THE IMPACT OF FINANCE LEASE ON THE PERFORMANCE OF NIGERIAN BANKS


ABSTRACT
The issue of inadequate capital remains one of the major challenges of business entrepreneurs in Nigeria. Business firms are constantly searching for ways to expand their operations and deliver quality services and increase revenue, while the new ones want to start in good shape but enough funding is not readily available. Leasing has been long established as a creative financing tool for the acquisition of capital assets. Over the years, leasing has grown into an industry of imposing scope, and greater potentials are met through this unique form of financing. This study examines the impact of finance leasing on the performance of Nigerian banks. The population of the study consists of twenty (20) banks that are quoted on the Nigerian stock exchange and members of ÉLAN as at 31st December, 2005. The sample of the study is five (5) banks drawn randomly from the population of the study. The study uses linear regression as a tool of analysis to assess the impact of lease financing on profitability, investment and shareholders fund of the selected banks. The study establishes that finance lease has no significant impact on the performance of Nigerian banks despite the relationship between them is positive.
The study concludes that finance lease has no significant impact on the performance of Nigerian banks and therefore, recommends among others that Nigerian banks should increase their commitments into leasing business to improve earnings from the proceeds of leasing and be leasing buildings and office equipment instead of building and buying them at the event of expanding or opening new branch.
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INTRODUCTION
1.1 Background to the Study
One of the most prominent issues in the corporate and financial world today is the issue of leasing (Abashiya, 2005). In the developed countries, it is almost an integral part of the overall financial system and often advocated as the least expensive and most advantageous form of funding (Afzal, 2003). As (Olusoga, 2003) indicates, the most generally accepted method of financing capital investment throughout the world is equipment lease financing option.
In Nigeria, although lease volume remains relatively insignificant in terms of world rankings, the concept is fast gaining recognition and has been influencing some major decisions in the various sectors of the economy. With the paucity of capital in the continent, many African countries such as South Africa, Zimbabwe, Ghana, Nigeria and recently Egypt have used leasing as a major anchor of their economic development policy with considerable success. In these countries, lessors are fully involved in investments in the extractives industries, transport, agriculture, construction and telecommunications (Olakunle, 2002).
Leasing has been used extensively in the financing of ships, aircraft containers, heavy-duty machines, plants and machineries, vehicles, cranes and bulldozers and assets of substantial value. The concept of leasing is applicable to both medium and long term financing. The essence of a lease contract is that the user and owner remains separate and the former pays the latter a regular rental for the use of the asset (Higson, 1990).
Firms use buildings and equipment in the production of goods and services. One way of obtaining these is to buy them, but an alternative way is to lease them. Prior to the 1950s, leasing was most often associated with real estate, land and building. Today however, it is possible to lease virtually any kind of fixed assets (Weston and Brigham, 1981).
A common decision faced by firms is whether to buy an asset by issuing debt to finance the purchase or to simply lease the asset. These alternative financing options have attracted a lot of studies and models. In a lease context, the debate has become enshrined in the phrase; “Lease or Borrow”, and “Lease or Buy”. (Bloomfield and Ma, 1974). Should firms be deciding between leasing and borrowing a purely financing decision, or between leasing and buying, or a combination of the investment and financing decision?
A lease is a legally enforceable contract which defines the relationship between an owner, the lessor, and a renter, the lessee. A typical lease spells out all of the terms involved in a land or merchandise rental agreement, including the length of time a lessee may use it and what condition it must be in upon return to the lessor. The amount of payments and any financial penalties for late payments may also be included in a contract. Most consumers encounter a lease when renting housing or leasing a car. It can be very short-term (a few weeks or months), or it can be extended for a number of years. Many small businesses and retail stores have agreements for 10 years or more, and renewal may just be a formality. Apartment renters, however, rarely sign a contract extending past one year of occupancy. Those who lease vehicles usually sign two-year agreements as opposed to five-year financing plans for buyers.  An agreement protects both the lessor and the lessee. The lessor knows that a legally binding contract obligates the renter to make regular payments throughout the life of the lease. The lessee knows that he or she has full rights to the property without fear of sudden seizure or eviction. A lease also guarantees that the original rental terms will not change until the contract has expired.
A lease arrangement does not always guarantee smooth sailing between landlord and tenant, however. Unlike a mortgage between a bank and homeowner, the contract between landlord and tenant can contain a number of restrictions. Renters and leasers are not owners, therefore the property is always subject to scrutiny by the landlord and/or titled owner. If certain conditions are violated, such as an unauthorized pet or a sanitation problem, the lessor can decide to terminate the agreement.
Another consideration is the length of the lease itself. Some renters sign longer leases in order to reduce monthly payments, only to encounter a more appealing situation long before the end of the agreement. A lease may allow lessees to legally break the terms if a new job is located 50 miles away or more, but in general the renter may have to honor the entire term. Some lessees may find someone willing to continue the rental obligation without a lease — a practice called subletting. Some landlords allow tenants to sublet, but it's not always a viable option. The important thing to understand about a lease is that it is a binding legal agreement and you should be aware of all the conditions before signing.
A finance lease is a lease that transfers substantially all the risks and rewards incidental to ownership of an asset. Title may or may not eventually be transferred. An operating lease is a lease other than a finance lease. A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership.
Whether a lease is a finance lease or an operating lease depends on the substance of the transaction rather than the form of the contract. The legal form of a finance lease is that the lessor is the legal owner of the leased asset. The economic substance of a finance lease is that the lessee has all the benefits and costs associated with ownership of the asset. The finance lessee is in the same position as it would have been if it had borrowed money to buy the asset itself. That is why such leases are called finance leases; they provide finance for the use of an asset. If the lessor includes this term in the lease the lessor knows that when the asset is given back to it at the end of the lease, the asset will only have a small value.
Therefore the lessor knows that it needs to make sure to recover the cost of the asset together with any related interest during the lease term. The rentals are set at a level which allows it to do this. The lessee will pay the full cash price of the asset together with related finance expense over the lease term. The lessee would only do this if it had access to the risks and benefits of ownership. In substance, this is just like borrowing the cash and buying the asset. Therefore, the lease is a finance lease.
1.2 STATEMENT OF THE PROBLEM
Contrary to what obtains in many development nations, leasing is relatively a new financing option in Nigeria. If we look at the exiting financing device or option open to small-scale enterprises shows that small-scale enterprise experience a chronic storage of institutional credit which ordinarily should form the bulk of their finance. This situation calls for remedy, and the researcher believes that leasing could be encouraged and promoted to satisfy to a great extent, the financing needs of small enterprises which helps in the growth of a nations economy.
For instance in Cross River State, the government has evolved measured to alleviate poverty through various agricultural projects, upgrading the status of some markets, providing and developing tourism capacity building, skills acquisition and empowerment of people. On observation of the entire state, it is discovered that small businesses are on the increase, ranging from G.S.M operators, barbing and hairdressing salons, to mention but few. But it is shocking that their gain are not easily recognized or felt in the economic advancement of the state.
This can be attributed to some bottleneck, such as difficulty in accessing micro finances, inadequate management, lack of experience and skill personnel especially in compiling a convincing feasibility study and work plan, market competition, inadequate capital and many other problems (Akakaye, 199:112).
Leasing has been long established as a creative financing tool for the acquisition of capital assets. Over the years, leasing has grown into an industry of imposing scope and even greater potentials are met through this unique form of financing. For example, small companies may lease to conserve cash and large profitable ones may lease to keep bank credit lines open for other purpose (Olakunle, 2002).
Therefore, leasing could be the right solution but the capacity of leasing to create wealth for the business sector has not been fully embraced in Nigeria (ELAN, 2004). In Europe the situation is almost the same (Giobanoli, 2005). The classification of finance leasing in private law remains controversial and various views are expressed with regard to this question.
However, many studies have been conducted in the area of leasing to assess how the sector is doing. Lemo (2003) evaluates leasing and economic development in Nigeria. The study examines the contribution of leasing to the Nigerian economy. Ajekigbe (2004) opines that the establishment of virile equipment leasing is a key ingredient in building a vibrant economy.
Wright (2004) evaluates the impact of leasing on the performance of small and medium enterprises in Nigeria. The study concludes that there is a positive impact on the performance of the small and medium enterprises from the perspective of profitability.
1.3 OBJECTIVES OF THE STUDY
The main objective of this study is to assess the impact of lease financing on the Nigeria Economy. More specifically, the study seeks to achieve the following objectives:
1. To assess the impact of lease financing on the profitability in Nigeria economy.
2. To determine the effects of lease financing on the investment volume of Nigeria economy.
3. To evaluate the contribution of lease financing to the growth of Nigeria economy.
1.4 RESEARCH QUESTIONS
This study seeks to address the following fundamental questions:
(1) To what extent is lease financing increases the profitability of Nigeria economy?
(2) What is the contribution of lease financing on investment of Nigeria economy?
(3) What is the relationship between lease financing and Nigeria economy growth?
1.5 RESEARCH HYPOTHESES
In line with the research questions, the following hypotheses have been formulated in the null form.
H01 Lease financing has no significant impact on the profitability of Nigeria economy.
H02 Lease financing has no significant impact on the investment level of Nigerian economy.
H03 Lease financing has no significant impact on the  growth of Nigerian economy.
1.6 SIGNIFICANCE OF THE STUDY
Since many studies have been conducted on leasing and firms of different industries and most of the outcomes shows positive impact of leasing on the firms, this study will serve as a pioneering effort of assessing the impact of leasing in the Nigerian industries.
This research will serve as a reference material for the academic community by enhancing the knowledge of readers and those interested in further research in the area of leasing.
It will also be useful to shareholders of banks to know the impact of leasing on their fund. 
It is hoped that the result of this study will be of benefit to all participants in a leasing business especially to all members of ELAN in creating more awareness about leasing in Nigeria, which will improve the patronage and level of their business.
The management of banks used in this study will find the study very useful because it highlighted the benefits of lease financing on the activities of their banks.
Government and its agencies will also find this study useful, since it highlights the need to standardize the legal aspect of leasing in Nigeria.


CHAPTER TWO
LITERATURE REVIEW
2.1 Conceptual Review 
Concepts of Leasing
Leasing is one of the most highly innovative areas of business finance that has generated a number of definitions representing the perspective and background of the user. A lawyer would be more concerned with the legal title of the asset, an economist is concerned with the productive use of the asset; an accountant is concerned with reporting in accounts, the board of Inland Revenue is concerned with capital allowances and the banker with risk exposure as a result of financing the acquisition of the asset. Therefore, each one will define leasing based on his own perspective. However, the common denominator underlying the definitions of leasing focuses on the separation of ownership and use of the asset over lease tenure, as the essence of leasing.
Leasing has been defined by different authors in different ways but all the same, the meaning is anchored toward the same thing. Kurfi (2003) conceptualized leasing as “an alternative mode of financing to the traditional debtand equity capital for the acquisition of capital assets by firms”. Kraemer and Lang (2012) sees leasing as a contract between two parties where one party (the lessor) provides an asset for usage to another party (the lessee) for a specified period of time, in return for a specified payments. Nigerian Accounting Standard Board (NASB) in information circular (2010) viewed leasing as a contractual agreement between an owner (the lessor) and another party (the lessee) which conveys to the lessee the right to use the leased assets for consideration usually periodic payments called rent.
Therefore leasing can be seen as a contractual agreement granting the use of an asset to the lessee by the lessor within a specified period of time in exchange of periodic payment of an agreed rental fee by the lessee to the lessor.
A lease is a transaction in which an owner of equipment (the lessor) allows another party (the lessee) to use equipment, and for that usage, the lessor charges rent (Euromoney Publications, 1995). It is a contract between a Lessor and a Lessee for the lease of a specific piece of asset. The Lessor retains ownership of the asset while the Lessee uses the asset to generate as much profits as possible, but pays only a small portion of the profits generated to cover lease rentals
(Olakunle, 2002).
According to Jacqueline et al (2000), once the two parties enter a contractual agreement over access to and use of the equipment, the lessee is obligated to make periodic payments to the lessor for the duration of the lease. A lease represents medium term financing for asset usage, usually running for three to seven years. Most lease contracts are characterised by the following terms:
1. The lessor remains the owner of the equipment for the duration of the lease, while the lessee acquires temporary possession and usage of the equipment.
2. The lessee may be required to make a deposit payment on signing of the lease, and to make periodic payments to the lessor for the duration of the lease term.
3. The lessor may or may not recognise a salvage value in calculating the leasing payments.
4. In many instances, the lease cannot be cancelled. Should the lessee cancel the lease, they may be charged a substantial penalty for the cancellation.
5. The lessee is responsible for property taxes, insurance, and repairs and maintenance that are not covered by warranty.
6. When the lease period ends, the lessee has the option of purchasing the equipment, renewing the lease or returning the equipment to the lessor.
Leasing provides a new source of funds for entrepreneurs. Where a company has pledged all its assets to one or more financial institutions and obtaining additional funds becomes an upheaval task and when entrepreneurs are faced with tight credit terms, bank lending restrictions, or other economic factors, leasing becomes the alternative source of funds. Any business entity from sole proprietorship and partnership to public and private companies, from small and medium-sized enterprises to big corporations can be involved in leasing business (Wright, 2004).
A lease is defined by the International Accounting Standards Board (IASB) “as an agreement whereby the lessor conveys to the lessee in return for rent, the right to use an asset for an agreed period of time” (IAS, 17). On the other hand, NASB (1991) defines the term lease as “a contractual agreement between the owner (the lessor) and another party (the lessee) which conveys to the lessee the right to use the leased asset for an agreed period of time in return for a consideration, usually, periodic payment called rents (SAS, 11).
From the tax law perspective, a lease has been interpreted by paragraph 1 of the 2nd schedule to the companies income tax Act cap 60 LFN (1990), and paragraph 1 of the 5th schedule to the personal income tax decree to “include an agreement for a lease where the term to be covered by the lease has begun any tenancy, and any agreement for the letting or hiring out of an asset”. The laws, however, specifically exclude mortgage from the definition of lease.
Leasing, according to the publication of Equipment Leasing Association of Nigeria ELAN (2004), simply refers to a contractual agreement between the owner of an asset (referred to as the lessor) and the prospective user of that asset (lessee). Having come to agreeable terms, the lessor transfers the use (but not ownership) of the asset to the lessee and the lessee agrees to pay rentals as compensation for the use of the asset for a particular period of time. At the end of the specific period, which is always less than the asset economic life, the lessee either returns the asset to the lessor or pays a residual value and takes over the ownership structure of the asset.
Leasing is a specialised asset financing service - any institution wishing to establish a leasing business needs to adopt an appropriate, operational and institutional structure to accommodate leasing activities. The institution has to consider which sectors to target, operational requirements, staffing, financing and liquidity requirements, management information systems, taxation implications and the regulatory environment (Mutesasira et al, 2005).
Leasing is a method of financing acquisition of property (Baker and Hayes, 1946). They see leasing as a way of financing the acquisition of an asset through agreement between the lessor (owner) and the lessee (user).
Types of Leases
Leases are classified currently under IAS 17, as finance (Capital) or operating leases, depending on whether substantially all the risks and rewards of ownership transfer to the lessee or not.
A Finance Lease is a means of financing capital equipment. It is a contract between the Bank (Lessor) and the Customer (Lessee) for the hire of a specific asset, selected from a manufacturer / Supplier of lessee's choice and to suit the lessee's requirements and specifications. The lessee has possession of the asset and uses the same on payment of specified rentals and other usual charges / fees, while the lessor retains ownership of the asset. All the risks (major or minor) and rewards of ownership are normally transferred to the lessee and the obligations are noncancelable. The lessee is to bear the costs of insurance, maintenance and other related costs and expenses for the leased equipment within the lease period (known as primary or basic period). Usually, after primary lease period the lessee has a choice to exercise a purchase option by paying a specified nominal amount (Ndu, 2003; Alli, 2003; Mamman, 2006, and Abashiya, 2006).
A finance lease, also known as a capital lease, allows the lessee to pay for the usage of the equipment with the option of owning the equipment on expiration of the lease term. The lessor pays for equipment that the lessee has chosen, and the lessee uses that equipment for a significant portion of its useful life. 
Furthermore, a finance lease cannot be cancelled by either the lessor or the lessee before the expiration of its primary tenor (SAS 11). The statement of accounting standard No. 11 (SAS 11) paragraph 63 states that a lease qualifies as finance lease if the following conditions are met.
Finance Lease
Finance lease otherwise called Capital lease. Under a finance lease, the lessee has substantially all of the risks and reward of ownership. Finance lease are long-term, non-cancelable lease contracts (Kurfi, 2003). It combines some of the benefits of leasing with those of ownership.
Operating Lease
An operational lease involves the lessee only renting an asset over a time period which is substantially less than the asset’s economic life. In such cases operating lease may run for 3 to 5 years (Adekunle, 2005). The lessor is usually responsible for maintenance and insurance. 
2.2 Theoretical review 
Jensen and Meckling (1976) theorized that risky leased assets directly increases investment size of firms; that with savings made through leasing over outright purchase, there will be fund available to invest. This theory however addressed the period when the world was not a global village in terms of advancement in information technology and the methods use for
selecting risk assets are also limited. Unlike now where use of sophisticated computer softwares are employed to select an asset for investment.
The theory of Fama and Miller (1972) states that shareholders fund increases because of investing in higher risk assets. The leased assets with higher risk therefore increases shareholders fund and vice – versa. 
The theory was based on an environment, which may not have similar characteristics with Nigerian environment. In line with these theories, the study theorized that there is direct relationship between size of leased assets used by banks and profitability. This lends support to the theory of Igbinedion (2006), Edward et al (2006) and Wright (2004). In addition, the study theorises that size of leased assets determines size of shareholders fund and investment. This also lends support to the theories of Jensen and Meckling (1976) and Fama and Miller (1972).
The theory also shows how the size of leased assets of Banks contributes positively to their profitability, investment size and shareholders fund which are measures of performance. In addition, the theory assumes that increase in profit will provide excess funds for investment and with high returns on investment; the shareholders fund is expected to improve.
According to shareholder fund theory, the goal of the firm is the maximization of the fund of the shareholders. A firm should strive to maximise the return to shareholders, as measured by the sum of capital gains and dividends, for a given level of risk or reduce the risk with the same level of income. According to Kaplan and Norton (1996, 2000, 2004) firms have two basic approaches for increasing the shareholders’ fund: revenue growth and productivity. The former generally has two components: build the franchise with revenue from new markets,
new products, and new customers; and increase value to existing customers by deepening relationships with them through lease financing activities. The productivity strategy also usually has two parts: improve the company's cost structure by reducing direct and indirect expenses, and use assets more efficiently by reducing the working and fixed capital needed to support a given level of business.
Lease financing literature research has found that in line with Kaplan and Norton (1996, 2000, 2004), cost reduction and revenue growth are the key elements for firm’s performance (Krumm and Vries, 2003). Also Burns (2002) comes to conclusion that the contribution of leasing to the firm’s value could be measured where a firm has two financial strategies for driving shareholder fund, profitability and growth.
The theoretical assumption that underpins this work is shareholders fund theory. The theory posits that the goal of the firm is the maximization of the fund of the shareholders. A firm should strive to maximise the return to shareholders, as measured by the sum of capital gains and dividends, for a given level of risk or reduce the risk with the same level of income. According to Kaplan and Norton (1996, 2000, 2004) organizations have two basic approaches for increasing the shareholders’ fund: revenue growth and productivity. The former generally has two components: build the franchise with revenue from new markets, new products, and new customers; and increase value to existing customers by deepening relationships with them through lease financing activities. The productivity strategy also usually has two parts: improve the company's cost structure by reducing direct and indirect expenses, and use assets more efficiently by reducing the working and fixed capital needed to support a given level of business.
2.3 Empirical Review 
Several studies were conducted on the impact of leasing on financial performance of businesses. For instance, Alazzam, (2015) examined the extent of the presence of the motives of the contracting companies in Irbid city to rely on finance lease and to identify the most important obstacles which restricts its viability. The most important findings of this study are the existence of motives for contracting companies in Irbid city to resort to lease financing, financial leasing gives tax savings system provides adequate liquidity and profitability ratios reassured and can cover the cost of fixed assets profitably.
Furthermore, Orabi, (2014) assesses the impact of leasing decision on the financial performance of industrial companies listed on the Amman stock exchange in the period 2002-2011. The study revealed that lease financing has statistically significant effect on the liquidity, and profitability of the companies. The study finally concluded that lease financing increases the profitability of companies, but raises the corporate risk of companies accordingly.
Moreover, Salam, (2013) examined the effects of lease finance on the financial performance of SME's located in Bangladesh. The study established that firms performance depend on lease finance activities, signifying that SMEs in Bangladesh should be consistently involved in their lease finance practices because lease finance has a momentous impact on improving their financial performance. 
In addition, Kelly, Khayum & Price (2013) examined community banking data on leasing from 1992 to 2012 and the result of the study reveals that community banks involved in equipment lease financing performed better than the community banks that had no involvement in equipment leasing.
Furthermore, Akinbola and Otokiti (2012) ascertained the effects of lease option as a source of finance on the profitability performance of SME's and whether lease option has a relationship with the productivity of organizations. A cross sectional survey research method with the use of questionnaire instrument was adopted using a multi-stage random sampling population of 300 respondents who are managers of SME's in Lagos State.
Analysis of Variance and correlation analysis was used in analyzing the data. The study discovers that lease option has positively affected the profit of the SME's. Also that lease option has influenced organizational output of the companies.
In the other hand, Aurangzeb and Shujaat (2012) determined whether any relationship exists between financial lease and low profitability. However the researchers find out that the relationship of profitability with change in fixed assets due to financial lease are inversely related i.e. when profitability of the companies decreases they tend to move to finance their fixed assets through financial lease and vice versa. 
In addition, Jabbarzadeh, Motavasel and Mohammad (2012) studied the effect of off-balance sheet financing on the profitability and leverage ratios. The results of the study indicated that, off-balance sheet financing do not increased profitability and leverage ratios of businesses.
Nevertheless, Hassan, (2009) examined the impact of finance lease on the profitability of Nigerian banks from the period 2001-2008. The study employed the use of OLS regression to analyse the data obtained from annual financial statements of Nigerian banks and result of the study established that finance lease has significant positive impact on the profitability of Nigerian banks.
Moreover, Samaila (2009) analyses the impact of finance lease on financial performance of conglomerate companies listed on the floor of the Nigerian stock exchange from 2005 to 2006. The data for the study was analysed using simple regression analysis and the result of the study established that finance lease have positive impact on the financial performance of conglomerate companies in Nigeria. 
Joseph (2009) assesses the relationship between leasing competence and perceived performance of SMEs and also examined the relationship between lease structure and perceived performance of SME in Uganda. The study results revealed that there are significant positive relationship between leasing competence and perceived performance and also lease structure and perceived performance maintained a significant positive relationship.
Siam and Qutaishat (2007) study aimed to describe the effects of financial leasing on the financial performance of charter companies in Jordan, and the study found that the effect was positive by increasing cash, profitability and reduce risk and this is what such an incentive for some companies to come somewhat on the use of financial leasing in Jordan. And the most important recommendation by the study is encouraging companies to depend heavily on financial leasing because of its importance.
Moreover, researches on lease financing and liquidy showed a negative relationship in most cases. Bello & Almustapha (2016) examined the impact of lease financing on the liquidity of companies in the Nigerian oil and gas. The result revealed that leasing does not have positive impact on the liquidity of the companies. In the same vein, Kurfi (2005) found similar result to that of Bello & Almustapha on leasing and liquidity.
The reviewed researches showed a positive relationship between leasing and financial performance with the exception of the research by Jabbarzadeh, Motavasel and Mohammad which shows a negative relationship but it is realized that the reason for the negative relationship is because they study only operating lease, while other researches uses finance lease. Also studies by Bello and Almustapha and that of Kurfi were on liquidity. It is against this that this research is set out to examine the impact of lease financing (both finance and operating leases) on financial performance of companies in the Nigerian oil and gas industry.
2.4 Impact of lease financing to Banking sector in Nigeria 
Modern leasing which started barely four decades ago in Nigeria has become an important financing alternative in the country. Over the years leasing has been contributing to economic development through the provision of the much- needed capital assets for productive ventures. Today, the impact of leasing is becoming more pronounced in all sectors of the economy. Returns from ELAN members in 2006 indicate a leasing volume of Nl85 billion, representing an increase of 65. The bulk of this volume lies in Banking and oil and gas sectors. The transportation sector is also becoming very attractive as many lessors are venturing into leasing of luxury buses to commercial transport operators. The number of new entrants into the leasing business has continued to increase over the years. From six members of ELAN in 1983, when the association was formed, to about 250 in 2006 made up of established companies (mostly banks) engaged in diverse forms of leasing. The increase in the number of lessors has brought about competition in the market. As a result, lessors are becoming more innovative in the leasing of almost every item of equipment, ranging from heavy machinery for production and exploration of petroleum to light office equipment. The most popular types of equipment leased in Nigeria include power generators, vehicles and computers. Leasing transactions in Nigeria are mainly finance leased despite the non-availability of capital allowances for lessors. The main reason for the predominance of finance lease is that majority of practitioners are banks who are neither manufacturers nor vendors of the equipment. Finance lease is attractive to the lessee who is interested in owning the asset at the end of the primary period of lease. Operating leases, on the other hand are very attractive to other types of leases, mostly oil companies. Between 1960 and 1972, some leasing businesses were credited to the Nigerian Acceptance Limited now NAL Bank PIc. Increase in the number of Merchant Banks from I to 6 between 1972 and 1978 created an impetus for a considerable growth in the leasing business. By 1982, Nigerian-American Merchant Bank Limited (NAMBL) lease financed an entire soft drink plant company. In 1983, Equipment Leasing Association was established as a non- profit organization to focus on the promotion of leasing business in the country. A year after establishing ELAN, the leasing business grew by 180 against the decline of 33 in 1982 and 1983. And for the first time in the Nigerian leasing industry, International Merchant Bank Limited (IMB) leased a Trawler in 1986, while Continental Merchant Bank Limited (CMB) in the same year provided lease facilities to Kabo Air to procure a Boeing 747 from Eastern Airlines USA and also to Sky Power Express Limited to procure five Brazilian Embracer passenger aircrafts. These were apparently the beginning of the big figures in Nigeria when the exchange rate was less than N5.00 to a dollar. In 1987, IMB recorded its first lease transaction on aircraft HS 125 600 series, while CMB booked' its first leasing syndication in Nigeria the same year in the sum ofN20 million lease syndication in favour of United Spinners Limited in 1987 (Adetunbi,2002).


CHAPTER THREE
RESEARCH METHODOLOGY
The main objective of this study is to determine empirically how lease financing affects the Nigerian banking sector. In order to achieve the objective above, this study examines the impact of leasing on three variables namely profits, investments and shareholders fund (as proxies for performance).
3.1 Research Design 
There are various research methods available to researchers; however, the method adopted by a researcher in a particular study depends on the problem and the situation that the researcher is confronted with. Basically, research method deals with the nature of the investigation to be undertaken and these have been classified in terms of three periods of time – past, present and future. The choice of a particular method becomes an important factor in validating the conclusions of any research.
A descriptive method is selected to enable the researcher to analyse records maintained for other than the research purpose. According to Osuala (1987) there are three basic ways of securing data for descriptive research; direct observation, indirect observation and analysis of record maintained for other than the research purpose. The selection of descriptive design is equally important for this study since cross-sectional data of five years are studied and analyzed.
3.2 Population of the study 
The population of the study will consist on some selected commercial banks in Nigeria. 
3.3 Nature of the study
The study will make use of secondary data which will be collected from books, journals, online etc.
3.4 Method of data analysis
Multi-stage and regression analysis will be used for the study. 
3.5 Area of Study 
The study will be conducted in Nigeria.
3.6 Model Regression 
Model Specification 
Given the study conducted by Ekpo, Ndebbio, Akpakpan and Nyong (2003), who estimated the Banking sector output model for Nigeria and augmenting with variables for volume of lease to the banking sector, the following econometric model is used; 
banking sector output equations; 
BAN-GDP = f(EXCH,YYt,EXP,LEASE,BAN-GDP (-1)) 
Econometrically: 
BAN-GDP= (Xo+ XI EXCH +X2YYt + X3 EXPORT + X4 LEASES + 
BAN-GDP (-1) +Ut)(1) 
Where 
BAN-GDP	= Banking sector output to GDP ratio 
EXCH = Exchange rate which affects the ability to import raw materials and other factors of production and also affect the productivity of export. 
YYt = ratio growth rate ofGDP 
EXP = export 
LEASE = the total amount of equipment that was leased to the banking sector. 
BANGDP (-1) = One-lagged banking sector performance 
Xo = Regression constant 
XI -X4 	= Regression coefficients  


CHAPTER FOUR
RESULT PRESENTATION AND DATA ANALYSIS
The data presented below are those deemed necessary for the analysis of the various objectives specified in the study. Table 4.1 shows data for both the dependent and independent variables.
Table 4.1
	Year
	BAN – GDP
	EXch
	Yyt
	Exports
	Lease

	2005
	0.032754
	8.0378
	0.06
	109,886.1
	800,000

	2006
	0.031013
	
9.9095
	0.07
	121,535.4
	120,000

	2007
	0.018631
	17.2984
	0.06
	205,611.7
	185,000

	2008
	0.002015
	
111.9433
	0.10
	1,945,723
	12,129,194

	2009
	0.04002
	
128.6516
	0.34
	5752747.7
	39996226

	2010
	0.004002
	
1321470
	0.30
	63720524
	33451473


Source: CBN Statistical Bulletin & Leasing Today, Newsletter of Equipment Leasing Association (ELAN),2011.
Table 4.l shows that the leasing industry had mixed trends of growth from 2005 - 2010. This exceptional growth was attributed to the then government +economic policies of emphasis on the development of the productive sectors. Thus, all productive assets requirements of these sectors provided ample opportunities for the expansion of the leasing industry. However, the leasing industry has maintained a steady growth from 2000 to 2004 of 9%, 32% , 32%, 64%,50%, and from 2005 to 2010 with 24%, 31% , 46% and 65% respectively, during those years.
The generated secondary data were used for regression analysis and the empirical results are reported in this section. The summary of the computer result is presented below.
L(BAN-GDPt-J) = 6.0021- 0.45 L(EXCHr-J) + 0.83 L(yyt-J) - 0.46
L(EXPORTSt-J) - 0.08 L(LEASEt-l)
t- statistic (5.14)* (-2.943)* (5.27)* (-2.94)* (-0.74)
R2 = 0.9535 
R2 (Adj) = 0.9366 F0.05 (4, 12) = 56.38 Ser = 0.2673
AIC = 0.4495 Schwarz criterion = 0.6909 DW = 1.5825
* Significant at 1 level
The coefficient of multiple determination as depicted by the adjusted R-squared of 0.9366 or 93.7 indicates that the model has a good fit; that means that the data fit the model well and that the observed variations in the dependent variable, Banking output GDP ratio (MAN-GDP) is better explained by the combined changes in the independent variables, namely: exchange rate (EXCH), GDP growth rate (YYt), volume of exports (EXPORTS), total volume of lease to the Banking sector (LEASE). All the variables are one-period lagged. This good fit is also evidenced by the low standard error of the regression model as well as the low Akaike information criteria (AIC). The high significant F-statistic also confirms that the high adjusted R-squared did not occur by chance. All these confirm the robustness of the estimated Banking sector performance model.
The test of statistical significance as depicted by the significance of the individual estimates (using the probability values), indicates that three of the four independent variables were statistically significant at various conventional levels of significance. Specifically, the exchange rate variable was significant at 5level, and negative, GDP growth rate was significant at 1 level, and positive, while lease to Banking sector was negative and insignificant. Export was significant at 1 level although it was negative. The significant variables are considered to be true determinants of Banking sector performance in Nigeria, given the results of the model. Because the parameters are in log, their estimates are the elasticities. The exchange rate, exports and lease variables show negative relationship with Banking sector performance (MANGDP) variable and therefore have serious policy implications.
The DW statistic value (1.5825) indicates that the test for autocorrelation is inconclusive. Therefore, the autocorrelation test result should be taken with a caveat.
Test of Hypothesis 1
H0: There is no significant relationship existing between Banking output ratio and volume of lease to the Banking sector (LEASE).
H : α = 0 H : α ≠ 0 0 1
Statistic used: t-statistic
Calculated t-statistic for lease variable: (-0.7408) 
Selected significance level: 5 level or 0.05, in a two-tailed test
Degree offreedom: N-K i.e. 17-5 = 12
Table t- statistic (te/2) = 2.11
Decision: Since the calculated t-statistic (-0.741) is less than the two-tailed table t-distribution (2.11), the null hypothesis of "no significance" of volume of lease to the Banking sector is accepted.
Therefore, the variable is statistically insignificant as a determinant of Banking sector performance in Nigeria, given the data set.
Test of Hypothesis 2
Hs: There is no significant relationship between Banking sector performance (BAN-GDP) and GDP growth rate.
Statistically:
Statistic used: t-distribution
Calculated t-statistic for GDP growth
Selected significant level: 5 or 0.05
Degree of freedom: 12
Table t-distribution, two-tailed test (te/2): 2.11
Decision: Since the calculated t-statistic (5.269) is greater than the table distribution in a two-tailed test (i.e. 2.11), the null hypothesis of "no significance" of GDP growth rate on Banking sector performance is rejected; and it is concluded that the GDP growth rate is a significant determinant of the dependent variable i.e. Banking sector performance (BAN-GDP).
Test of Hypothesis 3
H0: There is no significant relationship between the Banking sector performance (BAN-GDP) and the volume of exports (EXPORT). 
H : α = 0 H : α ≠ 0 0 1
(VY ): 5.269 t-1
H : α = 0 H : α ≠ 0
Discussion of findings
This study was aimed at examining the impact of leasing on the performance of the Banking sector and the historical data for Nigeria was used to test the various hypotheses about lease financing, which has become somewhat revealing.
Firstly, the significance of exchange rate as a determinant of Banking sector performance confirms the works of Ekpo, Ndebbio, Akpakpan and Nyong (2003) who found the relationship as negative for Nigeria. The negative relationship between exchange rate and Banking sector performance means that the sector relies more on imported inputs for production. 
Secondly, the significance of GDP growth and the Banking sector contradicts the works of the above authors. They found an insignificant relationship between GDP growth rate and the Banking sector. The significance of GDP growth in the present study indicates that productivity or economic activity helps in boosting the growth of the Banking sector. 
Thirdly, the insignificance of the lease variable in the augmented Banking sector performance model is also revealing. The result is statistically insignificant and negative. Most micro firm-specific and macro studies have related lease finance with positive growth. Such studies include Lev and Orgler (1973), Smith and Wakeman (1975), Hawkins (1985), Araga (1996) and Myer (1976). The present study contradicts the above studies. The fact that volume of lease to the Banking sector relates negatively to the sectors performance, could be attributable to certain inherent factors in which business data in Nigeria is generated.
The negative impact could be caused by the small sample size. And adequate data to cover many numbers of years was a problem for this study. Statistically, a large sample size improves on the output of the analysis of time series, all other things being equal. It is believed that larger sample size could be used in the future to see whether there would be improvement in the result concerning the lease variable.



CHAPTER FIVE
CONCLUSION AND RECOMMENDATION
In examining The Impact Of Finance Lease On The Performance Of Nigerian Banks, the major conclusion of the study are as follows:
1. The issue of inadequate funds for the acquisition of capital assets is one of the major challenges facing the Nigerian Banking sector. Therefore, lease financing is seen as a viable alternative for capital asset acquisition amongst Banking firms in the country.
2. Lease financing can help the Banking sector scale the hurdle to greater profitability as a result of depreciation, huge overhead cost use of obsolete technology and huge investment in long-term capital intensive projects, like the purchase of costly machines and equipment, which tie down working capital
3. Most of the lease transactions in the country are finance type. This lease type is attractive to the lessors (who are mostly banks) that are interested in expanding their financing activities with minimal risk. It is also attractive to the lessees who are interested in owning the asset at the end of the primary period of the lease.
4. Lessors in the country are involved in the leasing of almost every item of equipment ranging from heavy machinery such as those required for production and exploration to light office equipment. However, the popular item lease to the Banking sector include: power generators, production processing machines, vehicles and computers.
5. Most lessees opt for finance leasing because of the financing benefits derivable. These financial benefits include: tax concessions, conservation of working capital, solving cash flow and liquidity problems; flexibility and convenience terms and unaffordability of the asset from their own resources or through debt capital.
6. Despite the contributions of Nigerian leasing industry to the economy and to the Banking sector in particular, there are some observed problems that bedevil its successful operations.
7. The major problems are; (1) Absence of any specific codified legislation on leasing, leasing transactions are presently governed by common law, some provisions of companies income tax laws, the finance (miscellaneous taxation Provision Amendments) Decree No.3 of 1991 (together with its subsequent amendments). 
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