THE ROLE OF CREDIT MANAGEMENT IN THE BANKING SECTOR AND ECONOMIC GROWTH OF NIGERIA

ABSTRACT 

In Nigeria, the banking sector is an important part of the financial system, the banking sector dominate the Nigeria financial system as it accounts for about 90% of the total assets in the system. This study is carried out to examine credit management in the banking industry and economic growth in Nigeria. Statistical Package for Social Science (SPSS) and Chi-square were applied to validate the result spanning across 2000-2013. The study relies on purely secondary data. Lending is one of the major functions of bank though most risky any bank that wants to remain in business must lend. The study finds that bank loan and advances accounts for about 98.2% contribution on economic growth for the period under study. The study concludes that there exists a relationship between loan and advances and economic growth and a negative relationship between interest rate, non performing loan and economic growth. The study recommends that CBN should strengthen the banking sector to ensure improved credit flow, also character and financial statement of the borrower should be assessed properly to reduce non performing loan and CBN should lower its maximum rediscount rate to enable bank fix low interest rate thereby enhancing the growth of the economy.
CHAPTER ONE

INTRODUCTION

Bank credit has been the responsibility of Central Bank of Nigeria, in order to manage our monetary system; it is also one of the instruments of monetary policy that can be used for economic system. Various sectors of the economy require finance for different purposes; one main purpose is to promote economic activities, the issue of credit becomes necessary as these economic agents do not have the ability to raise the required capital for the execution of their plans. The availability of bank credit allows firms to increase production, output and efficiency and in turn increase the profitability of banks (Agbada, 2010).

Banks major objective is to facilitate technological innovation through their intermediary roles; they provide means by which funds can be transferred from surplus units in the economy to the deficit units and this role is performed primarily through the acceptance of deposits of different categories and characteristics for onward lending by way of Loan, Advances and Overdraft. With the giant strides made by mankind in science and technology, banks as forefront institutions in satisfying human needs have undergone dramatic changes in their function ranging from settlement of debt, enhancement of international trade through the provision of letter of credit services, traveler’s cheque services, purchase and sale of foreign currencies, provision of business and advisory services, acting as agents of customers at Central Bank of Nigeria, trustees and executor of estate e.t.c.

Financial intermediation can be a casual factor for economic growth. According to Nwaru and Okorontah(2014), a 92.5% reduction in overall credit causes a reduction in the level of GDP by around 1.5%. Similarly, economic growth can be a casual factor for financial development. The economy within the present dispensation can stand the test of time without banks and other financial institutions. The bank industry is known for the provision of a basket full of inter-related services to individuals, business units, non-profit oriented organization as well as government.

In the history of development of the Nigerian banking industry, it can be seen that most of the failure experienced in the industry prior to consolidation era were result of imprudent lending that finally led to bad loans and some other unethical factors (Abdulraheem and Fatima, 2010). It is more important to note that the consolidation process in the banking sector or has however assisted in augmenting the capital base of Nigerian banks and as such increasing their ability to administer more loans for the growth and development of the economy. The sectors ability to fulfil this function is an identified impetus for the Nigerian government in achieving its dream of being among the most developed economies of the world in the year 2010. It is an open secret now that banks advance a major of their deposits to borrowers and keep smaller parts of deposits to customers on demand, even then the customers of the banks have full confidence that the deposits lying in the banks are quite safe and can be withdrawn on demand which is in line with Bank and Other Financial Act (BOFIA) 1991.

Lending and credit management is very vital to banks which if not properly carried out can hinder the effective operations of  the banks, improper lending decision which leads to accumulation of huge debts that adversely affect banks effectiveness. It is therefore expedient that bank managers should be equipped with better information, principles, techniques required for effective lending rather than regarding them as a mere guideline which have limitation, lending is highly subjective in nature, the final analysis depends on the judgement of the lender hence in making final judgement, the lender must review all techniques, principles and knowledge acquired through environment and project analysis. The credit character and prospects of the borrower must also be scrutinized.

However it is sad to note  that the Nigerian banking industry has not lived up to expectation, in this regard the industry has been bedeviled by mass failure and distress between 1990 and now, most industry have attributed this experience to a number of decisions chief of which will form the focus of this study, insider abuse and credit management.

STATEMENT OF THE PROBLEM
Today, the increasing financial improprieties, insolvency, nonperforming loan, distress in banks and near collapse of  the financial system accounted for the company and quest by business community for total economic recovery. This study identifies the problem of bank loan and advances on economic growth and development.

Secondly, the unbearable financial burdens that bank customers bear in the course of repaying these loans as a result of high interest charges, penalties etc. This study also identifies the problem of nonperforming loan on economic growth of Nigeria

The foregoing problem needs to be assessed in order to advance a more realistic measure which if properly implemented will bring about dramatic changes in the banking industry.

PURPOSE OF THE STUDY
The objective of this research works centres around finding ways of solving a particular problem that is determining the effective of the credit management techniques set by First Bank in controlling its credit extended to its prospective customers.

To discuss the role of banks in the economics development of Nigeria.

To evaluate the effect of poor credit management to bank distress in Nigeria.

1.4
RESEARCH QUESTION

1.
What is credit management?

2.
Who is due for credit?

3.
What are the methods for payments?

4.
What are the procedures for calculating credit?

5.
How do we manage credit cycle?

6.
What are the policy guiding it?

1.5
RESEARCH HYPOTTHSIS

For the purpose of this study the research hypothesis will be analyzed as follows:

TEST I

Ho:
The techniques employed in collecting debt loan do not encourage quick Repayment

Hi:
The techniques employed in collecting loans encourage quick repayment.

TEST II

Hi:
Defect in credit management will not lead to increase in bad debt

Ho:
Defect in credit management will lead to increase in bad debt.

SIGNIFICANCE OF THE STUDY

The study will enable the general public and bank to know the purpose of loan.

they will also find out the following:

The sources of payments

The risks that is involved 

The protection for the bank

The loan structure i.e. short term medium term or long term.

SCOPE AND LIMITATION OF THE STUDY

The scope of this study will cover the appraisal and credit management in banks, in which First bank is used as the case study of the research work.

The limitation of this study is based on the extent at which data rate made available, also the problem of fund and also the problem of time constraints.

DEFINITION OF TERMS
The following terms are defined below in order to make it easier and understandable for a layman.

credit management

credit policy

credit vetting

credit monitoring and collection procedures

security of payment

credit control

1.
CREDIT MANAGEMENT

It is concerned primarily with managing debtors and financing debts. It is achieved by collecting payment in accordance with the agreed terms.

2.
CREDIT POLICY

it is a rule within which credit management operates for determining how much credit to give and on what term and dealing with late payers including taking them to court.

3.
CREDIT VETTING

It is the process of assessing customers’ application for credit. It is the systematic approach for deciding individual’s credit limit that treats all customers fairly.

4.
COLLECTION PROCEDURES AND CREDIT MONITORING

This is important for collection of cash, collection of debts risking the loss of customer’s goodwill in the future.

5.
SECURITY OF PAYMENT

It is concerned about the credit, risk of borrowers therefore, a bank can decide on the following:

refuse to lend

agreed to lend but at a high rate of interest

6.
CRDIT CONTROL

It is a process of deciding how much credit should be given to customers or borrowers and ensuring compliance with the credits terms that are set.

CHAPTER TWO

LITERATURE REVIEW
2.0
INTRODUCTION

This chapter focuses on the review of different journals, magazines and research projects of other people. This will be done with the following sub-headings

Meaning of credit

Element of credit management

Credit vetting

The control cycle

Managing the credit cycle

Secure method of payment and credit insurance

2.1
CONCEPTUAL ISSUES

Credit can be defined as a procession by a creditor of goods and services or money to a person or legal entity for a previously existing debt, such as in refinancing (Urenadu 2000).

Credit is a device for a temporary transfer of purchasing power from one individual or group to another. This transfer usually carries a promise to payback with a premium at some future date. Over the years, money and materials had been made available by one person for use and subsequently return by another among the various races of the world.

Commercial leading i.e. lending with interest at, it was described as usury. But with time the usury law was abolished since lending became a serious business. Lending is the financial institution, earning from loans constitutes over 70% of turnover of banks particularly in developing countries.

Credits to investors from bank can be in form of the following:

overdrafts

terms loans

commercial paper

guaranteed commercial papers

bill discounted

project finance

equipment of lease

note insurance facility

important credit facility

direct credit facility

Export credit facility

Bonds/indemnities/guarantees

Inter bank lending

2.2.
THEORETICAL FRAME WORK
The theoretical frame work basis to explain the need for extending credits and its power administration are already known. And the credit objectives of any bank organization should be minimizing the risk of bad debts to a level that will enhance profitability.

According to Mandal (1974), credit is simple the right of a lender to receive money in future in return for his obligation to transfer the use of its fund to another party in the interim. The facility is as old as man. Though in primitive society, it was known as initial aid, because it was based on the ancient custom of ensuring substances of all member of the community. Credit therefore arises out of the need to bridge the gap between surplus and deficit within an economic unit such as or that the highest level of satisfaction is achieved. The allocation function is done by financial institutions notable commercial banks.

Mandal (1995) in his own contribution identified three principles behind all bank credit, prominent among them are the character and integrity of the borrowers. There is always the need to assess the management attitude and technical skills of the borrowers, the capacity for hard work and customers’ experiences in the particular field fro which the finance is required and the possibility of being able to generate sufficient project to ensure repayment of the loan from the proposed investment.

According to Mandal (19955), a loan is desirable when its fall within the operating areas of the bank. A profitable loan is one which will be repaid and would be detrimental to the growth and development of the bank in particular but which also promote economic growth and development of the community in general.

Therefore, a loan is desirable and suitable and suitable if only it is in accordance with government directives and bank policy.

Corley (1985) stated that credidit is a crucial factor the growth process of any economy and that by lending, banks provides valuable services to the community as they serve to channel money between those who hve idle money and those who can put it in constructive use.

According to Nwakwo (1980), very often bank loans and overdrafts are regarded by borrowers as their share of the national cake and they have no intention to repay them. Many customers abscond with their loans to other banks to repeat the same process and succeed due to bank secrecy, the fluid society, absence of a central intelligence agency and lack of adequate records. Loans are often diverted to purposes other than the one fro which they were granted.

Dandy James (1968) believes that bad debts are emetics words to bankers. People wonder occasionally why bad debt occurs despite all the rule and regulations guiding bankers. Yet, the best way to avoid bad debt is to make zero lending but banks cannot afford interest earned to loans and advanced.

He further enumerated some causes of bad debt and doubtful debts as:

1. 
Exclusive lending of security value

2.
Bad management of borrower’s bank accounts

3.
Incomplete knowledge of customers’ activities

4.
Bad judgement 

5.
Extraneous factors such as over trading, over reliance on the trade customers.

Osananeh (1986) agreed that an account does not just become bad over night a sit must have shown some red signs for some time. He pointed out that it is the banker’s duty to show consideration interest in managing such account. He believes that bad debts are caused by bad credit, which derives from poor judgement and defective credit analysis and failure to exercise firm control after noticing a deteriorating position.

ELEMENTS OF CREDIT MANAGEMENT

Credit management is extending primarily with managing debtors and financing debts. The objectives of credit management can be stated as safe guarding the company investment and optimizing operational cash flows. Policies and procedures must be applied for granting credit to consumers, collecting payment and limiting the risks of non-payment. The objectives of credits management are achieved primarily by some of a health monitoring function i.e.

Assessing the credit risks and other risks such as currency risks

Negotiating and arranging credits terms appropriate to those risks.

Collecting payment in accordance with the agreed terms.

An important function of credit management is credit control. This is primarily process of deciding how much credit should be given to customers to borrowers and ensuring compliance with the credit terms that are set. Controlling credit is necessary.

To avoid a liquidity shortage from excessive investment in debtor or loans and

To secure an optimum balance between giving credit to make more sales and the financial risks from non-payment or late payment. Poor credits control heightens the risks to liquidity and profitability 


CREDIT CONTROL

A credit control system should include procedures fro deciding how much credit to take as well as how much to give risks can arrive from over exposure to a particular bank (for loans obtained) or to particular supplies (for trade credit received).

The control of debtors cn be a significant factors in a company financial performance. An important measure of company profitability is it return on asset employed. This is the profit expressed as a percentage of the value of the company assets, if debtors are not well managed these would be several financial consequences.

The amount of unpaid debts will be high and there will be more debtors than these should be

Exclusive debtors add to the cost of the assets employed by the company and this will reduce the percentage return on assets.

Debtors represent unpaid invoice that has to be financed by the company and these create an interest cost for the company.

The risk of bad debts will be greater. Bad debts have a direct effect on profits.

Credit control is a continued process consisting of the following elements: 

Establishing principles to apply in lending decisions or the decisions about granting credits

Formulating and implementing a policy for credit, for example, deciding normal credit terms to customers and setting maximum credit limits for the company debtors in total.

Credit assessment of individual customers for decisions about whether to grant credit to them.

Operational management of the credit cycle, i.e. invoicing and collection procedures and query control.

Monitoring the credit worthiness and credit limits of customers arranging secure method of payment, these normal credit terms cannot be offered without unacceptable risk.

Continual monitoring of debtors and bad debts against policy and other targets.

Activities occurs with different regulatory and frequency although it will be useful to depict them as a sequence of events is shown in the opposite. The chapter that follows will discuss each of these activities in turn.

CREDIT CONTROL CYCLE
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INTERNET AND TEXTBOOKS
There should be an established credit policy written credit management operates. A company credit policy could be contained in a formal document proposed by the board of directors. Alternatively, it could be an informed policy under the control of the Chief executors or Financial Director. Whether policy expressed formally or informally, these should be rules for how credit is granted and who should be responsible for applying.

CREDIT VETTING PROCESS


The analysis is just one part of credit control process within a adding company, its main purpose is to provide information for decision making.

2.6
MANAGING THE CREDIT CYCLE
The credit cycle is the sequence of events from the time a customer places an order to time that payment is received (the cycle begins again when the customer places another order) the stages in the cycle illustrated below.

The overall credit cycle has two component parts:

An order that is, sequence of events from the placing of an order by a customer to the delivery of goods and services and the issue of the invoice.

A collection cycle that describe the sequence of actions from issuing the invoice to receiving payment from the customers.

The credit cycle and its component parts, the other cycle and collection cycle can be measured by time.

The credit cycle should be controlled if it is too long, measures should be taken to speed up the process. There can be several benefits from speeding up the credit cycle, most important as the need to keep cash coming into the business, to maintain liquidity and have sufficient money to pay current expenditures. During the credit cycle, money is speed producing goods or services for the customers, i.e. a business has to incur cash expenditures to make a sale and create debtors.



INTERNET AND TEXTBOOKS

 If customers are given time to pay this is also an interest cost for the money spent that increases with the length of the credit period. A credit sale therefore can be described in cash flow terms as an initial payments to provide goods or services to the consumers, a cost of interest stating the credit period and an eventual recovery of this cash (with profit) when the consumers eventually pays.

Cash flow profits for an individual credit, customer is illustrated in the diagram opposite, in which there is a negative cash flow when goods are produced, an interest cost, increasing overtime until the goods have been sold the customers has paid.

The net cash flow will become positive only payment is received. The diagram shows the cash flows for a single credit consumer. the greater the number of customers, the greater the total negative cash flow.

An important element of credit policy should be, to set a limit, decided by top management, about how much credit the company should grant. This limit should be the amount of debtors that the company given, its size and annual sales turn over can safely afford without risk to its operational cash flows.

Suppose, for example, that a company ha annual sales turnover of $ 1 million. If it has debtors of $ 100,000, this could seem reasonable and financially safe. Even total debtors of $ 200,000 or 200,000 might not be excessive. However, if debtors were to be $ 500,000, representing one half of annual sales turnover, there would be serious doubts about company’s ability to control credit and to collect the money due from its customers.

A policy for the total credit limit could be formulated in several ways. Company also could formulate in the amount of credit that should be granted to a particular category of customers, such as those in the same industry or the same country. Banks for example, could refuse loan to customers in a particular industry or could give a policy effective that contains types of transaction or certain types of customers ought to be preferred about others.

Company should determine, as a matter of policy might be asked for payment within 30 days of the invoice data, i.e. 30 days net. All customers should offer these terms with exceptional cases referred to senior management.

Responsibility for credit decisions, credit vetting and monitoring debts election and customers’ liaison should be assigned to specific individuals, responsibilities must not be permitted otherwise credit decisions by individuals could be overturned by another.

Credit policy therefore should be defined as follows:

Limits to how much credit each person can give i.e. level of authorities 

Settlement terms i.e. normal credit terms

Which individual have authority to grant credit?

Which individual are responsible for monitoring account and liaising with credit customers?

Which individual are responsible for collecting payments.

Overall responsibilities for the implementation of credit policy.

Credit policy should be realistic and be manageable. Without credit limits and settlement terms, form example: there will be operational pressures to break policy rules. A manageable policy depends on co-operation between credit control manager and sales and marketing staffs. Credit controllers are more likely to be risk averse, while sales staffs are likely to favour granting credit to win sales. A constructive balance between the desire for profit and the need to contain the credit, risk therefore is essential.

2.4
CREDIT VETTING

Credit vetting is the process of assessing customers’ applications for credit. These should be a systematic approach for deciding individual’s credit limit that treats all customers fairly. Variety of assessment method can be used, that seek to obtain or analysis information about the financial strength and credit worthiness of the customers.

When a bank lend money or supplier give credit to a customer, credit analysis is used to judge the risk involved and the likelihood that the borrowers or customers will pay what is owed on schedule. The purpose of the analysis is the same in each case to judge the liquidity of the company; this involves a study of the business, its markets and market position, its managements and its financial situation.

2.5
a company may carry out credit analysis of a potential supplier of a scarce or a particular important item in order to ensure that the supplier will survive to meet its contractual obligation. Some major companies carry out credit analysis of banks they might use to borrow money or to deposit cash.
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Will be stalls and debtors have to financed, possible by overdraft. This is really a way of stating that a shorter credit cycle will reduce the volume of debtors, speed up the inflows of cash (with profits) improves the company’ cash position and reduce the financing cost.

Credit cycle should be neither too long n or too short. The cycle should be too short if customers are not given adequate credit terms. A cycle that is too long however, could be caused by speeding up the credit cycle also can reduce the number of bad debts because a well organized debts – collection system reduces the opportunities for the bad payer to get away. Pressure can be exerted on customers to pay promptly and late payments should be chased regularly until payment is obtained 

2.6
SECURE METHODS OF PAYMENT

When a bank is concerned about the credit risk of a borrower. It can

refuse to lend

agree to lend , but at a high rate of interest to compensate for the risk, and perhaps in terms that differ from the customer’s original preposition e.g for a shorter lending term.

agree to lend, but with some protection in the form of security, a guarantee, or loan covenants.

For companies granting trade credit, the option are different. They can refuse credit and so risk loosing the customer business by instating on cash in advance. Alternatively they can arrange a more secure method of payment.

Payments methods that gives some degree of security to the supplier can be grouped into two categories

methods of payment agreed with the customer that provide some security to the supplies and

arrangement with a third-party organization to reduce the risk of non –payment by customer’s that do not effect the customer directly. These arrangement include credit insurance techniques.

There is much greater variety of secure payment methods for export sales where the payment risk is more difficult to control, therefore  domestic sales. The most severe payment method is payment in full, in advance delivery of the goods or provisions of the service to be certain of payment and to avoid the risk of canceled or dishonored checks, a supplier should wait until the funds have been cleared into its bank before supplying the goods or services.

Full payment with an order is not common, except for initial total orders and low value items, often buyers are coming to pay until they have seen the goods and checked that they are satisfactory. Buyers may also need some credit because they do not have the money to pay immediately when suppliers in the industry normally after credit terms, insisting on cash with the order will probably result lost order, and customer’s switching to alternative supplies who are willing to offer credit, however, in some business payment in advance is common practice, even for items of fairly high values.

The potential benefit for the a supplier of including a retention  of title clause in a sales contract can be assessed by taking what will happen of the customers went into liquidation, without having paid for goods delivered.

In a typical situation, a bank with a floating charge over customers assets would apply to the court for an administrative receiver to be including the customers stocks, and use the money to repay the bank as much as possible of what was owned. Unsecured creditors would be unlikely to receive more than a small proportion of what they were owned.

If however, a supplier had delivered goods with a retention of title in the sales contract, the receiver would not have a claim on the goods. In theory, if the goods already have been resold, the supplier can be entitle to payment equivalents to their sales values but in practice this might be impossible to obtain. Retention of title clause put supplier, as unpaid creditors, in a better position for avoiding or minimizing the loss.

These are limitation to retention of title clauses

they cannot be applied to the provision of service unless goods are supplied as part of the services. 

a supplier cannot reclaim goods that have been absorbed in the making of another products such as bricks that have been used to build a house.

the supplier must be able to identify the goods and prove the identity of same.

A company that decides to use retention of title clause as protection against non-payment by customers must make it s intention absolutely clear to its customers. The clause must be included in the working in the sales contracts and the customer attention must draw to it.

It is important to ensure that the clause is suitable, included, companies should seek advice legally when using this clause for the first time.

It a customer go into receivership, the company must inform the receiver as soon as possible about the retention of title clause. An official should visit the customers premises to make, inventory of the goods delivered.

Exports sales can present greater credit risk than domestic sales, not least because of distance and time. The credit cycle could be extremely long. A buyer might not pay until after the goods have been delivered and there could be a ling delay between the goods being shifted and their eventual receipts the customer, e.g length of time in transit, customs clearance delay.

A supplier also could be unfamiliar with the laws, habit and customers in the buyers country. This can increase doubts about whether the buyer can be trusted to pay and if the buyer does not pay, the supplier then has the additional problems of trying to recover the lost in a country whose laws are  probably unfamiliar.

In certain cases, supplies could have difficulties with exchange control regulation that prevent or delay a customer paying invoices in a hand currency. The high credit risks associated with export sales have led to special method of credit between 85% and 90% of all world trade is conducted on open account or via letter’s of credit. It should be noted that letters of credit are always evolving in the use and application especially in Asia markets.

A letter of creditors documentary credit is a method of payment agreed between an exporter and a foreign customer that should give the exporter security of payment. The buyer must, however, obtain agreement from a bank to pay by this method. A confirmed letter of credit requires the agreement of two banks

Payment by letter of credit can overcome the problem of unfamiliarity with local laws and customers, because bank operates in accordance with the uniform customs and practice documentary credit or UCP, an international code of practice formulated by the international chamber of commerce. Note that is first presentations bank reject approximately 90% of letters of credit. This dealth with in the appendix.
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CREDIT INSURANCE

Companies ensure most of their fixed assets and sticks against events that could result in their loss, such as shift or damage from fire or flooding.

Credit insurance protects the holders from non-payment by customers for goods supplied or service rendered. Debts can be insured subject to approval or service by insurance company. Credit insurance will help to minimize a company’s exposure to credit risk for the debts covered by the insurance policy.

As with all insurance policies, terms of cover are agreed with the insurance company in return for the payment of a premium removal of credit risk and often the provision of bank facilities these means that:

when an insured debt is unpaid and becomes a bad debt, the insurance company will pay loss, but more importantly.

The profit on a sale becomes predictable and normally force risk. Companies can choose to obtain credit insurance.

For all their sales in a regular basis.

For selected parts of their business

For occasional high-value sales.

Credit Insurance for domestic sales covers the risk of non-payment by a customer for goods supplied or services rendered because of the customer’s insolvency.

Export Credits for domestic sales covers against non-payment in the event of:

Insolvency of the buyer.

The buyers failures to pay within six months of the due date in case when the buyer accepted the goods.

The buyers failure to accept the goods, provided non acceptance of the goods has not been caused or exhausted by the exporters own actions and the insurance company decides legal proceeding against the buyer.

Any action by the government of the buyers country that prevent payment.

War and similar disturbances that prevent performance of the contract.

In the case of public buyers in the overseas country ie government department, credit insurance could cover the risk of failure or refusal of the buyer to perform the contract, through no fault of the exporter.

Non availability of hard currency.

Under the terms of an insurance polity that covers all the credit sakes transactions of a client company. The client will not be required to inform them.

Under the terms of an insurance policy that covers all the credit sales transactions of a client company, the client will not be required to inform the insurance company about every credit sales transaction. However, the insurance company will impose certain limits on what can be insured without its prior approval.

Crediting insurance minimize credit risk. As well as providing cover against bad debts losses, an insurance company can assess the creditor thinness of a clients new customers and monitor the credit worthiness of its existing customers, offering advice and assistance to the client. It can advise against giving credit to a particular customer or suggest when action should be taken on late payment to reduce the possibility of a bad debt.

Credit insurance is not always needed. It would be unnecessary for example, when a secured method of payment has been arranged, such as a third-party guarantee or for-export sales, a confirmed letter of credit. It can be a normal part of commercial practice throughout the US and in some Europe.

Some companies have been deterred from credit insurance by its apperant from back. These are:

Cost, permission can appear high particularly in a recession when bad debts are high.

Extent of cover, a credit insurance policy will not give cover for 100% of the value of the debt.

Credit Insurance is not always conveniently available at an acceptable price. Charges during the past decade have created a wider and deeper market that is much more user friendly where an enormous range of risks can be considered. Nevertheless, the average exporter will need specialist guidance.

For exporter, credit insurance, the insurance company normally set its own limits for country risk and refuses request for insurance for export to countries were it was already reached is limited.  However, not a real constraint.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION

This method deals with the methodology adopted in conducting the research. It includes a restatement of the research questions, research design, study population and modality for sample selection, data collection instrument and the limitation of the methodology. It gives an insight into the method used in analyzing the data collected.

The major focus of the  research methodology is to facilitate e the researchers examination of the appraisal or credit management in banks using First Bank as a case study.

3.2
RESTATEMENT OF RESEARCH QUESTION

What benefit has been achieved in terms of credit management in banks?

What are the ways of making or taking credit and loans in banks?

How can or have companies that go into credit management perform prior to the economy?

What impact has credit management had in the survival growth and performances of Nigeria banks?

3.3
HYPOTHESIS

For the purpose of this study the research hypothesis will be analyzed as follows:

TEST I

Ho:
The techniques employed in collecting debt loan do not encourage quick repayment.

H1:
The techniques employed in collecting debt loan encourage quick repayment.

TEST II

H1:
Defect in credit management will not lead to increase in bad debt.

Ho:
Defect in credit management will lead to increase in bad debt.

3.4
RESEARCH DESIGN

In order to provide the structure that would facilitate the answering of restated research questions and testing of hypothesis objectively, economically and with minimal error, the cross-sectional survey design is adopted.

3.5
POPULATION

The population of the study comprises workers in First bank with practical experiences in its computer-based accounting environment and credit management.

3.6
SAMPLE SIZE AND SAMPLING TECHNIQUES

A random sample is selected from the population in effect stratified sampling is used, since only people with experience in areas related to the study at hand are in the population.

3.7
SOURCES OF DATA

Both primary and secondary data are used, although more reliance is placed on primary data, which are derived from the responses of the population understudy.

3.8
RESEARCH INSTRUMENT

For the purpose of collecting data for analysis, the used is a structured questionnaire, designed by the researcher. The Likert skill is used for this research because its simplicity with ease is being understood by the respondents and its efficacy as a research approach for self administered interviews (Barksdale and Deadon, 1992, as cited by Osuagwu, 2002).

The questionnaire is made of 2 sections.

Section A obtain respondents personal data.

Section B seeks to address the fundamental roused issued in the research question and hypothesis. It is a point Likert scale, calibrated as follows:

Yes

5

No 

4

At all times
3

Often 

2

Not at all

1

It has twenty (20) questions.

VALIDITY OF RESEARCH INSTRUMENT

Different ways exist to ensure the validity of an instrument for the purpose of this study, face and content validity were used, content validity is the extent to which the test measured what it is intended to measure (Hassan 1995)

MEASUREMENT OF VARIABLES

There are 3 types of measurement scales that are used on questionnaire at interviews inventories and other test. These are normal, ordinal and interval.

NOMINAL SCALES

The lowest level of measurement is the nominal scale. The numbers assigned to objects are just numerical names without having a value meaning. It cannot be ordered or added. It is used to identify or categories telephone numbers,. Are also norminal. For example, for sex identification, respondents will be asked to tick the appropriate box.

1.
( ) male

2.
( )  female

The numerical 1 and 2 are just names or labeled for identification, they cannot be ordered or added.

ORDINAL SCALE

The ordinal scale has the characteristics of the norminal scale and in addition offers the possibilities of placing object in rank order. That is, if we have three objects x,y,z and x is greater than Y and Y is greater than Z then the main condition for ordinal measurement is satisfied.

INTERVAL OR EQUAL INTERVAL SCALE

Interval scale has the characteristics of nominal and ordinal scales. In addition distances that are numerically equal on interval scale represent equal distances in the property being measured, that is intervals can be added and subtracted.

DATA ANALYSIS

The data collected with the research instrument is analyzed with frequency count and statistical tables of means percentages while the hypothesis will be tested with chi-square.

Mean = ( Fx


   ( F

Standard deviation =


X = class mark


F = Frequency

Chi-square (x2) =  o-e2



e

where

X2 = chi square

O = Observed frequency

e = summary frequency

( = summary frequency

Level of significance = 0.05

And 

( = (row total) (column total)


  Grand total 

Also where

(R-1) (C-1) = the degree of freedom

And 
r= number of rows


C = number of columns


X = level of significant

3.10   LIMITATION OF THE RESEARCH METHODOLOGY

Some questions in the questionnaire could be misunderstood. Therefore a personal interview with the respondents may have giving a different opinion. This limitation does not impaire the validity of findings. The questionnaire provides adequately the required information 

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.0
INTRODUCTION

For the purpose of analyzing and interpreting the data collected, percentage of respondent to the questionnaire administered will be used.

The main purpose of the questionnaire is to test for the effectiveness of credit management techniques in First Bank.

A total number of 30 questionnaire were distributed employees of First Bank. Means while out of the thirty questionnaires distributed twenty nine were properly completed and returned, that is a copy was not returned.

4.1
DATA PRESENTATION

In this research work data are presented in an understanding manner. The questionnaire are in two stages which involve two sections which are:

SECTION A

This focuses on personal data

SECTION B

Three comprises of questions in credit management affairs.

DATA ANALYSIS AND INTERPRETATION

In this two part data obtained from the questionnaires distributed into and returned from the credit management department of First Bank and are used in the table below:

The tabulation of data is followed by explanation in order to obtain the content and information of each table.

SEX

	SEX
	RESPONSE
	PERCENTAGE

	Male
	17
	59%

	Female
	12
	41%

	Total 
	29
	100%


From the table above 59% of the respondents are male while 41% are female.
DEPARTMENT

	DEPARTMENT
	RESPONSE
	PERCENTAGE

	Account 
	9
	31%

	Credit 
	9
	31%

	Savings 
	4
	14%

	Personnel 
	7
	24%

	Total 
	29
	100%


From the above table, 31% of the respondent belongs to the Accounts Department, 31% also to Credit Department, 14% to Savings Department and 24% to Personnel department.

LENGTH OF SERVICE

	NO OF YEARS WORKED
	RESPONSE
	PERCENTAGE

	Below 1 year – 1 year 
	5
	17%

	2 years – 5 years
	18
	62%

	6 years – 10 years 
	6
	21%

	Total 
	29
	100%


The analysis above shows that 17% of the respondents have worked with the bank for at most 1 year. 62% for a period of 2 years – 5 years and 21% for 6years – 10 years.

EDUCATIONAL QUALIFICATION

	Educational Qualification
	RESPONSE
	PERCENTAGE

	SSCE
	-
	0%

	HND, B.Sc, B.A
	21
	72%

	M.Sc, MBA
	4
	14%

	ACA, ACCA, CIBN, ACIS
	4
	14%

	Total 
	29
	100%


The analysis above shows that 72% of the respondent are working with HND, B.Sc, B.A certificate, 14% are working with M.Sc, MBA Certificate and 14% are working with their professional certificate. Meanwhile there is no SSCE certificate holder, this shows that respondent are highly literate.

POSITION HELD

	POSITION
	RESPONSE
	PERCENTAGE

	Management staff
	3
	10%

	Manager 
	2
	7%

	Sub-manager 
	2
	7%

	Accountant 
	-
	0%

	Official/supervisor
	22
	76%

	Total 
	29
	100%


From the above analysis 10% of the respondent are management staff, 7% are Managers, 7% are sub managers, and 76% are officer/supervisor. This shows that the greater percentage of the respondents are officers/supervisors.

SECTION B

Question 6: Are you aware of any policy on credit control in your company?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	25
	86%

	No 
	4
	14%

	Total 
	29
	100%


From the above response of the workers, 86% are quite aware of the credit policy control in the bank while 14% are not aware.

QUESTION 7: IS THE CREDIT CONTROL POLICY LENIENT OR STRIGENT?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes strigent 
	25
	86%

	No lenient 
	4
	14%

	Total 
	29
	100%


The analysis above shows that the credit policy control of the bank is strigent

QUESTION 8: DOES DEBTORS NORMALLY COMPLY WITH THE CREDIT POLICY?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	20
	69%

	No 
	9
	31%

	Total 
	29
	100%


The response of the respondent shows that a greater percentage of the debtors complies with the credit policy. i.e 69% agreed that debtors comply with the credit policy while 31% disagrees.

QUESTION 9: DOES THE TECHNIQUES EMPLOYED IN COLLECTION OF DEBT LOAN ENCOURAGE QUICK REPAYMENT?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	27
	93%

	No 
	2
	7%

	Total 
	29
	100%


The table above shows that 93% of the respondents agree that the techniques employed in collection of debt encouraged quick repayment while 7% are against it.
QUESTION 10: ARE CUSTOMERS CREDIT WORTHINESS ASSESSED BEFORE THEY ARE GRANTED?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	29
	100%

	No 
	-
	10%

	Total 
	29
	100%


The analysis above shows that credit worthiness of customers are assessed before they are granted credit facilities, 100% of the respondents agreed to the statement.

QUESTION 11: IS THERE ANY TIME LIMIT FOR CREDIT GRANTED?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	29
	100%

	No 
	-
	0%

	Total 
	29
	100%


The analysis above shows that there is time limit for every credit granted to customers.

QUESTION 12: HAS THERE BEEN CONSISTENT INCREASE IN BAD DEBT OVER THE YEARS

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	6
	21%

	No 
	23
	79%

	Total 
	29
	100%


The analysis of the data above shows that 21% of the respondents agrees that there has been consistent increase in bad debt over the years, while 79% of the respondents disagree.

QUESTION 13: DOES THE COMPANY HAVE ANY PROCEDURES FOR COLLECTION OF DEBT?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	29
	100%

	No 
	-
	0%

	Total 
	29
	100%


The table above revealed that the bank has a procedure for the collection of debt from debtors.

QUESTION 14: HAS THE BANK FULLY UTILIZED ALL THE DEBT RECOVERY TECHNIQUES AT ITS DISPOSAL?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	5
	17%

	No 
	24
	83%

	Total 
	29
	100%


17% of the respondents are positive about the bank utilizing all the debt recovery techniques while 83% are negative about it. This bank should Endeavour to utilize all the debt recovering techniques at its disposal and must continue to invent new credit recovery technique because the business world is expanding day in day out.

QUESTION 15: IS THE BANK IN ACCORDANCE WITH THE PRUDENTIAL GUIDELINES SET BY THE CENTRAL BANK ON CREDIT CONTROL AND MANAGEMENT?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	29
	100%

	No 
	-
	0%

	Total 
	29
	100%


The above analysis shows that the bank is not doing bad, so far it is following the guidelines set by the central bank on credit central and management, because of the respondent agrees with the statement.

QUESTION 16: HOW OFTEN DOES THE BANK COMPLY WITH CBN GUIDELINES ON CREDIT POLICY?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	At all times
	29
	100%

	often
	-
	- %

	Not at all
	-
	- %

	Total 
	29
	100%


100% of the respondent agrees that the bank complies with CBN guidelines on credit policy at all times.

QUESTION 17: DOES THE BANK BACK ITS CREDIT WITH COLLATERAL SECURITY?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	20
	69%

	No 
	9
	31%

	Total 
	29
	100%


69% of the respondent agree that the bank back its credit with collateral security, while 31% disagree. This simply means that the bank back its credit with collateral security.

QUESTION 18: DOES THE BANK INVOLVE IN LOAN SYNDICATION?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Yes 
	14
	48%

	No 
	15
	52%

	Total 
	29
	100%


The table reveal that 48% of the respondents agrees that the bank is involved in loan syndication while 52% of the respondent diagrees.

QUESTION 19: HOW OFTEN DOES THE BANK ACCEPT COLLATERAL SECURITY?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	At all times
	25
	86%

	often
	2
	7 %

	Not at all
	2
	7 %

	Total 
	29
	100%


The above analysis revealed that the bank accept collateral security because 86% of the respondents says that the bank accept collateral at all times while 7% of the respondent says often and not at all.

QUESTION 20: WHO IS SOLELY RESPONSIBLE FOR GRANTING CREDIT?

	RESPONSE
	FREQUENCY
	PERCENTAGE

	Management 
	18
	62%

	Head credit control
	11
	38%

	Total 
	29
	100%


62% of the respondents agree that it is the management that is solely responsible for granting credit while 38% says that is the head credit control that is responsible. However it is the head credit control that will inform the management about the customer willing to get a loan. But all the same the CBN recommendation about granting of loan should be considered.

4.3
TYPE OF HYPOTHESIS

The result of the hypothesis is drawn and tested in the table

HYPOTHESIS

TEST 1

Null Hypothesis: 

Ho:
The techniques employed in collection of 




debt to do not encourage quick repayment.

Alternative Hypothesis:
H1:
The technique quick repayment of debt 




encourage quick repayment.

TEST II

Null Hypothesis: 

Ho:
Defect in credit management will not lead 




to increase in  bad debt.

Alternative Hypothesis:
H1:
Defect in credit management will lead to 




bad debt.

	QUESTION
	YES
	YES
	TOTAL

	9
	27
	2
	29

	12
	6
	23
	29

	Total 
	33
	25
	58


OBSERVED FREQUENCY

Source: Questionnaire response

In the table above the analysis of data is the statement of question 9 and 12 of the questionnaire.

From the table the expected frequency of each column is calculated as follows:

Row total x column total

       Grand total

Yes Row 1 expected frequency = 33 x 29






58   = 16.5

Row 1 cell 2 = expected frequency =

33 x 29

 
  
58 = 16.5

No 

Row 2 cell 1 = expected frequency =

25 x 29

 
  
58 = 12.5

Row 2 cell 2 = expected frequency =

25 x 29

 
  
58 = 12.5
EXPECTED FREQUENCY

	QUESTION NO
	YES 
	NO 
	TOTAL 

	Yes 
	16.5
	12.5
	29

	No 
	16.5
	12.5
	29

	Total 
	33
	25
	58


X2 = ( (o-e)2
      
  e

where

( = summation

O = Observed frequency

e = expected frequency

	ROWS
	O
	E
	(o-e)
	(o-e)2
	(o-e)2
  e

	Row 1
	
	
	
	
	

	Yes 
	21
	16.5
	10.5
	110.25
	6.6818

	No 
	2
	12.5
	-10.5
	110.25
	8.82

	Row 2
	
	
	
	
	

	Yes 
	6
	16.5
	-10.5
	110.25
	6.6818

	No 
	23
	12.5
	10.5
	110.25
	8.82

	
	
	58
	
	
	31.0036


Degree of Freedom

(r-1) (c-1)

= (2-1) x (2-1)

= 1 x 1

= 1

At 0.05, levels of significance is 3.84

DECISION

When X2 = 31.0036 which is greater than the critical value of 3.84 hence we accept H1 that is the alternative hypothesis

The techniques employed in collecting debt loans encourage quick repayment.

Defect in credit management will lead to increase in bad debt.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.0
INTRODUCTION

5.1
SUMMARY OF FINDINGS

There is need to appraise the credit management techniques of banks in order to be able to determine the effectiveness and the level of liquidity of the banks. Constant appraisal of the techniques is necessary and important for the growth and continuous existence of the bank.

The purpose of the research work is to appraise the way by which banks monitor the loans given out to their prospective customers, through the use of careful  laid down rules and regulations, the bank’s ability to be able to meet demand of customers and the ability of the bank to still make profit afterall.

With respect to the data analyzed in regards to the credit management techniques of First Bank, it was discovered that an effective credit management technique of bank will reduce the risk involved in given out loans to customers which will help the bank to avoid situations of distress, liquidity problem and high bad debt.

5.2
CONCLUSION

The principal aim of a bank’s credit analysis is to determine the ability and willingness of a borrower to repay a  requested loan in accordance with the terms of the loan contract.

However, for a customer to do this, there should be adequate measure to be taken (credit central policies) by the bank in order to effect their prompt payment if these measures are not taken care of properly , their operations will be at loss because of the fact that the credit facilities form part of the risk assets of a bank. This if effectively done, following the regulations set by the Central Bank will go a long way in reducing the bank distress that is why the management techniques to be used in collecting debt are essential.

Finally, it can be said that First Bank is not doing bad with its credit management techniques.

5.3
RECOMMENDATIONS

Banks should realize that the credit management techniques in the broader sense of it are essential for the maintenance of the liquidity of the bank to avoid liquidation.

The credit management sector of the bank should  be given utmost consideration by appointing competent, qualified and experienced hand to handle this sector. Since this sector of the bank is the main sector that determines the bank’s performance and it’s continuity. It is the backbone of the bank.

More care should be exercised when assessing the worthiness of customers, this is necessary so that the level of load debt will remain consistently low. Tacties and ways of getting real information from customers about things, relating to finances should be invented, so that assessment will be done based on the real information deduced from customers.

The credit policy of the bank should be more stringent, this will not allow just anybody with false loan advanced by the first  place.

A comprehensive procedure for the recovery of the debts should be adopted.

5.4
SUGGESTIONS FOR FURTHER RESEARCH WORK

1.
Lending unsecured loans from commercial banks particularly to the agricultural sector as mandated by the government.

2.
Target setting, for various banks should be encouraged, recovery teams should be set-up.

3.
Availing with the services of the credit information bureau for a timely notice of delinquent debtors or banks.
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QUESTIONNAIRE

SEX

	SEX
	Tick

	Male
	

	Female
	


DEPARTMENT

	DEPARTMENT
	Tick

	Account 
	

	Credit 
	

	Savings 
	

	Personnel 
	


LENGTH OF SERVICE

	NO OF YEARS WORKED
	Tick

	Below 1 year – 1 year 
	

	2 years – 5 years
	

	6 years – 10 years 
	


EDUCATIONAL QUALIFICATION

	Educational Qualification
	Tick

	SSCE
	

	HND, B.Sc, B.A
	

	M.Sc, MBA
	

	ACA, ACCA, CIBN, ACIS
	


POSITION HELD

	POSITION
	Tick

	Management staff
	

	Manager 
	

	Sub-manager 
	

	Accountant 
	

	Official/supervisor
	


SECTION B

Question 6: Are you aware of any policy on credit control in your company?

	Response
	Tick

	Yes 
	

	No 
	


QUESTION 7: IS THE CREDIT CONTROL POLICY LENIENT OR STRIGENT?

	RESPONSE
	Tick

	Yes strigent 
	

	No lenient 
	


QUESTION 8: DOES DEBTORS NORMALLY COMPLY WITH THE CREDIT POLICY?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 9: DOES THE TECHNIQUES EMPLOYED IN COLLECTION OF DEBT LOAN ENCOURAGE QUICK REPAYMENT?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 10: ARE CUSTOMERS CREDIT WORTHINESS ASSESSED BEFORE THEY ARE GRANTED?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 11: IS THERE ANY TIME LIMIT FOR CREDIT GRANTED?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 12: HAS THERE BEEN CONSISTENT INCREASE IN BAD DEBT OVER THE YEARS

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 13: DOES THE COMPANY HAVE ANY PROCEDURES FOR COLLECTION OF DEBT?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 14: HAS THE BANK FULLY UTILIZED ALL THE DEBT RECOVERY TECHNIQUES AT ITS DISPOSAL?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 15: IS THE BANK IN ACCORDANCE WITH THE PRUDENTIAL GUIDELINES SET BY THE CENTRAL BANK ON CREDIT CONTROL AND MANAGEMENT?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 16: HOW OFTEN DOES THE BANK COMPLY WITH CBN GUIDELINES ON CREDIT POLICY?

	RESPONSE
	Tick

	At all times
	

	often
	

	Not at all
	


QUESTION 17: DOES THE BANK BACK ITS CREDIT WITH COLLATERAL SECURITY?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 18: DOES THE BANK INVOLVE IN LOAN SYNDICATION?

	RESPONSE
	Tick

	Yes 
	

	No 
	


QUESTION 19: HOW OFTEN DOES THE BANK ACCEPT COLLATERAL SECURITY?

	RESPONSE
	Tick

	At all times
	

	often
	

	Not at all
	


QUESTION 20: WHO IS SOLELY RESPONSIBLE FOR GRANTING CREDIT?

	RESPONSE
	Tick

	Management 
	

	Head credit control
	


Arranging secure methods of payment





Credit 


Insurance 





Factors debts invoice discounting 





Organization and planning system





Monitoring Risk Control





Credit analysis 





Credit limit$





Credit terms





Managing the payment (collection) cycle



















































































        TIME





Ability to repay





Business Appointment





Nature of customers business





Cash flow





Profits





Assets and existing debts





Business strength





Financial security





Liquidity and financial strength





Customers place order





Cash received





Telephone cells





Reminder letter





Statement sent





Customers receive invoice





Invoiced raised





Goods delivery





Issue delivery note





Check credit limit





Export contract signed with buyer with payment by documentary credit agreed





Buyers ask his bank to issue a letter of credit in favour of the exporter





Issuing bank ask bank in exporters country to advice and confirm the credit.





Advising and confirming bank sent a copy of the leter of credit to the exporter





Exporter dispatches goods overseas





Exporter present shipping document and bills of exchange to advising and confirming bank





Foreign uses document to receive delivery of goods





Issuing bank debits account of buyer in pre-agreed manner





Issuing bank, checks documents and advising/confirming banks





Advising/confirming bank, checks the document and pays or accept the bill under the term of the credit.





Advising/confirming bank forward document issuing to the bank
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