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ABSTRACT

This is an empirical study of Commercial Bank
Profitability in Nigeria. Eleven Commercial Banks were
critically examined, employing ratioc analysis. The
eleven banks were classified into three groups on the
basis ef si~e of deposits and lcans and advances. Large
banks with deposits exceeding ¥1C0LC million were classified
as group I banks; Medium sized banks with deposits in the
range of N9CU - N1CC( million vere classified as group II
and banks with deposits in the range of N1CC - 5CC million

were classified as group III banks.

In the analysis, a set of measures were employed to
determine profitability, while another set was used to
establish the causal factors of the profitability
differences. In profitability determination, measures
including the following were used: Interest spread, the
ratios of spread to deposits, spread to total assets,
gross profit margin, net profit margin, gross yield on
total assets and net profit on total assets. These
measures were employed to test the hypothesis that larger
banks were more profitable than smaller banks. The causal
factor measures included among others, yield on investments,
vield on loans and advances, provision for loan losses to
loans and advances, interest paid to deposits and the cost

structure of the banks.
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CHAPTER ONE

INTRODUCTION

1.1 IHE PHOBLEM
Commercial banks in Nigeria operate within a
regulatory {ramework that uniformly affects all banks.

e only exc-ption is in the rates of growth allswed on
aggregate credit, where small banks with outstanding loans
of less than a N100Omillion are allowed higher rates of
growth over the previous years loans and advanceuy. than
larger bank:s. Begides this exception, banks have the same
liquidity and reserve requirement imposed on them; the same
regulations on granting of leans, operate within the game

interest rate structure and so on.

Inspite of the uniform regulatory framework, Comuercial
banks d1f“.. in many respects. Banks differ as to asset
slze, deposit attraction capacity, the amounts of loans and -
advancez they are able to grant, their ages, management
attitude and policies, number of branches and in so many
other respects. Each bank has its alms and objectives that
may vary witn others. Their investments and loans policies
are also diverse. Do these give rise to differential
cpprertunitices for growth? Do they result in differing
profit advantages? How have the banks fared under the
regulatory framework? These are some of the +ital questions

to be answered,

In recent years, the banking industry has recorded
significan’ growth which is amply clear from a look at Table
1.1, '

--;-./2



TABLE 1.1

GROWTH IN DEPOSITS AND LOANS AND ADVANCES
YEAR DEPOSIT GROWTH GROWTH IN
1990 3.7 3.3
1975 16.6 .7
1980 58,4 66.7

NOTE: Growth rates are based on 1960 firures. Sources:
computed from various issues of CBN, Economic and

financial Reviews.

Considering the size of the country, its growing population
and the number of people served by a bank branch, there is
tremendous room for further expansion and growth. The
Federal Governments economic policies also calls upon the
banking industry to venture into new areas of operation like
opening rural branches and financing of small and cottage
industries. Furthermore, the imposed economic restrictions
such as import control, is cutting off some of the banks
sources of income, like income arising from foreign exchange
transactions. How do these and many other factors affect the
banks earnings and profitability? Do they affect them
differently?

The aim of this study is to see if differential rru-ri
previlages exist and the extent to which profitability varies
as a result of factors to be identified out of the above

mentioned differences and some other new dimensions.

cosoe/3
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1.2 QBJECTIVES AND RELEVANCE OF STUDY

QBJECTIVES

This study is aimed towards achieving the following
specific objectives:

a) To identify and examine the sources of
Commercial Bank profitability in Nigeria
and factors affecting it.

b) To examine the extent to which banks are
restricted by internal and external forces
and what latitudes are available to banks
for free operation.

¢) To determine whether the same criteria of
profitability as applied to trading and
manufacturing concerns, can be applied to
Commercial Banks.

d) To identify the limitations to the growth
in profitability of commercial Banks in
Nigeria, and

e) To suggest remedial measures that will
enhance bank profitability.

RELEVANCE OF STUDY

Commercial banks are constrained to operate branches
in unprofitable areas with little banking awareness, and
grant loans and advances that are in most cases, in little
demand, with attendant low returns. Where the prescribed
loans are not demanded, idle funds are kept with grave
profit consequences. Banks are also made to grant loans to
sectors that might not otherwise attract bank attention
because of their low profits and risk. Banks are also
restricted as to their interest charges on funds deployed
and generally as to the way they deploy the funds at their

disposal. From the foregoing, it is apparent that more
oo-o/l"
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than ever before, management needs to identify sources of
profits and tap them, to ensure sustained bank growth and
profitability. It is hoped that by highlighting the
latitudes available to commercial banks within the seemingly
rigid rules, a direction might be given for strategy
development that could enhance bank profits.

The study is also aimed at amplifying the impact of
management judgement, attitude and actions on profitability
and thus spotlight the important role of management in the
banks profit.gemeration, and to give managers an insight as

to the necessary actions for profitability improvement.

The findings of this study will also be relevant at
this time when Nigeria is poised for a change in direction.
The governments objective of achieving fast economic growth
and self sufficiency will be considerably affected by the
way financial institutions, especially Commercial banks,
operate. Increased bank profitability will help achieve
this objective, it is also hoped that the study will direct
attention to problem areas that might call for reorganising

the @ommercial Banking Industry in the Country.

The results of this study should also prove useful to
policy makers and academicians and lay the foundation for

further research work in this area.

1.3 HIPOTHESIS
The following are the hypotheses to be tested by this
study: -

a) Profitability depends on bank ability to earn
income. Income is earned by the bank deploying
eeeel/d
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the funds available to it, into profitable
uses., Thus the more funds the bank has, the
greater its opportunity to engage in
profitable activities, Thus it is asserted
that the greater a banks resources, the
greater its profitability.

b) It is also said that loans and advances
earn more income than investments, It is
hypothisized therefore that the greater the
proportion of a banks loans and advances in
relation to investments, the more profitable
the bank should be, Also, the larger a banks
loans and advances, the more returns it should
generate relative to a bank with lesser amounts
of loans and advances and should thus prove more
profitable.

1.4 METHODOLOGY

This is an empirical study based on the published
financial statements of Commercial Banks from 1979 - 83,
The methodology and sources of information for this study,
has been divided intc two stages:

1. The cellection of necessary data,and
2. Choice cof sample.
1a COLLECTION OF DATA

For the collection of necessary data, a letter was
addressed to all twenty six Commercial Banks] operating
in the country, requesting them to supply the fiwve years
financial statements along with other documents relevant
to the research. However, this exercise proved unfruitful.
Thus a number of visits were made to Lagos. The necessary
data was obtained from the head offices of some of the

Commercial Banks, Photocopies of some available financial

1. See Appendix One for a list of the Commercial Banks,
.../6



-6 -
statements were made from the CBN School of banking Library
Lagos, to supplement. Furthermore, some of the Senior
officials of the banks were interviewed, Some necessary
information was obtained and their views on general banking

operations in the Country also obtained.

24 CHOICE OF SAMPLE

Financial statements were obtained for the eleven banks
_as listed in Table 1.2. Since the required information was
not available for all the twenty six Commercial Banks in
Nigeria for determining a sample based on some statistical
tool, it was deeided to make a comprehensive study of the
eleven banks mentioned in Table 1,2.

For the purpose of the analysis, the eleven banks were
grouped into three categories based on their aggregate
deposits and loans and advances for the year 1983. The
choice based on deposits and loans is relevant because of

their impaet on profits and thus profitability.
T, X2

C IAL BANK DEPOSITS AND S AND ADVANCES FOR THE YEAR '8
s/xo. PULL BANK NAME ABEREVIATION ~ DEPOSITS LoMS AP
ARETTER) SE)
1 FIRST BANK OF NIGERIA FBN 3570.3 1376.7
2 UNION BANK OF NIGERIA UBN 3275.8 1536.6
3 UNITED BANK FOR AFRICA UBA 2939.9 1619.7
L4  INTERNATIONAL BANK FOR W,AFRICA IBWA ' 960, 1 506,5
S  AFRICAN CONTINENTAL BANK ACB 942.8 654.2 .
6 SOCIETE GENERALE BANK SGBN 68,1 518.2
7 NATIONAL BANK OF NIGERIA NBN 612.9 L2y.6
8 BANK FOR CREDIT COMM, INTERNAT, BCCI LB2.2 220.0
9 XKEM NIGERIAN BANK NNB 268.2° 170.0
10 NIGERIAN ARAB BANK NAB 209.9 95,6
11 MARCANTILE BANK* MB 12,6 116,3

NOTE: = From now on, the abbreviated names will be used.
* 1982 figures
Sources: Annual Reports of these banks.
oco./? ’



The above eleven banks were classified into three
categories: Large wedium and small. The classification

was done on the followlng basig:

a) Banks having deposits in the range of
N100 - 500 million were termed as small banks.
They are: from henceforth referred to
as Group ILI.

b) DBanks having deposits in the range of
N500 - 1000 million are termed medium
sized banks. Henceforth, they are
Group II banks. .

¢} Banks having deposits from H1000 - 4000
million are termed large banks. They
are from now on referred to as Group I
banks.,

The sample is broken into the three groups as follows:-

s SGhoup T Group 11 Group III
Te FBN 1. IBWA 1. BCCI
2. UBN 2. ACB 2. NNB
3., UBA : 3. SGBN . 3. ¥aB
Y, NBN TN MB

Qur analysis of data will be based on this group
claszification.

1.5 §SCOPEF OF THE STUDY
The scope of the study is confined to the pericd from

1979 to 1983. It is based on the published data of the
Commercial Banks and CBN. Thus the inferences drawn on the
basls of these sources of information will be true to the

eéxtent that these data are authentic. “
1110/8
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Tﬁis study represents 65% of the aggregate deposits
of the Commercial banking industyy and 6u4% of the
aggregate loans and advances for the year 1981; It is
therefore hoped that the conclusions and recommendations
drawn here will be applicable to the Nigerian Commercial

banking sector as a whole.

1.6 LITERATURE REVIEW

In this seetion, we set out to review previous studies
related to this dtudy. A distinction is made between studies
that analyse the general perfeormance of Commercial Banks and
those that speeifically direct their attention to bank
profitability. The former will be dealt with first, and

appears as item (a). The latter is item (b) below.

(a) STUDLES ON _THE GANTRAL PERFORMANCE OF COMMERCI AL BANKS -

The work of Asabia (1981) is feremost in this area.

He examines the general performance of Commercial Bankg

employing such factors as equity structure, gearing and

- profitability.  For his comparative analysls, he employs a

sample of ten Commercial Banks and two Merchant banks. The
Commercial Banks were clasgsified into four categories:
large, regional, medium and state owned bhankg. The
profitability ratios employed in the study were profit
(before and after tax) on total assets, profit on ecuity,
profit per share and devidends pér share. Asabia geems to
be more concerned with profitability from the shareholders
point of view. The study assess each groups performance,
without pinpocinting the causes of the variations. This 1is
what the current study hopes to do, focussing attention on

profitability,
.!ll/9
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In conclusion, Asabia recommended the following

measures: -

a) That ghere is a need to increase

commencement e-ruity to ensure capital

adecuacy and improve profit retention

rules to encourage banks to plough back

more profits.

b) That small banks merge to increase their

competitive position.

¢) That there is a need for banks toc be more

profitable,

d) That there is a need for increased

management integrity.

f} The need for increased efficiency in
banking halls and better trained staff,

£} That given the improvement in rural
presence in recent years; there is a need
to turn attention to urban needs with a

view to improving efficiency.

There is also another article by ®shikoya (1983) which

evaluated the performance and efficiency of Nigerian.

Commercial banks from an industrial perspective, in terms

of their mobilization of private savings, allocation of

those savings to various sectors of the economy and the

elimination of financial dualism by the growth in number

of Commercial Bank branches in rural areas.

He also measures

bank efficiency in terms of how long it takes a customer to

transact a given business within a bank.

Ogshikoya's study, although it deals with Commercial bank

rerformance, is not in 1line with the present study, which is

essentlally comparative of indigldual bank profitability.

The weork of Akingbade (1981) sets out to prescribe

eees/10



techniques of planning and decision making for enlancing
bank profitabilitys It thus is not aimed at discovering
the sources of profitability or meant to recommend ways

of improving it.

(b) STUD N T
Gardner (1980) studied the variations in profitability

that existed within the pepulation of minority owned banks

in America. He set out to identify and determine the

relative importance of some selected financial and demographiec
differences among the least and most profitable minority owned
banks for the period 1976 - 1978. Stepwise regression analysis
was employed to relate profitability ratios from the sample
banks to some independent variables chosen from previous
banking literature. Gardner discovered that relatively few
independent variables accounted for disproportionate
variations in profitability. The following ratios appeared

to be the most significant:

a) Provision for loan losses to operating
expenses.

b) State municipal and other non federal
securities to total assets,

c) Fixed and other assests to total assets and
d) equity to total assets.
The ratios a, ¢ and d were found to be negatively related
to profitability. The study also found that the educational

attainment of managers in more profitable banks was higher.

The present study differs from Gardners study in the
following respects.
a) The sample is not restricted to a section

ln-.o/11



of the commercial banking industry. It
has a general appeal,

b) Regression analysis is not employed in this
study. Simple ratio analysis is used.

¢) In Nigeria, the following ratios
i) Fixed and other assets to total assets, and
ii) equity to total assets,
has no significance in explaining profitability
being for all banks,within-theregion of 3 - 6%
Thus the measures are not used in this study.

d) The provision for loan losses to operating
expenses is also not used as the writer thinks it
more relevant for explaining profitability causes,
to relate provision for loan losses to income., It
thus indicates what proportion of gross income is
taken up in loan provisions.

a) The study made by Gardner is on American Minority
banks, This study is based en Nigerian Commercial
banks as a whole,

X The work of Flucker (1980) was aimed at determining the
relative impact of market area factors and management factors
on profits, It also investigated the relationship between
demographic variables and various bank characteristics,
including the number and size of accounts, so as to determine
possible paths of influence demographic factors may use in

affecting bank profitability.

Minority and non - minority banks were paired for the
study and regression techniques applied to determine the
correlation of demographic factors with various bank
characteristics in order to get an indication of the level
of influence of demographic factors. The established
relationship was used in conjunction with regression of

profits on demographic factors and management performance
-.---/12
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characteristics, to determine the probable relative impact
of these factors on profits. Differences on profit on
minority and non - minority banks were regressed on differences
on demographic factors to determine how much of the variance
in profits could be explained by differences in demographic

factors.

The study showed that profits on minority banks were
significantly lower than those of non-minority banks.
Significant statistical relationships were established
between the demographic factors and bank expenses and deposits.
The number and size of accounts was found to be significant
for profits and expenses. The relationship between profits
and demographic factors were found to be ingignificant. They
were found to be less important than managerial characteristics.
It was also found that some of the m:gative influences on

profits, cculd be minimised or even overcome by management.

This study differs from that of Flucker (1980) in that
it examines mainly financial and management related factors

explaining profitability differences.

In his "profit performance of Major Bank Holding
Companies", McDermott (1983), employs ratio analysis to
asses the performance of twenty five bank holding companies.
The study analyses profits using the following ratios:

a) return on assets,
b) return on eguity,
c) net charge-offs to average loans,
d) Valuation reserves to loans and

e) non - performing assets to total loans.

ceees/13
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He assess profit performance without specifying possible
causes of the variations.
Two studies however proved very relevant to this study.
These are studies by Verghese (1983) and Wood and Porter
(1979).

Wood and Porter (1979), in their book "Analysis of
Bank financial statements" devoted two chapters to the
analysis of Bank profitability. They analysed the general
performance of Insured commercial banks. The analysis was
based on group averages. The banks were classified into
five groups on the basis of size of deposits and size 6f
asgsets. Several measures were used to indicate differences
in profit performance. They include the following: gross
profit margin, net profit margin, return on equity, retum
cn assets, gross profit margin on assets, net income on
assets and return on various assets (examples: treasury
securities, municipal securities and so on).

In their sixth chapter, Wood and Porter engaged in
Profit Sensitivity analysis. What they hoped will result
in more accurate identification and measurement of cause and
effect factors that influence bank profitability. One of
the measures used s spread analysis. In this analysis, the
balance sheet and profit and loss account were rearranged and
restrated side by side. The various earning assets are
outlined and the respective interest income from them. The
income is then expressed as a yleld on each category of the
earning assets. Total interest income from all earning
assets is then expressed as a percentage of the total earning

assets to produce the yleld on total earning assets. Other
...'-/11’
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non - earning assets are then outlined. Then the income
from other sources are added to produce the operating

income.

Next, the liabilities and equity are listed. Interest
bearing liabilities are listed according to their respective
categories (such as time and savings deposits, and so on),
and the annual outlay of funds is matched with it. This
expense is then expressed as a percentage of the liabilities.
Interest costing liabilities are then summed up and the
expenses on them expressed as a percentage of the liabilities,
This is the effective interest cost of the funds. Other non
interest earning liabilities are then outlined.

The spread is then expressed as the defference between
the interest yield (%) on earning assets less the interest
expense (?) on interest bearing liabilities.

Useful as this measure is, we find its application in
Nigeria hindered by lack of detailed data for analysis
which this measure requires. It 1s therefore not employed
in this study.

Knother measure postulated by Wood and Porter (1979),
is what they call the Rate/Level analysis. The measure
computes the percentage change in each of the balance sheet
items and profit and loss account items. The result is that
a change in income can be explained by a change in some .

interest earning asset and so on.

This measure is more relevant for a detailed study of
a single bank over the years. For a study like ours,

analysing eleven bawks, this measure is cumbersome using

PP & L1
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mannual computations.

The authors go on to develop a model for explaining
the return on eguity. This measure is however not of
particular interest to this study as we are not concerned
with analysing profitability from the share holders point

of views

We however employ some of the profitability measures

and another version of spread analysis.

The work of Verghese (1983) is another leading work
on profitability. In her analysis, she examines the trend
of gross and net profits. Along with these, she also uses
the ratios of gross profit to assets, net profit to assets,
return on ecuity, gross yield on assets and also the trend
eof operating margin. In addition she employs spread analysis
along with all these measures to indicate the profitability

performance of the banks.

Other spread related ratios included net interest
earnings to assets, net interest income to earning assets
and ylelds on investments and loans and advances. She
relates this to the average cost of funds to determine the

causes of profitability.

Some of these measures are employed in this study.
The study goes further to undertake a cost structure
analysis tc show which component cost items are critical.
The study further analyses the cover provided by interest
spread to see how the banks main activities sustains the
operating expenses of banks, and contributes towards

reported profits. Thus two sets of measures are used: the
0--0./16



- 16 -

first to assess profitability and the second set to
identify the causes.

Thus to some extent. this study is wider in scope than
most of the studies mentioned, In Nigeria, it is a maiden
study. Ratio analysis techniques are employed tkrough out
the study. It is obvious that this indepth study will
generate a lot of criticism and enthusiasm on the part of

researcheps in this area. Both are welcome.

1,7 LIMITATIONS OF THE STUDY

This is an emp r 2al study of eleven banks in Nigeria.
The sources of information are entirely published data by
these banks. Whatever limitations apply to these statements
therefore automatically apply to this study.

Reported accounting data on which this study is based,
creates problems of comparison. Reported data are based on
different assumptions and policies. For example, bad debt
provisions and depreciation have an effect on profits
reported and thus on ratios computed. These provisions are
not uniform. They are greatly affected by management
attitude and judgement. Such discrepancies, limit the
comparative strength of the analysis and conclusions

therefpom.

The conclusions drawn from this study will have been
more meaningful and more definite, ware more information
available. Cemmercial bank published reports do not contain
detailed information. Even so, there is no uniformity in
disclosure or content of the published data, This creates

a lot of comparstive problems.

ssont 8P
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It is also imperative to mention here that a study
covering only a five year pericd does not give a firm basis
for far reachingconclusions. It would have been more
desireable to study the trend of profitability over a ten
year period. Again, the constrain is the availability of

relevant information.

1.8 SCHEMATICS OF THE STUDY
The study is divided into seven chapters. The first

chapter introduces the study. The second examines the sources
and uses of bank funds. In the third chapter, we examine the

lending policies and practices of commercial banks.

The fourth chapter sets out the criteria for profitability
determination to be employed in the study. Chapters five and
six analyses the data of the banks studied. The study is
concluded by a summary of the conclusions and recommendations.

This is the seventh chapter.

1.9 CON 10

In this chapter introducing the study, we set out the
objectives of the study and our working hypothesis. We also
stated the methodology of the study and chose the sample for
the study. We then reviewed the relevant liturature of
previous work in this area of profitability and other related
areas. On this basis we concluded that nc serious work has
been done in the area ;f profitability in Nigeria. The
11m1tations of this study was then specified and the
schematics of the study set out.

In the next chapter, we will be considering the sources

and uses of bank funds and the various constrains that apply.
eoses/18
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CHAPTER TWO

THE SOURCES AND USES OF BANK FUNDS AND CONSTRAINS

2.1 INTRODUCTION
The sources of bank funds have implications for their

cost, stability, and in the end influence the use to which
these funds can be put. The use of bank funds on the other
hand, have implications for pank Liquidity, solvency and
profitability. An examination of a banks sources and uses
of funds, is actually a look at how the bank operates
within the regulatory framework, In Nigeria, the principal
law is the Banking Act 1969, as subsequently ammended. The
implimentation of the law and the imposition of sanctions

to defaulters is done by the Cemtral Bank.

As the sources of bank funds and the various uses to
which they can be put are examined, the specific regulatiens
that apply will be discussed. The role of the Central Bamk
within the regulatory framework will also be discussed.
References will be made to the various sections of the
Banking Act and the Monetary Policy circulars, which are the

Central Banks major regulatory tool.

This chapter is divided into two major sections.
Secticn 2.2 deals with the sources of funds, viz; capital,
deposits and other loans and liabilities. The second
section, 2.3, deals with the use of bank funds which

results in the acquisition of variocus assets, viz, liquid v

assets such as primary and secondary reserves, loans and
advances and investments. The sources of bank funds w’

now be discussed.

2.2, SOURCES OF BANK FUNDS AND CONSTRAINS

Commercial banks obtain their funds from tr

- = @8
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Sources. Their relative importance however varies. These
sources will be discussed thus: Capital, section 2.2.1.,

Deposits, section 2.2.2. and other liabilities under section

2.2.3.

2.2.1 CAPITAL
Capital is the portion of bank funds contributed by

its shareholders. This definition of capital also
incorporates statutory reserves which are allowed in

Nigeria as part of Bank capital., In some Countries, for
example Amerioca, capital is the Bank's net worth. It thus
includes besides capital and statutory reserves, undistributed
profits, general reserves and general provisions. The
argument for the exclusion of these items in Nigeria, is that
they are subject to the whims of management decisions and are

thus transcient.?

As a source of bank funds, Capital provides generally,
much less than five percent of total funds (see Table 2.1).
This will tend to imply that Capital is of little importance
to Banks. The importance of Capital however, lies in the
other functions it performs other than the provision of

funds.

Bank capital serves as (1) a cushion for the absorption
of unexpected losses. It is also argued that capital serves
(2) the purpose of preventing bank failure. Besides =
enabling the Bank to acquire infrastructure necessary for
competitive entry into business and operation, bank ce

also serves the purpose of acting as (3), a "guarant

1. Adekanye F,A,, Elements of Banking, Bedforshj
Graham Burn, 1983, P.121
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TABLE 2.1
E_OF T
THE C T D E
SELECTED COMMERCIAL BANKS
COMMERCI AL

YEAR BANKING ________ BANKS _ —

_IHD¥SIBI___H£H Fgﬂ 3%E_.__lﬁgﬂ___ﬂgﬂ___ﬂiﬁ___

1979 2.97 5 el n.a. 2.0 3.8 3.1 n.a.
1980 2.6 3.66 3.5 1.7 3.2 2.7 745
1981 2.4 2.89 4.8 1.4 3.2 2.67 7.7
1982 NA 3.2 4.2 1.5 3.5 5.4  %.98
1983 NA 2.87 3.3 1.2 3.5 4.66 n.a.

SOURCES: Bconomic and Financial Review, vol 19, No2,
December 1981.

Financial Reports of the various Commercial Banks.
for ensuring the safety of depositor’'s funds. The safety of
deposits. énsires confidence in the banking system.

CAPITAL ADEQUACY

In the performance of the functions enumerated above
controversies have arisen as to what amounts of capital should
be considered adcuate for a particular bank, In Nigeria,
capital adeguacy is measured by the ratio of capital to loans
and advances, while some countries measure it as a ratio of

capital to deposits.

White banks prefer minimum levels of capital, the
government or the regulator wants higher levels. The banks
argue that lower capital levels or increased leverage, will
allow banks earn higher returns without affect.ng the safety
of the banking system. The regulator on the other hand wants

higher caplital levels to serve as a cushion of protection to
00000/22
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depositors. The goal of the regulator, is bank safety.
Safety they assert, calls for higher capital levels.

Golembe thinks the government is interested im adequacy
measures for two reasons:

a) That the government wants to arrive at a
judgement as to the ability of the bank
under supervision to withstand unexpected
losses and thus prevent bank failure and

b) That the government is concerned over the
low ratio of equity to total assets prevalent
in the banking industry and fears that if this
ratio continues to decline, the public might
think the owners have an inaderuate interest in
the enterprise they control, with a possible
loss of confidence in the banking industry.?
The question then remains, what amounts of Capital is
adequate to perform effectively, the functions enumerated

earlier?

If capital is to serve as a cushion against unexpected
losses, what amounts will be adecuate? The problem here is
the lack of certainty about the nature, extent and timing of
losses. Thus, what will be adecuate capital for any bank
will depend en subjective opinion.

Another funétion of capital is the prevention of bank
failure. Proponents of this notion claim th+t capital will
serve as a source of financial strength, enabling the bank
to withstand abnormal losses that are not covered by current
earnings. Capital thus enables the bank to weather the
vissisitudes of bank operations -nd re-establish normal levels

of profitability. Earnings are important because they increasé

2. Golembe C, H,, Capital Adequacy and Bank Losses,
Journal of Commercial Lending, August 1975, P.17

enve/23
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the buffer for loss absorption and alss increase the n»

networth or capital, thereby expanding the extent of

protection against abnormal loss, and thus possible failure.

The fallacy in this argument is that no important study
on failure has so far linked the incidence of bank failure
to levels of capital. Most bank failures have been caused

by loss of liquidity, poor management and dishonesty.3

It will appear therefore th t the functions proponents
of increased capital levels, claim for capital, are held
suspect. Further more, the determination of aderuate levels
is not succeptible to objective measure. Even if the recuired
levels of capital are known with certainty by the banker,
Golembe is of the opinion that this will not help much in the
determination of adecuate capital as the opinion of others is
more important. He quotes Frank Willie (The American FDIC
chairman) as saying, "adecuate capital is the least amount
necessary for others to have confidence in your bank and its
operations.” % The question is, how does a bank determine
what amounts of capital will maintain public confidence in

its operations?

From the foregoing, it is therefore not surprising that
some critiques consider the capital adequacy ratio as no
more than an arbitrary screening device for discovering

banks recuiring closer supervision. They argue for

the removal of the ratio or its lowering. P. A.

3. See the works of Anderson R.E., Bank Lending and Capital
Adequacy in an Environment of shortages, Zgg_gguxnal_gt
Commercial Lending, August 1974, Pp. 22 -"23 and Golembe,
op citl p.1)

4. Golembe, op Cit, p.15
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Ogwuma? is of the opinion that this ratio (capital to loans

and advances), which was one to ten in 1980 and one to twelve

in 1983, be lowered to say one to twenty.

ways.

The control of capital levels in Nigeria is done in four

Thpee of them are expressly provided for in the Banking

act, while the fomrth is a derivation of the Central Bank

using the powers inposed upon it by the banking act 1969. The

four ways are treated as item (a) to (d) below:

a)

b)

c)

d)

Section 6(1) specifies a minimum paid up
capital of N600,000. for indigenous banks
and N1.5million for foreign controlled banks.

Section 6(2) empowers the @entral Bank to
prescribe the winimum ratio of capital to
loans and advances. The Central Bank does

this through the monetary policy circulars.
Circular No.16 of 1983 specifies a ratio of .=
one to twelve,

Section 13(1,a) limits lending to any one
person, to 334% of the banks paid - up
Capital and statutory reserves and

The weighted Risk Asset Ratio: This method
of determining Capital adecuacy depends on
the quality of the banks assets. It relates
shareholder funds with the total of risky
assets, Banks with a high risk pertfolio of
assets will need more capital than a bank
with a safe, liquid portfolio of assets.t
Levels of capital prescribed therefore is in
cognisance of assets at risk and liabilities

5.

6‘

gwuma P.A., the growth of the Banking Industry in

Nigeria, A paper presemted at the 15th Annual Banking

Seminar in Port Harcourt, under the augpices of the

gigeréan Ingtitute of Bankers Novermber 30 - December
, 1980,

Nadler P.S., Bank Capital shortage and the Lending officer,
The Journal of Commercial Bank ledding ’

C , April 1976, P.23
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subject to withdrawal./ Assets are grouped

according to their relative degree of liguidity

and risk. Depending on the degree of liquidity,

capital support or cover will vary from zero

for cash items, té# 100% for bank fixed assets.

The Central Bank has designed a form for this

purpose (see specimen on page 24 ). The form

ig used by its Bank examiners.
The problems of capital adecuacy are further ciympounded by
the dynamism of banks. As a bank grows, experiencing
expansion in its deposits and loans, more capital is needed
to back up its increaged activities. Thus Bank growth erodes
prior capital adequacy. In addition to growth, Ppace mentioned
inflation as another cause of capital 1mpairment.8 Issues are
are worsened by the lack of capital planning by management.
Since a bank with evcess or adeguate capital in one period »
might experience capital impairment as a result of growth or
inflation, management needs to plan and anticipate capital
short falls and rectify them. Failure, will be inuiting the

regulators squeeze,

Pace suggests for methods or ways of improving capital
inadequacy:-
a) By a rise in bank profits

b) By decreasing devidend and increasing
retained earning

¢) By slowing the banks growth rate and
d) By raising new share capital.?

7. Vojta G. J., A Dynamic view of Capital Adegquacy, o
ghg1ggyrnal of Commercial Bank Lending, Pecember 1974,

8. Pace E., Dank growth and Capital Adequacy, Jaurnal of
Commercial Dank Lending, April 1980, P.13

9l PaCC' E., I‘-‘)id.
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Another method of combating capital adequacy problems will
be to vary the asset compesition from the risky and 11li~uid

to less risky and a more linuld portfolio of assets.

Having considered Capital and issues 'related to it, we

now consider deposits.

2.2.2. DEROSITS

Bank customers for various reasons, keep their money in
banks. These deposits place upon the bank, the obligation
to make payments when demanded or according to the terms of

the agreement between the bank and the depositor.

Deposits are important to Commercial Banks for a number
of reasons. PFirstly, they are the largest single source of

bank working funds. See Table 2.3.

TABLE 2.3
0_OF DEPOSITS TO TOT D
BANK e
1929 1980 1981 1982 1983
FBN <74 .81 .86 .88 .86
UBN .95 .95 .96 95 .95
UBA .9k .95 .96 .95 .95
IBWA .78 .97 .76 .68 .58
ACB .88 .83 79 .76 .83
SGBN NA .79 75 .69 NA
NB .82 .82 .80 .86 .84
BCCI NA .91 .80 .68 NA
NNB .89 .92 .91 .84 NA
NAB .88 .90 .92 .94 NA
MB .65 .68 o 71 .65 NA
Sources: ggEE?ted from various annual réports of these

iesi2D
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It can be seen from table 2.3 that deposits constitute
on the average, no less than 70% of bank assets. The
importance of deposits as a source of bank funds lies in the
experience of bankers that only a small proportion of the
deposited funds are demanded or claimed by customers at any
one point in time. "Provided therefore that a small proportion
(of the funds) are kept to satisfy the depositors withdrawal
recuirements and provided the Bank continues to enjoy the _
depositors confidence in his ability to honour his obligations,
the banker fells free to lend (and invest) the balance."10

Secondly, the composition or structure of deposits have
implications for bank resource management., . Deposits structure
determines the stability or the period of time deposit funds
are at the disposal of the bank. This has implications for
what purposes the funds can be employed. The nature of
deposits determines the structure of bank agsets, its loan
profile and to what extent the bank can undertake term
lending. This has implications for profits.

Thirdly, Nwankwol?l,posits that deposit structure influences
manpower needs. He agsets that more stable deposits will
require fewer personnel to service them, as opposed to more.
when the deposits are unstable. The resultant staff costs,
has implications for prefitability.

Fourthly, the structure of deposits also has implications
for bhe.¢ost of .these funds to the bank. If classified by

10. Nwankwe G.0. The Nigerian Financial System, London &
Basing stroke: Macmillan, 1980, p.56

11, Ibid p.57
.o.l-/ 29



-2 =

the type of contract between the bank and the depositor,
three types of deposits are recognised. These are demand,
time and savings deposits, but no interest is payable on
demand deposits. The relative size of each in relation to
the others, therefore has an impact on the amounts of »

interest payable.

Finally, deposits are important as they form one of the
major source of money on the economy. This arises from the
process of debt monetization by the commercial banking

systems, using primary deposits to create derivative deposits,

The only regulation applicable to deposits. is that on
the interest payable. Not much room is available for
competetive interest setting, as most banks will pay the
maximum rates allowable. This does not however preclude banks

f+dom attracting deposrts by other means such as publicity etec,

TABLE 2.4
N TE EPOSIT

_TYPE OF DEPOSIT . RATE
a) Savings Deposits 7%
b) Time deposits with 7 days notice 6%
c¢) Time deposit for one month 7
d) Time deposits for one to three months 7
e) Time deposits for 3 - 6 months 7%
f) Time deposits for 6 - 12 months 7%
g) Time deposits for over 12 months 8

Source: Monetary Policy Circular No. 16

eeee/30
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2.2,3 LOANS AND OTHER LIABILITIES

Banks eften supplement deposits and capital by borrowing.
Banks often borrow from other banks. These take the form of
rediscounts and bills payable. A rediscount is a sale by the
borrowing bank with its endorsement, of loans it holds. They
are regarded as contingent liabilities of the bank. Bills
payable are promissory notes issued by the borrowing bank and
secured either by its loans or by other assets, mainly bonds,
which the bank owns. There are also acceptances. Acceptances
arise when a bank accepts bills drawn on it for a commission
that is payable at a later date under the terms of a commercial
letter of credit or acceptance.#precment. The sale ~f the %11l

e* ~cce trance to some other bank guarantees the funds.

Banks also supplement their funds with long term loans.
There are often debentures flated by the bank.

2.3. USES OF BANK FUND AND CONSTRAINS

The use of bank funds results in the acruisition of

various types of assets, and is influenced by several factors.
Banks are influenced by their obligation to shareholders to

be profitable, This conflicts with their obligation to
depositors to be liquid. The pursuit of profitability is
generally counter to the drive for licuidity, as high income
earning uses of Bank funds often result in relative illicuidity.
Loans and advances which are the highest e-rning asee~ta, are
the most 1lliquid of bank assets. On the same vein, the

pursuit of liquidity will result in low profits. The most
liquid assets, cash, earns no income. Similarly, the more

liquid investments earn low incomes.

sesees 31
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A second factor influencing the use of bank funds is the
prevailing market conditions. The market situation determines
whether bank funds are held in cash, short term investments
or in other forms. The existence of a lender of last resort
or 2 rediscount mechanism is important because they can

enhance liouidity by monetizing illiruid assets. 12

A third factor is the existence of a regulatory framework
and the extent of the regulation. The regulatory framework
in Nigeria, is a by - product of the governments development
goals or other economic objectives. The resultant regulationg
creates constrains for banks free operations. Related to this
is the structure of the economy in terms of sectoral dominq.oo
and the relative unimportance of some sectors considered vital
for exonomic grewth in comparison to other sectors., It is this
differences in sectoral importance that often gives rise to
the need for regulation of bank operation to ensure ade-ruate
attention te sectors considered necessary for even developmens.
Regulation of banks in Nigeria, is done through the Central
Bank of Nigeria (from now CBN), who in turn give directives
through their annual Monetary Policy Circulars.

Finally, the use of bank funds is a function of the banks
goals and objectives and its operational philosophy.?3 This
depends very largely on management philosophy, which in turn
is influenced by the managers personality, exposure, training
attitude towards rigk and so on. Bank goals and management

attitude determines which sectors of the economy are most

1. Nwankwo op Cit p.58

13. Nwankwo op Cit P. 58
eeed32
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favoured, inh* terms of lending, extent of fund utilization

and so on.

A study of a banks asset structure (use of bank funds),
gives an insight as to how the bank has operated within the
regulatory framework. It indicates the banks goals,
objectives and management priority as indicated by what use
the bank funds have been put to. Bank asset structure is
used to measure capital adecuacy, liquidity and is also an
indicator of bank profitability. The use of bank funds also
gives an insight as to the tmgde - off between linuidity and
profitability. It also indigates management attitude to risk.

Bank assets are normally composed of the following :-
Liquid assets, Loans and advances and investments. We shall

now consider each of these and the constrains applicable,

2.3.1. LLQUID ASSETS: PRIMARY AND SECONDARY RESERVES,

Liquid assets are normally divided into Primary and

Secondary reserves. We shall take each in turn.

VES:

These are the banks cash assets. Banks hold primary
reserves to protect their sqQlvency. Sufficient cash is
heeded to meet possible deposjtor: withdrawals and thus
ensure depositors continued conffdence in the bank.
Liquidity is also regquimed to accommodate the demand of
customers for loans and advances and to take advantage of
investment opportunities that might develop. The need for
cash 1s especially critical in Nigeria where the undevelopegd
banking habit has resulted in an emphasis for cash in mogt
transactions. Banks therefore reguire aderuate cash for

possible withdrawals by depositors and its debtors.
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In many countries, the government imprses a cash
reserve recuirement on banks. The aim is to maintain bank
liquidity. In Nigeria, S.120f the Banking Act 1969 empowers
the CBN to set c=2sh reserve levels, The CBN re-uires banks
to maintain a non - interest earning reserve with it,
computed as a percentage of demand deposits. The classes
and the minimum rates of cash to demand deposits as per the
1983 Monetary Policy circular issued by the CBN are contained
in Table 2.5

TABLE 2.5
ERVE U ENT
CLASS TOTAL DEPOSIT LI ABILITIES et o

N300m. or more 5

N100m. or more but less than
N300m. %

C N30m. or more, but less than
¥100m. 3
D Legs than N30m. 2

Source: CBN Monetary Policy Circular No. 16 of 1983

These reserves are non interest earning deposits with
the CBN. These reserves aid the CBN in the settlement of
inter and intra bank transactions.

Generally, besides the statutory reserves banks
maintain some cash reserves adeouate for its operations. The
amount to be maintained requires careful planning based on
past experience. Cash positions should be closely monitored
to see what lending and investment capacity is available and
whether cash shortages are developing or likely to develop in

the future. It also recuires a monitoring of the deposit

.UIII/Sl"
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position and forecasting the cash demand by customers in the
ordinary course of business. Cash management also involves
the forecasting of excess cash balances and planning their
profitable use. This is imperative as idle cash earns no
income. Care should however be taken to maintain adecuate

1iquidity.

Deficiencies in cash reserves often occur. Section
12(4) of the Banking Act 1969, imposes a Penalty for bank
failure to meet the required cash reserve level. There is
thus a presure on banks to maintain the recuired cash ratio.
So how will a bank make up for a short fall in cash reserves?
Raymond Kent suggest four possible ways:-

a) A bank could purchase the erxcess reserves
of another bank.

b) A bank could recall its outstanding call
loans.

¢) Secondary reserve assets could be sold and

d) The bank could borrow from the CBN.14

A fifth alternative is for the bank to withhold the granting
of further loans and advances and investment of funds. This
will stem the withd%awals of cash imminent with the granting
of new loans. Thus the bank is abbe to gradually build up
cash reserves.

Banks are often reluctant to hold cash as it does not
generate income. The thrust therefore is to maintain c3 low .
a cash balance as possible in excess of the cash re-erve

requirement,

4. Kent R.P., Money and Banking, New York: Holt Rinchart and
Wiston Inc., 1972 p.31%4.
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SECONDARY RESERVES

Commercial banks frown on statutory cash reserve
re~uirement as they think bank licuidity and solvency can
be ecually and aderuately maintained by holdings of readily
marketable short term securities, which can be easily
converted into cash on requirement and at the same time earn
income. These short term securities are what are termed

secondary reserves.

To qualify as secondary reserves, securities must be
backed by a high quality credit standing of the issuers.
It must be readily marketable and free of default risk. It
is often recommended that they be short term to insulate them

from market and interest rate fluctuations.

These secuties often form the outlet for absorving excess
liquidity of banks. These outlets for excess fund employment
include investments in money at call, bills discounted,

treasury bills and certificates, bills of excahnge and so on.

The Banking Act 1969 in gection 12 imposes a liquidity
ratio of 25% on all banks. Liquid assets must attain 25%
of current liabilities. This ratio is computed by taking
into account primary and secondary reserves. The aim of the
rajio 1s again to safeguard banks from the risks of illiquidity
and the resultant public lcss of confidence in banks and the
banking system.

For purposes of computation, Section 12(5) of the Banking
Act 1969 enumerates the assets that could be termed liquid.
These consist of any or all of the following:-

veasand 38
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a) Notes and coins which are legal tender

in Nigeria.
b) Balances at the CBN.

¢) Net balances at any licensed bank

(excluding uncleared effects) and money at

call in Nigeria.

d) Treasury bills and treasury certificates

issued by the Federal Government.

e) Inland bills of exchange and promisory

notes rediscountable at the CBN

f) Stocks issued by the Federal Government

with such dates of maturity as may be

approved by the CBN,

g) Negotiable certificates of deposits approved

by CWO
h) Such other negotiable instruments as
from time to time be approved by the
for the purposes of this subsection.
Femi Adekanye lists the constituent components
liabilities to include the following:
a) Deposits of all types

b) Certificates of deposits issued (not
than 18 months to maturity)

may
CBN

of current

more

c¢) Excess balances held for internal banks

d) Excess money at call held for other banks

e) Balances held for external offices less any
balances held with external office (if the

net is minus, ignore). B

Shortfdlls in the liquidity ratio must be rectified or the

bank is penalised. Liquidity problems can be rectified in

one of the following ways:

15. Adekanye Op Cit Pp. 115 - 116
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a) Sales to other banks or the market of
invegtments and maturing securities.

b) Demand for repayment of maturing loans
by the banka

c) Withholding the granting of loans and
advances and the making of investments.

d) Attraction of new deposits.

e) The bank issuing money market liabilities
and negotiable and non - negotiable
certificates of deposits.

f) Borrowing, either from the CBN or other Banks.

2.3.2 LOANS AND ADVANCES
Loans and advances constitute the most important

fraction of bank assets. They are preferred to investments,
because they earn higher rates of interest that more than
covers the higher costs incurred in loan administration
than in the management of investment pcrtfolios]®  In the
absence of cash and liquidity recuirements, banks will tend
to loan out all their available funds for maximum Profitability.

Commercial bank loans and advances can be classified in

various ways. Shapiro and Steiner 17 recognise four ways:

a) Classification By form
Three types are recognised under this
category: loans, discounts and overdrafts.
In a loan, the bank buys an interest
bearing note for its face value. The
interest payable is either collected at
maturity or periodically. In a discount
the bank buys for its present value (usually

16. Kent R. P., Op Cit p.325

17. Steiner W. H. and Shapiro E., An Introduction to the
Financial System: Money and ﬁanking, New York: Henry

ooo./38



-38 -
less than the face value) a non - interest
bearing note payable in the future (at par).
An overdraft on the other hand, is granted
when a bank honours a checue written in

excess of a depositor's balance.

b) Classification by Maturity
These are of tweé two types
1) Demand loans: These have no definite
maturity date. They are callable at any
time by the lender and are repayable at
any time, at the option of the borrower.
ii) Time loans: These have a definite
maturity period. often, the interest rate
is also fixed at the time of negotiation.
They are normally repaid by installments at
intervals, though they can also be repaid
in full at maturity with interest payment at
intervals,

c) Classification by security:
Two types are possible:
i) Secured loans: These are loans secured
by collaterals or endorsement or guarantees
by other parties.
1i) Unsecured Loans: For these loans, no
security, endorsement or guarantee is offered.

d) Classification by Borrower
These include:
1) Loans to bank customers or regular depositors
ii) Loane to outsiders made in the epen market and
itf) Loans to other banks and to a banks subsidiary.
A fifth classification can be made with respeét to the use
to which the loaned funds are put. This is
e) Classification by use

Under this classification, loans could be

lll.lf39
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i) Commercial loans
i11) Agricultural loans
1ii) Loans for manufacturing activities
iv) Construction loans
v) Loans for mining purposes

vi) Loans for services - utilities, transport
and Communication.

vii) Loans for exports and imports and

viii) Consumer loans.
Bank loans and advances are imwmortant for other reason-other
than they being the major source of a banks income when
related to deposits, it indicates the extent to which the
bank can grant or meet future loan re-uirements. Loans and
advanceg also have implications for bank liquidity. A banks

loan policies also influence borrower attitude.

The area that is considered most important however, is
the banks ability through the granting of loans, to
influence the course of a country's economic development by
it allocation of funds. The granting of loans to a large
extent determines what is produced, where and, how much of
it is produced. It is for this reason that the Nigerian
Government considers it crucial to regulate the granting of
loans by banks, and thus put within its control, the future
destiny of this Country.

REGULATI ONS GOVERNIN ADVANCES
Section 13 of the Banking Act 1969, imposes a number of

constrains on bank lending. Section ¢13(1 a) restricts a
bank from granting loans or advances to any one person or
the giving of financial guarantees or the incurring of other

liability on bemalf of the person, to not more than 333% of
.co'/""o
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the sum of paid up capital and statutory reserves of the
bank. Section 13 (1,b) prohibits the granting of
advances against the security of the banks own shares.
The section alsc regulates the granting of loans by the
bank to assocciated persons or corporations. These are
aimed at preventing the dependence of a banks future on

a single debtor.

Further contrcls are imposed by the CBN through its
annual Monetary Policy Circulars.

The Monetary Policy Circulars restrict the growth of
aggregate bank credit to a fixed percentum annually. In
1980, as in the previous year, the ceiling on Bank credit
expansion was pegged at 30% of previous years loans. An
exception was made for small banks whose loans and advances
do not exceed N100m. to expand their credit by up to 40% of
the previous years loans or up to 70% of total deposit
liabilities. The same rates were maintained in 1981 and
1982. In 1983, the credit expansion rate was lowered to
25% far large banks and up to 35% or 60% of deposits for
small banks. The aim here seems to be that of restraining
banks from over lending and thus rendering themselves
i1liquid. In the computation of credit expansion, loans
granted for purchase of shares towards implimenting the
indiginisation scheme and loans in excess of limits =4t for
agriculturel, residential buildings and car loans, are
exempt,

The sectoral allocation of loans and advances is also
regulated. Minimum levels are set for preferred sectors

and maximum levels fixed for less preferred sectors.
.../1}1
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Table 2.6 shows a four year trend of sectoral allocation
of loans imposed by CBN on Commercial Banks.
TABLE 2.6

+ SECTORAL DISTRIBUTION OF LOANS AND ADVANCES
OF COMMERCI BANK

AR 1950_2%&61 1982 1983
A S S
PREPERRED SECTOR/SUBSECTOR (MINIMUM)

I. PRODUCTION 56 56 56 61
Agricultural Production 8 8 8 10
Mining 2 2 2 2
Manufacturing: 36 éé 36 éé

a) Agro-allied Industries 3 3 3 3
b) Other Manufacturing 33 33 33 33
Construction: 10 10 13 13
a) Residential Building 6 6 6 6
b) Others 4 4 7 Vi
IT. SERVICES a2 12 A2 a2
Public Utilities 3 3 3 3
Transportation & Communication 9 9 9 9
III. EXPORTS __5_ _2 _3 2
IV. DEVELOPMENT AND FINANCE INST. _2 _2 I ),
75 75 75 76

LESS PREFERRED SECTOR/SUBSECTOR (MAXIMUM)

V.  GENERAL COMMERCE 17 172 17 16
Imports 6 6 6 6
Pomestic Trade 1" 11 11 10

VI. OTHERS 8 8 8 8
Credit & Financial i

Institutions 1 1 1 1
Government 2 2 3 3
Personal & Professional 3 -3 L
Miscellaneous 2 2 L -

2 25, 25 24
100 100 100 100

Sources: CBN Monetary Policy Circulars
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The government hopes that by defining the percentare
of loans banks should give to sach sector/subsector, no
sector will be given disproportionate attention. This w'll
ensure fast economic development by directing funds to
secters critical to industrial take - off. The need for
this regulation arose because of Commercial Bank preference
for Commercial loans to the detriment of agricultural,

industrial and other sectors.

The government also wants to place the ownership,
direction and management of the Nigerian economy into
indtgenous bands. To achieve this, funds must be made
available to Nigerians. Thus banks are required to allocate
a certain percentage of their loans and advances to in"ir 10us
borrowers. This direction is contained in the yearly monctary
policy circulars, In 1979/80, it was directed that 70% o
loans and advances be granted to indeginous borrowers. Tue
same ratio was maintained in 1980 and 81, In 1982, the ratig
was raised to 80% of loans and advances, This ratio was
maintained in 1983. Besides this, a certain proportion of
loans is to be pressrved exclusively for small scale
industries, wholly owned by Nigerians. This allocat~d crodit
was to be shared according to the pronortionsg indicated in
Table 2.7, which is related to the turnover of the ventn o,
Note that in 1980, 1981 and 1982, banuis failed to me~t + .'sg

reguirement.
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TABLE 2,7
L OF T TO OWN
C N E

TURNOVER PERCENTAGE SHARE

1980 1981 1982 1983
A, Up to ¥25,000. 1.6 1.6 1.6 1.6
B. qu,OOO; - 50,000 1.6 106 2.0 2.0
Ca 550,000. - 100,000¢ 3.2 302 302 3.2
D. N100,000. - 200,000. 4.0 4.0 4,0 4.0
E. N200,000. - 500,000 5.6 56 5 o2 He2
TOTAL 6.0 16.0 16.0 16.0
Total Loans to Indigeris 70.0 70.0 80,0 80.0

Sources: CBN Monetary Policy Circulars

Banks operating in rural areas are also constrained to
lend a certain percentage (30% in 1983) of deposits collected
from rural areas to customers in those areas. The aim is to
enhance rural area development and encourage the development

of a rural banking habit.

Finally, the CBN also controls the amount of interest
chargeable by banks on loans and advances granted by them.
This is a big constrain on the banks income earning
capacity. Table 2.8 shows the applicable rates for preferred
sectors, The Monetary Policy circulars specify whether the

rates are maximum or minimum.

IO../L"]'*
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NT C ON

1980 1981 1982 1983
% % % %

Lending Rates:

Minimum 64 7% 8% 9%
Maximum 114 114 12 13
a) Preferred sector maximum 9% 9% 104 11}

b) Less Preferred sector maximum 11% 11% 12 13
c) Agric Credit guarantee scheme 5-6 5-6 5-6 6-7

d) Residential Housing costing
less t han ¥100,000. 6 6 6 7

e) Agricultural Production 6 6 6

Sourceg: CBN monetary policy circulars

From the above discussion, it is apparent that
Commercial banks operate under strict regulations. One
then wonders what free hand they have in running their affairs.
It is therefore tempting to conclude that banks have no
freedom or latitude to operate as they wish., This conclusion
is however misleading as a Commercial Bank is free to "grant
or deny a loan, charge or not charge service fees to
customers, compete for small depositors funds or just
concentrate on large accounts..........(Banis) = operate
in the same manner as a business concern and attempts to
optimize its return given the resources at its disposal."18
Thas strategy and policy development are still possible
within the seemingly impossible constrains. This is -

especially so confirmed as no two banks portfolios are

18, Magen S. D., The Cost of Funds of Commercial Banks: An
Economic Analysis, New York:; Cambridge University Press,
Dunellen, 1971 p.3%
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exactly the same or yiedd the same income. Banks could and
should develop unique lending policles to meet their
respective goals and objectives within the regulatory

framework. This is the subject of the next chapter.

2.3.3. LINVESTMENTS

Investments it has been sald, earn lower yields than
loans and advances. For this reason, banks prefer lower
levels of investments in comparisen to lcans. Inspite of
the lo; returns, banks still need to invest for the
following reason:- (1) when there s a need to hold assets
readily convertible into cash. Thus investments serve as
a buffer between liquid assets (that earn no interest) and
loans (which earn high interests but with attendant
illiquidity). (2) When the demand for loans is slack and
excess liquidity develops.

Thus the volume or sige of investments depends on
three factors:

a) the availability of investment outlets,
which depends on the prevailing market
cenditions;

b) the demand for loans and advances which
could either lead to increased investments
or sale of securities, and

c) the state of the banks liquidity

Thus the level of investment will ¥ary from period to
pericd depending on the prevailing circumstance. A look at
Table 6.% confirms this. The table relates invesgstments to

deposits.
ao--/’"’b
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Investments here are distinguished from secondary
reserves. Seccndary reserves are short term, high quality
and readily marketable securities. Investments, ordinarily,
have longer maturity periods and the emphasis on marketability
is lese than with secondary reserves. Investment outlets
include various kinds of debt instruments like notes,
mortgages, debentures and so on. 6enerally however, banks
in Nigeria confine their investments to holdings of seeutrities
iszu=d by S0 geveramen®. Theae ares mostly gevernment

development stocks.

- Commercial bank imvessments are also regulatnd.
Section 13 (1,f) disallows Commercial banks to hold share
caﬁital im amy undertaking without the approval of the CBN.
Even where approval is given, the shareholding must not exceed
25% of the gwm of the banks waid wp eapital and statutory
reserves. Shares acquired in the course of debt satisfaction
must be disposed of at the earliest possibility. S.13 (1,1)
of the Banking Act 1969,

Commercial banks are also prohibited from owning
subsidiaries other those in the banking business. (S.13: 1,h)
Banks may however hold shares, with the approval of tke CBN,
in a statatory eorporation set up for the purpose of
promoting the development of a money market or a securities
market or improving the financial mackinery for financing
economic development (S.13. F, ii). Gommercial banks are
also not allowed to acquire or lease real essate except for

the purpose of conducting its business and staff housing.

svneef W]
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2.4+ CONCLUSIONS:

We saw in this chapter that capital is not an important
source of bank funds and was also on the decline over the
years., We also saw that deposits were the most important
single source of bank working funds. We also noted that
loans and advances constituted the major outlet of bank
funds and that the level of investments depended very much
on the demand for loans and advances. We also saw that the
banking industry was highly regulated and that inspite of
this high degree of regulation, there was still room for

banks to develop lending policies and practices and policies
as to how they deploy their funds,

In the next chapter, we will consider the "»nding p

policfies and practiees of banks.

d»o-cq-/h'B



CHAPER THREE
0 D CE

Commercial banks grant loans and advances in the hope
of making profit from the transactions. Banks in their
planning, should therefore set overall profitability goals,
which are usually based on expeated returns on capital
employed. To achiéve this desired return on assets, returns
on various earning asset partfolios necessary to achieve the
overall objective, should be computed. The loans officer is
then left with a specific goal of contributing his quota
toward the attainment of the set objective.

The attainment of set objectives calls for the

establishment of policy guidelines to enhance their

achievement. Policy decisions are necessary to indicate
the kind and number of loans a bank will make and to also
specify whom the bank will lend to and under what ¢

circumstances.

Certain issues need to be considered in thc develcpment
of a loans policy. These are :-

1) Any meaningul loans policy should take
cognisance of the legitimate credit needs
of the community or credit market in which
the bank operates. This should then be
incorporated into the loans policy. Credit
needs can be determined by actual demand or
Survey.

2) The bank should then assess its ability to
meet the credit needs of the market. This
should be done from the point of view of
its available funds and the banks set

ees/H9
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objectives. It is obwioug that a bank
gannot meet all the credit needs of the
Community. In this case, the bank should
direct the customer to some alternative
gsource. Banks should not withhold loans
on some whimslcal reason. The constrains
should be the ability to expand loans and
to recover them.

3) Management should determine the general
character of loans it hopes to grant.
Sectoral ceilings should be established
on the variocus forms of lending, taking
cognisance of community needs and the
prevailing regulations. This credit
planning is te prevent the deprivation

“of one sector and supplying liberal amounts
to other seators. It should be siressed
here that the concern should not be so much

- on the form, but on the soundness of the
loan. The banks main concern should be with
the granting of safe loans.

‘Robert Maloane'! suggests that each loans policy should

address five bésicissues. These are:-

a) The delegation of individual lending
authority. '

b) Procedural matters for handling the
approval process. )

¢)  Current Pricing Policies

d) Current lending strategies that management
velieve to be appropriate and

g) Precedence and verbal communication

. These issues are discussed under sections 3.1 - 3.5 below.

1. Maloane R.B., Wiltten Loan Policies, The Jourpal of
Commefcial Bapk lending, June 1976, P.19.
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3.1. LENDING AUTHORITY

A lending policy must specify who has authority to
sanction loans and advances. As a general rule, the
authority to appreve loans lies® with the Board of
Directors. Very ofteh, the board delegates the
responsibility of supervising the lending function te
either a loans committee or the executive committee.,
The lending efficers then report their lending activities
to the committee er executive (frem now, the supervising
autherity). The supervising authority ensures that loans
cre issued within the laws confines and the banks lending
policies and ebjectives.

Generally, the lending function beccmes specialized,
recuiring particular appraisal techniques, skills and
abilities. This results in the organisaticn of lending
activities into departments such as mortgage department,
commercial -loans department and so on. The loans policy
must specify an erganisational and administrative
hiérarchy. Responsibilities must be specified. Each
loan sfficer should be assigned a specific am~m* of
lending authority. In practice, he should be allowed
latitude for independent decision within the limits »f his
autherity. Each efficers limit should reflect the officeprs
level of competence  and judgemental ability. Cognisance,
should be taken »of the officeés training and exrerience.

In all cases, authority must be accempanied with respsnsibility

and accountability.

Bankxs should safeguard against creating a feeling in

customers that the loans efficer or manager is not

cees/91
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responsible for the final loan decision. Adequate

authority shauld be given t® branch managers o grant laans
without reference to the head office. - They should -bear .
full responsibility fAr their actirns.

3.2 CREDIT OVAL P

Each loans policy should state the rules and
ragulations under which the locans officers are to operase. ...
The role of the supervising authorities, their responsibility
and wher a loans afficer needs t~ refer to it, must be

specified.

" The precedure brechure should speeify the duties and
responsibilities of 1mans officers, credit departments,
and the precesses to be folluea in obtaining th® appreyal
of the supervising aukharity, amd should specify the limits
or levels requiring their approval. The prrccdure mannual
should alse specify what kind of informatirn should be «
~btained frem prospective debtors and what «-:llaterals: ar
security is neeessary and how the trarsaction $hould be .
do?ﬁﬁéntad‘ The preecdures sheuld also specify the sige, of
loans te be appreved by cach officer or credit crmm;téec and
when audits and appraisals will be recuired. ﬁlbrtﬂe desalls
necessary for the maintainance of a sound credit appraval

procedure should be stated, i

In the grantirg of 1eans, the londing officer shcadd
concorn himself with the following. issucs:-

&) Soundnets ~f the Jeaan:s howr: Fhan ~ana a0 Al Flag lm
af ficer is ‘te obtain the assurance that
whatever money is loaned cut,will flow back
-001/52
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to the bank. Here the loans officer sets
out te ensure that the lpan is.collectible
frém anticipated income or profits of the
bcrrouerg.

b) Purpose ef the loan: The concern of the
loan officer here is with establishing a
repayment schedule. The purpese of the
lean is important for the determination of
a repayment schedule which takes into
censideration the peculiarities of the loan.
This is so because ‘nvestments have varying
gestation periods. The incomes generated
are.not similarly distributed. This must be
taken inte account. This is also required in
determining what cellatuals are necessary.
As established loans policy should enable the )o2an officer,
by following the procedures, tm accept loans and establish
repayment schedules and demand aollaterals that are all

acceptable within the context of the banks objectives.

It should be D#ted in repayment consideration that éot
all bérrowers should be required to clean up their accoupts
annually or periadically before they are considered {or
further credié. ‘Repayments could be differed where a lsan
is utilised fer expansion without any risk of the principal
eing in default. Time should be allowed for the venture

to mature.

*Leans made for sound purposes, with realictically drawn
repayment schedules, often go awry, Default risk cannet be
predicted with any amount of certainty. Thus to minimize
the risk of ?efault, banks, after examining the credit ‘
‘worthiness -f the berrower and the viability of the project,

W . T
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demai.d cellat?ral as security in the event of default.
The loans peélicy should specify the criteria relevant in
the determination of individual or ceorperate credit
werthiness. 1t should alse specify circumstances in which
security will be required and the extent and type of

security.

Credit worthiness is based largely on individual
character and reputation. It is also greatl§ influenced
by the financial power of the borrewer and his earning
record. The determinatien of financial and earning power
often invelves the analysis ef financial statements,
through the use -of various ratiocs. Loan procedures should
provided adequate tools to enable the officers appraise
loans effectively. It should specify the information
required for the analysis, how it sh8uld be ébtained and
haw the ebtained data is to be analysed.

The best lending afficer is sometimes misled inte
making wrong credit decisions. Major lesses could result.
For thts reason, it is necessary fer banks to-conduct

cfedit reviews. Where the transactions are large enough,

a credil review department ceuld be created, etherwise the
rele could be played by a senier officer onr a small committee,
The aim is te investigate actual and potential borrowers and
maﬁe nescegsary recommendatiens. This review requires the
maintainamnce of customer file€s with the necessary financial
and ether information. Ihe file should contain the berrowers
business history, previous transactions with the bank and

the lean officers comment. The review is to show whether

sound lending is in eperation or not, They review and
.h .ao./sl"
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re-evaluate outstanding loans as to their default potential
and security adeguacy. These reviews serve as a_coﬁtrol -
measure to ensure that loans are issued within the confines

of the law and the banks policy and objectives,

Credit approval procedures must be explicit, exact,

concise and leave no room for confusion.

3.3 PRICING POLICIES

Each bank should have a laid down policy, establishing
the basig for charging interest on lecans. Interest must not

be charged arbitrarily.

The importance Sf intefest lies in tbe fact that it
greatly influences the volume and character of the banks
lean, portfolioc, It also determines the bank income. They
should therefere be set cautieusly. There are three ways or
approaches of setting interest rates sn loans. These are:.

a) Here thé'bank establishes an interest rate
schedule for various kinds of leans from

" the on set. The established rate are then
charged when the lean is made.

b) The bank charges the rates specified by the
" regulating authority - CBN. and

¢) Pricing loans on the basis of their yield
or income.
The first method (knewn as the traditional approach), is
net realistic as it does not allow a consideration of the
perculiarities of each loan. 1t Charges a blanket rate,

The same shorteoming is applicable to the second method.

Loan pricing based on loan yield takes into account

the return from the loan and compares it with cost eof

ceeds/35
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using such funds before arriving at an appropriate

interest charge. This method takes into account:-

a) the costaef funds loaned out

b) the cost of making and servicing the iloan,
that is, overhead 8xpenses.

e) a risk cost factor which sheuld cover
probable losses that might arise with time and

d) the provision of a reasonable profit margin.2

With this method, banks will charge 1w interest for leans

+hat result in low cost or risk and more for riskier loans

and those that generate high overhead and interest costs.

This methed rejects the notion that banks operate in a

tight corner with no room for operational discretion and

strategy development,

The loan yield method of pricing loans has been

recommended by Thomas M Flyn3 and James A Heeven and Jerome

S. 01d ham®.

These writers in their articles established formats

for analysing loan yields. The format developed by Hoeven

and Oldham was found to be better than that suggested by

Fiyn. It is easier to understand and more detailed. See a

copy of the format appearing as Table 3.1. It is

recommended here that banks employ this method.

2.

b,

Crosse H.D., Management Policieés for Commercial Banks
(NewsYork: Prentice Hall Inc, Englewoods Cliffs.,1962),
P.20

Flyn T. M., Loan Profitability - A methed to the madness?,
The Journal of Cemmercial Bank Lending, March 1978, Pp.3-11

Hoeven J. A. and Oldham J.S., Cemmercial Loan profitability

Pricing Analysis, Journgl of Commercial Bapk lending, June
1976, Pp. 44 - 57.
iisad 7
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Banks must price their lcoans. This pricing should result
frem analysis of the peculiarities ef the loan. Adecuate
pricing precedures should be established. On the whole, ...
the purpese of a pricing policy is to ;
a) determine the profit contribution af the :
lending function involving both new and a :I

review of existing leoans. It allows a day
to day appraisal of loan performance.

b) to produce results which are consistent
with set ebjectives and produce the
desired return on capital.

¢) to result in the equitable and objective
pricing of loans by various loans officers,
thus serving as a realistic standard .and
precluding bias.
Each bank should set pricing policies that adapt easily te

its peculiarities and directs the whole erganisation towards

the achievement of its set objectives. _ |~

3.4 LENDING STRATEGIES
Bach bank should have a lending strategy, documeﬁted

and understandable to all loans officers. A lending strategy

should state clearly the goals it aims to achieve and how

these goals are to be achieved. It should state which loans

are desireable and which loans are net. I{ should specify

séctors singled ocut for special attention and how the bank

wishes to go about achieving its aim. A strategy should

guide the lending officer towards the desgired bank objectives.

A strategy sheuld state the area of emphasis, the bagis
of pricing the leans and whether its ratesare flexible er

fixed and when it is appropriate to float them.
.. /58
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TABLE: 3.1

COMMERCIAL LOAN

YIELD ANALYSIS WORKSHEET

Borrower's Name

[J New Loan [0 —_ Review Date

SOURCES OF FUNDS EMPLOYED
1. Average Loan Balance
2. Demand Deposit Contribution (Average

Balance x (1 -~ Reserve Requirement _______ %))
3. Time Deposit Contribution (Average

Balance x (1 -~ Reserve Requirement ______%))
4. Other Deposit Contribution (Average

Balance x {1 - Reserve Requirement ___ %))

5. Tolal Deposit Contribution (Tota! of
Lines 2 through 4)
3. Net “Pooled Funds” Required (Line 1 = Line 5)
“OTAL QROSS LOAN INCOME
Loan Interest (Line 1 x interest Rate
Charged %)
8. Service Charges and Other Fess
9. Total Gross Loan Income (Line 7 + Line B)
TOTAL LOAN EXPENSE
10. Cost of Funds Required (Line 8 x Appropriste
Cost Rate %)
. Time Deposit Interest Expense
2. Loan Servicing Costs (Non recurring)
A. Initial Costs  §
B. Term Costs $
i3. Total Direct Expense (Subtotal of Lines 10
through 12)
14. Departmental Overhead Expense
15. Cost of Risk (Line 1 x Appropriate Risk
RAate Factor )
16. Demand Deposit Activity Costs
17. Total Loan Expense (Total of Lines 13
through 16)
NET LOAN INCOME AND YIELD
18. Net Leoan Income (Line @ ~ Line 17)
19. Net Loan Yield (Line 18 + Line 8)
NOMINAL RATE CALCULATION
20. Required Net Loan Income {Line 6 x Desired
Yield on Pooled Funds Employed %)
21. Required Gross Loan income (Line 20 + Line 17)
22. Interest Rate Required (Line 21 + Line 1)

s—...._

B

TOTAL

§ i

'——-—-.—.._..'

, R
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3.5 PRECEDENCE AND VERBAL COMMUNICATT OM

A Loans policy should state the extent to which
precedence should guide current loan decisions. It must
also explicitly discourage verbal communication asg a basis

for granting loans.

A lecan palicy shculd be wyritien;the advantages are
obvious. A loans policy must be implimented by competent
credit personnel who can evaluate the -~uality of credits and
and identify weakeness in a loan portfolioc, They must be
skilled in credit analysis. This might call for training.
They must be able to collect fhe necessary information,
analyge it and pequire adeguate amounts of collateral. They

must als¢ ensure proper documentation of all loans transaction.

In summary, each written lcoan policy should contain the
following peointse-

a) Types of losns and collaterals congidered
desireable for the banks portfolio.

b) Types of loans and collateral considered
inappropriate

¢) Lending Limits for each loan officer
d) desired aggregate locan level
e} Loan wix and their proportions

f) benefiting geographical area and ¢circumsiances
under which the boundaries can be evceeded.

g) Kind and extent of information re:uired for
each lcan.

h) written acknowledgements of the borrower
at the inception of the loan regarding
his understanding of repayment provisions and

i) Provisions for periodic review, inspection
and administration of loans after they have
been made.
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3.6 CONCLUSION SRS

In this chapter we have shown the need for banks to
establish lending pelicies with stated objectives to
achieve, We discussed the need to specify lending
authority and establish credit approval prcocedures in
clean and concise terms. We also menticned that a bank
must have a strategy for achieving its set objectives.

The current strategy must be specified and be clear to

all. We alse stated that pricing policies should he
established to ensure uniformity and eguity in the pricing
of loans. Finally, we menﬁioned that a leans policy must -
state the extend to which precedent should guide future

loan decislcns and expressly discourage verbal communication

in the granting of lcans.

In the next chapter, we will consider various cancépts
of business income, and establish profitability measures

to be used in this study.



CHAPER FOUR

D INATION OF BUSINE N . nss = b et

~ A.1 INTRODUCTION
Any study on profitability, pre-supposes tho existonea

P

of fmccme. Siwce no one measure of income is universally;
acclalmed; tha methnd adopted for this study must be - -
specified. In tﬁls=cﬁapter, we shall discuss the cconamists
and accounting. ceneepts of inceme, Prafit determinacian
is then handled. W» then discuss ppofitability, appraics-
the measures applied to man finaacial firms and their
inapplicability f&r the study, The chapter ends with a -
preéseripticn of prafitability measures tA be used in the.

study and some causal factor measures.

L.2 EC CONCE OF INCOME

There is no agreement as to the definition of business
income er reverua. -There is so cols®isus as td tho nature
AP income, -the-timing of its measure and the mode of its
measure. Economists and Acesuniadtd, evea though their
disc#plines aré related, held divergdnt conecepts af
incAmé afd 8mploy dfssimilar tools 6r mddes of measurembnis,
We shall rnew-discuss €ach of the twe concepts of businéss
income. " i | ol jeg® v LT ] - S AR i : A
%.2.1 THE BcoNOMIsTs cONCEPT. OF TNCOME

gy =« r T L omaR A et . . :
The economists cnnception of imcame is positnd by

-

Hicks, whc défine&’a'hars'incdmo as the '"Maximum value
ﬁhxch he can consume during ‘a waok ;ﬁd Stlll expect to
be as well olr at the end of the week ‘as he was at the
beginning.". -This concept of income was -extended and

applied -to -the determination of business incdme. When""

1o ‘Hicles JIR., Value “2® CapPal, (Offord: Claréedon -.7°
Press, 191-6) P.172.
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applied to business, it implies the measurement of business
assets at the beginning and end of a chosen period; the
computation of present values of enterprise assets and
liabilities at the begining and end of that period and
reporting the the defference.

Income in the context of Hicks definition is comprised
of two factors:

a) the increase op decrease in net assets that
were the result of operations, and

b) the increase cor decrease in net asset values
that were the result of changes in the
expected future value of those agsets.?

Because eof (b) above, Hicks definitien ef income poses
two operational problems.
a) The de.ermination of future outflows and
inflows which the definition requires, can
at best be a subjective exercise with a
highly suspect element of certainty and
thus unif~rmity. This will result in income

computation being highly dependent on
subjective management judgement.

b) The applicable discount factor fer present
value computation is also rot known and is
subject to the uncertainties of future -:
conditions.

It is as a result of these operational constrains, that
accountants reject the economists concept of income.
Accounting has therefore chosen the more operationally
beneficial course by delaying the fiming of income

reporting, until substantial evidence exists that income

2. McCullers L.D, and Schroeder R.G., Accounting Theory:
Text and Readings, (Toronto: John Wiley and Sons,

1978) P-h? '000/62
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has been earned. We now discuss the Accounting concept of

income.

4.2.2 ' ACCOUNTING INCWME

Income is gerierally conceived in accounting as an
increase in assets. This view is shared by the American

h, Vatter5 and Patons.

Accounting Principles Boardj, Donhr
Dohr limits this definition of income as an increase in
assets. This increase in wealth, he asserts, should not
result from a gift or appreciation in asset values or be
the result of additional investment in the business.
Vatter recognises that this increase in assets need not
necesgsarily becash. Suffice it that there are no specific
restrictions applicable to the new assets for example,
right to devidend payments, interest, and so on).

Patton and Littieton/ further posit that income should be
the result of an exchange of the product of the business,

be it commodities or services.

Paton goes on to list the tests of revenue: that

revenue arise from business activities and be recognised

3. Accmunting Principles Board statement No.k,
Concepts of accounting Principleg, (New York PA) 1970.

4, Dohr J.L., Income Divorced from reality, Journal of
Accountagey, LXVI, No.6, 1938, P.362

5. Vatter W. J., The Fund theory of Accounting and its
Implications for Financial Reports, chicago and London:
University of Chicago Press, 1969, Pp.25

6., Paton W.A,, Advanced Accounting (New York: Mcmillan
Coe, 19&1) P, 441

7. Vatter Op cit, quoting Paton and Littleton P.

1---/63
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and measured in terms of the essential features of the
operation; that revenue be evidenced by genuine asset
values, preferably in liquid form and that with firms
dealing in commodities, the recuirements are met by

accepting the completed sale as a test of revenge.

Enterprise regular product sales are the largest group
of transactions adding to the firms assets., Sales are
generally recognised as revenue. Care should however be
taken in this generali-ation as a "“sale, of itself, does
not establish revenue conclusively........"s. It should
then be noted that conditional sales donot result in
revenue, ingpite of cash transfers. Revenue could only be
recognised when the restriction is removed. Similarly,
sales with commitments such as guarantees, after sale
service undertaking and so on, result in revenues only to
the extent that these commitments cease to apply. 1t is
éustomary to net out from sales the estimated cost of
.these guarantees and report the balance as net sales. For
utilities and service firms, revenue is recognised at the

rendepring of the service,

Problems often arise as to the treatment of funds
flowing from the sale of items that are not the normal
products of the enterprise and other transactions of a 12
non-recurring nature. There are scholars that advocate
that items of a non-recurring nature be included in the
determination of enterprise revenue, as the revenue will
not accrue in the fiprst place, if the enterprise were not

operating. Opponents of this view counter by arguing that

8. Vatter op cit, P.27
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the inciiusion of such revenues distorts the firms "normal"
results from operations as they are of a nen-recurring
nature., The latter view is the one currently used in the

reporting of entérprise income in Nigdria.

Some tests are cohventiaﬁaiiy appiied to ald the
determination of revenue, These are the earning,

realization and distributebility tests.

=1

- Inceme is salid to be earned, "with the process of
operation or, more precisely, with the accumulation ef
c§sts assignable to the produect, The alternative view
considers revenue to be effectively earned only when the
final product is delivered or furnished."? Thusg for: <>
income to be earned, expense must be released; a service
rendered or the tittle of goods passed t&~a buyer. Thus
ho income is earned when deposits are paid in advance
without thé titie of goods passing to the buyer. When a
sale does eccur, income 1s earned irrespective of whether

cash payments occur or not.

The r_éalization principle is clnsel}-,r i-e.lated to the
concept éf accounting or reporting pericds. Income 1is sald
to be reallzed if within the accounting period, "the
dorporation need do nothing further to enjoy the benefit
o{lthem."10 Paton further states thus, "revenue is
fullf realized ........when it is represented or supported

- by cash receipts, and it has become conventional to treat

bona-fide current receivables as the equivalent of cash in

9. Paton ep cit Pp. 453 - L59,

10. Kester B.R., Principles ef Accounting, (New York:
Ronald Press Co., 1939) P.17
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this connection.”! Thus in realization, income is
recognised when the earning Process 1s complete or
virtually complete and an exchange has taken place. It
ig this exchange transaction that determines both the
timing and amounts of revenue to be recognised.

The realization concept results in the recognition.
of revenue at the point of sale, but the timing of such
recognition will depend on the nature of the transaction.
Where the preduction process cr service rendered, spreads
over two or more perlods, revenue is recumised by the
percentage of completion; revenue is also recognised aﬁ
the completion amd sale of the product. For service
firms, revenue 1s recognised as cash is received and 1n
scme cases, revenue ls recognised at the occurrence of

some event.,12

It is apparent thersfore that the timing of revenue
recognition can differ substantially according to
management whims, as there are no specific criteria fo;
proper time identification. It should be noted that it
1s often possible for revenue to be earned without being
realized. With sale and the collection of the proceeds,

revenue is both earned and realized.

The contentidn of the distribﬁtability concept is that
fédognised revenues should be distributable. This view is
championed by Cotter when he state thus, "the ability of
~eone company to pay out all'the profit it shows without

impairment of original assets, and the inabillity of the

11, Paton op cit Pp.453 - 59
12. McCullors and Schroeder op cit Pp. 54 -55
) I o L o B - : - ----/66
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other to do the same, indicates guite clearly which had
the reals and which had the fools profit."'3 Business
exigencies however, often recuire the retention of revenue
within the firm. A firms non - payment of devidends, does
not negate the existence of profit. A distinction should
therefore be made between "income performance and income

administration.”

Vatter further argues that the distributability test
to revenue is logically impossible, since it is assets that
are distributed and not revenues. That since assets are not
created by the ﬁere recognition of revenue, but with the
corresponding recognition of expense, this test is further

rendered inapplicable. 1

From the foregoing it is apparent that the accounting
inccome, although less susceptible to speculation and
judgemental whims when compared to the economists income,
it is still subject to uncertainties. Controversies still
abound. Scome accounting scholars see the adequucy of
current operating income as fully reflecting current
business performance. Other insist that the current
operating profit does not give a comprehensive picture of
the enterprise well-offness. Edward and Bells reguire
three further measures:-

a) The measure of income from realizable cost
savings which accrues as a result of an
increase in the prices of assets held during
a period;

b) Income from realiged cost savings which is
the difference between the historical cost

13. Vatter op cit quoting Cotter P. 37
1%. Vatter Ibid P.37
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and the current purchase cost/price of
goods sold and

c) Realiged capital gains, which is the = -~
excess of sales proceeds over historical
costs on the disposal of long term assets.13

Suffice it in this study, that an awareness of the

controversy is created.

The major difference between the accounting and the
economists concept of income is that the economists recuire
the valuation of the whle enterprise at the beginning and
end of some chosen period in order to compute its present
value. The current operating Accounting income however,
requires only the measure of assets generated in the
current period from current effort. It is this accounting

concept of income that will be used in this study.

In the next section, we will consider the determination

of current accounting profit from current accounting income.

4.3 ACCOUNT
Preofit is the difference between revenue and

expenditures incidental to the generation of the revenue,
while revenue refers to the inflow of funds or assets,
profit is a measure of how efficiently those funds or
assets were generated with reference to the incidental
costs. Basic to the recognition o>f accounting profit are
two concepts: the accounting period convention and the

matching concept.

15. Edwards E.O0., and Bell P.W., The Theory and
Measurement of Business Income, Berkeley and Los
Angeles, University of California Press, 1961,

Pp.113 - 115, 768
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Any exact measure of business profits is possible
only when the business is liguidated. Gilmansl® quotations
from the works of Kester and Cannings sucecintly portray
this idea. Kester opines thus: "Profits are cccurately
and definitely determinable cnly when a business ceases a
and is 1iquidated; Profits of a going concern are always
estimates.” 'Canning, in agreement to this idea states as
follows: "No measure of gross income made before an
enterprise is wound up either is, or purports to be a
precisely determined matter of fact ........ All measures
of income for periods..........less than the duration of

an enterprise are approximate indexes only."

For various reasons however, the determination of
prefits cannot be defefred till business licuidation.
Owners of enter_rises re~uire returns, manager require
performance reports for planning and administration and
taxing authorities will not wait indefinitely until
business liquidation. Thus out of expediency, the
accounting period convention developed for pericdic income
measurement. In Nigeria the normal reporting pericd is

cne calender year.

The matching concept re-uires that business effort be
associated with business accomplishments. It requires that
cost be related to revenues realized within a given
accounting periocd. For cﬁsts to be deductable from ~urrent
period revenue, they must be expired costs, having no

further future benefit.

16. Gilman S. Accounting concepts of Profits, New York:
The Ronald Press Co,, 1966, Pp, 75 =76
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The determinaﬁion of expenditures chargeable against
current revenue, depends on the definition of the terms
cost, expense and 1lnss.McCuller and Schroeder quote the
American Terminology Bulletin Nok as defining the terms
as follows:-~ ' | _,‘ Y

Cost: "These are the amounts given in
consideration of goods received or to be
received. Costs can be classified as
unexpired (assets), which are applicable
to production of furture revenues, and
explired costs, those not applicable to the
production of future revenues and thus
deductable from revenues and retained
garnings in the current periocd.”

Expenge: "are revenue Producing cost |
expirationg." '

" Loss: '"non revenue producing cost expiration.nt?

It is thus recuired that expired and unexpired costs
be determined., Only expired costs are charged to current
revenue. A distinction needs also be made between revenue
and non - revenue ylelding cost expirations. To aid
accountants, a distinction 1s further made between product
or direct cost and period costs, which are not directly
related to the product and are more related to the
explration of time. Period costs are released to expense
on the baslis of the period of benefit., All losses are
charged to revenue in the period their future uselfulness
becomes questioned, according to the concept of conservatism.

Product costs are normally released on the basis of the

17. McCullers and Schroeder op cit P.56
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number of products sold, For service industries like
banks, this will be the cost incurred in the discharge
of the service, This will be released on the extent of
service rendered.

To summarige, accounting profit is conse-uent opon
the ability to measure inflows (revenues) and associating
to them the corresponding outflows (expense). The net
effect is profit. Where the inflows and ocutflows are not
susceptible to measure, the timing of profit recognition
is deferred to a later period.

Having discussed the determination of profits, we
shall then concern ourselves in the next section with the

measures of profitability.

.2 PROFLTABI LITY MEASURES
4.4.1 While the measure of profit is an absclute amount

within its own limitations, profitability is a relative
measure. Mgst often, the tools of ratio-analysis are
employed, Profitability measures are relative measures
undertaken to aid comparative analysis, either of the same
fyrm from year to year, or with another firm. They aid the

evaluation of a firms operational performance.

Profitability measures often vary with the person
undertaking the analysis, depending on his relationship
with the firm analysed. The criterion measures of the
fellowing, Investor, Creditor, employee, management and
ah impassionate analyst, often differ from each other
because of their different interests and reference points.
The aim of this study is to analyse bank profitability
generally, without any bias to an interest group. In a
later section, the profitability measures for the study
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will be given. Meanwhile, the measure generally applied
to ncn - financial firms will be discussed and theirp

relevance for this study specified.

4.4+.2. PROFITABILITY MEASURES OF NON FINANCIAL FIRMS

These measures are discussed under items (a) to (c)

a) NET_PROFIT TOQ NET SALES

In computing this ratio, profit after tax (before
extra-ordinary items).ls divided by net sales. The
ratio shows the operational efficiency of a firm in
the manufacture, storage, selling and distribution
of its products. Thlis ratio has been used by a
number of scholars in their researches. They includc
Beaver (1966) and Altman (1968) who used it in the
prediction of firm failurej; Harrigan (1966) and Pinches
and Mingo ("973) who used it in bond ratings and
Stevens (1973) who employed the ratio in predicting

firmn mergers.

This ratio cannot be applied to commercial Banks
as banks do not sell products, but render financial
service. In its place the gross profit margin will
be used to show the same effect, The gross profit
margin is computed as the difference beétween operating

income and expenses, divided by Aperating income.

b PROFIT_TO TOTAL ASSET RATI OS

Three varients of profit to asset ratiocs are
pessible: gross yleld on total assets, griss profit
margin to total assetss. These ratios have been
found useful by the following researchers and

eveedl72 |
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authors: Tamari (1966), Beaver (1966), Pogue and
Soldofsky (1969), Deakin (1973), Pinches and Mingo
(1973), Lev (1974), Libby (1975), Wood and Porter
(1979) and Verghese (1983).

The ratio gross yield on total assets is given

as follows:-

Total Operating Income

Gross Yield on Total Assets = Total Assets.

This rz2tio is indicative of managements ability to
generate income that will cover all operating costs
and still generate an acceptable surpluse This ratio
is affected by a number of factors when applied to
Commercial banks: and increase or decrease in assets
employed which earn income; changes in the portfolio
to higher or lower yeilding assets; an increase or
decrease in the general level of interest rates;
management push for higher yeilds on loans and other
assets or an increase or decrease in fees and other
income not related to the employment of assets.
Changes in this ratio as can be seen, is greatly
affected by management behaviour in asset management.
The gross profit margin on total assets shows
not only wanagements ability to generate income, but
also its ability to control expenses. It is computed

thus:-
Income before tax - Operating
Expenses
Total Assets

Gross Profit Margin =
on Total Agsets

The ratio of Net Profit to total assets is a measure
of overall profitability and the efficiency of

Management. It indicates management ability to
.n--/73
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generate income, control expenses and obtain a

favourable tax status., It is calculated as follows:-
Net Income
Total Assets

Net Inccme on tot.al Assets =

The above mentioned measures will be employed in this
study.

When applied to non - financial firms, these profit
to asset ratios are indicative of the impact of leverage.
Two variants are recognised here. The first has as its
profit, income after taxes but excluding interest eharges
and devidends, while the second has as its numerator
profit after taxes, devidends an: interest.. Lev (1974),
argues that the exclusion of financing charges in the
first variant, allows a "more appropriate interfirm
comparison because differences among firms in capital
structure, reflected in differenct interest charges,
will not affect the ratio."’® = This meaning cannot
however be applied to commercial Banks as they are not
levered in the conventional usage of the word leverage
as applied to non - financial firms. Very few Nigerian
Banks have long term debt. The proportion of sghare
capital to total funds is also comparatively too small.
80 also long term debt., Bank funds are mainly composed
of deposits which are not similar in contractual
obligations as long term debt. Furthermore, Magen quotes
Silverberg as positing that, "there is no apparent
evidence that increased bank leverage (reduced capital

to deposit ratio), Significantly raise the capital cost

18.

Lev B., Financial statement Analysis: A New Approach,
(New Jersey: Prentice Hall Inc., 1974) P.15
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to commercial banks."19 Thus these ratios are not

used in this study.

SHAREHOLDER RELATED RATTOS

Profitability measures for non-finanecial firms
lays a lot of emphasis on shareholder related ratios.
This is because shareholder funds are often the major
source of business funds. For Commercial banks, this
is not the case. 80 these measures will not be used
in this study. It had earlier been mentioned that
this study is not aimed at analysing profitability from
the focal point of an interest group, but from a
general perspectiveg We shall however, briefly mention
the ratios. They appear as items (1) to (iii) below:

i) Return cn Sharehglders funds

This ration show the profitability of the
funds contributed by shareholders. It is
computed as:-

Return on Shareholders - Net Income
funds Share Capital + Retained
Earnings.

This ratio was either used or recommended by the
following: - Beaver (1966), Elam (1975), Harrigan
(1966), Pinches and Mingo (1973), Martin (1971),
O'Connor (1973), Lev (1974) and Wood and Porter (1979)

ii) Earnings per Share

This is computed as net income after Preference
devidend, divided by the outstanding number of

commeon shares.

19.

Magen S. D., The cost of funds to Commercial Banks:
An Econometric Analysis, (New York: Dunellen, 1971)

Pp. 97 - 98.
veadl?5
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(i1ii) Price Earning Ratio

This is the ratico of the market price of a
share to its earnings per share. Besides the
earlier reasons given for these ratios not .
being used, this has the added disadvantage that
only three banks are quoted with the stock

ex¢hange and thus have a share price.

4.5 PROFITARBILITY MEASURES FOR THE_STUDY

4.531, The peculiarities of Commercial Banks calls for
relevant alternative measures of profitability. These

shall presently be discussed.

This study as the topie will suggest, reguires the use
of measures that will firstly indicate profilability and
secondly, ratios that will indlcate the causal factors of
varied profitability. Some ratios will naturally serve
the dual roles., The measures of profitability will be
stated first, then the causal factors will be discussed
later. The profitability measures are disassed under items
(1) to (iv) below. o |

Profitability Measures

i} Income Trends

The trend of opérating income will be examined
to see how bank profits have fared over the study
yeaI'S.

ii) Operating Margin

The operating margin is the difference bhetween
operating income and operating expenses before
taxation. This results in the operating earnings
which:indicates managements abillty to earn a

' ' ' ceres/76
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surplus after providing for expenses of operation.
Its behaviour over the years will indicate the
behaviour of earnings and expenses.

111) Gross Profit Marging

This ratio is given below as follows:-

Operating Income - Operating

_Expenges
Operating Income

Gross profit Margin =

If viewed over timey this ratic reveals whether or not
the bank is sustaining an adecuate mark-up and/or
coontreclling operating costs.

iv) Net Profit Maggin

v)

vi)

This is defined by the ratio:

Net Profit Margin = Ne
Operating Incowe
The net profit margin ig affected not only by
factors affecting revenue and costs, but the applicable
tax ratess 1t thus reflects general management abili‘y
to maintain or generate a surplus.

Ratios (iii) and (iv) were used in a study by Wood
and Porter (1978)

Profit to Total Asset Ratios

These ratios have been discussed earlier under
gection 3.5.2.(b) The ratios of gross yield on
assets, wgross profit margin on assets and net profit
on assei{s will be used in this study.

Interegt Spread

Commercial Banks main business is fund related.
They acquire funds by issuing claims on themselves
(deposits, loans etc), and in return, promise to pay

interest. Banks in turn earn their income by

granting loans and advances, investing, discounting
bills, creating deposits with other banks and so on.
There are non-fund related earnings and these consist

covse/7?7
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mainly of exchange, commission, fee, etc:s In the
analysis of bank profitability, it is therefore
necessary to distinguish between fund related
earnings (which are the banks principal activity)
and non-fund earnings. Thus interest sptead is a
criterion developed to judge the profitabllity of
the fund-related business of commercial banksi

edd is defined as the difference betwee
average gross interest darned from earning assets
and the average gross interest paid on liabilitjes,
Interest spread has been used by Wood and Porter and
Yerghese (1983), in their studies on profitability.

When;expressed as a percentage of gross interest, spread
indicates the efficiency of management in the generation of
revenue to cover interest costs from funds employed by them
and indicates what margins are available towards meeting

operating expenses and generating a surplus.

Singe the deployment of funds is the main business of
Commercial banks, it should be interesting to see how this
principal activity sustains the banks operating expenses
and what contribution it makes towards profit. Operating
expenses are thus deducted from interest spread. The
difference will indicate whether the banks expenses are
within the limits of the revenue generated by their main

activity or operation.

1
For further analysis, interest spread will be expressed
as a ratio of items (i) (ii) (iii) below:

1) Iotal Working funds

This will indicate how profitably management
is employing the deployable funds at their
disposal, Working funds are defined as Capital
and reserves, plus deposits, plus other

«ses/78
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liabilities minus the statutory cash reserve
requirement

2) Deposits
This measure will indicate how profitably
deposits are employed by the bank.

3) Tot et
Spread to total assets will indicate the
return on assets employed from the banks main
cperations.
Having discussed the indicators of profitability, the
measures that will indicate the causes of the differences
in profitability will be now tackled. It should however
be noted that the author does not make any claim to
absolutes. The interpretation of ratios are largely

judgemental and subjective. We now discuss the ratios.

45.2. X3 FAC EASU

The measures to be considered here, are meant to give
an insight into the causes of bank differential profitability.
The following measures listed below as items (1) to (Viii),
will be uged,

191) Loans and Advances to Deposits

This ratioy,when studied in conjunction with the ratio
of investments to deposits will indicate management
attitude to risk and its impact on returns. This
ratio will also indicate management attitude towards
maintaining liquidity and its dampening effect on
profit. 1t will pitch management as either

conservative or aggressive in the granting of loans.,

ii) Inve t to D t

See item (11) above.
) .Olg79
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iii) Interest Paid to Deposits

This will indicate the differential interest burden
borne by banks as a result of the composition of the
deposits they attract. Further analysis could be
undertaken by excluding demand depesits and computting
the ratic as interest paid to interest attracting
deposits. This shows the average cost of deposits
(interest bearing).to the bank. Adequate data was

however not available,

iv) Cost Structure

The trend of bank expenses, their growth (or decline)
over the years is another indicator of why bank profits
vary. When compared to the trend of income growth (or
decline) another phase to profitability differences

will be unravelled.

v) Provisjon for Loan Losses to Loans and Advances

This ratio shows the guality of loans granted by
the bank. 1t also gives an insight as to the quality
of staff, loan policies and of judgement used in the
granting of loans. It also shows the extend to which
loans policies are complied with.

vi) Interest Spread to Branches

It is aimed here to indicate the average

profitability of bank branches.

vii) Yield on Loans and Advances

Management decisions influence loans portfolios.
It is aimed to show the difference in yield arising
from loan portfolio differences. This is interest

on loans divided by total loans and advances.
.c-/80
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viii) Yield on Investments

As in (vii) above, the yield on inlestments is to
whow the impact of investment portfolio difference.This
is the jinterest on investments, expressed as a

percentage of total investments.

The above ratios will be computed for each of the sample
banks, subject to the availability of rel®vant data,

4.6  CONCLUSIONS

In this chapter, we examined the economists and
accountants concept of income and decided that even though
if too was subject to some uncertainties, accounting income
is more appropriate for this study. We also found that the
criteria used in measuring profitability in the manufacturing/
trading sectors are generally not applicable to the banking
industry. This we found was because the banking industry
draws its funds mainly from outside sources (other than from
shareholders), and its revenue consests mainly of income
arising out of the deployment of funds. Thus alternative
measures had to be prescribed. These measures are: (i)
gross and met profit margin (ii) profit (gross, net and
gross profit margin) to total assets and (iii) interest
spread and spread related patios. Spread is a unique
measure developed to serve the peculiarities of the banking
industry.

In addition to these measures we also specified some
measures to explain the causes in profitability variations.

Having prescribed the profitability measures, we will
in the next two chapters undertake an indepth analysis,

using the sp2cified measures. /8
L 1
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CHAPTER FIVE

0 ILITY: DET NAL MEASURE

5«1 INTRODUCTION

In the last chapter, criterion measures were
specified for (a) determining profitability and (b)
ascertaining the causes. The sample analysis is therefore
split into two chapters along these lines. In tixischapter.
we shnll concern curselves with the determination of
profitability. The next chapter will be concerned with

the analysis of the causes.

In this chapter, two trends and nine ratios wilil be
employed. They appear in Table 5i1 to 5.11.

In the process of the analysis, each trend or ratio
will be examined within each of the three groups. Thne
alm is to see which bank is outperforming members of its
group, Then a comparison of the group averages will be
made, where applicable, with the intent of showing which

group is doing better than the other.

We now proceed with the analysis of the individual

measures. They appear as items 5.2 - 5.12 below.

5.2 TREND OF GROSS OPERATING INCOME

The study of profitability is dependent on the
abillity of the firm studied to generate income. It is
pressumed that the firm that generategfgﬁéome, all things
being equal, should prove more profitable, We now proceed
to examine the trend of gross operating income given in
Table 5.1. The growth rates are computed with 1979 as

the base year,
.---/81!'



- 84 -

It can be seen that group I banks generally experienced
a growth in their operating incomes. Incomesg, accerding to
the group average, grew 23% in 1980, 8%5% and 1454 in 1981
and 82 respectively and 186% in 1983. Looking at the banks
individually, it can be seen that UBN recorded the highest
growth rates, leading the group in all the years studiec.
1t can also be seen that FBN growth rates were better than

UBA's.

For group II banks also, incomes have grown steadily
over the years. The leading bank in this group is IBWA.
IBWA produced the leading growth rates in all the years
except in 1983, when NBN recorded a 193% growth rate that
beat its 187%. NBN outperformed the other two banks.,
Betwcen ACB snd SGBN, SGBN produced higher rates in two
years (1982 and 1983). SGBN's results are therefore more

desireable.

In group IIT, BCCI produced the leading growth rates.
It is closely followed by MB. NNB growth rates were the
least desireable 1n the group as NAB did not disclose the

necessary figures.

Comparing the groups, we find that Group III produced
the highest growtlh rates. We zlso find that group I rates
were beiter than group Il growth rates. Generally, all

rates were on the increase over the years.
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- 8 -

' TREND OF GROSS OPERATING INCOME (TOTAL INCOME

FROM _ALL SOURCES)

BANK YEAR _

1979 1980 % 1981 % 1982 % 1983 %
CROUP I B - o
FBN 1111203 129445 16 209598 88 266024 139 306771 176
UBN 102372 138942 36 201817 97 284838 178 323178 216
UBA 106025 124699 18 178835 69 232195 119 281387 165
G.Average 106653 131028 23 196750 87 172433 145 303779 186
GROUP 17T i
IBWA LOO58 61906 59 85336 113 104112 160 115104 187
ACB® NA LeL457 - 63087 36 74228 60 82247 77
SGBN*  «~ NA  L20Ph% - L2557 1 73218 74 86677 106
NE 25663 35329 38 137887 L8 63157 146 79138 193
G.Average 32861 Lé6hh2 L7 59217 50 78678 110 89792 141
GROUP III
BCCI NA 9050 -~ 35106 288 65844 628 NA
NNB 13956 18070 29 22860 6% 26091 87 25641
NAB NA NA NA NA NA
MB 8317  1139% 37 16047 93 25573 207 NA
G.Average 11137 10123 33 24671 148 39169 307 NA

NOTE: The percentage increases are computed with 1979 figures
as the base year.

* No 1979 figures, 1980 used as base year

Sources:

5.3 ZIREND OF OPERATING MARGIN -

The operating margin shows both the ability of a bank

Computed from the annual reports of these banks.

to generate income and its ability to control operating

eXpenses.

In examining the trend of the operating margin,

we want to see whether banks have been able to better

proceeding years performance.

Refer to Table 5.2.
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It can be seen for group I banks that the operating margin
has been growing steadily over the years. UBN growth rates
were the highest for the group in all the years. The growth
rates of UBA bettered those of FBN which in 1980, experienced
a 4% decline.

For group II banks, SGBN produced the best growth rates.
It is closely followed by IBWA. The NBN growth rates have
experiend great fluctuations, while ACB recorded no margins
in all the years.

In group III, BCCI produced the leading growth rates.
NNB recorded negative growth rates in all the years. MB
reparted a 100% growth rate in 1981 and an 89% decline in 1982,

On the whole, the perfcrmance of group I was the best.

Its operating margins grew steadily over the years.
TABLE 5.2

TREND OF OPERATING MARGIN

BANK YEAR
1979 1980 % 1981 % 1982 9% 1983 %

N(000) N(000) ¥ (000) ¥ (000) ¥ (000)
Group I
FBN 40613 39117 £4) 50704 25 ha953 8 48297 19
UBN 22914 39121 53 60197 163 64970 184 61241 167
UBA 35366 L1367 17 42865 21 52410 48 5599 58

G.Average 32964 38535 22 51255 70 53778 80 55169 81
GROUP 1T

IBWA 16345 ,23793 46 30214 85 28435 73 28729 78
ACB NIL NIL - NIL - NIL - NIL -
SGBN NA 5911 - 7483 gé 12146 104 12843 131
NB (66) 2878 102 1262 (57) 879 199 2856 (1)
G.Average 5426 8046 7% 9740 16 12344 94 11107 52
GROUP III

BCCI NA 3468 - 17182 495 31196 800 NA

NNB 2416 NIL (100) 166 (93) 120 (95) 341 (86)
NAB NA NA NA NA NA

MB NIL NIL - 2390 100 252 (89) NA
G.Average 1208 1156 - 6579 - 10924 - -

Operating Margin = Operating Income minus operating expenses.

NOTE: Figures in paranthesis represent either a naira amount
loss or a percentage decline over a base years figures.
The Trend 1s Computed with 1979 figures as the bgse year.

Sourcesg: Computed from the annual reports of these banks.
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5.4. IHE GROSS PROFIT MARGIN

The gross profit margin shows the impact of management
in inccme generation and cost control., Its main emphasis
is on cost control. The ratio indicates what proportion of
operating income is available to cover cther expenses like
taxation. It thus also indicates what proportion of operating
income is taken up by operating expenses. The ratio thus
indicates the efficiency of bank operations, and general
management control of operations. The computed ratios are

given in Table 5.3.

It is apparent from the group averages that group I
produced higher margins than the other two groups, in all
the years; that with the exception of 1981, the medium sized
banks produced higher margins than the small banks. Note
also that the profit margins of small sired banks have been
declining. Observe alsc that the decline was sharper for

the smaller banks than for the medium cr large sized banks.

In group I, UBA produced on the average, better margins.
It trailed behind FBN's 0.365 with a 0.33%, but surpassing
UBN's 0.224. In 1980, UBA produced the best margins of
0.332, which was ahead of UBN's 0.253 and FBN's 0.0245, In
1981 UBN led the group with a ratic of 0.298 to UBA's and
FBN's 0.242 each. In 1982, UBA came close with 0.226 to
UBN's 0.228, while FBN lagged behind with a 0.165. UBA
again led the group in 1983 with a ratic of 0.199. To
choose between UBA and UBN, which was the better performer,
refercnce was made to the group average. In all *he years
of study, UBA fell below the group average only cnce in
1981. UBN fell belcow the average twice; in 1979 and 1980,

Thus UBA is the better performer of the group.
l.c/BB
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In group 1T, there is no despute about 1BWA's better
performance. It produced the best margins in all the years,
but at a declining rate. SGBN's margin came second. The
two other banks (ACB and NB), even though older, produced
lower margins than IBWA and SGBN. NB's highest margin was
0.139 and ACB's, 0.103. These ratios are far cries from
IBWA's ratios which range from 0.29 and above.

Results were gloomier in group III. In years when they
were not reporting a loss, NNB and MB, mostly reported margins
less than 0.02. This dismal performance does not compare with
BCCI's 0.383 in 1980, 0.489 in 1981 (which is the highest
single gross profit margin recorded by the study) and 0.474
in 1983. BCCI therefore ranks as the most profitable in
all groups, followed by IBWA. This is of course based on

the results of the gross profit margins alone.

TABLE: 5.3
0 0_OF INCOME
BEFORE TAXES TO OPERATING INCOME)
BANK YEAR
1979 1980 1981 1982 1983
ﬁgodg I |
.365 . 245 242 . 165 ;157
UBN .22k 253 «298 .228 .189
UBA .33 .332 242 .226 .199
G.A. .308 e 277 261 .206 .182
Q?%%E“ll 408 . 384 .35k 2273 . . 246
ACB NA 025 .103 .079 .063
SGBN NA - 131 176 . 166 . 148
NE (.003) .081 .033 .139 .038
G.A. 0203 +155 . 166 . 164 124
ngl NA. ©  .383 1489 L7 NA
NNB 175 NIL 007 .005 .013
NAB NA N.A N.A N.A N.A
MB NIL NIL « 149 012 N.A
G.A .088 .128 215 . 164 .013

Scurces: Computed from 32253} reports of these Banks.

——
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535 NET PROFIT MARGIN
The ratio of net profit margin, shows the propo:tion

of the operating income that is available for bank
dispogal as managément deems fit. It can pay devidends

or retain the profits within the bank. Being net of all
expenses and taxation, this is a crucial test of
profitability. The higher this ratio, the more profitable
a bank is. See Table 5.kh.

After a close examination of the gross and net profit
margins, it was discovered that they follow the same
pattern; and the same conclusions about profitability

can be drawn from the two measures.

Thus grcip I banks proved the most profitable. The
best performers remained the same in all the groups and
their best year performances remained the same., All
banks experienced the same high pointg, then the decline,
as they did with the gross profit margin, This would
seem to suggest that taxation does not distort the trend

of bank profitability in Nigeria.

In group I, margins ranged from 0.0(95 to 0.185.
Whereas In sroup II, margins ranged between 0.019 to
0.207. For group 111 the range was between 0.006 and
0.223. It is therefore concluded that the largsr bar':s
were better at controlling operating cos*s. We do not
herz, seek to specify the most dominar* cruse of this

variation.

ceees/90
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TABLE: 9.4

NET PROFIT MARGIN (THE RATTO COF NET INCCME
TO _OPERATING INCOME)

BANK YEAR
1979 1980 1981 1982 1983

GROUP T

FBN .185 o142 136 .095 097
UBN 132 4G . 148 .115 0%
UBA . 167 .161 .128 . 115 « 104
G.A. 161 . 151 137 .108 .099
GROUP_II :

IBWA .207 . 186 173 . 11 <126
ACB NIL NIL NIL NIL NIL
SGBN NA. 088 L 08k 080 +069
143 NIL .076 .030 069 019
G.A. .069 117 - 4096 .097 <071
GROUP_IIX : '

BCCI N.A .190 223 217 N.A
NNB .089 NIL NIL NIL NIL
NAB N.A N.A N.A N.A N.A
MB NIL NIL 0.87 .006 N.A
G.A. - Obely L063 .103 L7k ' N.A

Sources; Computed from annual reports of these Banks

5;6 GROSS YIELD ON TOTAL ASSETS

o The gross yield on total assets shows the efficiency of
the banks management in the generation of income, In
chapter four, we mentioned that this ratio is affected by

a number of factors such as changes in income earning assets,
changes in the portfolio to higher or lower yielding assets.
changes 1n the interest rates, management push for highep
yeilding loans and other assets and changes in the amoun%é.
of income earned from sources not related to the employment

of funds. 7T®Rg.changes in this ratio indicates manageﬁent

success or failure in profitably employing the funds at

" | | sees /9
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their disposal. The trend of this ratio over the years
studied for the sample banks is given in Table 5.5.

In group I, FBN and UBA experienced fluctuations in
their gross yield on assets. Though FBN experienced a
rise from 0.048 in 1980 to 0.079 in 1981, UBA had a slight
decline from 0.073 to 0.070. Both FBN and UBA had a rise
in their ratios in 1982 and a decline in 1983. For UBN,
it was a steady rise from 0.071 in 1979 to 0.089 in 1982,
It had a slieht decline to .086 in 1983. With exception
of 1979, when UBA bettered UEN's .071 with a 0.082, UBN
had the highest ratios from 1980 to 1983. UBN also
produced higher ratios than the group average in all the

years, except 1979.

In group 1I, all banks experienced fluctuations in
their ratios. NB however experienced steady increases
in their yield on assets for all the years, except in
1981 when its ratio declined slightly to 0.071 from 1980's
0.075. NB also produced the best ratios in all years with
the exception of 1981. IBWA had a steady rise from 1979 to
1981. In 1982, it had a minor decline, then major fall in
1983 to 0.070. For SGBN, its ratio fell in 1981, rose
sharply in 1982 and settled for a further rise to 0.099 in
1983. On the whole, NB was the most profitable of the

banks in group II.

In its first year of operation, BCCI produced quite
a commendable yield on its assets of .093. In the
subsequent year, 1981, BCCI even got to produce the best
ratio in group 111, 0.09%. It maintained this ratio in
1983. The leader of the group is MB. MB led the group
in 1979 with a ratio of .076. NNB had a2 ratio of .067.
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In 1980 MB again led the group with its .078 return on
assets. NNB followed close with 0.073. As was mentioned
earlier, BCCI led the group in 1981 with a ratio of 0.094%
to NNB's .089 and MB's .083. The leader in 1983 was again
MB with 0.108 to NNB's 0.101 and BCCI's .0%4.

On the whole, group III produced better yields on total
assets than the other two groups. It led the other two
groups in 1981 and 1982 and was slightly beaten by group I
in 1979. The banks in group II slightly outperformed the
banks in group I. Group IT produced better results in 1980,
1982 and 1983 than group one banks. The ratios in dhose
years were 0,072, 0.092 and 0.087 to group ones .066, .085
and .081 respectively. For all groups, ratios rose between

1980 and 1982 and all groups experienced a decline in 1983.
TABLE: 5.5

GROSS_YIELD ON TOTAL ASSETS (THE RATIO OF
OPERATING INCQME TO TOTAL ASSETS).

BANK YEAR
1979 1980 1981 1982 1983
O.U )
FBN 067 048 «079 .083 07k
UBN 071 076 .079 .089 .086
UBA .082 -073 .070 .082 .083
G.A. .073 .066 076 .085 .081
QUP 11
IBWA . 066 .075 .082 .081 .070
ACR N.A .065 072 .088 .077
SGBN N.A .075 .058 .09 .099
NE .066 .075 071 .102 102
G.A. .066 .072 .071 .092 .087
GROUP I1I )
BCCI N.A .053 094 094 N.A
NNB 067 .073 .089 . 101 .084%
NAB N.A N.A N.A N.A N.A
MB .076 078 .083 +108 N.A
G.A. +0722 .068 .089 «101 084

Gross Yield = total income from all sources
Source: Computed from annual reports of these Banks.
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5.7 IHE GROSS PROFIT MARGIN ON TOTAL ASSETS

This ratio, besides showing managements ability to
generate income and control expenses, shows the efficiency
of total assets in the generation of gross profits of the
bank. When this ratio is compared with the "gross yield
on total assets" ratio, the impact of operating expenses on
profits should become apparent. The performance of banks

using this ratio, is given in Table 5.6.

Based on our examination of the ratio of gross yield
‘on total assets (Table 5.5), we concluded that UBN was more
profitable than the two other banks in group I. The ratio
of gross profit margin on total assets however produced a
different result. From an examination of this ratio, UBA
proved the more profitable. It produced the highest ratios
in 1979, 1980 and 1983 along with UBN. Even though UBN led
the group in 1981, 1982 and 1983 along with UBA, UBA results
are generally slightly better. FBN never led the group
based on this ratio. But its results were however

satisfactorily within range of the leading ratios.

Group 11 preduced the surprises. NB that led this
group in the ratio of yield on assets, produced surprisingly
low gross profit margins on assets. In 1979, NB reported a
nagative margin. Its highest margin was recorded in 1981
when it had a ratio of 0.02. ACB's ratios were even lower.

Its highest ratio was 0.008, recorded in 1981, SGBN's low
margins in 1980 and 81 were understanble, It is natural
that in formative years, initial expenses must be borne.
The ratios rose markedly in 1982 when it peaked at 0.016.

It dropped a point in 1983 to record a ratio of 0,015.
'009/91‘*
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This thus left IBWA as the most prudent manager of costs.
It led its group with impressive ratio of 0.027, 0.029,
0.029, 0.022, 0.018 in 1979, 1980, 1981, 1982 and 1983
respectively.

The results of group II1 banks are even more pathetic
when compared with group 11 results. MB had no gross profit
margin in 1979 and 1980, So also NNB in 1980. NNB's
highest ratio was 0.011 in 1979. In the other years, its
ratios ranged between 0.0005 to 0.001. MB did produce a fair
0.013 in 1981 only to sink to a low 0.001 in 1982. This thus
clearly left BCCI as the most profitable of the group and
indeed the whole banks being studied. 1In its first reported
year, BCCI produced an impressive 0,021 ratio. This was
greatly bettered by 0.046 in 1982. This ratio fell slightly
in 1983 to 0.04k.

Generally, group I banks were more profitable than all
the other groups banks. The ratios also declined generally

over the years for all groups.

TABLE: 5.6
GROSS PROF1T MARGIN ON TOTAL ET E 0
OF INCOME BEFCRE TAXES TO TOTAL ASSETS
BANK YEAR
1979 1980 1981 1982 1983

GROUP 1

FBN 025 4019 .019 01k .012
UBN .016 .019 .023 .020 .016
UBA .028 024 .017 .019 .016
G.A. .023 .020 .020 .018 .015

ou

IBWA .027 .029 .029 .022 .018
ACB N.A .002 .008 .007 .005
SGBN N.A .009 .010 .016 .01%
NE (.00014) . 006 .020 014 004
G.As 012 +012 015 .010
GROUP I1I

BCCI ‘N . -;\ 0021 -O% 0011'14' N -A
NNB .011 NIL .0007 .0005 .001
NAB N.A N.A N.A N.A N.A
MB NIL NIL . »013 .001 ~ N.A
G.A. .0056 .007 .020 .01% .001

Source: Computed from annual reports of these Banks.
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5.8 NET INCOME ON TOTAL ASSETS

This ratio relates income after all operating expenses
and appropriate taxes to total assets. It is the net income
which is distributable and which the bank can use for future
expansion in its activities and use as a buffer against any
losses from future operations. Thus, this is the ultimate
measure of bank overall profitability and managerial
efficiency. The other two measures (gross yield on total
assets, and gross profit margin on total assets), were
necesgsary to (a) show banks ability to generate income, and
(b) control operating expenses. Computations of the ratio

of net income on total assets is shown in Table 5.7.

Again, UBA has proved the more profitable in group I.
It led the group in 1979 with a 0.014 to FBN's 0.013 and
UBN's 0,009; in 1980 with 0.012 to UBN's 0.011 and FBN's
0,007 and in 1983 with 0.009 to UBN's 0.008 and FBN's 0.007.
UBN led in 1981 and 1982. In 1981 it recoprded 0.012 to
FBN's 0.011 and UBA's 0,009. In 1982, UBN had a ratio of
0.010, closely followed by UBA's 0.009 and FBN's 0.008. On
the average, the group ratios declined from 0.012 in 1979 to
0.008 in 1983.

In group II, ACB reported zero net profits in all the
five years of analysis. Of SGBN and NB, the new SGBN proved
more profitable. The two banks returned the same ratio,
0.006, in 1979. In 1980, SGBN beat NB by three points when
it reported a ratio of 0.005. SGBN beat NB in the two
subsequent years. The most profitable in group II however,
was IBWA. It generated a ratio of 0.014 in the years 1979
to 1981, recorded a 0.011 in 1982 and 0.009 in 1983.

Generally, the group ratios decline over the years.

'oao-/%
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As for group III, NNB reported a net profit only in
1979. This gave it a ratio of 0.006. Similarly, MB
reported net profits only in 1981 and 82 when it had ratios
of 0.007 and 0.0006 respectively. Of BCCI and NAB, NAB
showed ratios that declined over the years. while BCCI
reported increasing net incomes to total assets. BCCI is
therefore considered more profitable in this group. Its
low ratio in 1980 is considered to be due to the initial
expenses of coming into banking business. The improvement
in its ratio in the next year confims this.

Considering the group averages, group I is the most
profitable of the three. And group II proved more |
frofitable than group III. Note also that the ratios
declined generally over the years. For group I, it has
been a steady decline all through. For group II, the decline
was slightly interupted by a slight rise in 1982, only to
persist in 1983. For group III banks, the riseccame in 1981

after the decline. The decline commenced again in 1982,
TABLE: 5.7

NET INCOME ON TOTAL ASSETS (THE BATIO OF NET
INCOME TO TOTAL ASSETS

BANK YEAR
1979 1980 1981 9182 1983
GROUP 1
FBN .013 ,007 .011 .008 .007
UBN .009 .011 .012 .010 .008
UBA 014 012 .009 .009 .009
G.A. .012 .010 .010 .009 .008
GROUP II
IBWA 014 014 014 .011 .009
ACB NIL NIL NIL NIL NIL
SGBN N.A . 006 005 .008 .007
NT N.A .006 .002 007 .002
G.A. 014 .009 .007 .009 .006
¥
Qﬂé%@.l_l N.A .010 .021 .020 N.A
NNB .006 NIL NIL NIL NIL
NAB .021 .019 014 .010 NA.
MB NIL NIL .007 .0006 N.A.
G.A. .009 .007 011 .008 Nida

Sgurces: Computed from annual reports of these Banks
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5.9 INTEREST SPREAD _

The aim of the interest spread analysis i1s to see
how banks have fared in their main operations. The
interest earned from the use of funds is compared to
that amount of interest paid to obtain the use of the
fundé. Interest spread analysis indicates management
efficiency in the use of funds for profitable endss It
also indicates the ability of management to contrsl
interest costs. A higher interest marsin will therefore
indicate é highly profitable deployment of funds by
manacement or interest cost control. The interest spread

for the banks studied is contained in Table 5.8.

Interest spread analysis indicates thnt UBN produced
the most consistent ratios. For the period 1979 to 1983,
its ratics ranged from 0.64 to .67, while FBN's ranged
from 0.58 to 0.76, and UBA, frcm 0.52 tc 0.66 for the same
period. For the period 1979 to 1980 FBN produced the best
interest spread. The group was led by UBN from 1981 to
1983. FBN ratios were declining every year while UBN
ratios rose slightly in 1981 and 82 before declining in
1983. UBA also produced declining ratios. On the whole
therefere, UBN is considered the most profitable of the

thrza
- - e &

The group Il banks that proved the more profitable
in cur earlier analysis, produced suprisingly low
spread margins. The ratiocs recorded by IBWA were all
below 0.45, with the exception of in 1983, when its
spread rose tc 0.54.ACB, which reported no net profits

on the other hand recorded spreads from 0.61 tc 0.68.
l.l./98
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The NB which reccrded very low net profit to assets
ratics produced spread margins of up to 0.77. Its
lowest margin is 0.57. Going by this measure, NBN will
be ccnsgidered the most profitable, followed by ACB.

Similar conclusions can be drawn for group III.
BCCI which was the most profitable, ccnsidering earlier
measures, produced the least spread in the group in 1980
and 81. NNB showed higher, but declining spreads than
BCCI. MB showed increasing high spreads over the years.
BCC1 spreads were increasing over the years. On the whole,
MB's increasing spread will be more desireable to NNB's

declining ratios.

Comparing the gross profit margin on total assets
and the net income on total assets, it 1s apparent for
group I as fcor the cther two, that those banks that
produced the highest spread, did not necessarily produce
the highest ratios of gross profit margin on total assets
or the net inccme to assets. Compare alsc the spread with
the gross profit margin and the net profit margin. The
same results are obtained. Frequently, banks that produced
the highest interest spreads, produced the lcwest profit
margin ratios. This leads us to cconclude that although
interest payments affect prcfits, other operating expenses

are more crucial to bank profitability.

Generally, group I banks produced the best results.

Group III came next.

eeee/99
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JABLE: 5,8

INTEREST SPREAD; THE RATIO OF NET INTEREST
EARNINGS TO GROSS INTEREST EARNED

BANK YEAR
1979 1980 1981 1982 1983

GRQUP 1

FBN .76 73 6L 58 .58

UBN V65 .65 66 67 N

UBA .66 62 51 52 52
G.A. 69 67 60 .59 .58
GROUP 11

IBWA 45 142 RIS 43 Sk

ACB NA .67 +68 62 .61

SGBN NA .38 L6 2t 47
NE .73 77 .69 .70 57
G.A. 59 56 .56 0.57 )]
GROUP TII

BCCI NA «37 3 .63 N.A.
NNB o 7k .68 N .58 Sk
NAB N.A N.A N.A N.A N.A
MB Ok 63 68 .70 N.A
G.A. 69 .56 .62 Y L
Sourceg: Computed from annual reports of these bhanks.

5.10 INTEREST SPREAD TO DEPOSITS (DEPOSIT RETURN)

As has been shown earlier, deposits are the most

important single scurce of bank operating funds.

We are

interested in findine which bank uses the deposit funds
at its disposal most profitably. Table 5.9 gives the

performance of the banks studied.

FBN generated the hirhest ratios in 1979, 1980 and
1981, UBN in 1982 and 83, FBN ratios showed a consistent
declining trend, broken by a small rise in 1982. UBN on
the other hand, showed a consistent rise from 0,0364 to

0.535 for the same period. As for UBA, the trend of y
«s+/100
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decline was halted in 1981 and a rising trend commenced.
It is not clear which should be considered the more
profitable between FBN and UBN. The temptation is to
consider the ratios of that bank which rise over the
years and drop the declining ratios. For our decision,
the group averape was considered,. FBN bettered the group
averarse in four years to UBN's three. FBN is therefore
considered the better performer of the two and thus the

best of group one.

In its formative years, SGBN's ratio fell below the
group average in the first two of its four reporting
years. In the other two, 1982 and 1983, it produced the
best interest spread return on deposits for group 11 of
0,0566 and 0.0513 respectively. SGBN generated highker
ratios than IBWA's 0.0212 in 1980 and 0.0236 in 1981.
Iz fact, in all the years studied, IFWA produced the lowegt
deposit returns. The leading perfcrm:once of the group
was by NB. In 1979 NB's 0.0383 outpexformed IBWA's 0.0209.
In 1980, the ratio of ,0u69 recorded by NB, was clearly
ahead of ACB's 0.0357. In 1981, ACB rerformed better with
a ratio of 0.0415 tu NB's 0.0383. NB nowever regaincd its
lead in 1982 and maintained it in 1983. It reccordnd 0O 2775

and 0,0513 in 1982 and B3 respectively.

In group II1, the best ratiocs were reccrded by MB for
all the years to 1982. It produced the single highe: t
ratio fer all the period in 1982, when 1% recorded e

returne of 0,0827, NNB produced better ratios than "CCT.

Going by the spread tc deposit ratios, group ITII were
making the best use of the depesit funds at their di-—~ -~
o /100
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Gfbup I made more profitable use of deposits than group II
banks. For groups I and III, the ratios have been ”
fluctuating. For group I, they fall in 1980 and 81,\thén
rose in each of the subse,uent fears. As for group 111,
it was a decline in 1980, a rise in each of 1981 and 82,
then a decline in 1983. -For group 11 it was a steady
rise up to 1982, then a slight decline.

TABLE : 5.9
THE RATIO OF INTEREST SPREAD TO DEPOSITS
BANK | YEAR | e
1979 1980 1981 1982 1983
GROUP I S 3 ‘ L -
_FBN (0632 L0417 L0k22 Okl 0418
UBN .036k  .0376 . .0388 ;0815 L0535
UBA 0426 .0356 {0275  .0365 ;0415
G.A. o474 .0383 - L0362 <Ol 1 . JOu56
GROUP IL o DT UL el R T LR T s L ey a3l
IBWA  .0209 L0212 ,  .0236 .03kt Okl
CACB - NA. L0357 T .Lom15 T U Lon91 T ,0u38
SGBN NA. 0229 - T.0273 f L0566 v L0513 T
Wb . .0383 L0469 . ,0383 .. .0S501. . .O485
Grha L0296 L0317 L0327 0w L0470
GRCIP_ITI T ’
BCCI NA. 0108 L0356 - 10 L0607 % NA.
NNB . .039%  .0378 . .. .O414 ;.. ,0503 . 0403
NAB NA. NA. NA. NA. NA.
MB. - ,057%  .O507 05572 .0827 NA.

G.A. o485 L0331 .Oble2 L0645 .0403

Sgurces: Computed from the annual reporis cof these Banks.

5.11 SPEEAD TQ TOTAL WORKING FUNDS .« . . i
This measures is meant to show ..ow profitably bLﬁks

employ their total deployable funds, Working fundsling}ude

deposits, share capital and reserves and cther loanliéé

the bank, minus the statutory cash reserve requirement,
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The analysis of this ratio is given. lin Table 5.10.
‘ ' \ . o . :
In group I, FBN generally produced the higher returns

on working funds. UBN produced better result than UBA.

In group I1I, NE produced the leading returns for the
group, leading the group in ali the years. ACB follows
¢clogely. IBWA produced the least returns, being beaten by
SCBN . |

In group 111, the leading results were recorded by
MB, closgely followed by NNB. The least returns were
reported by BCCI.

Comparing the groups averages, it can be seen that
generally, group III made mcst profitable use of thelr
total working funds. Group 1I banks made better uge of

their funds than group I banks.

TABLE: 5.10 ,
THE RATIO OF SPREAD TO TOTAL WORKING FUNDS -
BANK . YEAR . . >
1979 1980 1981 1982 19083

GROUP I :

FBN 050 «Olily .037 . 04O - .036
UBN .033 .03k Q35 .07 L0L7
UBA .039 .033 .027 .033 .036
Goh. Ok .037 .021 .00 +OL0
CROUP 11 : :

IBWA .020 .020 022 .032 JO42
ACB NA .033 .038 JOU5 .0l
SGBN NA 022 .025 .036 «033
NB .038 047 .038 045 048
G.A. .029 .031 031 Ol 1 SOl 1
GROUP_ITT , ' '
BCCT NA ,011 .031 . 047

NNB .05 037 o Ol 048 .038
NAB NA NA NA NA NA
MB 040 LO4Q 053 072 NA
G.A. .045 .029 Mo .056 .038

Sources: Computed from the annual repcrts of these Banks
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5.12 SPREAD TO TOTAL ASSETS
The ratio of gpread to total assets is supposed to

show the profitability of the banks main business activities,

which are fund related. The analysis is shown in Table 5.11,

With the exception of 1979, UBN and FBN produced better
ratios than UBA in all the other years. Thus the search for
the better performer will be between FBN and UBN. FBN
produeced higher ratios in 1979, 1980 and 81, In 1982 and
1983, UBN recorded the better ratios of the two. For
three years (1979, 1980 & 81), FBN results were better than
the group average. UBN bettered the group average in 1981,
82 and 83 and equalled the average in 1979. We consicer
UBN the more profitable of the two.

NBN produced the best raties for group II. It
produced ‘the highest in all years except in 1981 -/hen its
ratio of 0.,0308 was surpassed by ACB's 0,0361., IBWA
finished last with a 0.0181 tc SGBN's 0.0205. On the
grcup average, the ratio rose steadily from 1979 to reaeh
0.0368 in 1982 and decline to 0.0364% in 1983.

In group 111, NNB was clearly the best performer of .’
the group. MB bettered its ratios only in 1982. BCCI seems
to have been grappling with formative expenses in 1980.

Its ratiocs rise confidently.

In comparing the groups, group I was the most
prefitable in the employment of assets to perform its main .
activities. The performance cf group III was more desireable
to group I1. Like all other ratios, the decline was

apparent even though the ratios fluctuate.
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TABLE : 5.1
IHE RATIO OF SPREAD TO TOTAL ASSETS
BANK YEAR
1979 1980 1981 1982 1983
GROUP I . . 8 . 5
FBN L0465 L0342 .0362 .0389 .0361
UBN 0323  .033% .0350 0461 0465
UBA 0375 .0327 .0263 .0329 .0358
G.A. L0387  .0334 .0326 -0393 0394
SRUP 1L ,
IBWA 0162 0163 0181 .0231 0259
ACB NA 0311 .0361 SOk .0388
SGBN NA <01 .0205 .03% 0402
N .031%  ,0383 .0308 0433 0405
G.A. .0238 .0257 0264 .0368 0364
GROUP III
BCCI NA. .0099 . 0284 0417 NA.
NNB .0350 .0347 .0376 0423 L0354
NAB NA. NA. NA. NA. NA.
MB .0310 .0323 .0367 .0505 0354
Ge.A "~ .033 .0256 0342 . 0448 0354

Siurces: Computed from the annual reports of these Banks.

513 3 cov :

Having considered spread and spread related ratios,
we now want to see what contribution spread makes towards
covering operating expenses and ccentributing towards
generating a surplus. This analysis is justified because
the deployment of funds is the banks main business.
Crerating expenses were therefore deducted from the interest
spread to show the extent of spread cover or exposure. See
Table 5.12.

In group I, UBA returned the most favourable spread

cover, Next came FBN. UBA trailed behind.
.4../105
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Bl

In Group II all banks returned negative spread cover
except SGBN in 1983, The same thing in group III, excert
BCCI in 1981 and 1982. L

On the basis of this, we conclude as follows:

(a) That bank operating expenses are disproportionate -
to their income earning ability. ' '

(v) That banks are not profitable and are staning on
shaky grounds. Their dependence on other income
rather than income from the deployment of funds,
exposes banks to the risk of fluctuations in
revenue.

(¢c) That banks should cuntrol their operating cost
or sink, in the near future, '
TABLE 5,12
EXTENT OF COVER PROVIDED BY INTEREST SPREAD TO
QTHER CPER.ATING DXPENSES

1979 1980 1981 1982 1983

cek

GROUE T

FBN, -
Interest Spread 77,982 89,215 9,536 124,130 149,279
Other Expenses L6, 7u6 57,742 104,010 130,234 151,056
Spread Cover(Exrosure) 31,236 31,473 (8,474%) (6,10%) (1,777)
Other Income 9,377 7,644 59,178 50,057 50,074
Profit Margin 40,613 39,117 50,704 43,953 48,297
UBN -
Interest Spread 46,749 61,047 89,95 146,838 175,407
Other Expenses oLk, 280 70,621 %,002 147,869 162,080
Spread Cover(Exposure) (7,531) 9,574 (6,037) (1,031) '13,327
Other Inccme 30,445 LL.695 66,234 66,001 L7,91k
Profit Margin 22,914 35,121 60,197 64,970 61,241
UBA
Interest Spread h8,245 56,157 66,256 92,906 122,073
Other Expenses 45,588 48,200 70,429 93,904 110,687
Spread Cover(Exposure) 2,657 2,%7 (%,173) (998) 11,386
Other Income . 32,709 33,%10  L7,038 53,408 L4, 583

Profit Margin 35,366 L1,367  L2,865 52,410 55,9%9
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TABLE 5.12 Cont'd

1979 1280 1981 1982 1983
GROUP 11
1BWA
Interst Spread 9,804 13,424 18,754 29,670 42,589
Othcr Expenses 12,352 19,69 28,644 37,744 50,283
Srread Cover(Exposure) (2548) (6271) (9890) (8074) (7694)
Other Income 18,893 30,064 40,104 36,509 26,h2}
Profit Margin 16,345 23,793 30,214 28,435 28,729
ACB
Interest Spread NA, 22,265 31,494 34,044 141,292
Other Expenses NA 38,864 52,248 56,618 59,328
' M~yer/BExposure) NA (16599) (20754) (22574) (18036)

Lth~r Inccme NA 16,599 20,754 22,574+ 18,036
Prcfit Margin (Loss) NA NIL NIL NIL NIL
Interast Spread NA 10,083 14,981 30,487 35,072
0“hzr Expenses NA 19,812 18,553 31,124 34, L8Y4
S-r2zd Cover(Expesure) NA (9729) (3572} (637) 588
Other Inc.me NA 15,240 11,055 12,783 12,255
Profi* Margin NA 5,511 _7,483 12,146 12,843
A8
In' ~~et Spread 11,752 17,920 16,431 26,869 29,742
Other Expenses 22,740 27,050 29,390 42,637 49,583
Srread Cever(Bxposure) (10988) (9130) (12959) (15768) (19841)
C-h-r Tneome 10,922 12,008 14,221 24,964 22,637

-: Margin (Lcss) 66) 2,878 1,262 8,79 2,856

——
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TABLE 5.12 Cont'd._

L

19?9 1980 1981 1982 1983

GROUP_ITI

Becl -

Interest Spread NA 1,683 10,608 29,280

Other Exenses NA 2,743 8,579 17.39

Spread Ccver(Exresure) NA (1060} 2,029 11,885

Other Income NA 4,528 15,153 19,311

Profit Margin NA 3,468 17,182 31,196

NNB

Interest Spread 7,666 8,644 9,653 10,970 10,79
Other Expenses 8,841 14,082 17,236 17,90 16,179
Spread Cover(Exposure) (1179) (5438) (7983) (6980) (5383)
Cther Income _23,590 5,438 7,749 7,100 5,724
Profit Margin 2,416 NIL 166 126 3k
¥B

Interest Spread 3,842 4,981 7,526 11,808 NA
Othew Expenses 6, 141 8,467 10,170 18,175 NA
Spread Cuver(Exposure) (2299) (3486) (26L4)  (6367) %A
8ther Income _2,2 3,486 5,034 6,619 NA
Profit Margin NIL NIL 2,390 252 NA

Sourceg: Computed from the annual reports of these Banks

5,13  CONCLUSLONS o - R

In this chapter, we examined fwe trends: gross oerating
income and the cperating marpin. We saw that trends showed
some growth cver the years. Fuor gross operating inccme, we
saw the group 1IT produced the hignest growth levels, over
the years. The opersating margins generally showed zriwths af
mich slower rates over the years. This shows the impact of

operating expenses on income. - - D e

With the gross profit margin we concluded that group I
results were the best of the three groups. This was followed
by group II., The same pattern of results was obtained whe? o

4 & a B 10
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the net profit margin was examined. It showed group I
again as the best perfirmer, with group II coming next. This
given us an indication that taxation does not distort the

trend of profitability in Nigeria.

On the basis ¢f the gross yield on assets, grcup III
produced the best results fcollowed by II and then 1. When
this is compared tc the gross profit margin on assets, the
trend is reversed. Grcup I are the more profitable followed
by groups 11 and 111 in that order. The last results were
maintained for the ratio of net inc.me on assets. The
groups performance appeared in the counting order: I, II
and II1I.

Considering interest s,1ead, group I again produced the
best results, followed by groups 1II and II. Relating spread
to deposits, group 1II was the most profitable, followed by
group I and II in th-t order. Examining the ratio of spread
tc total assets, grcup I was the most profitable. Group III's

performance was better than group II's.

Thus generally grcup one was the most profitable of the

three groups, followed by eroup II.

Having anzalyeed profitability, we shall now proceed to
the next chapter where we shall try to establish the causes

of the variations in profitability.

eee/109



CHAPTER SIX
PROFLTABILITY: CAUSAL FACTORS

6.1 INTRODUCTI ON

In the last chapter, we concerned ourselves with
determining which bank or group of banks was he most
profitable. In this chapter, we hope to find the reascn(s)
for such profitability. No pretensicns are made of pinpointing
any absclute cause(s) or of highlighting all the possible
causes. The causes that are dealt with are those which data
c.nstrains permit analysis. Were more detailed information

available, more specific cinclusicns will have been ~rrived at,

Broadly, the causes are divided into two main grouns.
These are: (1) causes related tc the generation of 11~ nc
and (2), causes related tc cost control. We shall diecnss

them in turn.

6.2 _CAUSES RELATED TO THE GENERATION OF INCOME

Causes related tc the generation of income can al~o be

breadly divided into two main sections: (a) those related
to loans and advances and (b) causes related to investments.
(a) LO D_ADVANCE
It was discovered that generally, loans and advances
pr:oduced hizher ylelds when compared with invest:i.nts.
This can be ascertained by reference to Tables 6.7 2nd
6.3. It is logical to think theref-re that h~-
had higher ratios of loang and advances to deposits
(Table 6.2), should produce higher yields on loans and
advances (Table 6.1) and conse-uently, hirher gross
yields on total assets (Table 5.5). It was howev-r
feund that generally, banks with higher ratios of loans

and advances to deposits did not actually produce hirhrr
‘110
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yields on loans and advances. (Refer to the tables). This
leads us to conclude that this ancmaly is accounted for

by the differences in loan portfolic composition and the
differential yield on component loans. 1t would have been
desireable to analyse the l_.an portfolios of each bank and
enfirm this econclusion. But banks in Nigeria do not
disclose the structure cf lcans in their financial re.crts.
This cunelrsion 1s theref.re held tentatively until a
further study procves otherwise. This conclusion then
directs ocur attention to the loans department and its

general management.

A brief discussion of the relationship between the
ratios of loans to deposits and yield on loans will be
undertaken before we consider the relatiovnship between
the ratlos of loans to deposits and gross yield on total

assetls.

For Group I Banks, the ratios produced in 1979 agreed
with the propusition that banks with higher loans to
deposit ratics sh.uld produce higher yield on loans. The
results cf 1980 disagreed. UBN, which recorded the
highest ratic of lcans to deposits, produced the least
return on loans. Furthermore, UBA, which recorded a
higher lcans to deposit r-tio than FBN, returned lower
yields on loans. The 1981 results did not also confirm
the proposition. In 1982, only UBA'L yield ccuntered the
the proposition. UBN's higher loans to depusit ratio,
produced higher yields when compared with FBN., In 1983,
only UBA disproved the proposition. Between UBN and FBN,

caes/1M1
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the results cunformed with the preposition.

For Group IT banks, only 1979 results agreed with
the proposition. The fcllowing years produced results
counter to it: 1980, 1981, 1982 and 1983. Scme results
in scwe years however conformed with the proposition.
These are SGBN in 1982 and 1983 and ACB in 1981,

The proposition was overwhelmingly confirmed by
G Group IIT banks in all the years., This is contrary to

the findings for Groups I and 1II. Why should it be so?

In trying to find the reason for Group ITII's dissent,it

was again found that adeguate data was not available to

TABLE 6.1

YIELD ON LOANS AND ADVANCES: THE RATIO OF INTEREST
ON_LOANS TO LOANS AND ADVANCES

BANK YEAR
1979 1980 1981 1982 1983

GROUP 1
FBN .108 112 «C79 « 104 116
UBN 095 075 081 111 .128
UBA « 10k « 104 .108 .086 <107
G.Average .102 . 097 .089 . 100 + 1492
GROUP 11
IBWA .078 .080 .082 113 111
ACB NA. .075 .089 .085 .095
SGBN NA. .061 057 .115 121
NBN 077 .09 +077 .089 .110
G.Average 0775  .0777 .0762  .100 .109
GROUP I1I1
BCCI NA. s 112 067 Nele N NA
NNB .031 «113 R EE <119 317
NAB NA NA NA. NA. NA.
MB . 106 «120 #121 . 146 NA
G. Average .068 « 115 .099 .118 117

Sgurces: Computed from the annual reports of these banks.
ceee112
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THE RATIO OF LOANS AND ADVANCES-TO DEPQOSITS
BANK YEAR
1979 1980 1981 1982 1983
GROUP 1
FBN 568 437 992 933 386
UBN L9l 73 602 .579 469
UBA «620 549 L482 +59% 250
G.Average 561 519 558 569 L4468
GROUP 11
IBWA 549 586 666 619 528
ACB <791 0723 666 .826 . 786
SGBN NA 728 703 .908 .757
NEN 547 504 59 .68 .700
G. Average 629 634 .658 «799 693
GROUP ITT
BCCI NA «250 «298 456 NA
NNB 47 -.487  .581 756 634
NAB L4258 315 436 L60 NA
B 800 660 670 .820 ‘NA
G. Average J558. — Ju28 . 496 . 623 . . .63

&% &R

-

¥ . An

Scurces: Computed from the annual reports of these banks.

‘allow a definite conclusion. Possible reascns are

L] » L]

however specified all_the sameé. These are as follows:-

(a) The banks in Group I and-IT are prelatively
more established than Greup III banks. In
eww- view of their firmer asset base, they might
seek tC diversify their lcan parsfolios to
new areas where the reccvery rates both in
interest and prineipal amounts are lower:
Smaller banks would not venture inte suck.
. + pisky areas. .

~° (b) "As a result of the recessicn and the
restriction on importation and transfer
of funds'in settlement of foreipgn obligatidns,

’ *aasad VI3
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Groupl and II banks experienced a lcwer
demand on them for loans and advances.
They congezuently had to switeh over such
funds to¢ investments, which return lower
ylields.

(¢) The cpenine of rural branches put an

unequal burden on Gr.up I and II banks in

comparisun te Group III banks. Rural

loan demands are mainly agricultural, which

attracts lower rates of interest when

compared to other commercial loans.

Relating the ratic of loans to deposits to the ratio

of gross yield on total assets, it is also prcposed that
a higher ratio in the former, should result in a higher

ratio in the later.

Generally, this proposition was proved true from the
analysis cunducted. We now consider the propesition on

a group basis,

The proposition received unanimous confirmation in
Group I. Group 11 bank provided neither a confirmation
or a rejection of the proposition. It is confirmed by
Greup III. ¥From this, it could therefore be generally
concluded that all thinrs being equall, the hank. that
deploys more of its deposits funds in loans and advances
should prove more profitable, given prouper lcan planning

and manazement.

Further analysis was conducted to cunfirm this
eunclusion, On the basis of ratics shown in Tablesg 5.3
to 5.7 it was decided that UBA was the most profitable

in group I, IBWA in Group IT and BCCI in Group III, It
.l‘l/11l+
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L y%‘gegj:g.ag‘pammm.,.m@;;,z‘atlos of loans to depcsits i‘.

and their grouss yield on total assets to see if they .
confirm the proposition that a higher loan to deposit

ratio shculd produce a higher yleld on assets.

For Group I, UBA did produce the higher lcans to
deposit ratios, but did not senerate the best yield on
assets. In Group II, IBWA did not produce the highest ’
loan to deposit ratios, but its yield .n assets were
quite clcse t. the group leaders ratioc. In Group III,
the low lcan to deposit ratios of BCCI resulted in
impressive yields on assets. 1ts results were however

not the croups best.

The findings above leads us to counclude as
follows:-

(a) Hizher loans t. deposit ratios du not .
-necessarily lead tu higher yields.on assets.
this suggests the significance of loan pricing.

(b) It was discovered that of the three leading
banks of the three groups'which proved the
most profitable, none produced the highest yield
on assets of their respective groups. This
leads us to conclude that in profitability ¥
‘anialysis’of a régulated bankinr industry, inc.me’ —
generation is not of as much importance as cost
control.

NVESTMEN
In analysing investments, we relate the ratic of
investment to depusits t. the yield on investment. These
are Tables 6.4 and 6.3 respectively. We will alsz relate
the ratio of investment to deposit to the gross yield on

total assets (Table 5.5). Relevant cunclusi-ne will be
||¢0/115‘
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drawn therefrom.

From Table 6.3 and 6.4 we make the followinz
cbservati-ns: (1) Group I banks devoted a greater
proporticn of their deposits to investments than groups
II and III. Similarly, Group III devoted more of theip
deposits tv investments than Group II banks. It is also
observed that Group I1 banks generated higher yields on
Anvestments than grcup I banks. No aderuate data was
obtained for all banks in Group III. Thus no ratios could
be computed.

Relating the investments to depcsit ratic with the
yield on investments it was cbserved that generally, banks
with a hizher ratic of investment to depcosits did not
actually prcduce higher ylelds on investments. This was
found tc be true fcr Group I and II. The gsame conclusion
is arrived at if Group 1 average was compared with Group
I1. average. Again the cause of such differential yield 1is
related tc the composition of the portfclio. The bank with
the portfolio composed of higher yielding investments should
return the higher yield even though it devotes a smaller
proportion of its deposits t. inves“ments. The analysis
of bank portfclio ecmponents is however not possible due
to data constrains.

A note should be made here in passing. 1t was
mentioned earlier that banks with higher Proportions of
investments were either risk averse or concerned with
maintaining liquidity, For Group I banks however, this
mizht not be entirely true. Owing tc the econcmic recession

and the restriction on importation and transfer of funds in
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settlement of foreign obligaticn, lower demands fcr loans
and advances were made during a greater part of the period
studied., Asazbia sums it up in the Chairmans report
centained in the 1983 annual report of First Bank as
follows: "These increases in funds for investments are due to
the reduced opportunity for prudent lending and the slowing

down in foreign exchange releases for import payments."

Relating the ratio of investment to deposits with
the gross yield on total assets, it was found that the
proposition that a higher investment to deposit ratio shculd
result in higher gross yleld on assets was unanimously
refuted by all bank groups studied. This confirms ocur
earlier conclusion that size of investments alone does not
ensure higher yields. We also cunclude that higher
investment deposit ratios does not result in higher yields
on assets. This therefore implies the importance of

pertfolio management.
TABLE: 6.3
YIELD ON INVESTMENTS: THE RATIO OF INCOME
FR(M INVESTMENTS TO INVESTMENTS

BANK YEAR
1979 1980 1981 19532 1983

Q%%%E'l .039 .032 .058 .093 .055
UBN .019 045 O4C oA 049
UBA NA NA .057 082 060
G.Average .029 .039 052 .C60 059

GROUP I1
IBWA .033 o O 1 .C97 091 .060
ACB NA .C087 .c28 .125 .03k
SGBN NA NA NA 065 054
NBN «066 .Clh3 .CL6 084 075
G. Average Ne e .G3C9  .CH7 .081 .096

Note: For group III banks, relevant data was not available
Sgurces: Computed from the annual reports of these Banks
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TABLE 6.%
RATI O OF INVESTMENTS TO DEPOSITS

BANK YEAR
1979 1980 1981 1982 1983

GROUP T

¥BN L1428 603 .316 379 69

UBN | .282 .289 .024 . 260 L70

UBA . 208 .291 « 377 301 L+03

G, Average . 306 .39 . 3C6 <313 N

GROUP 1T

IBWA AL .096 .029 . 184 .389

ACB . Ohl . 185 352 .079 .10k

SGBN Na 147 Ol 124 e 31k

NGN . 161 . 302 .208 <126 L1240

G. Average 106 . 183 .108 . 128 .233

GROUP III _
BCCT NA .393 152 .377 NA _,
NNB 247 .63 £ 163 .156 .115 "
NAaB NA NA ‘NA NA NA

MB .273 .089 159 .099 NA

G. Average «26C 248 258 £211 115

Sourcegs: Computed from annual reports of these Banks

SPREAD PER _BRANCH

It is a2 pepular belief that the more branches a bank has,
~the more interest spread it will generate. If we cxamine this
proposition (see Table 6.5), it should add éredenee to our
earlieyr conclusions. It can be scen from the table that UBA
leads in Group I, where as SGBN leads in group I, * In Group
I1T, since most of the banks have not disclosed the relevant
figures, we are unable to give definite conclusions on thisg

issue.

In Group 11, SGBN's lead countradicts cur earlier findings,

that IBWA was the most profitable in group IL. This we believe
oci¢-/1‘18
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ig because SGBN is a newly establighed bank and has 1ts
branches mainly in the metropolitan areas where there are
higher and more profitable transactions. On the othur hand,

IBWA is older, with brances spread all over the country.

We are hesitant to draw conclusions on the basis of our
spread pey branch proposition. This ‘proposition must be
considered in relation to sther factors. These factors include
the followine:-

(a) the ape of the branch (b) tYe area of branch
speraticon (c) the nature of activities it can carry out and
any other emmstrains imposed by the regulating authorities on
the operational side of the branch. These factors are not
sugecptible to detailed szamination bheeause »f data constralns,
We however still posit a tentative conclusion that the hilgher~

the srread per branch, the higher the profitability.

TABLE 6.5

SPREAD PER BRANCH: THE RATIO CP INTEREST
SPREAD TO NUMBER OF BRANCHES.

BANK : YEAR

1979  198C° 1981 1982 1983

N(coc) N(oco) MNM(cco) N(coce) M(cce)
E%u_ 5% 628 . 6C5 . 630 728
UBN 209 452 647 918 985
UBA 893 906 8% 104 1185
G. Average 618 662 716 864 966
GROUP 11
IBWA 328 407 447 631 819
ACB NA 314 ug7 LCg 45
SGBN NA 144C 1665 2772 269
NBN 1?8 g;sg 211 328 358
G. Average >, 6 1034 108
Gaol IE 3 9 690 3 4
BCCT NA NA NA NA NA
NNB 284 309 345 366 NA
NAB NA NA NA NA NA
MB NA NA NA NA NA
G. Average NA NA NA NA NA

Sourceg: Computed from the annual reports of these banks
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6.3 COST CONTROL CAUSES

In our analysis of profitability in chapter five (other
than spread analysis), we found that Group I bank were
generally more profltable than other group banks. Similarly,
group 1I banks were more profitable when compared to Group III.
This was not true however when the gross yileld on assets was
analysed. It was discovered that Group III banks generated
more revenue per asget employed than the other two groups. On
the same vein, group II banks returned higher ratics than
Group I banks., When it comes to other profitability measures
however, the plcture is different. The groups took their
position in the counting order. It did not re~uire much effort
to discover that the other four ratios took cognisance of
operating costs. A combined analysis of cost and revenue will

reveal the plcture more clearly.

Table 6.6 contains the prevised profit and loss accounts of
the banks studied. DBesides showing the component parts of
revenue, the table also gives the structure of costs and their

impact on revenue,

.

From the analysis, it was discovered that generally,
Group 11 and 111 banks had higher costs in rel-~tion to their

revenues, when compared to group one banks.

Group I banks produced profit margins within the range
of 15% to 36.5% of their gross income {or 15k to 36,5k per
naira of income). This shows that up to 85% of revenue is
taken by operating costs. The best results in this group
was produced by UBA. Its vrofit margin was the most consistent.
UBA's margins ranged from 19,84 to 33.4%. Compare this with
FBN's 19.7% to 36.5% and UBN's 18.9% to 29.84. I;  - , ?1 -
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Taking the cost components one by one, it was contrarily
discovered that UBA paid the highest proportion of revenue as
interest charges. The least interest costs of the group was
that shown by UDN. FBN paid a legser proportion of its
revenué as interest charges, when compared with UBA, but paid
glightly more than UBN. It was found that UBA paid more in
~ inteerest charges beczuse it had a higher proportion of time
and savinazs deposits to its total deposits when compared to

the other twe banks in the group.

As for staff costs, UBA produced the least costs. .The
maximum amount taken up by staff costs was 29.9%. UBN lost
b1.4% of its revenue in staff expenses in 1979. Its least
1oss wag 26.8%, in 1983. It should be noted that through the
years from 1979, UBN staff costs kept declining., As for FBN
staff costs, they were on the increase and ranged from 22.3%

and 35%.

Generally, UBA made the least provision for loan losses.
UBN made the largest. This suggests that UBA had the higher
quality loans., This confirms its lead in the group. We
therefore conclude that the more profitable the bank, the

higher the quality of its loans.

- An examination of group I1 banks led to the following
observations. With the exception of IBWA, operating costs
tock up 80 - 100% of group II banks income. ACB hsd no profit
margin in all the years of study. 7The proportion of SGBEN's
cost to revenue ranged from 82.4% to 86.9%. As for NB, costs
took from 86% to 1024 of revenue. Only IBWA reported margin
that were comparable to Group I margins or even better in {this

group. The apparent cause is that a very largse proportion of
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the other three banks revenue is consummed by staff and

other costs. For ACB, this took 61% and above of its revenue.

As for SGBN, it was more the interest costs than the
staff costs that resulted in its low margins. This is caused
by the large proportion of time deposits it has in relation
to other deposits. SGBN also made more provisions for loan
losses than all the banks in this group. ACB's lower provision
for loan losses is however due to its nil profit margins
rather than hisher loan quality. NB has 27% of its revenue
consummed by staff cnsts, It also has other costs that take
up upwards of 23.3% of its revenue., Other costs combined with
staff costs take up upwards of 53.% of NB's revenue. Note algo
that IBWA and NB produced quite commendable interest costs.
This is because they have more of demand than time and savings

deposits.

With exception of BCCI, Group III banks fared no better
than Group 1I Banks. For NNB and MB, costs ranved from 85%
to 100% of revenue. Staff and other expenses took upwards of
57% of income. BCCI on the other hand, produced progressive
profit margins. They ranged from 38 - L9 of income. BCCI
staff costs 1s the least so far of the study. The maximum

staff costs it recorded was /.9 of gross income.

From the above analysis, the followinz e¢onclusions are

drawn:
(a) That bank profitability is not much affected
by revenue generation as by operating costs.

(b) That interest costs are not crucial to bank
profitability, being generally within a
given range. That a higher spread, althcigh
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desireable, does not guarantee profitability.
See Table 5.12 in chapter five.

(c) That costs cther than interest were more
crucial to profitability and that staff
gosts is one of the most important components.

(d) That group one banks were more profitable
than the other group banks because they 8
maintained on the average lower costs to
revenue than the other two groups. Similarly,
that the same holds true for UBA in Group I,
IBWA in group II and BCCI in group III, in
their being chosen as the most profitable in
their respective groups.

When the provision for loan losses is related to loans
and advances, it gives an insight as to the quality of loans
the bank grants and their prospect for generating revenues.
It is generally taken that lower provisions indicate higher
quality loans with a great degree of certainty as to interst
payment and subseguent recovery of the Principal. It is in
thinking along these lines that we concluded earlier that
lower provisions for loan losses should be the landmark of
the more profitable banks. It should be noted however, that

there are instanses when provisions are made for precautionary

reasons other than apparent loan loss.

Provision for loan losses are often made for one of two
reasons: (1) when there is actual belief that the loan might
end in default and (2) as a precautionary measure by management,
even though there is no clear suspection of loan loss. This
second reason accounts for UBN's provisions in 1983. The
Chairmans report states as follows, "We emphasise that this

does not mean we have suffered losses to this extent but have
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TABLE 6.6
HEVISED PROFIT .AND LOSS ACCOUNTS
BANK YEAR
1979 1980 1981 1982 1983

8(000) %  M(000) %  ¥(000) %  =(000) %  ®(000) %

FBN

Interest Income101,826 91,6 121,801 94.1 150,420 71.8 215,967 81.2 256,697 83.7
Other Income 9,377 8.4 7,6 . 178 28,2 50,057 18.8
Gross Income 111,203 100 129,445 100 209,598 100 266,024 100 306,771 100
Operating Expenses:

Interest Paia 24,831 22,3 32,663 25.2 54,968 26,2 91,896 34.5 107,109 35
Staff Costs 26,800 24.2 34,303 26,5 64,556 30.8 80,605 30.3- 93,250 30.4

Provisions for
Doubtful Debts: 8,040 7.2 6,314 4.9 16,859 8,1 16,855 6.4 21,324 7

Others 10,919 9,8 17,048 13,2 22,511 10,7 32,715 12,3 36,783 12
Total Expenses 70,590 63.5 90,328 €9.8 158,894 75.8 222,071 83.5 258,474 Bl.4

Profit Margin 40,613 36.5 39,117 30.2 50,704 24.2 43,953 16,5 LB 297 15.7

UBN

Interest Inccme 71,927 70.3 94,247 67,8 135,583 67.2 218,837 76,8 275,26l 85,2
Other Income 30,415 29.7 LL,695 32,2 66,23L 32,8 66,001 23,2 47,91k 14.8
Gross Income 102,372 100 138,942 100 201,817 1000 284,838 100 323,178 100
Operating Expensea:

Interest Paig 25,178 24.6 33,200 23.9 L5,618 22.6 71,999 25.3 99,857 30.9
Staff Costs h2,404 L1y 43,109 31 57,253 28.4 77,637 27.3 86,601 26,8

Provision for

Doubtful Debts: 8,466 8,3 8,303 6 13,930 7 28,955 10.2 34,739 10.7

Others: 3,390 3.3 19,209 13,8 24,819 12.3 41,277 14,5 L4O,7LO 12,6 -
Total Expenses 79,458 77.6 103,821 74.7 141,620 70.2 219,868 77.2 261,937 81.1

Profit Margin _33,91h 22.4 35,121_25.3 60,197 29.8 64,970 22,8 61,241 18.9
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TABLE : 6,6 CONT

BANK YEAR

1979 1980 1981 1982 1
- B(v0o0) %  #(000) %  W.000 #(000 %(000

%%%erest Income 73,316 69.1 91,289 73,2 129,797 72.6 178,787 77 236,804 84,2
Other Income 2,709 30 10 26,8 038 2 2 83 15.8
Gross Income 106,025 100 124,699 100 178,835 100 232,195 100 281,387 100
Operating Expenses:

Interest Paid: 25,071 23.6 35,132 28.2 63,541 35.5 85,881 37 114,731 LO.8
Staff Costs: 19,241 18,2 23,715 19 41,001 22,9 L8,248 20.8 57,837 20,6

Provision for

Doubtful Debts: 8,272 7.8 2,335 1.9 6,073 3.4 14,812 6.4 17,997 6.4
Others 18,075 17 22,150 17,8 25,355 14.2 30,84k 13.3 34,853 12,4
Total Expenses 70,659 66.6 83,332 66.9 135,970 76 179,785 77.4 225,418 80,2

Profit Margin 35,366 33.4 L1,367 33.2 12,865 2l 52,l10 22,6 55,969 19.8

II

IBWA
Interest Income: 21,789 Shol 32,065 51,8 45,530 53.4 69,166 66.4 78,681 68,4

Other Income 18,893 L5.6 30,06l 48,2 Lo, 104 L6.6 36,509 33.6 36,423 31.6
Gross Income 140,058 100 61,906 100 89,336 100 104,112 100 115,10b_100
Operating Expengest

Interest Paid 11,985 30 18,641 30,1 26,776 31,4 39,496 38 36,092 31.4
Staff Costs: 5,959 14,9 9,942 16,1 NA 17,724 17 20,236 17.7

Provision for
Doubtful Debts: B66 2.2 1,156 1,9 . 2,854 3.3 4,251 L.1 10,825 6.3

Others 4,903 12,2 8,37h 13,5 25,492 29.9 14,206 13,6 19,222 16,6
Total Expenses 23,713 59,2 38,11, 61,6 55,122 64.6 75,677 72.7 86,375 75
Profit Margin  16,3L5 L0.8 23,793 38.4 30,214 35.4 28,435 27.3 28,729 25

[ — ]

%%%erest Income NA. . 33,067 7,2 46,288 73,4 55,208 7h.L 67,565 82.1
Other Incone NA 16,599 28,8 20,754 26,6 22,574 25,6 18,036 17.9
Gross Income 46,457 100 63,087 100 74,228 100 82,247 100
Operating Expensess _

Interest Pail 10,802 23.2 14,794 23.5 21,164 28.5 26,273 32
Staff Costs: NA NA NA NA NA
Provision for

Doubtful Debts: NA 1,41 2.5 6,516 10.3 5,873 8 5,149 6,2
Others - 34,014 The3 141,777 66.2 47,191 63,6 50,825 61,8
Total Expenses - 46,457 100 63,087 100 ThL,228 100 82,247 100
Profit Margin NIL NiL NIL NIL NIL

S— ke
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BANK

1913 1980 1981 1982

#(000) % #(000) % #(000) % #(000) %
SGBN
Interest Income NA 26,834 63,8 31,502 T4 60,430 82.5

Other Inccone
Gross Income

Operatin

Interest Paia

Staff Costs

Provigion for
Doubtful Debts:

Others:

Total Expenses:
Profit Margin

NBN

Interest Income

QOther Incouwe

Gross Income

Opnerating Expenscs:

o %

74,422 85.9

- 15,240 36,2 11,055 26 12,783 17,5 12,255 14,1
~ 42,074 100 42,557 100 _ 73,213 100 86,677 100

- 16,751 39.8 16,521 38,8 29,950 L1 39,350 L4S.L
- NA NA NA NA

- 4,976 11.8 10,300 24.2 11,731 16 11,074 12.8
- 14,836 3.3 8,253 19.4 19,386 26,5 23,410 27

by 365563 86.9 35'07h 82.h 61’067 83-h 73]83h 85.2

NA
e - T s = T T T = =

5,511 13.1

?’h83 1?06

12,146 16,6

12,843 14.8

Interest Paiqg

Staff Costs:

Provision for
Doubtful Debts

Others

Total Expenses:
Profit Margin: (66)
—_

XIZ
BCCI

Interest Income

Other Incocime

Operating Expenses:

Interest Paid

Staff Costs:

Provision for
Doubtful Debts:

Others

Total Expenscs:
Profit Margin

ceees/126

16,202 23,321 66 23,666 66 38,593 61.1 52,441 69,8
9,461 36,9 12,008 34 14,221 34 24,56 38,9 22,697 30,2
25,663 35,329 100 37,887 100 63,157 100 75,138 100
L, 450 S.401 15,3 7,235 19.1 11,724 18.6 22,699 30.2
7,382 9,399 26.6 12,037 31.8 17,048 27 21,168 28,2
7,910 Se.Ll6 15, 5,192 13,7 L,614 7.3 2,346 3.1
5,987 12,205 34,5 12,161 32.1 20,975 33.2 26,069 3L.]
25,729 32,451 91.9 36,625 96.7 54,361 86. 72,282 96,2
2,878 8,1 1,262 3,3 8,796 1. 2,856 3.8
KA 4,522 50, 19,953 56,8 UL6,538 70.7 NA =
- 4,528 50 15,153 43,2 19,311 29.3 - -
- 2!838 31-h 9:3hh 26¢6 1?!253 2602 - -
- 74 7.9 1,698 4.8 3,842 5.8 - -
- - 23009 Se7 31992 6,1 - -
o 2L030 22.h 3!8?3 110 9-561 1&;5 - -
- 5,582 61.7 17,92L 51.1 34,648 52.6 - -
- 31&68 38-2 1?,182 hﬂﬁg 31,196 h?JJ - -—
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TABLE 6.6 CONT

BANK YEAR

1979 1980 1981 1982 1983

u(ooo) % . #(ooo) %  #(ooo) %  ®(000) %  B(000) %
ENB : ,
Interest Income 10,364 7hL.3 12,633 T0 15,111 66.1 18,991 72,8 19,917 T7.7
Other Incoue 3!590 250? Snm 30 . T!_?h_g 33.9 7.100 2712 5.72h ggg}

Gross Income 13,956 100 18,070 10Q 22,860 100 26,091 100 25,641 100
Operating Expenses:
Interest Paid 2,698 19,3 3,989 22.1 5,458 23.8 8,021 30,7 9,121 35.6

Staff Costs NA NA NA NA NA

Provision for

Doubtful Debts: 860 6,2 2,149 11,9 2,623 11,5 1,774 6,8 1,228 4.8

Others 1,982 57.2 11,932 66 14,613 64 16,176 62 14,951 5843

Total Expenses: 11,540 82,7 18,070 100 22,694 99.3 25,971 99.5 25,300 98,7

Profit Margin 2,416 17,3  NIL 166 0.7 120 0.5 - P 1.3
B e i e e

MB

Interest Income 6,018 72,4 7,909 69.4 11,013 68.6 16,954 66,3 NA

Other Income 2,299 27.6 3,186 30,6 5,034 31,4 6,619 33.7 NA

Gross Income 8,317 100 11,394 100 16,047 100 25,573 100 _NA

Qperating Expensess
Interest Paig 2,176 2632- - 2,927 25.7 -34487 21.7 5,145 20.3-- NA-—— - —

Staff Costs: NA NA NA NA NA
Provision for

Doubtful Debts 876 10.5 1,479 13. 550 3.4 5,848 22,9 NA
Others 54265 63,3 - 6,988 61,3 - 9,620 60 14,328 96 Y B TR
Total Expenses 8,317 100  11,394.100. 13,657 85.1 25,321 99 NA
Profit Margin NIL NIL 2,390 252 1 NA

_——— e

Source; Computed from the Annual Reports of these banks.
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felt it prudent fo increase our reservées to guard against
pogsible set backsin the face of the present economic

uncertainties,? . ’ L

Analysis of the ratio of provision for loan loss to

loans and advances is given in Table 6,7;

In group I, UBA gene;ated the least ratios; FBN ratios
came next on the favourable side. UBN of course made the
highest provisions; This measure again confirms UBA's
higher performance., UBA combinés an aggressive loans policyl
with strict loan ruality control with an effective cost contrel

machinery, which makes it standout in group I,

The lead of IBWA in group II is azain confirmed by this
ratio, It produced the least ratios im four of the years
studied. Note that althouwgh SGBN performed better than ACB,
its ratio here is higher than ACB's, This we pointed ocut earlie
eg;}ier was because ACB could not generate enough revenue o
ﬁfé&ide aderuately for its loan losses. For the five year
period studied; all of ACB's greoss profits are taken up in

loan provisions.

In group III, the result of this ratio did not single
out BCCL as the leaders Its ratios were not the best, This
might be bhecause BCCI ﬁade"ﬁbJﬁrovisions in 198C and may be
had to compensate in subsecuent years,

~ Generally, we could confidently conclude that the more

profitable a bank iz, the lower its ratic of loan provision

W L
to loans.

L
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TABLE 6.7

RBATIO OF PROVISION FOR LOAN LOSSES TO LOANS
- AND ADVANCES.

J

BANK

o YEAR 5
1979 198¢ 1981 1982 1983

GROU - | ce |

FBN . L0116 0085 .G059 .C113 L0155
UBN S L.C133 0 ,0089  L0C99 L0174 L0226
UBA G177 L0027 LGO52 L0097 L0111
G. AVERAGE L01%2 L0067 LOn7 0128 016k
GROUP_ 11 | ' ' =

I BWA o L0033 L0631 LCCSL  L.C079 L0021
ACB L0213 028 LC14G 0 L0108 L0079
SGBN R 7 L0112 .19 L2k L021C
NBN P o2 L0283 .0203  .G13 085
G. AVERAGE .0239  L,0113 L0147 G139 L0091
GROUP IIT B - T
BCCT N4 NA .022  .0273  NA
NNB ' .0380  .0190 .02t L0108 L0007
NAB , NA NA NA NA NA.
MB . L0179 022 . 006 050 NA
G. AVERAGE .~ .0265  .C205  .0163 ,029  L.0Q7

Sources: Computed from annual reports of these Bankg

In our analysis of interest spread (Table 5.8), we.found
that gemerally, Group I and III produced higher margins than
Group II banks. It is also found for Group I that generally,
FBN and UBN reecorded hicher spreads than UBA. For Group II,
NB generated the highest interest spreads in four of the five

years studied for its group. In Group ITII, NNB and MB

produced the leading margings.

in a bid Lo find the reasons for the differential spreads,
- the interest payments were related to deposits (Table 6.8).

The aim was to arrive at a rudimentary idea of the differential

vend/129
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idea of the differential costs of deposits to each bank.

From Table 6,3, it was discoveyed that Group II banks
paid the hizhest interest rates. Group III banks also paid

more interest on deposits than group I banks.

In group 1, UBA paid the hi:hest interest rates. UBN
paid lower rates than FBN. The reason for these differentialg
in interest payments is because time deposits attracts more
interest than savin s, while demand deposits attracts no
interest, UBA has more of time deposits than either of
savinrs or demands; and in greater proportions than either

UBN or FBN has. Thus it pays more in interest.

In Group II SGBN paid the hizhest interest, followed
by IE&A. This is also because these banks have a higher
preportion of time deposits (and savings) than other banks

in the group have.

Iﬁ Group thrée, MB pays higher-interest for the same
reasons. o |

From ﬁhe-above discﬁssion, we can draw tﬁe following
conclusions:

(a) That higher spreads do not necessarily
- result in higher profitability. See the
results of FBN, NB, NNB and MB from Groups
I, IT apd III respectively. Compare them
with UBA in group I, IBWA in Group II and
BCCI in Group III,.

(b} That a rower proportion of time deposits
in a banks deposit composition, results
in lower interest cousts. ' '

(¢) That more profitable banks did nct
necessarily pay lower interest rates.
--¢¢/130



- 130 ~-
TABLE 6.8

RATIO OF INTEREST PAID TO DEPOSITS

BANK YEAR
1979 1980 1984 1982 1983

GROUP 1
FEN 0204 L0198 0243  ,0329 L0300
UBN 0106 020k  JC197  JC252  .O3CH
UBA 0221 L0223  ,C263 .C337 -~ .0390
G. Average 207 207 234 .C3C6 «0331
GRQUR 1L
IBWA C255 L0294  .0337 LOMS3 .0376
ACB NA 0173 <0195  .0305 L0278
SGBN NA 00379 L0301 .C556 .0579
NBN «C1k L1e L0169 L,L218 .C37C
G. Average 20 L0246 .G250 .0383 .C399
GRoUp 111
BCCI NA .C18 .03 036 NA
NNB 01k 017 «023 o037 +03%
NAB NA NA NA NA NA
MB 0,031 »C29 0 0R9 .36 NA
G. Average 023 s 021 026 '0363_h 034

Saurceg: Computed from the annual reports ofwthese Banks.

6.+ CONCLUSI ONS

In this chapter, we examined several measures and draw
eonclusions therefrom. We examined the yleld on loans and
advance in eonjunction with the ratio of loans and advances
to deposits. On this basis, we conaluded that (a) that a h
higher loans tc deposit rati> does not necessarily lead to
higher yields on agsets and (b) th-t profitability does not
depend sc much on the zeneration of income, than in the
cuntrol of e¢ostss, Alsc, pelating yield on investments to
the ratio of investments t. deposit and the grogs yield on

assets, we also found that a higher investment to deposit
011/131
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ratio.did not result in a higher gross yield. Which means
that higher investment do not automatically ensure higher
yields. This leads us to see the importance of fund

manasement.

We were not able to draw any definite conclusion on the

basis of spread per branch because of uncertanties.

On examination of the banks cost structure and relating
it to revenue, we drew the following conclusions: -
a) Profitability is affected more by operating
+ costs than by income _eneration.

b) that interest cost in Nigeria was not crucial
fo profitability, since higher spreads did
not guarantee higher profitability.

¢) that group I and the leading banks of the

three groups were more profitable than

others, becuase they maintained on the

average, lower costs per naira of revenue,
We also cuncluded in this chapter, that the more profitable
banks generally had lower provisions for loan losses to
loans and advances. Furthermore, we concluded that the
proportion of time deposits to total deposits, has significant
impact on interest costs and thus on profitability. And also
that the more profitable banks did not necessarily pay lower

interest charres.

Havinz concluded this pennultmate chapter, we now go on
t. the final one, where we will summarise all the findings

of this research work and make appropriate recommendations.
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" CHAPTER SEVEN

SEMMARY OF CONCLUSIONS AND RECOMMENDATIONS

7.1 SUMMARY ®F CONCLUSIONS

In this chapter, we summarise the major findings of this
research work, nand based on the analysis and findings, we make
certain recommendations for the improvement of our banking

industry.

During the period 1979 - 1983, the banking industry has
operated under great stresses and straims, This period has
been gne c¢f the mcst turbulent %nd eritical periods in our
banking annals. Ncot only the bankineg industry, infact, the

whole economy has witnessed unprecedented events,

The eccnomic scene has been largely dominated by the
following factors:
i) Marked decrease in our oil exports
1i) Tco high levels of import

iii) Fast increase in the volume of external
debt and service charges

iv) Growth of budget deficits bcth at the
federal and state level

v) An accute acceleration in the inflation
rate and

vi) Slackness in industrial productuion and
the consequent high rates of unemployment.

To revamp the detericrating state of the eccnomy, stringent
measures, popularly knowa as "austerity measures" were
intrcduced in Appril, 1982, As a part of these measures, the
CBN introduced scme monetary control measures, These measures

resulted in certain positive gains.
soof 133
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The eccnomic scene briefly discussed above, has had
a streng impact upon the whole Nigerlan Banking Industry
The essential consecuences were:d-
a) decreased availability of deposits
b) slow duwn in the growth cf loans and advanees

c¢) reducticns in the earnines from foreign
exchange operatisns, due to the restrictions
on impourt,

d) Slight increase in the average cost of deposits and
e) a noticeable increase in the provisions for bad
and dcubtful debts.
A study of the banking industry cannot be made in isolation of
the economic conditions. Hence, cur findings and eonclusiong

should be reqad in cenjunction with the economic and banking

scenaric deseribed above,

Thig study is 2 maiden study on the profitability of
Nigerian commercial banks. It is based on the analysis of
eleven banks out of twenty six in the ccuntry. Thus
numerically, this represents 43% of the Commercial banking
industry. DBut in terms of deposits, it represents 65% and in

terms of loans and advances §u%

For the purpose <f conducting a meaningful analysis,

we have chosen a sample of eleven banks and group them into

three: o | | -
GRQUP T GROUP_11 - GROUP 111
1. FDN . - 1. IBWA - - 1. BeCI

3, UBA .~ 3. SGBN . 3, NAB'
| - %, NDN . MB
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The maln objectives of the study has been tc study
factors affecting the profitability of Ccmmerecicial Banks and
the extent tc¢ which it is affected by the size of a bank. In
chapter one, objectives, methodology and literature have been
described. It wculd be clear from the literature review that
ny serious attempt has been made in Nizeria tc study the varicus
aspects cof profitability. Scme stray articles, with different

objectives have hcwever appeared in some eccnomic jcurnals.

The scurces and uses of bank funds have been examined in
chapter two. We have noticed that capital as a scurce of bank
funds in terms of total funds was negligible and has gradually
declined over the years. We also saw that bank deposits

constituded the major scurce of bank working funds.

We also concluded that loans and advances constituted the
majcr cutlet of bank funds. We concluded in the chapter that
the banking industry was highly regulated, Thal despite this
regulaticn, banks still had some room for developing lending
policies and practices. We also concluded that the volume of
investments was very dependent on the demand for lcans and

advances.,

In chapter three, we ccnsidered bank lending policies and
practices. We have seen that the credit approval procedure 1is
very cumberscme and lengthy. It is of utmost importance that
it shculd be explicit, exact, concise and leave no rocm for
ambiguity and confusion. We also specified three lending
policy options available to¢ banks. These are, (i) establishment
of interest rate schedules for varicus kinds of loans, (ii)

specify rates established by the regulatins authority, and
.l'.-/135
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(111) yield c¢n loans. Every bank must price its lcans
properly, based on the analysis of the peculiarities of the
lcan. The ypricing pclicy should be adeguate, so as to
achieve the cobjectives of the crganisation. The loans policy

sh-uld be clear and flexible,

In chapter four, two cuncepts of income - eccnomists and
acccuntants -~ have been examined. We concluded that accounting
income is more appropriate to this study. Thus even though it
is subject to some uncertainties, we used the accounting ccncept

of income in this study.

We also examined the profitability measures used on the
manuf acturing/trading concerns. We found that the criteria
used for determining profitability of manufacturing/trading
concerns, are generally not applicable t. the banking industiry.
This is becuase the banking industry draws its funds mostly
from cutside scurces and its revenue consists mainly of income
arising out <f the deployment of thuse funds within the general
eccnomic policy in operation. For a banking industry, and
particularly fcr this study, the following measures of
profitability have been used: (1) gross profit margin, (ii)
net profit margin, (iii) profit (gross, net, gross profit
margin) to total assets and (iv) interest spread and spread

related ratios.

Spread is a unique measure used in determining the
profitability of Commercial Banks. We defined spread as "the
difference between the averaze gross interest earned from
earning assets and the average gross interest paid on
liabilities.” The profitability of a bank depended on whether

it is capable of generating a large or narrow spread. In the
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Nigerian c.ntext, we found that ocur banking sector has not
paid much attention to maximising the spread, largely because
other sources of income are available, for example, foreign

exchange income.

In addition to these measures of profitability, we have
also made use of causal factor measures which alsc affect the
profitability of banks. These measures we used in the

interprgtatiJn part of our research in chapter six.

In chapter five, we examined extensively the profitability
of Nizerian C.mm&pcial Bahks, using ratio analysis techniques.
For the purpose of our study, the data analysis was split into
three stages:

(a) In the first place, we examined extensively, recent trends
in the operating income and trends in the operating marginms.
Gross opepating income is defindd as the total income from
all sources., In examining this trend, we found that therd
is an increasing trend of income growth for all the three
groups under the period studied. We however found that
this increasin; trend was more prominent for group 111
banks. Group II followed closely.

In terms of the operating margin, we found that

Group IIT's performance was the poorest. Here group cne

gives the lead. On further analysis, we found the reasons

for the poor performance of group III was due mainly to
the fcllowing reasns:-

i) the impact of the mcnetary policy measures
during the period which seemed to affect the
smaller banks more, '

coese/137
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ii) resources or funds wepe comparatively
costlier because most of the deposits with
these banks were fixed deposits.

ii1) reduced amounts of commissin chargeable on

accounts due to low levels of operations, and

iv) sharp decreases in foreign exchange
transacticns because of import restriction.

Operating margin is the difference between the gross

operating income and operating expenses.

(b)

In the second stage, we made use of the following ratio
measures: (i) gross profit margin, (ii) net profit
margin, (iii) gross yield on total assets, (iv) gross
profit margin on total assets and (v) net income on
total assets.

Using the gross profit margin, we found that group I
ratios were the highest cver the years. This was
closely followed by group I1. The performance of group
I11 was the poorest. In terms of the net profit margin,
we found the game trend, that is, group I leading,
followed by group II and group III at the bottom. This
close similarity in the results of the two ratios
clearly indicates that the taxation in Nigeria does not
distort the trend of bank profitability.

In aaother measure of profitability, that is, gross
yield on total assets, we found that the performance of
group 11 was generally better as compared to other groups.
This measure indicates the effectiveness of banks in the uge
of bank assets. However, in terms of the gross profit

margin to total assets, that is, relating income bvefore

cenel 138
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taxes to total assets, group I gives a comfortable lead.
Analysis revealed that operating expenses were responsible
for the low gross profit margin to total asset ratios of
groups 1I and 11I.

The pratio of net income to total assets also produced
similar results to the gross profit margin to total asset
r2tio. That is to say that group I leads the other two
groups. Within groups II and III, the results of group

I1 was better.

Taking interest spred into consideration, we found that
generally, group I produced higher ratios, followed by
group III. Further analysis revealed that a higher
interest spread ratic did not necessarily translate into
higher profits during the period studied.

Considering deposit yield (the ratio of interest
spread to deposits) showed group III1 as the better
performer. However, there was no clear cut trend.
Relating spread to total assets, grcup I was found to be
the most profitable. The performance of group III was

more desireable to group II's results.

In terms of the contribution interest spread makes
towards covering operating expenses and generating a
surplus, we found that:-

(a) bank operating expenses were disproportionate
to their income earning ability

(b) banks generally are not profitable and are
standing on shaky grounds. Their dependence
on other income rather than interest income
to generate profits, expeses banks to the

risk of fluctuations in their profits, and /
eee/139
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(c) that banks should control their operating
costs or in the forseeable future become
unprofitable or even liquidate.
In chapter six, we analysed profitability in terms of causal
factors., Taking yield on loans and advances and the ratio of
loans to deposits, we concluded as follows:-

a) Higher loans to deposits ratio do not
necessarily lead to higher yields on assets

b) that higher ylelds on assets does not
necessarily lead to higher profitability.
This leads us to conclude that cost
control is very significant in profitability.
Examining the yleld on investment and the ratio of investments

to deposits, we also found that a higher allocation of funds

to investments, deces not necessarily result in higher yields.

This leads us to pay attention on the management of funds,
This clearly shows that the size of funds is not as important
as more profitable use of the funds., This shows the importance

of management.

We were not able to draw any conclusions on the basis of
spread rer branch because of several variables affecting the

measure, which were unknown.

Analysing the cost structure of banks, the following
conclusions were drawns-

a) That bank profitability is.not much affected
by revenue generating ability as by operating
costs

b) That interest costs in Nigeria are not crucial
to profitability; since higher interest spread

did not guarantee profitability.
o ) ooes/ 140
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We also concluded after examining the ratio of provision
for loan lesges to loans and advances that more profitable.
banks generally had lower ratios of loan provisions to loans.
Examining the ratio of interest paid to deposits, we also
concluded that

a) a lower proportion of time deposits in a banks
deposit composition, results in lower interast
costs and wise versa. '

b} more profitable banks did not necessarily pay
lower interest rates. ' ) .
In terms of the objectives and hypothesis of the study, we
draw the following c&nclusions:—
(a) " In terms of profitability sources, we found that
' income from interest gradually inereased over the years.
On the other hand, inc.me from other sources gradually
declined over the years of study.
In view of the present economie policy of the goverﬁmeb,'
this deecline is likely to incpease sharply in the near
future. Banks will thepefore have to depend more on

interest income and develop other sources of income,.

(b) The profitability of Commercial banks in Nigeria is
greatly influenced by the wmenetary policy options
exercised by CBN. We found that a large proportion. of
bank funds were earmarked for one segtor or the o?her
by the CBN. Banks do not have much freedom in thelr
operation. But nowever, we found that in a developing
economy like ours, regulatory measures are neeessary for
a proper functioning of f?nancia} institutions. -

¥
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(c) We also eonclude that the criteria determining the
profitability as applied tc manufacturing and trading
organisations are not strictly applicable to the banking
industry. We have sugsested some criteria which are
suitably applicable in the Nigerian context,

(d) It was also found that .he cperating costs of the banking
sector has been gradually increasing over the years studied.
This has consecuently affected profitability. More loans
and advances were written off as bad over the years. The
answer is in cost preduction. Bad debt can be amply

reduced to a minimum percentage.

In testing our hyrothesis, we also draw some conclusions. We
conclude that larger banks were generally more profitable than
smaller bank groups. Among the three groups, group I was more
profitable than the other two groups. And group II was more
profitable than group I1I. This simple finding proves our
hypothesis that larger banks should prove more profitable than

smaller banks.

OQur second hypothesis which posited that banks with a
larger proportion or size of loans and advances should prove
more profitable than those with lesser amounts, was not proved.
We found that having a greater proportion of loans and
advances does not necessarily lead to greater profitability.

It nowever found that those with larger absolute naira amount,
generally proved more profitable than those with smaller
amounts. Thus group I proved more profitable than group II
and group II proved more profitable than group III.

oa-¢/1!1’2
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7.2  BECOMMENDATI ONS

On the basis of our findings and conclusions, we suggest
the following measures for improving profitability and the
Nigerian Banking Industry.operations:

1. Commercial banks should devise various schemes of
deposits mobilization with differential rate of

interests, so as to argument their investble funds.

2 With Nigeria's drive for economic self - sufficiency,
we are likely going to witnegs further prestrictions
on such activities as foreign exchange transaction.
Banks should therefore, as a matter of priority,
reduce their dependence on these other sources of
income and produce their profits from interest income

and other sources.

3. Banks must control and reduce operating expenses, while
at the same time increasing their revenues. This for-
example could be done by expanding without engaging new
staff.

4., Commercial banks should not confine their activities to
meet the present demands of the existing clients, but
also strive to generate credit demand. This is of

srecial relevance to rural branches.

5. There is also a need to reorganise our banking industry.
The banking industry in our opinion should be reorganised
taking into consideration national interest, geographical
spread and operating costs. We recommend that banks be

grouped into three categories, vizj
'c-o'/1'+3
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(a) banks which can operate on a national basis.
These should be banks whose resources can
undertake and sustain such national spread.

(b) DBanks whose presources permit only a regional
or 2 geographically restricted area of
operation and

{c) DBanks who given their resources can operaté
efficiently only within a state or twor

We believe each bank should have a loans policy that

specifies an objective to be achieved. The policy

should specify lending authority, procedural matters,

pricing policies and the current lending strategies.

That for efficient formulation and efficient
implimentation of a credit plan, it is essential to
i) have properly trained managerial personnel

ii) bridge the communication gap between borrowing
units and lending branches, between a branch
and its head office and between head office
and the CBN.

laac/1lf'l+
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73 FOR_FURT E
| The following areas could be further looked into by

research students:-

1. Analysis of the composition of loans and advances
and investments with a view to discovering the causes

of the differential returns.

2e Analysis of the cost structure of Commercial Banks
with a view to identifying areas that costs could be

reduced.

3. An examination of the impact of the preferential
treatment given to the preferred sectors (such as
agricultural, housing sectors etec), with a view to
assessing whether these sectors need concessional

financing or not,
Yo Regearch into deposit mobilization methads and

5. Research into the impact and results of the . rural

banking scheme.,
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APPENDLX ONE

LI8T OF COMMERCIAL BANKS OPERATING IN NIGERIA
Africa Ccntinental Bank Limited

Allied Bank of Nigeria Limited .
Bank of Credit and Commerce Internatiun CNig) Limited
Baink of the North Limited |
Co-operative Bank Limited
Cosapperative & Commerce Dank (Nig) Limited

First Bank of Nizeria Limited

- Habib Nigeria Bank Limited

Igternational Bank for Wesl Aftica Limited
Kaduna Co-operative Bank Limited |
Kano Co~operative Bank Limited

Lobi Bank Nireria Limited

Marcantile Bank of Nigeria Limited
National Bank of Nigeria Limited

New Nigerian Bank Limited

Nigeria - Arab - Bank Limited.

Owené Bank Nigeria Limited

" Pan African Bank Limited

Progress Bank of Nigeria Limited
Bavannah Bank of Nigeria Limited

Sueiete Generale Bank Nigeria Limited
Sckoto Co~crperative Bank Nigeria Limited
ﬁnion Bank of Nigeria Limited

United Bank for Africa Limited

Wema Bank Limited .

Commeré%al Bank (Credit Lycnnais Nigeria) Limited




FIRST BANK OF NIGERIA LIMITED

Five Year Record

Yeor ended 315t

Assets Cash,  bank balances
and bills discounted
Investments
Loans and advances
Fixed assets
Other assets

Total assets

Less:

Liabilities Deposits
Taxation
Dividends
Other liabilities

Shareholders’ funds

Gross earnings

Net Profit before taxation

Net profit after taxation

Dividends — Ordinary shares
— Preference shares

Return on shareholders’ funds
Earnings per share (adjusted)

Dividends per ordinary shares
(adjusted)

Note: 1.

December .  December December December
1983 1882 1981 1980
000 #4000 W00 000

' 1658364 1,062,426 755,002 935,467
227,280 217,304 205,029 392,976
1376705 1,490,132 1339420 1039239
89,526 73874 61,900 47,584
783 469 356,607 280,097 195 621
4135344 3190243 2641547 2610887
3570313 2793200 2,262,066 2,141,980
18,823 19 656 22 881 5,317
6,113 6113 6.113 10,754
360 744 217519 208,711 353 458
3964493 3036488 2499771 2511500
170,351 153 755 141,776 99,378
306,771 266,024 200,508 126,633
48 297 43,953 50,704 31,007
29 850 2 233 28 402 17.967
11,004 11,004 11,004 10,754
2250 2.250 . *
18% 16% 20% 18%
45.1k 37.6k 46.5k 20.4k
18.0k 18.0k 18,0k 17 6k

calculated on the number of issued ordinary shares at 31st December, 1983,
2. Dividends per share are calculated on the number of issued ordinary shares at 31st December, 1983,

M

March
1980
000

967,877
215,186
739,306

38,801
123,503

2,084,853

1,692,358
8,062
6,021

289,721

1,896,762

88,691

129,445
39,177
21,166

8,331

—

24%
34.6k

13.6k

Earnings per share are based on profits after tax and after deducting preference dividend and are



UNION BANK OF

NIGERIA LIWTED

Five Year Financial Summary
for the year ended 30th September,

Cash and short term funds
Bilis discounted

Quoted investments
Unquoted investments
Loans and advances
Other assets

Fixed assets

Total assets
Less: Other liabilities

Represented by:
Share capital

Statutory reserve
General reserve

Profit and loss account

Shareholders’ funds

111% loan stock 1988/1992
Capital funds

Customers' deposits

Negotiable certificates of
deposit

Funds empioyed

Acceptances, etc.

Gross earnings
Profit before taxation
Profit after taxation
Dividends

Eamings per share
(adjusted)

Dividends per share
(adjusted)

Dividend cover

Total assets per share
(adjusted)

1983 1982 1981 1980 1979
N'000 N'000 N'000 N'000 N'000
362,600 494,278 254,950 201,926 245698
1,537.601 740,761 516,747 468946  361.791
2,364 1,518 1,393 293 16
600 100 - - -
1,536,949 1654710 1,395593 931654 633,933
274390 245285 367.922 199,047 183,907
52,507 45574 30,561 22806 19,861
3,767,011 3,182,226 2,567,166 1,825362 1,445,206
209,388 167,474 143,968 119127 92,637
3,467,623 3,014,752 2,423,198 1,706,235 1,352,569
— 14
54,432 54,432 36288 36288 36,288
53,755 46,102 37,947 30497 25300
43,000 28500 10,000 - —
635 342 20,683 - 14,864 5,805
151,822 129376 104918 81649 67,393
40,000 31,831 — — —
191,822 161,207 104,918 81,649 67,393
3,275,801 2,853,545 2318280 1,624,586 1,282,176
- - 3,000
3,467,623 3014752 2,423,198 1,706,235 1,352,669
— - —
480,185 579,764 755790 487,246 230,211
323,178 284,838 201817 138,942 102,372
61,241 64,970 60,197 35121 22,914
30,611 32623 29801 20788 13,547
8,185 8,165 6,532 6,532 4,536
56k - 60k 55k 38k 25k
15k 15k 12k 12k 8k
3.8 times 4times 46 times 3.1times 3.0times
N69.21  N58.46  MN47.16  N33.53  N26.55
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UNITED BANK FOR AFRICA LIMITED

- Five-Year Financial Summary

year ended 3Ist March 1983 1982 1981 1980 1979

000 000 000 N b
BALANCE SHEET 000 000

USE OF FUNDS

Cash and short term funds 313,061 358,197 293475 313,786 212,662
Cash reserve deposits 36,277 34,835 12,008 30,243 49,531
Stabilisation secyrities - - - - 38,019
Bills discounted 1,102,057 686,791 824,801 418,963 234,076
Investments P 83,399 79,210 82,314 39,883 1,042
Loans and advances 1,619,691 1,519,426 1,161,264 864,836 703,004
Other assets 210,448 110,214 02,656 21,420 22,080
Fixed assets 45671 38,262 32,334 26,753 22,054
Total assets 3,409,704 2,826,935 2518970 1,715,883 1,285,168
Deduct:

Accounts payable including

items in transit, taxation

and dividends 306,975 135,466 17,440 62,061 86,106

3,102,729 2,601,469 2,601,630 1,653,822 1,199,082

SOURCE OF FUNDS

Share capital 70,000 65,000 30,000 30,000 30,000
Reserves 92,818 78,239 64,312 47,597 35,590
Shareholders’ funds 162,818 143,239 94,312 77,697 65,590
Current, deposit and other accounts 2939911 2,548,230 2,407,218 1,676,225 1,133,472

3,102,729 2,601,469 2,501,530 1,663,822 1,199,062

EEEEESET E==ESE=E=T EEESEIES ES==E==E= TEEFEEEE

PROFIT AND LOSS ACCOUNT

Gross earnings , 281,387 232,195 176,835 124,699 106,025
Profit before taxation 55,869 52,410 42,865 41,367 35,366
Taxation { 26,600 )( 25808 )( 20,150 Y ( 21,331 ) ( 17612)
Profit after taxation 29,279 26,602 22,7115 20,036 17,754
Transfers to reserves ( 19445 )( 19,150 ) ( 16,776 )( 14,009 ) ( 12,938 )
Dividends

~ Preference {2,700 ) 675 ) | - i - ) - )
— Ordinary { 7,000 ) ( 7,000 ) ( 6,000 )( 6,000 )( 5000)
Brought forward 105 328 389 362 546
Carried forward 239 106 328 389 362
BONUS ISSUED 5,000 5,000 - - 10,000
ASSETS PER SHARE {Adjusted) MNB5.25 N 70.68 N6298 42,90 MN3213
EARNINGS PER SHARE (Adjusted) Bbk 65k 57k 50k 44k
DIVIDENDS PER ORDINARY SHARE (Adjusted) 17.5k 17.5k 15k 15k 13k
DIVIDEND COVER 3.8 times 3.7 umes 3.8 umes 3.3 times 3.6 times

NOTES: 1.  The earnings per share are computed on profits after taxation and preference dividend and based on the
number of issued ordinary shares at 31st March, 1983,

2. The earnings per share and dividends per share prior to 1983 have been adjusted for the bonus issue on
28th July, 1982,




INTERNATIONAL BANK FOR WEST AFRICA LIMITED

Five Years at a Glance

WD 0uNTs v NMILLIONS)

1983 1982 1981 1980 1979
Liquid Assets 678,54 41681  168.15 247.71 158.37
Loans & Advances Net ~ 506.52  539.03 52848 37081 257.54
Other Assets 42628 30446 32537 189.84 180.72
Fixed Assets 18.29 13.72 6.84 522 381
Total Assets 1,641.79 1,283.24 1,037.30 81877 604.52
Share Capital 36.00 27.00 1800 1500 15.00
Reserves 21.81 27.20 2351 1082 7.9
Profit & Loss Account 7.83 415 7.54 9.05 342
Sharehalders’ Funds 66.00 58.34 49.05 3487 26.36
Total Deposits 960.08 87097  793.21 633.25 469.47
Taxation, Dividends &

Other Liabilities 616.19 35393 19504 150.64 108.68

pAccep tances etc. 727.98 55425  507.04 406.01 201.01
Balance Sheet Total ~ 2,369.88 1,837.48 1,544.34 1,224.78 696.84
Gross Earnings 11510  104.11 8533 6190 40.05
Profit before Taxation 28.73 28.44 30.21 2379 16.34
Profit after Taxation 14.50 14.69 14.78 1150  8.30
Dividends 7.20 5.40 3.60 300  3.00

Retained Profit 3.67 5.62 7.49 5.63 342



APPENDI X TWO

AFRICAN CONTINENTAL BANK

DALANCE CSHEFET, PROFIT AND LOSS ACCOUNT
AS AT 30TH SEPTEMBER (NOOQQ)
1983 1982 1981 1980 1979
Cash & Call Money 159,311 117,811 231,568 141,329 135,795
Tresury Bills & Certifi-
cate 68,270 25,503 83,415 97,540 13,539
Investments 22,840 25,335 25,244 19,408 38,494

Loans & Advances & Other

accounts
Fixed Assets
Other Assets
TOTAL

NDED
Share Capital
Statutory Reserve

Prov. for Bad debts

Deposits & Other a/cs.

Other Liabilities

Gross Earning
Less Interest

Other Income

Net Earnings
Overhead Expenses
Profit before taxes

723,701
28,224
131,900

631,226 534,466 438,298 LO1,174
24,270 20,557 18,433 13,83k
86,305 61,173 _72,471 53,487

1,1}}52%6

910,450 956,423 787,479 656,324

12,002
500
9,149
942,798

12,000 12,000 12,000
500 500 500 500
5,873 6,516 1,11 8,534
692,771 758,595 650,231 576,790

199,306 178,812 123,607 58,499

12,000

173,797
1,13 '2h6

210,450 56,423 787,479 656,32k

82,247
26,273

74,228 63,087 46,457 -
21,164 14,794+ 10,802 -

55,974

53,064 48,293 135,655 =

3,35% _ 3,59% 3,955 3,209

59,328 56,618 52,248 38,864

59,328 56,618 52,248 38,86k
NIL  NIL NIL NIL




APPENDIX TWO

SOCIETE GENERALE BANK OF NIGERIA

BALANCE SHEET AND PROFLT AND LOSS ACCQUNT
AS AT 31ST DECEMBER (N0QQO)
ASSETS 1983 1982 1981 1980
Cash & Short Term funds 79,998 148,407 1u4k,545 60,272
Bills & Cirtificates 214,491 66,705 22,416 64,728
Investments (Unquoted) 100 100 - -
Loans & Advances 518,225 488,809 385,606 318,3%
Pixed Assets 10,639 9,700 8,127 5,491
Other Assets 48,051 56,069 -- -~
Total Assets 8?1=504 772,790 560,694 hb8‘8h?
g Le ;

Deposits 684,076 538,534 548,425 LLO,9u5
Taxation 6,751 6,543 - -
Proposed Devidends - 3,529 e i
Other Liabilities 156,931 209,562 ,

847,758 758,168 5SLB,425 4L4LO,945
Net Assets 23,746 14,622 12,269 7,902

T —_—== —m—r T
Share Capital 10,374 7,286 7,286 6,486
Statutory Reserve 7,879 6,370 - -
Bonus Shares 54187 - - -
Profit & Loss a/c 306 %6 44983 1,416
Shareholders funds 234746 Ajh,é&g 124269 7;923
Gross Earning 864677 72,213  L2,557 42,074
Interest Paid 39,350 29,9%0 16,521 16,751

47,327 43,263 26,036 25,323

Overheads 34,484 31,124 18,553 19,574
Taxation 6,807 6,257 3,916 1,800
Profit after taxation 6,036 5,882 3,567 3,949
Transfer to Staturyo Reserve 1,509 1,470 3,500 1,400
Proposed Devidends - 3,529 - -
Retained Profit 4,527 883 67 2,549



NATI ON

AS AT

APPENDIX TWO

AL BANK OF NIGERIA
QFIT AND LO C
31ST MARCH, (¥000)

BESQURCES EMPLOYED
Cash & Short Term funds
Bills Discounted
Cash reserve Depnsits
Investments
Loans & Advances
Other Assets
Fixed Assets
Tetal Assets

NDED B
Share Capital
Statutory Reserve
General Reserve
Retained Earnings
Share helders Funds
Deposits

Cther Liabilities
TOTAL

Groas Earnings
Interst Paid

Overhead Expenses

Provision for doubtful
Debts

Taxation

Transfer to Staturory
Regerve

Transfer to Gen.Reserve

Retained Profits

1933 1982 1981 1980 1979
180, 374 148,147 168,616 118,686 126,231

30,663 23,656 32,792 81,692 28,066
12,862 11,669 11,669 12,532 9,867
20,566 18,841 19,253 18,611 19,011
L2k ,6L42 367,393 255,200 192,769 167,965
35,668 25,687 26,881 28,286 14,408

29,206 24,697 19,244 15,911 _ 8,650
733,981 620,090 533,705 468,487 374,198

10,000 10,000 10,000 10,000 10,000
4,095 3,037 1,937 1,65k 977
6,000 5,800 2,800 2,000 -
310 68 319 _269 240
20,405 18,905 15,056 13,923 11,217
612,883 536,247 428,751 382,262 306,953
100,683 64,938 89,898 72,302 56,028
733,981 620,090 533,705 468,487 374,198

75,138 63,157 37,887 35,329 25,663

22,699 11,724 _ 7.239 _ 5,401 4. 450
52,439 51,433 30,652 29,928 21,213

47,237 38,023 24,198 21,604 14,830

2,346 L6 5,192 5,446 7,910
1.425 L,395 129 172 -
1,431 4,401 1,133 2,706 (1,527)

1,058 1,100 283 677 -
200 3,000 800 2,000 -

173 301 50 29 -




ASQRTS

Cash & Short term funds
Loans & Advances
Investments

Fixed Assets

. Oth&r Assets

Share Capital

Banus 1Igsgue
Statutory Reserve
Retained Farning
Total Capital Funds
Deposits

Provigion for Taxes
Other Liabilities

Gross Income
Interest Paid

Overhead Expenses
Taxation
Net Profit

Statatory Reserve
Bonus Issue
Devidends
Retained Earnings

APPENDIX TWO

BANK QF CREDIT AND COMMERCE INTERNATI ONAL
BALANCE SHEET, PROFIT AND LOSS_ACCOUNT AS

AT 31ST DECEMBER

§l000)  ¥{000)  N{000)
362,174 202,848 89,098
219, 999 88,600 38,861
23,842 4,938 by 172
9y Pl 5,670 2,438
86,190 72,048 34, 880
7021150 373!83h 169'350
9, 000 4,000 4,000
84000 5,000 -
64100 2,500 450
__ 5881 463 - 121
23,981 11,963 4,571
482,184 297,721 154,435
16,393 8,802 -
179,592 55 5 348 10, 345
702,150 373,834 169,350
e =
65, 84k 35,106 9,050
12,253 9.7 2,839
48,591 25,761 6,211
17,3% 8,580 2,743
16,927 94339 1,748
14,268 7,843 1,720
3,600 2,050 450
8,000 5,000 1,000
2,250 L50 150
419 342 120
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FIVE YEAR FINANCIAL SUMMARY FOR THE YEAR ENDED 31ST DECEMBER, 1982

MERCANTILE BANK OF NIGERIA LIMITED

EEEE SEEscEun = e - -
982 1981 1980 1979 1978
YEAR ENDED'IH CEMBER JIST  ceeeeeees
Loo mNO00 MO00 MO00 MO00
BALANCE SHEET
i
USE OF FUNDS b
Cash, Short Term
Funds and Bills 68,103 66,061 50,680 36436 53,429
Certificate of Deposit 2,000 2,000 2,500 - 2,500
Loans & Advances 116335 91,042 6,076 56854 44,612
Investments 6,889 8,890 7,877 450 450
Other Assets 13,701 13,521 9,530 8,651 5405
Fixcd Assets 11,853 10,978 8,638 6,628 2,088
TOTAL ASSETS 218,881 192,492 145301 109,019 88,484
SOURCES OF FUNDS
Share Capital -
Ordinary Share 4,000 4,000 4,000 4 000 4,000
8% Cum. Pre-Shares 2,100 2100 2,100 2100 -
Statutary Reserve 963 929 5481 581 545
Retained Profic 1,708 1,604 562 825 716
8,771 B,633 7,243 7506 5,261
Long Term Loan 16,667 18,000 19,333 20,000 —
Current, Deposit
and Other Accounts 142,625 136,867 99474 71,112 76,219
Other Liabilities 50,818 28992 19,251 10401 7,004
218,881 192 492 145,301 109019 88,484
- =
PROFIT & LOSS ACCOUNT
Gross Earnings 23,573 16,047 11,394 8317 719
Profit before Taxation 252 2399 - - 557,
Profit-after Taxation 138 1,399 - - 316
Transfers to Reserves 35 B1S - 36 60
Dividends to Shareholders - - - - 400
Earnings Per Share 3k 31k - - 8k
Dividends Per Share - - - - 10k
Net Assets Per Share N1.67 N163 MN1.28 M1.35 M1.51
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