
CHAPTER ONE

1.0. INTRODUCTION

The banking sector plays a vital role in the Nigerian economy, serving as a catalyst for economic growth and development. Deposit money banks (DMBs) are critical components of the financial system, providing essential financial services to individuals, businesses, and governments.

Among the industrial sectors in Nigeria today, banking sector arouses the public interest most. It is the most visible and of the fastest growing section in the economy apart from the fact that the monetary of every public guideline document issued by the central bank of Nigeria in January of every tear regulates the activities of the entire economy the banking sectors is responsible for carrying out most of the policy issued to frequent controls and reputations.

However, the Nigerian banking sector has faced significant challenges in recent years, including the menace of bad debts. According to Nwankwo et al. (2017) "Bad debt encompasses all types of debt that are past due or non-performing, including loans, credit facilities, and other types of debt." Bad debt management refers to the process of identifying, managing, and recovering debts that are unlikely to be repaid. In Nigeria, the prevalence of bad debts has had far-reaching consequences for the performance of DMBs. The inability of borrowers to repay loans has resulted in a significant increase in non-performing loans (NPLs), which has negatively impacted the financial performance of DMBs.

According to the Central Bank of Nigeria (CBN), the NPL ratio for DMBs in Nigeria increased from 5.3% in 2015 to 14.8% in 2020. This increase in NPLs has resulted in significant losses for DMBs, which has negatively impacted their profitability and stability. The high level of non-performing loans (NPLs), in the Nigerian banking sector has been attributed to several factors, including:

· Economic downturn: The Nigerian economy has experienced significant challenges in recent years, including a recession in 2016. This economic downturn has resulted in a decline in the ability of borrowers to repay loans.
· Poor credit risk management: deposit money banks in Nigeria have been criticized for their poor credit risk management practices, which has resulted in the approval of loans to borrowers who are unlikely to repay.
· Lack of effective regulatory oversight: The regulatory framework for the Nigerian banking sector has been criticized for being ineffective, which has resulted in a lack of effective oversight and monitoring of deposit money banks.

The high level of NPLs in the Nigerian banking sector has significant implications for the stability of the financial system and the overall economy. Therefore, it is essential to investigate the effect of bad debt management on the performance of deposit money banks in Nigeria.

According to Venkatraman & Ramanujam (1986), defined Performance as "Performance is the degree to which an organization's goals and objectives are being achieved, and is typically measured in terms of efficiency, effectiveness, and adaptability."

Also, Neely (2007), definition of performance is "Performance is the degree to which an organization achieves its objectives, and is typically measured in terms of efficiency, effectiveness, and quality."

The problem posed by carrying large volume of bad loans or non-performing accounts was not fully recognized until in November 1990 when the central bank introduced the prudential guidelines in line with the general standard all over the world to ask the in the country assess themselves filling thereby determine how wealthy or prudent they are in their loan credit management.

Most banks cannot unequivocally declare that they have been introduced by problem loan. Certainly, it is a way of life in those tumultuous times of banking that virtually every one of them if faced problem or so-called works out loans. Another important reason is to decline in the economic fortune which gripped the Nigeria economy.
1.1. STATEMENT OF THE PROBLEM

"The Nigerian banking sector has been plagued by the menace of bad debts, which has negatively impacted the financial performance of deposit money banks (DMBs). Despite the efforts of regulatory authorities to mitigate the effects of bad debts, the problem persists. The inability of DMBs to effectively manage bad debts has resulted in significant losses, erosion of capital base, and decreased profitability.

The research problem aims to analyze the effect of bad debt management on the performance of deposit money banks in Nigeria.
1.2. RESEARCH QUESTION

1. What is the impact of bad debt management on the financial performance of deposit money banks?

2. How do deposit money banks manage bad debts, and what are the challenges they face?

3. What are the effects of bad debt management on the profitability, liquidity, and capital adequacy of deposit money banks?

1.3. OBJECTIVES OF THE STUDY

The general aim of this study is to investigate the impact of bad debt management on performance of deposit money bank (First Bank Plc). However, the study specifically seeks to;

1. To examine the relationship between bad debt management and financial performance of deposit money banks.

2. To identify the challenges faced by deposit money banks in managing bad debts.

3. To investigate the impact of bad debt management on the profitability, liquidity, and capital adequacy of deposit money banks.

1.4. STATEMENT OF THE HYPOTHESES

This research work will be testing the following hypothesis;

H0: There is no significant relationship between bad debt management and financial performance of deposit money banks in Nigeria.

H1: There is a significant relationship between bad debt management and financial performance of deposit money banks in Nigeria.

H0²: Bad debt management does not have a significant impact on the profitability of deposit money banks in Nigeria.

H1²: Bad debt management has a significant impact on the profitability of deposit money banks in Nigeria.

1.5. SIGNIFICANCE OF THE STUDY

The motivation for the study arises from the research interest in tracking the effect of economic reforms within the structural adjustment programme since deregulation of financial system of the economic reforms is expected to act the volume and pattern of landing by banks and the profitability of banks. It is necessary to investigate the extent to which profit that are being declare by banks actually reflect their true profitability position. Whether adequate precaution have been taken in their granting loans. The structural weakness of these bank is referred in the heavy bad debt portfolio, which is fact eroding their capital base. The introductory of prudential guideline has therefore exposed the weak foundation and the misfortune arising from bad debt structure data generated from the annual reports of banks with regards to the volume of the bad debt have been fraught difficulties until the introduction of the prudential guidelines.

           The study will contribute to the existing literature on bad debt management and its impact on the financial performance of deposit money banks.

           The findings of the study will provide insights for policymakers, regulators, and bank managers on the importance of effective bad debt management.

           The study will also provide recommendations for improving bad debt management practices in deposit money banks.

1.6. SCOPE AND LIMITATION OF THE STUDY

Countries administrative divisions and their rules differ from one country to another similarly the infrastructure, the role of financial institution and the attitude and type of introduction by regulation at least larger determined what types of investment instrument are available while exchanger central and tactic system effect the attractiveness of such instrument to foreign invests.

The base and reason of the project write up will be limited through and detailed investigated on the effect of bad debt in Nigeria money deposit bank in Nigeria economic particularly as it relate to the first bank of Nigeria plc.

1.7. DEFINITION OF TERMS

  For the purpose of clarity, the following terms that will be used in this study are operationally defined as follows:

· Bad Debt Management- Refers to the process of identifying, measuring, monitoring, and controlling credit risk to minimize potential losses. It also involves the use of various techniques, such as credit scoring, credit risk assessment, and debt recovery strategies.

· Deposit Money Banks (DMBs) - Refers to commercial banks that accept deposits and provide loans and other financial services to individuals and businesses. Examples of DMBs in Nigeria include First Bank, Zenith Bank, and Guaranty Trust Bank.
· Financial Performance- Refers to the ability of a bank to achieve its financial objectives, such as profitability, liquidity, and solvency. It can be measured using financial ratios, such as return on assets (ROA), return on equity (ROE), and net interest margin (NIM).

· Credit Risk Management- Refers to the process of identifying, assessing, and mitigating credit risk. It involves the use of various techniques, such as credit scoring, credit risk assessment, and collateral management.

· Non-Performing Loans (NPLs) - Refers to loans that are past due or have been written off as uncollectible. NPLs are a key indicator of bad debt management and can have a significant impact on a bank's financial performance.

· Capital Adequacy Ratio (CAR) - Refers to the ratio of a bank's capital to its risk-weighted assets. CAR is a key indicator of a bank's financial stability and ability to absorb losses.

· Liquidity Ratio- Refers to the ratio of a bank's liquid assets to its total deposits. Liquidity ratio is a key indicator of a bank's ability to meet its short-term obligations.
1.8. ORGANISATION OF THE STUDY

Since this research work will be evaluating the effect of bad debt management on performance of deposit money banks, this study will be structured into five chapters. The introduction which will be chapter One, chapter Two which will be literature review, in the chapter the related literature will be review, the chapter three will focuses on the research methodology which will discuss the methodological foundations and data analysis techniques, chapter four will focus on the presentation and analysis of data obtained from the survey, chapter five will focus on the summary, conclusion and recommendations.

CHAPTER TWO

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

2.0. INTRODUCTION

          In this chapter, literature will be reviewed and an appropriate theory will be adopted as a theoretical base of the study. Issues to be reviewed are concepts of bad debt, bad debt management, financial performance, and deposit money banks, types of bad debt, benefits and challenges of bad debt management. Furthermore, the review of some empirical literatures will also be made.

2.1. CONCEPTUAL DEFINITION

2.1.1. Bad Debt

Bad Debt is a significant concern for financial institutions, businesses and individuals. It refers to the amount of debt that is unlikely to be repaid resulting in financial losses. This literature review aims to provide an overview of the concept of bad debt.

         According to Mishkin, (2016) defined Bad debt as the amount of debt that is unlikely to be repaid. Bad debt can be measured using various methods, including the provision for doubtful debts, non-performing loans, and write-offs (Saunders & Cornett, 2014).

2.1.2.   Types of bad debt

2.1.2.1. Loans and advances

· Overdraft: these are the most common and simplest forms of credit facilities. They are usually granted for working capital purposes and the amount outstanding is expected to fluctuate over the Life of the facilities depending on the borrower�s working capital financing needs, at any material time. Overdraft permit the borrower to use those amount required on a day to day basis, thus saving unnecessary interest charges. It is also repayable on demand and can be cancelled at the bank's option without prior notice to the borrower. The overdraft limit is usually communicated to the customer and this limit serves as the bank reference point in all drawings by the beneficiary.

· Advances: an advance is a short term credit which is granted for a definite period, usually between 30 and 180 days. They are usually granted for specific purposes. The exact maturity date of an advance is normally determined at the onset and this makes it possible for the project to have a lower interest charge on the advance due to reduced risk.

· Medium term loans: these are important sources of intermediate funds for projects and businesses. It is usually granted for specific purposes such as equipment financing, investment, housing e.t.c. A medium term loans is a facility with an original maturity of more than one year or a loan granted under a formal agreement (revolving credit or credits) on which the original maturity of the commitment is in excess of one year. Medium term loans have maturities of between one to five years and they are negotiated between a borrower and a lender and are most prevalent in industrial projects characterized by heavy fixed capital requirements. It also provides flexibility for the user and are amortized in fixed installments on a monthly, quarterly, semi-annual or even annual basis as the case maybe.

· Long term loans: In Nigeria, banks do not usually provide much of long term loans and the reason is due to the nature of their deposit liabilities from where the loans are granted. Long term loans are usually provided by investment banks, development banks and various international lending agencies. Long term loans are granted for periods exceeding five years, and are usually provided for fixed capital requirements.

2.1.2.2.    Special credits

          These are special types of credit facilities extended by banks in favor of various projects and businesses. They are usually non-fund based and are classified as credit since they entails some risk on the part of the financial institution providing the facility.
1. Public works bond: there are three types of public works bond, they are;

· The bid bonds or tender bonds: the essence or function of bid bonds is to ensure that the party to whom a project or contract has been awarded will execute the contract successfully.

· Advance payment guarantees: Banks, at most time is required to issue a guarantee on an advanced payment made to a contractor by the employer, prior to the commencement of the contract. The guarantee is in term of the contractor's financial and technical standing.

· Performance bonds: this type of bonds is issued by banks to clients who have contracts. The bonds provide a guarantee on the contractor's capability of handling the contract, his financial standing and credit rating.
2. Customs and excise bonds: this type of bonds is issued by the bank to guarantee a third party (usually a government organ) with regards to an importer's capability of making payment of custom duties and excise duties. As soon as the customer defaults, the bank would be held liable to pay the sum guaranteed.
3. Bill of lading indemnities: A bill of lading is a quasi-negotiable document which confers title to goods. Banks usually issue a bill of lading indemnity to their customers, in cases where the goods imported into the country arrive before the importer (customer) receives the bill of lading. This indemnity issued will aid the customer in clearing the goods he or she bought.
4. Documentary Credits: A documentary credit or letter of credit is a written commitment of one bank addressed to an identifiable party to pay the seller of goods or services, an agreed sum of money on condition that the seller produces documents evidencing that the goods have been shipped or that he has performed the services required of him. There are different types of documentary credits, they includes; the revocable documentary credits, the irrevocable and confirmed credits.

2.1.3. Bad Debt (credit risk) Management
Bad debt management is a critical aspect of financial management, particularly for financial institutions and businesses that extend credit to customers. Effective bad debt management helps minimize financial losses, reduce credit risk, and improve overall financial performance. 
According to Ross, Westerfield, and Jaffe (2010) Bad debt management is defined as "the process of managing accounts receivable to minimize losses and maximize cash flow". It is also described as "the process of identifying, evaluating, and managing credit risk to minimize losses and maximize returns" (Kolb and Overdahl, 2017).

According to (Odofuye, 2019) bad debt management is the process for controlling and collecting payments from your customers. A good credit management system will help you reduce the amount of capital tied up with debtors (people who owe you money) and minimize your exposure to bad debts. It is a function performed within a company to improve and control credit policies that will lead to increased revenues and lower risk including increasing collections, reducing credit costs, extending more credit to creditworthy customers, and developing competitive credit terms. Debt management can be seen as those policies which seeks to alter the stock composition and the terms on which debts is been created with a view to maintain at any given time. Through bad debt management, it is sometimes possible to increase sales by granting credit to selected client who may choose to do business with you because of the convenience offered by a credit account. Every bank has to develop and implement comprehensive procedures and information system to follow up the conditions of individual credits. An effective loan monitoring system according to Odofuye (2019) will include measures to;

· Monitor compliance with established covenants.

· Assess, where applicable, collateral covenants, relative to creditors� current condition.

· Direct actions at solving problems promptly for remedial management.

· Identify contractual payment delinquencies and classify potential credits on a timely basis.

Credit risk management greatly influences or prevent the failure of a bank. This is because the failure of a bank is influenced to a large extent by the quality of credit decisions and thus the quality of the risk assets. 

Credit risk management provides a leading indicator of the quality of banks credit portfolio. (McNaugton, 2019). The key element in an effective credit management includes:

· Well-developed credit policy framework and procedures

· Strong portfolio management

· Effective credit controls

· Well-trained human resource to implement system

Bank management must conduct a market definition as a starting point in credit risk management. This also includes the determination of the target markets. The credit policies are a necessary guide for the determination of the target market, and customers, and define the acceptable and unacceptable risks.

According to Peter and Sylvia (2018) the probability that a deposit banking institutions credit portfolio will decline in value and perhaps become worthless is known as credit risk while various attempts designed to control and protect banks against adversities associated with these risk exposure are referred to as credit risk management process. The process of analyzing credit risk, ranking and
quantifying them constitute a substantial aspect of the framework and governance structures for most bank management. Among the reasons advanced for credit risk management include managerial self-interest and appraisal goal; high cost of financial distress and the existence of capital market imperfection. Other motivation for expending managerial resources on credit risk management according to Meyer (2019) is the need for insolvency avoidance, given the likelihood of poor credit risk management snowballing into financial crisis.

2.1.4. Financial performance

According to (Ross et al, 2013) financial performance is a reflection of a firm�s efficiency in allocating resources, managing costs and generating revenues. Also (Higgins, 2013) defines financial performance as a multidimensional concept that encompasses various aspects of a firm�s financial health including profitability, liquidity, efficiency and solvency.

2.1.5. Deposit Money Banks
According to (Rose and Hudgins, 2013) deposit money banks are institutions that provides a range of financial services, including deposit accounts, loans, credit cards and investment products to individuals and businesses. It is also the institutions that manage risk by accepting deposit, making loans and investing in securities while maintaining a stable financial position and complying with regulatory requirements (Saunders and Cornett, 2014).

Mishkin, (2016) defined deposit money bank as the financial institution that accepts deposit from the public and use these funds to make loans and investments, thereby acting as intermediaries between savers and borrowers.

2.1.6. The Purpose of Credit Policy

       Credit policy serves various purposes for banks. These includes:

· They provide bank credit officers, branch managers, credit controllers and financial analysts with basic guidelines and rules for efficient risk selection, credit analysis etc.
· They assist a bank in ensuring that it maintains high quality risk assets and also high level of performance assets.

· They also assist a bank in meeting the legal and statutory requirements imposed by the monetary authorities.

· They assists a bank in attaining the overall corporate mission and objectives, especially issues like achieving a high level of liquidity, profitability and earnings per share for the bank.

· They provide a framework for the effective examination of the credit operations of a bank by both external and internal inspectors.

· They assist a bank in the training and retraining of credit officers, bank managers, credit controllers and most time the top management.

· They are useful when a bank must adapt to a complex and rapidly changing economic environment and faces issues that formerly received little or no attention.

2.1.7. Constraints on Bank Credit Portfolio

Constraints in credit creation in banks are the factor that banks do not have limitless capacity for the creation of risk assets. There are several factors that determine bank�s ability to expand its credit portfolio. These includes:

· Macro-Economic Environment: This could affect the bank�s lending portfolio since the state of the economy determines the investments and viabilities of businesses.

· Capital Adequacy: Bank�s risk asset, apart from being constrained by the restrictions on liquid assets is, on the other hand, limited by the availability of capital. Capital may be viewed as shareholder�s fund and defined as equity plus reserves.

· Credit Policy: Banks capacity to create risk assets is constrained by requirement to keep high cash ratio�s, to meet demand for withdrawals by depositors, liquidity ratios, and stabilization by the effect of policy reversal and counter reversals.

· Capacity for Liability Generation: The bulk of the funds banks use in creation of credit are depositor�s funds. Therefore, the extent to which bank expands its credit portfolio depends largely on the level of its deposit. Shrinkage in credit portfolio through loans could occur if there is a reduction in deposit base.

2.1.8. Factors Responsible For Customer's Default
According to Onwudiegwu (2001), the concept of default is less obvious than it first seems, for it could result from non - or delayed payment of interest and or principal for a given period. One or a combination of the following factors could contribute immensely to default especially in a depressed economy. The more one borrows; the more one would want to borrow consequently. The volume of the loan would increase which decreases the ability to repay as opposed to the 
willingness to repay. The ability to repay increases with increased net income although that does not say anything about the willingness to repay. Onwudiegwu (2001) equally posited that, as the value of the collateral increases, the default rate is expected to decline. Where there is income variance as a result of economic or natural circumstance, credit service ability per individual borrower decreases and hence default could increase. Such income variances are common in agricultural and manufacturing sectors. The higher the interest rate, the more the outstanding balance the borrowers have to pay considering the principal. Rate of inflation has link with the real interest to be paid by the borrowers. If inflation is higher than the interest rate, it will mean that the lending bank would be paying borrowers to take its loans. The close monitoring of borrowers to ensure a loan is not diverted to unproductive use, though costly, has a lot of bearing on ability of the borrower to repay. The effort is put in ensuring utilization of a facility, the less chance of default.
2.1.9. Measures to Avoid Bad and Doubtful Debts

Banks credit analysts ensure that the principles of sound lending are set in motion to achieve a healthy loans and advances portfolio. This entails the establishment of comprehensive lending policies, proper credit analysis which 
includes analysis of financial history, viability analysis, feasibility studies, ratio analysis e.t.c and a proper assessment of the borrower using the basic cannons of lending as discussed earlier, and yield calculations including profitability considerations. It is generally agreed that credit monitoring and controls assist in early detection of bad loans and determination of deteriorating accounts. Therefore, the following indicators are usually considered:

· Increased facility not resulting in increased turnover.

· Fall in credit turnover indicating a reduced sale volume.

· Failure to meet all commitments as they fall due.

· Failure to meet loan repayments/interests as they mature.

· Cross-firing or kite flying.

· Frequent excesses over approved limits.

· Deterioration of balance sheet or liquidity.

1. Deterioration of the account should sound a warning to the lending banker to put corrective measures into effect.

2.2    Theoretical Framework

2.2.1. Portfolio Theory

Since the 1980s, companies have successfully applied modern portfolio theory to market risk. Many companies are now using value at risk models to manage their interest rate and market risk exposures. Unfortunately, however, even though credit risk remains the largest risk facing most companies, the practice of applying modern portfolio theory to credit risk has lagged (Margrabe, 2007). Traditionally, organizations have taken an asset-by-asset approach to credit risk management. While each company�s method varies, in general this approach involves periodically evaluating the quality of credit exposures, applying a credit risk rating, and aggregating the results of this analysis to identify a portfolio�s expected losses. The foundation of the asset-by-asset approach is a sound credit review and internal credit risk rating system. This system enables management to identify changes in individual credits, or portfolio trends in a timely manner. Based on the changes identified, credit identification, credit review, and credit risk rating system management can make necessary modifications to portfolio strategies or increase the supervision of credits in a timely manner. While the asset-by-asset approach is a critical component to managing credit risk, it does not provide a complete view of portfolio credit risk, where the term risk refers to the possibility that actual losses exceed expected losses. 2.2.2   Arbitrage Pricing Theory (APT)
A more interesting alternative was the Arbitrage Pricing Theory (APT) of Ross (1976). Stephen Ross's APT approach moved away from the risk vs. return logic of the CAPM, and exploited the notion of pricing by arbitrage to its fullest possible extent. As Ross himself has noted, arbitrage-theoretic reasoning is not unique to this particular theory but is in fact the underlying logic and methodology of virtually all of finance theory. This theory subscribes to the fact that an estimate of the benefits of diversification would require that practitioners calculate the covariance of returns between every pair of assets. In their Capital Asset Pricing Model (CAPM), Morris (2001) solved this practical difficulty by demonstrating that one could achieve the same result merely by calculating the covariance of every asset with respect to a general market index. With the necessary calculating power reduced to computing these far fewer terms (betas), optimal portfolio selection became computationally feasible.

2.2.3. Information Theory
Derban, Binner and Mullineux (2005) recommended that borrowers should be screened especially by banking institutions in form of credit assessment. Collection of reliable information from prospective borrowers becomes critical in accomplishing effective screening as indicated by symmetric information theory. Qualitative and quantitative techniques can be used in assessing the borrowers although one major challenge of using qualitative models is their subjective nature. However according to Derban, Binner and Mullineux (2005), borrowers attributes assessed through qualitative models can be assigned numbers with the sum of the values compared to a threshold. This technique minimizes processing costs, reduces subjective judgments and possible biases.
2.3. Empirical Review
It is universally acknowledged that the banking industry plays a catalytic role in the process of economic growth and development (Uwuigbe, Uwuigbe and Daramola, 2014). This acknowledgement is reinforced by contemporary conceptualization to the effect that banks are veritable vehicles for mobilizing resources (funds) from surplus units and channeling them to deficit units. Prior studies suggests that a good credit risk architecture, policies and structure of credit risk management, credit rating system, monitoring and control contributes to the success of credit risk management system Bachi (2003). Similarly, Muninarayanappa and Nirmala (2004) in a related study opined that the success of credit risk management require maintenance of proper credit risk environment, credit strategy and policies. Thus the ultimate aim should be to protect and improve the loan quality. In the same vein, findings from Salas and Saurina (2002) revealed that growth in GDP, rapid credit expansion, bank size and capital ratio had a significant impact on the non-performing loans.
Felix and Claudine (2008) examined the association between the performance of banks and credit risk management. As part of their findings, they observed that return on equity and return on assets both measuring profitability were inversely related to the ratio of non-performing loans to total loans of financial institutions thereby leading to a decline in profitability. Also, Hosna, et al. (2009) in their study opined that credit risk has a significant positive effect on the profitability of deposit money banks in Sweden. Correspondingly, Kithinji (2010) examined the effects of credit risk management on deposit money banks profitability in Kenya. They observed that the level of credit was high in the early years of the implementation of Basle II but decreased significantly in 2007 and 2008, probably when the Basle II was implemented by deposit money banks. The findings revealed that the bulk of the profits of deposit money banks are not influenced by the amount of credit and non-performing loans suggesting that other variables other than credit and non-performing loans impact on profits. Funso et al. (2012) investigates the quantitative effect of credit risk on the performance of deposit money banks in Nigeria for the period 2000-2010. The findings from their study showed that the effect of credit risk on bank performance measured by the return on assets of banks is cross sectional invariant.

In Nigeria, Kargi (2011) examined the impact of credit risk on the profitability of Nigerian banks. The findings from the study revealed that credit risk management has a significant impact on the profitability of Nigerian banks. Hence, they opined that banks� profitability is inversely influenced by the levels of loans and advances, non-performing loans and deposits thereby exposing them to great risk of illiquidity and distress.

Owojori et al (2011) highlighted that available statistics from the liquidated banks clearly showed that inability to collect loans and advances extended to customers and directors or companies related to directors/managers was a major contributor to the distress of the liquidated banks. At the height of the distress in 1995, when 60 out of the 115 operating banks were distressed, the ratio of the 
distressed banks� non-performing loans and leases to their total loans and leases was 67%. The ratio deteriorated to 79% in 1996; to 82% in 1997; and by December 24th the licenses of 35 of the distressed banks had been revoked. In 2003, only one bank (Peak Merchant Bank) was closed. No bank was closed in the year 2004. Therefore, the number of banking licenses revoked by the CBN since 1994 remained at 36 until January 2006, when licenses of 14 more banks were revoked, following their failure to meet the minimum recapitalization directive of the CBN. At the time, the banking licenses were revoked, some of the banks had ratios of performing credits that were less than 10% of loan portfolios. In 2000 for instance, the ratio of non-performing loans to total loans of the industry had improved to 21.5% and as at the end of 2001, the ratio stood at 16.9%. In 2002, it deteriorated to 21.27%, 21.59% in 2002 and in 2004, the ratio was 23.08%.

2.4. Gap in Literature
According to (Odofuye, 2019) Credit management is the process for controlling and collecting payments from your customers. A good credit management system will help you reduce the amount of capital tied up with debtors and minimise your exposure to bad debt. It also helps companies to improve and control credit policies that will lead to increase in revenue and lower risk.
McNaughton, (2019) stated that credit risk management greatly influence or prevent the failure of a bank. This is because the failure of a bank is influenced to a large extent by the quality of credit decision and thus the quality of the risk assets. Credit risk management also provides a leading indicator of the quality of bank credit portfolio.
CHAPTERTHREE
RESEARCH METHODOLOGY
3.1 Research Design
The research design that was used for the study is the descriptive survey method. Daramola (2006) defined descriptive research as a systematic attempt to describe the characteristics of a given population or area of interest factually. Descriptive survey enables researchers to gather information from a representative sample on which inferences are drawn on the behavior of the total population. Descriptive survey method was considered appropriate for this study because the researchers aimed at collecting data and describing the data in a systematic manner. The method was seen as having the highest level of dependence by the researcher to get useful and relevant information from bank employees or staff of First Bank PLC, Challenge branch, Ilorin, Kwara State.
3.2 Population of the Study
Population refers to the universe or the entire group of persons, object or event whose characteristics are being studied (Oke, 2005) as cited in Oke, Olasunde and Jekayinfa (2005).  The population in this study involved all First Bank customers in Ilorin, Kwara State. The main focus being on First Bank Challenge Branch to acquire information from employees about their views on the effect of bad debt management on the performance of their bank.
3.3 Sampling Techniques
Purposive and simple random sampling techniques are employed in this study to come up with valid outcomes. The reasons behind selecting these sampling techniques is that the study decide whom to include as a respondent for the questions that will be prepared to collect data and get a better chance to select right respondents. The study uses purposive sampling technique for administration of the questionnaire. 

3.4 Sample Size
A sample size of 50 first Bank officials or staff was purposively selected through simple random sampling technique. This sample size was drawn from bank workers (bank officials) who works or provide financial services to customers and works or performs their duties or render their services at challenge branch both male and female aged 18 and above.

3.5 Instruments of Data Collection
The main instrument used was questionnaire which was written and designed exclusively for respondents understanding and comprehension. The questionnaire consisted of two sections which helped the researcher to gather information on the effects of bad debt management on performance of deposit money banks. Section A deals with the socio-demographic variable of the respondents and Section B contained items where respondents were asked to indicate the extent to which they agree/disagree to the various statements regarding bad debt management as well as the issues and challenges involve since the adoption of bad debt management.

3.6 Reliability and Validity of the Instruments
Reliability is disclosed as extent to which the instrument is free from random error, thus, measuring the consistency overtime (Stangor, 2004). The reliability of the data was tested using kolmogorov smirnov.
Validity is the extent to which the interpretations of the results of a test are warranted, which depends on the particular use the instrument was intended (Kimberly, 2008). Therefore, in order to validate the instrument used in the study, a drafted copy of the questionnaire was given to senior lecturers and supervisors of the department.
3.7 Administration of Questionnaires
The questionnaire for the study was researcher administered; this is because the researcher personally administered the questionnaire to the respondents by meeting them at their place of work at challenge branch. Firstly, the researcher gave introduction letter to the respondents which possessed objective of the study as well as assuring respondents that the study is an academic exercise.
Before completing the questionnaires, the researcher ensured that the participants understood the nature and significance of the study, their role as anonymous respondents, and their ability to withdraw from the study at any time without comment or penalty. The participants were asked to respond independently.

3.8 Methods of Data Analysis
The method of data analysis used in this study was basically descriptive analysis and statistical inferential methods. The participants� responses on the questionnaires were scored, entered into a Microsoft Spreadsheet and imported into a SPSS 20.0 data file. The data file was inspected visually for missing data or anomalous entries. Data were independently checked for entry errors. Descriptive analyses were then conducted to calculate the mean, the standard deviation and the normalcy of distribution of each variable. The information was necessary in order to decide which variables could be included with confidence in the primary analyses addressing the study�s research questions. A frequency and percentage analyses was employed to analyze and address the research questions. Chi-square test was further employed to analyze the effects of bad debt management on performance of deposit money bank. Chi-square was used to test hypothesis of the study. The formula for  X2  is :
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Where
 X 2 =
chi-square
O=
Observed frequency
E=
Expected frequency
∑=
Summation notation

CHAPTER FOUR
DATA ANALYSIS AND PRESENTATION
4.0 PREAMBLE
This chapter analyzes and interprets the results of data collected through a close ended questionnaire, using a descriptive analysis.
4.1 Data Analysis and Presentation
4.1.1 Socio-demographic Characteristics of the Respondents
Table 1: Sex Analysis of Respondents
	Sex of Respondents

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Male
	29
	58.0
	58.0
	58.0

	
	Female
	21
	42.0
	42.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 1 shows that 58% are males and 42% are females. This implies that, of the respondents 58% were male while 42% were female.
Table 2: Age Analysis of Respondents
	Age of Respondents

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	18-25
	30
	60.0
	60.0
	60.0

	
	26-30
	15
	30.0
	30.0
	90.0

	
	31-40
	2
	4.0
	4.0
	94.0

	
	40 and Above
	3
	6.0
	6.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 2 shows that 60% of the respondents� falls between ages 18-25, 30% falls between ages 26-30, 4% falls between ages 31-40 and 6% falls between the ages of 40 and above
Table 3: Marital Status Analysis of Respondents
	Marital Status

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Single
	45
	90.0
	90.0
	90.0

	
	Married
	5
	10.0
	10.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 3 shows that 90% of the respondents are single, while 10% are married. This implies that majority of the respondents are single.
Table 4: Educational Qualification Analysis of Respondents
	Educational Qualification

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	SSCE
	11
	22.0
	22.0
	22.0

	
	ND\NCE
	23
	46.0
	46.0
	68.0

	
	HND\BSC
	16
	32.0
	32.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 4 shows that 22% of the respondents are SSCE holders, 46% of the respondents being ND\NCE holders, while 32% of the respondents are HND\BSC holders. This implies that majority of the respondents have high educational qualification and will be able to easily comprehend the questions in the questionnaire.

Table 5: Length of Service Analysis of Respondents
	How long have you been an official employee of the bank

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Less than 1 year
	15
	30.0
	30.6
	30.6

	
	1 - 5years
	27
	54.0
	55.1
	85.7

	
	6 - 10years
	4
	8.0
	8.2
	93.9

	
	10years and Above
	3
	6.0
	6.1
	100.0

	
	Total
	49
	98.0
	100.0
	

	
	Missing System
	1
	2.0
	
	

	Total
	50
	100.0
	
	


Interpretation:
Table 5 shows that 30% of the respondents have been an official employee of the bank for less than a year, 54% have been an official employee for 1 to 5years, 8% have been for 6 to 10years, while 6% have been an official employee of the bank for 10years and above. This implies that, majority of the respondents have been an official employees for 1 to 5years.

4.2 Descriptive Analysis of Operational Data
Table 6: Bad debt management has a significant impact on the financial performance of deposit money banks.
	Bad debt management has a significant impact on the financial performance of deposit money banks.

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	36
	72.0
	72.0
	72.0

	
	Agree
	14
	28.0
	28.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 6 shows that 72% of the respondents strongly agreed that bad debt management has a significant impact on the financial performance of deposit money banks, while 28% agreed with the statement. Since high percentage of the respondents agreed, it implies that the above statement is true.
Table 7: Effective bad debt management is crucial for the financial stability of deposit money banks.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	13
	26.0
	26.0
	26.0

	
	Agree
	32
	64.0
	64.0
	90.0

	
	Undecided
	1
	2.0
	2.0
	92.0

	
	Disagree
	4
	8.0
	8.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 7 shows that 26% of the respondents strongly agreed to the above statement, 64% simply agreed, 2% were undecided, while 8% disagreed with the statement. This shows that Effective bad debt management is crucial for the financial stability of deposit money banks.
Table 8: Bad debt management has a direct impact on the profitability of deposit money banks.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	27
	54.0
	54.0
	54.0

	
	Agree
	17
	34.0
	34.0
	88.0

	
	Undecided
	6
	12.0
	12.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 8 shows that 54% of the respondents strongly agreed to the above statement, 34% simply agreed, while 12% were undecided. Since high percentage of the respondents agreed, it shows that the above statement is true.
Table 9: the banks� bad debt level affects its ability to lend to customers.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	41
	82.0
	82.0
	82.0

	
	Agree
	9
	18.0
	18.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 9 shows that 82% of the respondents strongly agreed that the banks bad debt level affects it's ability to lend to customers, while 18% simply agreed. This shows that high percent of the respondent believed the statement above.
Table 10: Bad debt management has a significant impact on the profitability of deposit money banks.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	16
	32.0
	32.0
	32.0

	
	Agree
	25
	50.0
	50.0
	82.0

	
	Undecided
	8
	16.0
	16.0
	98.0

	
	Disagree
	1
	2.0
	2.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Source: Researcher�s Field work (2022)
Table 10 shows that 32% of the respondents strongly agreed with the above statement, majority of the respondents 50% simply agreed, 16% were undecided, and 2% disagreed. With majority of the respondents agreeing to the statement, it shows that bad debt management has a significant impact on the profitability of deposit money banks.
Table 11: deposit money banks face significant challenges in recovering bad debt.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	32
	64.0
	64.0
	64.0

	
	Agree
	18
	36.0
	36.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 11 shows that 64% of the respondents strongly agreed that deposit money banks face significant challenges in recovering bad debt, while 36% of the respondents simply agreed. This shows that most of the respondents believed in the above statement.
Table 12: Effective bad debt management improves the liquidity of deposit money banks.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	14
	28.0
	28.6
	28.6

	
	Agree
	17
	34.0
	34.7
	63.3

	
	Undecided
	18
	36.0
	36.7
	100.0

	
	Total
	49
	98.0
	100.0
	

	Missing
	System
	1
	2.0
	
	

	Total
	50
	100.0
	
	


Interpretation:
Table 12 shows that 28% of the respondents strongly agreed to the above statement, 34% of the respondents simply agreed, 36% were undecided, while 2% didn�t respond to the statement. This show that majority of the respondents agreed to the above statement.
Table 13: Bad debt management has a direct impact on the capital adequacy of deposit money banks.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	23
	46.0
	46.9
	46.9

	
	Agree
	16
	32.0
	32.7
	79.6

	
	Undecided
	8
	16.0
	16.3
	95.9

	
	Disagree
	2
	4.0
	4.1
	100.0

	
	Total
	49
	98.0
	100.0
	

	Missing
	System
	1
	2.0
	
	

	Total
	50
	100.0
	
	


Interpretation:
Table 13 shows that 46% of the respondents strongly agreed to the above statement, 32% simply agreed to the statement, 16% were undecided, 4% disagreed, and 2% didn�t respond to the statement. This show that majority of the respondents believed in the above statement.
Table 14: The bank's bad debt level affects it's return on assets (ROA).
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	49
	98.0
	98.0
	98.0

	
	Agree
	1
	2.0
	2.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 14 shows that majority of the respondents which is 98% strongly agreed that bank's bad debt level affects it's return on assets (ROA), while 2% simply agreed. Since high percent of the respondents agreed to the statement, it shows that they all believed in the above statement.
Table 15: The bank's bad debt level affects it's return on equity (ROE).
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	17
	34.0
	34.0
	34.0

	
	Agree
	29
	58.0
	58.0
	92.0

	
	Undecided
	2
	4.0
	4.0
	96.0

	
	Disagree
	2
	4.0
	4.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 15 shows that 34% of the respondents strongly agreed to the above statement, 58% simply agreed, 4% were undecided, and 4% disagreed. This table shows that majority of the respondents (58%) agreed and believed the above statement.
Table 16: The bank's bad debt level affects it's efficiency ratio.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	24
	48.0
	48.0
	48.0

	
	Agree
	26
	52.0
	52.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 16 shows that 48% of the respondents strongly agreed to the above statement, while 52% agreed. With majority of the respondents agreeing with the statement, it implies that they believed the above statement.

Table 17: The bank's bad debt management practices are aligned with industry best practices.
	

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Strongly Agree
	46
	92.0
	92.0
	92.0

	
	Agree
	4
	8.0
	8.0
	100.0

	
	Total
	50
	100.0
	100.0
	


Interpretation:
Table 17 shows that 92% of the respondents strongly agreed that the bank's bad debt management practices are aligned with industry best practices and 8% simply agreed to the statement. It shows that majority of the respondent believed in the above statement.
4.3 TEST OF HYPOTHESES
This section seeks to address the objectives of this study. The hypotheses formulated in this study will also be tested. To achieve this, Chi square (X2) statistical method was adopted. 
Decision Region
The decision region is based on the rules that if the p value (i.e. asymptomatic value) is less than 0.05, there is a significant relationship. But if the p value is higher than 0.05, then there is no relationship.
Hypothesis 


Ho: there is no significant relationship between bad debt management and financial performance of deposit money banks in Nigeria.

TABLE 24: Deposit money banks faces significant challenges in recovering bad debt Cross tabulation.
	

	
	
	Total

	
	Strongly Agree
	Agree
	Undecided
	

	
	Strongly Agree
	Count
	31
	16
	0
	47

	
	
	Expected Count
	29.4
	16.7
	0
	46.1

	
	Agree
	Count
	1
	2
	0
	3

	
	
	Expected Count
	2.6
	1.3
	0
	3.9

	Total
	Count
	32
	18
	0
	50

	
	Expected Count
	32.0
	18.0
	0
	50.0


TABLE 25
	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	13.048a
	2
	.001

	Likelihood Ratio
	6.858
	2
	.032

	Linear-by-Linear Association
	6.454
	1
	.011

	N of Valid Cases
	50
	
	

	a. 4 cells (66.7%) have expected count less than 5. The minimum expected count is .08.


Chi square (X2 cal) � 13.048
Chi square (P-value) � .001
Level of Significance � 0.05
As seen above the calculated value (X2 cal) is 13.048 and the chi-square P-value (.001) which is less than the level of significance (0.05), the null hypothesis is hereby rejected while the alternative hypothesis is hereby accepted. This implies that there is a significant relationship between bad debt management and bank performance.

4.4 Summary and Discussion of Findings
The study investigated the effects of bad debt management on the performance of deposit money bank in first Bank PLC. Chapter four has so far been dedicated to reporting the findings of this study. One hypothesis was generated for the study and tested at 0.05 level of significance. The result obtained from the hypothesis showed that there is a significant relationship between bad debt management and bank performance. This was evident from the chi square analysis table 4.3.2, where the chi-square P-value (.001) is less than the level of significance. So, the null hypothesis was therefore rejected while alternative hypothesis was accepted. 
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1. Summary

This chapter summarized the study and present appropriate recommendations based on the findings of the study. The purpose of the study is to find out the effect of bad debt management on the performance of deposit money banks in first bank of Nigeria plc. In other to achieve the purpose of the study an introductory examination of bad debt was provided. The research questions and research objectives were also outlined, as well as the formulation of hypothesis.
The study reveals that bad debt management has a profound effect or impact on the performance of deposit money banks. The findings indicates that effective risk management practices are crucial to minimizing bad debt, with banks that implement robust risk management strategies experiencing lower levels of non-performing loans.

The findings suggests that regulators should prioritizes strengthening regulatory frameworks to ensure banks maintain adequate capital buffers and provisioning for bad debt. The study recommends that banks prioritizes credit quality, implements robust risk management practices and optimized debt financing to enhance assets utilization and profitability.
Overall, the study provides valuable insights to the impact of bad debt management on Bank performance and highlights the needs for effective risk management practices to minimizes bad debt and ensure the stability of the financial system.

5.2. Conclusion
Based on the results of the descriptive analysis study, it can be concluded that the majority of the bank officials working in the bank are youth between the ages of 18 to 35 years. Also in terms of gender, males are the dominant workers (staff) in the bank. From the study, it was deduced that effective bad debt management is crucial for the financial stability of deposit money banks and also improves the Liquidity of deposit money banks. The study shows that the major challenges that deposit money banks face is the recovery of bad debt.
5.3. Recommendations
Based on the findings of this study, the following recommendations are made:
1. Improve risk management practices: Banks should implement robust risk management strategies to identify, assess and mitigate credit risk.

2. Optimize debt financing: Banks should strategically use debt financing to enhance asset utilization and profitability.
3. Enhance credit quality: Banks should prioritize credit quality by implementing effective credit assessment and monitoring process.
4. Implement effective collection strategies: Banks should implement effective collection strategies to recover bad debts.
5. Monitor and review: Banks should regularly monitor and review their bad debt management practices to identify areas for improvement.
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