan has been granted to

him.

The information befcre will enable the Credit Mansger to execute
a sound judgement baged on know)edge, while the information after will
gnable the bank to keep track of the loan and influence itm eafety as
far as possibley, or otharwise take appropriats action as soon as
possible, _ ‘ L?l | A ! ST
Actually an advice in time may just be what the customer needs to

_ o
turn a non-performing loan around. o

(1) Banke should establiah computerised 1nfomation departrnent.
The duties ¢f thig deparitmant ehould be that of gathering, procassln.q
and gtoring information, pending when they ars nseded.

™ie department will be respongible for keoping tré.dr of cugtomers
and reporting any umsal development for management aotien. Thise
departmernt should be indepsiidert and have an adviscry relationship to
all other departments, Tor ingtance, when a cuptomer appliaes for a

loan hig application siould be sent %o thig department for necessary

[ : . . D R N L
PR .- P T



information. Then the application is ment back to the manager who

now makeg a decision based on those information, o

Neither of the thres banks uged in thie qttidy hae this‘_ depa.rtment

for now.

An alternative way of deing thig fie for banks %o‘.;:dlleoﬁvely.

float an information (fimcia.l) marketing limited lia.bility'dunpany.

Thi=s type of company operates in developed countrias.
a1 * 1

(4) Branoch managers should he glven more powers to gvant loans.
The prasent praciica of the banke studied is that the branch

managers have a very limitad amount which they can approve,

N L

Anything above that will have to be approved from the headgquarters,
This rather lengthens the processing peried. The reason for this could
be that the branch manager is not qualified enough to give out such
loang. Jf thisg is the vase then the bVanks ahopld el ther improve the

qualification of their branch managers or depleoy adsquately qualified
| : . M ’ — ‘:'l [E] T
ones, : B . -

W

(5) Credit evaluation ghould be mors guantitative, The use of
methods 1ike multiple di socriminant analysis (MDA), pequential decision
process (SIP) ete, should he encoursged. This will help the bank
manaZer t0 be less subjentive in their oredit evaluations, When usged
againgt theoretical evaluatione, the ressarchar believes a betier
result can be obtained. Thig may involve having to train the ma.n;ger
on how to use theme methods. None of the three benks studied uses

thias for now Do : - " , '

(6) Personal gonnactivn as = method of credit evaluation

should be discoursged ae much ag posgible. Tha mathbd kas no a. ‘ o

E R

2y 1 R II"..'-_ b
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theoretioal foundation =nd is mostly wmubjective and hased on R

gentiment.

(7) "Grace periocd” given to a defaulter should not be too long,
and banks should do a congtant reviaw of loans and 6ufstanding .
acoounts. According to Sebba (1961). ™t is only when that perecon
in charge, oonducts raview regularly over a neriod of menths does he
hegin to deteot patterns that spell polential troubla™ Along this

1ine Kirkman (1977) euggests that debtors bde categorised into three
main groups, namelw

a) Those who pannct pay any of their debts
b) Those who can pay part of it
o) Those who ocan pay but for one reason or the other are

delaying payment.

He holds that for an Affeetive collection pelioy different

atrategies have 40 bae applied to the three categories. The

repearcher supporis thias view. . L _‘

IR W T
(8) 1The level of the cashier should be upgraded to a .

'_Jq*' A

*Ygnatory OFficer” level &0 that he does not nsed to refer to anothe
Officer for gignature bofore paying s valid oheque. Of the banks in

- thie study only Afribank ypresently nees thims method, Thiag method will

-
[

certainly help 1o reducs customsrn gqueue in banks,

Qo
(9) Finally, barks at all timems must try to minimipe 1dle funds

am it does not perve any purpose, leant of mll the soolety in general,
BEN

50 2.2, Depo git !Bn&gemer{z . [ . . oo

1) Flexible interast rates shonld be encouraged but managers
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ghould be very carefil hioatise even though it may influence hesi gtant
customers, others may fasl that they have been unfairly treated if
they find eome other ouztaner earning a higher interest in the same

ocategory of deposite.

2) Naw branches in newly developad shopping cenires And

3

reagldantial aress should e established. ! o,

3) Well designed buildinge with enough epace for parking

4

conveniences should be encouraged as it seema to have influencﬁ

¥

on cuatomer volume, R

4) Interest rates should be made am attractive a=s roepible whila

not lowing sight of the hesic factors of interest valuation,

%) Research and marketing departments should be established to
help towvards packeging new mervices, and promoting the bankw business

as a whole,

6) Customer analysis should be encourazed as this would help
the bark in developing streamlined prometion and enlighterment

programmes to speoific groups of customars,

5.3 CONCLUSTON
Having come mo far through the length of this work, one thing
that muegt have registered as obvious 1a the fact that oredit and

deposgit management ia & complex task,

IS

But this may not be such a problen to a well trained gpg
experienced manager. All he needs is clear-headedness, dedication

and a commitment to &fficiensy, : : .
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The findings of %his work have been presentad and anal ysed,
The bank s vped in thias otudy appear 4o have no gtrategio

differences in their approachens to oredit and loane mansgement,

The banks appear to be deing quite fine ae most of their
praciices are well grounded in theories axoept one or two places
vheare some shortcomings have been pointsd out and new ideanm

suggenteds

It is hoped that ths recommendations made in this work, if
implemented would be of help towards impreving the efficiency of
commercial barks in perticular and the financial institvtions in

general to the benefit of the mociety.
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APar-l oix 1.

O ALK PETICTALL
DEPGSIT AND IOANS VIAKACEMENT 1N COMMERCIAL BANKS
(& STUDY OF SEL=CTEY BAMKS IN NIGERIA,.)

INTRODUCTION

This is an MBA research projuct on the above topic. Your
Organisation based on "_:ra.mir;m szelection” hns been selected among
the banks for this stu&&; 1 shall remain gratefull if you would
kindly help in anwelrix;rs the suéntien= provided beliow.

Any information rendered will he nonuidered as confidential and

used solely for this acadenic yurpoce.

Instruction

Please tick accordingly in ithe boxns provided

Tick only one response or more ihan one if applicable,

SEGTION A

FFRSONAL IDENTITY

1) Mals oF your DERK o coseesiasviseesdvesshs e anpuiosiwobss ks
£2) 'Prosent Possiticn 0F BaDK woewion e s s eseienesieswanesi
(3) How long have you been wiih your present employer?

{a) 1-5 years £:7 (v} b-10 years D

() 1115 yenrs /7 (a) 16 years and above L7



LOANS MANAGEMENT

(1)

(2)

(3)

{4)

5)

()

(n

Doesa your Bank operate .y ioan scheme?

(a) /7 Yes (») /7 o

If the answer in (1) iz rou, =hich of these categeries
of loan does your bank cporaln?

(a) Agricultural Loam ouly » [

(b) Agrisultural and Fersanne! Loan only

(¢) Housing loen, Agrscuiturai, Fersonnel Loan.
(1) Others (Please 5peCif¥) weviseosessnsnvrreses

How leng does it take to-svaluatec an application for a
loan from the date of sumnizeion?

(a) /7 Less thas 3 moniba (b) /7 3-6 months
() /7 6 <9 wonths (a) /7 Avove 9 monihs

When assessing an applicants ability to repay, which of
these sources of information do you usually use?

(a) D Parsonnal jnterview

(0) /7 Investigating the applicant

(e) [_j Application foims

() /7 Others (Pleaszc Apecif¥) eveeseccsocssoassccasas

Does your bank always raquire some collateral security
for any amount and calegory of loan?

(a) L7 Yes (v) L7 %o

1If the answer above is yes what are the acceptable
collateral)

(a) /7 Credit 1ifr iarucance

(v) /7 Claims te Fex:onm®l and real property,

(e} ,:7 Stogks and bouda

(@) /7 Yonetary depocite

(e) /7 OCthers (Please 5,0cif¥) seseseecscecscssnsnaes

Apart from collateral,wbich of thesa is unsed alors with it
to judge the crcdit worihwiwess of o customer?

(al / ,:‘ Charaster iz £ -,F Condition
(¢} / ] Personai ~ommection {d) /] Capital
(e} /___/ Gepacity




8, Which among the 6 C's does wyour Bank comsider to be the most
important?.

9. Does your Bank-have sny standard procedure(s) for collecting loans?

(8) Yes /] i Ne LT
(10) If answer in (9) is Yes. UState the procedure(s)

P et LTS

T P
08} suimisvdissnass v iR eI T R T e R A
T

(11) In defauli caces what step(s) does your bank normally
take to recover the cutstanding amount.,

(a) Send a reminder lvtter

(b} Send seme staff 4o find cut from the customer
Why he could nct pay.

(c) Sue the customer to court
(d) A1l of the above.

(12) Wnat grace pericd 1s normally given to the defaulter
bafore taking any jegal aoctien?

(a) 3-6 monthe (b) &-9 mentha  (e) 9-12 montha
{8) 1 year and above ({2} Specify esvessrssesansvnasss
(13) Which level handlesdeinuit cased)
(a) /___ 7 Branch level (b) /] Area Office
(b) /__7 Eead Office
(14) Does your bank have a credit department?
@ /7 tes & [T w :
(15) 1If (14) above is yes, is the department in all:-
(a) /7 ®ranch levei (v) /[ / hArea Office
() /7 H/Q 1ever (@) /7 a ofﬁiwa

(16) Is the individual brapeh responsible for approving loans and
collecting over due accounts?

(a) E Yeul (v} ;______j' Ne

() Does your bank aisc have legal department separately
from the credit depuartment?

(a) [ 7 Yes {v}  / ] Mo



r (18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)

performed

What functions are by the legal department? .
(a) I T R R S S P A, ‘ ;
(B) reaerrainsesiviinsveses e eereea NS RN EREGS !

5
(’c) L T T T S li‘

What PAPPEMuner: & jore closure is not worth as much
a5 the outstanding lcan principal? Whe bears the lost? 1

L R R I I I N R A S o ']

L R N Nyl P’I

Does the bank usvally penalise defaulters s
() L7 Yes () 7 %o l‘f

1f (20) is Yes, what penaliies, and at what stage of o
default?

P T I e e P T R PR R T )
Does your bank provide sny incentive for =arly payment?
If Yes state the nature of the incentive{n) ..ceeesnses
T S R

How will you rate loan recovery in your bank? .
(a) [/ / Good (») /[ / Poor (o) /___ JSatiafactory
(a) [ 7 Very Foor

For the perind 1985 -~ 1990, How much did your bank spené
(Expenses) in collecting arrears. Please give a break down
if possible inte year, items, loan and category.

P T I R R R N I
I e I R R R R o
P T T I A N ]

P I A T R

Does the bank have any insurance arrangement againat
arrea ages?

W LF Fea () L7 Ho

If (25) is Yes, How much has been recovered through this
for the period 1985 - 15907

.‘ll..oo.--o-.lq‘.-l,‘n.l..-’- R R RN |
e e : 4



(27)

(28)

(29)

(31)

-l -

iz gy N
What cendition(s) iu/ss¢ ciivehed to accounts that 16/27¢ -
roviewed, iff appiicclic

.l"lll.'.'l.Illl.l-l.-...-.lllll.ll.ll.i‘ll.‘ll.!'..'

.I..!l'l..l-lll.nl|-a--ni..l..h-l-I.-l.lllllltlll..I.l

....IllI.lllI..ll..lIOI'D.III.O.Cllll.llllll.!!.'.fll.

How often is the lending roldcy and cellection policy
reviewed in your bank.

(a) E 3 = 6 months (v} 6 -12 montha Z:?
(e) [___J 1 yeaxr — 5 yoxs (a) ij When need arises

Does your Bank always lct cusicmerg know the rivk associated
with default payment?

(a) D’Ysa Lb) L:_} Ko

Wien do your bank stop recoding inteepst on ovey due loans?
(a) 2 —= 5 months 7 (v) 6~ 9 months 7

(e) 9 - 12 monthe E (a) 1 year and above ‘f_'__]

After what period of defmult 5 a debt conaidered bod,

{a) 3 monthe /7 (b} € mcnths L7 (e) 1 yeax 7

(d) 2 years ‘:7 {’_‘) -:i";)!:lfy ssatsssaressadttpasatan
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SECTION €

DEPOSIT MANAGEMENT

(1) Wnich of the follewing iz your banks major scurce of funds?

(2)

(3)

(4)

a) Time Deposits. (v) Demand Deposita (c) Bavinga
deposit (a) Current Account Deposite.
What influences the bwaks rate of interest on depoaits,

(Please rank them in order of importance by writing
1 to 4 in the space provided)

(a) Competition /7 (b} Availability of funds /]
(o) Bank Policy /__J (d) Central bvank directive /_J
(e) Any other factor: Specify .c..uicasisesisessssssoiss

sElaevssavera s satesnaaP PP sddsvbaiavinsbrtatsninne

Does, your bank pay flexible interest rates on deposits

(a) Yes /7 {u) Ne E?

Does your bank do Uustomer analysis

(kres /7 (v) B0 [ 7

(5)

(6)

(1

(8)

(s )

If (36) is fes, tc what extant does small account feature
in the banks busincss,

(a) 10% and veliow /7 (b) 11% to 20% /7
(c) 21% to 3% /7 (a) 31% to 5% [ _7

(e) &% ana avove [ _ 7.

What iz the Majority of the bank's Customers cccupation.
(2) Civl Sexvice /7 (v) farming [ _7

(¢) Private Sector Workers /7 (&) Busivess /7
(e) Any other CalesoTy eeers-sescssssssrssessrnscssasss

complaig
Ioes your bank have any promotional - . / gowards any

of its customersg segment. =t

(a) Yee 77 (v} Bo [T

Direct Customer sclicitzlion is a policy of the bank

(a) Yes [_7 tw) We [ 7

Does the bank have any custemer enlightment programmer
If yes which of thes: do they use

(a) Lectures /_/ (v) “onferences [:7
(¢) Publications /__7 (d) Any other Method sieessssn.

(e) Non of the above,



~ag "

(10) Have your bank ary programme tewards reducing Customers
waiting quetw? ¢ yes ihrough what means,

(a) Compaterisaiion /__7 {(b) . Inoreased number of
cashiers (o) Increased Branches D {(d) Any Other..

R I I (e) ¥on of the above,

{(11) Does the bank nave a Marketing and research department.

{(Tes [/ 7 {vi ¥ /7

{12) Well designed Fodern architecture is becoming a cowmon
characteristics of banks. Joes your bank believe that
beautifull premisesn influence customer volums,

(a) Yes /7 iv) Yo /7 (&) Indiference [ /.

(13) Wha! ether Methods.dees ywye: bhank use in influencing
Customer volume.

(aJ ..ll'“.C..Q-Ill.I.‘..ll-..Clﬂlbl.‘.-llldclol;I
(b) D I R R R R I A R

(C) P R R R R ]



/XF%&:»IE)IJC_ 1.

K ar

L.

CUSTOMERS' QUESTIONATRE

Any information ocoilected will be used purely for
academic purposes. Tick only one response,

(1) What ia your occupation?

(a) /7 civili Servant

(b) /7 Bueivese man

(e) [ 7 Parmer

(8) /7 Any other (please opecify) eeeeeesesscsssons
{2) Vadol: Is:youe Bank o ansimsisme i s
(3) How long have you been banking v th the bank?

(a}) 1 - 6 months £__7 (b) 7 months - 1 year D

(e) 1 - 4 years D (a) 5 years and avove [__J
(4) Wnat type of accounta do you operaie with the bank,

(a) Savings account /__J (b) Current account /]

(c) Temand deposits. Z__/ (a) Any Other , Specif¥ cesncscons
(5) Have you ever enjoyed sny loan or overdraft from the bank?

(a) [ 7 Yea () /7 ¥o

(6) Uow long does it take you to get tha loan from date of
submission of appliecation?

(a) C: 1 - 3 months (b) D %,~ & monthe
(o) /7 6-1 yea () /7 1 year and above
(7) Wnat were the requiremento before you got the loan?

(a) /7 Collateral {(b) [/ _J] Introductory letter

from employer

(e¢) /__J Stocka and bend (a) /__J Others (Please specify)

SasnsrsvrarNanste

{(8) What was the mede of payment?t
(a) Montniy (b} Balf yearly (c) TYearly.

() Are you happy with the method your Bank uees in giving
loane to customers?

(a) /7 Yes (x) [T %Yo

(10) If yes or Mo can you vlsase give reason(s) briefly?

(ﬂ) R e e P P SRR R B
( b) e T R s e e N N R R R N R R R R A

(c) P T P R R R R T R P R N RS R R



(11) Do you alse like fhsir collection policy?
(& [T Yot 7T W

(12) a} If No, can ym: briefly engrest the policy that you
feel will helip bobh fhe bank and the customers

@ daddsrsass _SadtsddinTdsstsRTRRP s raanRERRRARES

LA R R R e R N R R RN

(13) Have you ever defaulied In vour paymenta?

(a) / ; Yan (n)} ‘{:-H_? No

(14} What utep(n) did ine bark rake to recover the money
from you. Flease state.

R R I I I N I A R I R A R A A A )
#rfssrsatanbas sl aralssltntatlhssbsatlatairtsstantantgan
the

(15) Where you happy wi th;.stcp(::) taken by the bank?

(a) [ 7 Yes in) [T ¥

(16) 1If not, Pleasse can vou susrest a better method which
the bank can adopt in collecting this over due accounts
from the defaulter, that will be of benefit to both
partiea?

P N e R R RN ]

R R T R N R RS

(17) Does the bank inferm you of the risk associnted with
defanlt payment?

(a) 7 tes (v) [ 7 ¥o

{18) What is your major reason for banking with this bank?
(a) Rearnese toc your residence. /]
(b) Efficiency of the bank £:7
(¢) Interest paid by the hank /7
(d) Image of the vank /7
(e) Any other ®peolfy sscesesssesssssscsssnsananioa
(19) Have you ever seen the banks advertisings,
(a) Yes [ 7 (v) %o [ 7
(20) 1If (3) above ie yes, through what media,
(a) Television Z_ 7 (v) Radio 7 S
(c) Bi11 boaréd /__7 {(d) Magasine and News Paper 7

(P) Any other, S5m0l seesvsssstsonsssssssssssansssnnns



(21)

(22)

(23)

(24)

(25)

2 1C0te

Have you ever lLeen temites o leave the bank, if yes,
What was your reascni

(a) Customer Staff reistionship [/

(v) Long quest/ /7

(c) Low Interest rates 7 7 (a) Ypecify.....: .

Do you think that banks siould have well designed mordern
achitecture for premises.

(a) Yes /7 (») e /] (e) Makes ne difference [~ 7

Have you ever attended or heard of lectures or
conferences Organised by the bank,

(2) Yes [ 7 (o) % [

What is your Opinion about the banks intereat rates.
(a) Satisfactory /7 (v) Plexivie /[ 7
(¢) Competative D

la there anything or vervice you feel the bank should
do/orfer inf urnsta rotain, their customers and
atiract new ‘ora |, Specify.

(a)
(»)
(c)

R R R T T T T )

R N N N

T I N T N N R



