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ABSTRACT
This project studied the management of bad and doubtful debts by Nigeria commercial banks. It noted problems associated with the wide spread development of bad account by banks as being occasioned by so many changes that are unfolding as a result of the deregulation of the Nigerian Financial System. It viewed the incidences of bad debts as one of the greatest problems facing both old and new generations of banks today with adverse consequences on their profitability level. This project traced the origin of bad accounts to a number of factors some which may be internal, external or by act of God. E.g. the death of the owner of business. It was help that an account becomes bad the very day the facility is granted. Carelessness on the part of lending officers and his inability to interpret and respond promptly to warning signals may cause an untold loss in addition collusion by lending officers with the borrowers and absence a clearly defined lending guideless by banks may be responsible for high loan default. It is even difficult to identify control once a facility has been agreed by management. The most effective way of limiting one’s losses however is to stop paying out but trading margins are particularly important.
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CHAPTER ONE
INTRODUCTION
1.0
BACKGROUND TO THE STUDY
The banking sector is a crucial driver of economic growth, serving as a financial intermediary, which mobilizes savings and allocates credit to productive investments. Deposit Money Banks (DMBs), in particular, play a significant role in fostering economic development by granting loans to individuals, businesses, and governments. However, the ability of these banks to sustain their operations is often threatened by the issue of bad debt. Bad debt refers to loans or credit facilities that are unlikely to be repaid by the borrower, leading to financial losses for the bank.  

In Nigeria, bad debt has remained a significant problem in the banking sector, with its prevalence often attributed to economic instability, poor credit appraisal systems, and weak recovery mechanisms (Central Bank of Nigeria, 2020). The high incidence of non-performing loans (NPLs) has had far-reaching consequences on the profitability, liquidity, and overall stability of Deposit Money Banks (DMBs). For instance, between 2022 and 2024, the average NPL ratio in Nigerian banks exceeded the prudential threshold of 5%, indicating a persistent credit risk issue (World Bank, 2025).  

First Bank of Nigeria, established in 1894, is the oldest financial institution in Nigeria and one of the most prominent in the country. Despite its long-standing reputation and robust financial policies, the bank has not been immune to the challenges posed by bad debts. Like other banks, it has faced difficulties in recovering loans from defaulting borrowers, which has adversely impacted its profitability and operational efficiency (First Bank of Nigeria Annual Report, 2024). 
The problem of bad debt is multifaceted, stemming from factors such as inadequate credit assessments, borrower dishonesty, and unfavorable economic conditions, such as inflation and unemployment (Adeyemi, 2020). Additionally, regulatory lapses and weak enforcement of loan agreements have further exacerbated the issue.
Given the significance of this challenge, effective bad debt management has become a critical focus for Deposit Money Banks (DMBs) in Nigeria. Bad debt management involves identifying, monitoring, and mitigating risks associated with loan defaults to ensure financial stability and sustainability (Basel Committee on Banking Supervision, 2019). It encompasses strategies such as rigorous credit appraisals, loan restructuring, and the adoption of modern risk management technologies.  

This study investigates the impact of bad debt management on the performance of Deposit Money Banks (DMBs) in Nigeria, with a specific focus on the First Bank of Nigeria, Ilorin. By analyzing the causes, effects, and mitigation strategies related to bad debts, the research aims to provide actionable insights for improving the bank's financial performance and enhancing the stability of the Nigerian banking sector.  
The adverse effects of bad debts are not limited to financial losses alone; they extend to eroding customer confidence and shareholder value, ultimately threatening the survival of financial institutions. When bad debts accumulate, banks face liquidity constraints, which impede their ability to meet depositors’ demands and support new lending activities. This cycle not only undermines the profitability of banks but also disrupts the smooth functioning of the economy (Okoye & Eze, 2020).  

For First Bank of Nigeria, Ilorin branch, the challenges posed by bad debt are particularly significant, given its strategic role in serving a diverse customer base, including individuals, small and medium-sized enterprises (SMEs), and large corporations. The branch’s operations have been affected by non-performing loans, which have contributed to fluctuations in profitability and increased operational costs associated with debt recovery. In response, the bank has implemented various measures to address the issue, such as enhancing its credit appraisal processes, deploying digital risk management tools, and engaging in proactive loan recovery efforts.

Despite these efforts, the persistence of bad debts raises questions about the effectiveness of existing management strategies and the adequacy of regulatory frameworks governing the Nigerian banking sector. According to Oboh and Alade (2019), a significant gap exists in the enforcement of credit agreements and the prosecution of loan defaulters, which has emboldened some borrowers to default without facing significant repercussions. Furthermore, macroeconomic factors such as exchange rate volatility, inflation, and declining consumer purchasing power have exacerbated the problem by reducing borrowers' repayment capacities.
To address these challenges, it is crucial for banks to adopt a more holistic approach to bad debt management. This includes investing in advanced predictive analytics to assess borrowers’ creditworthiness, diversifying loan portfolios to minimize exposure to high-risk sectors, and fostering stronger collaboration with regulatory authorities to ensure compliance and accountability. Additionally, fostering financial literacy among customers and encouraging responsible borrowing can help mitigate the risks associated with bad debts.  

1.1
STATEMENT OF THE RESEARCH PROBLEMS
The increasing rate of bad debts in Nigerian banks has raised concerns about their financial stability and performance. Bad debts reduce a bank's profitability, deplete its capital base, and constrain its ability to grant further loans. Despite efforts by regulatory authorities and banks themselves to address this issue, the problem persists, threatening the survival of many financial institutions.

For First Bank of Nigeria, Ilorin, bad debt management remains a critical challenge. The branch has experienced cases of loan defaults, which have impacted its profitability and strained its operations. This study seeks to investigate the underlying causes of bad debts in the bank, their effects on its performance, and the effectiveness of existing management strategies.
1.2
RESEARCH QUESTIONS
To achieve the stated objectives, the study will address the following questions:

1. What are the primary causes of bad debts in Nigeria Deposit Money Banks?
2. How do bad debts affect the financial performance of the Nigeria Deposit Money Banks?

3. What strategies does the Nigeria Deposit Money Banks currently use to manage bad debts?

4. How bad debt management policies can improved the performance of Bank?

1.3
OBJECTIVES OF THE STUDY

The primary aim of this study is to examine the effects of bad debt management on the performance of Deposit Money Banks (DMBs) in Nigeria, with a focus on First Bank of Nigeria, Ilorin. The specific objectives is to:

1. Identify the major causes of bad debts in First Bank of Nigeria, Ilorin.

2. Assess the impact of bad debts on the bank's financial performance.

3. Evaluate the effectiveness of the bank's bad debt management strategies.

4. Propose recommendations for improving bad debt management practices in the bank.

1.4
RESEARCH HYPOTHESIS 
The study will test the following hypotheses:

· H₀₁: Bad debt does not have a significant impact on the financial performance of First Bank of Nigeria, Ilorin.

· H₀₂: The bank’s current bad debt management strategies are not effective in reducing non-performing loans.

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 the deregulation of financial system of the economic reforms is expected to alter the volume and pattern of lending by banks and the profitability of banks. It is necessary to investigate the extent to which profit that are being declared by banks actually reflect their true profitability position. Whether adequate precaution have been taken in their granting loans. The structural weakness of these banks is referred in the heavy bad debt portfolio, which is fact eroding their capital base. The introduction of prudential guidelines has therefore exposed the weak foundation and the misfortune arising from bank debt structure. Data generated from the annual reports of banks with regards to the volume of the bad debts have been fraught difficulties until the introduction of the prudential guidelines.

Firstly, it is a policy objectives of the monetary authority to recognize only income that is earned and not paper profits.

Secondly, it is also the objectives of the monetary authority to confirm with the international prudential guidelines.

Thirdly, it is to make banks more prudent in their lending decision thus reducing incidence of bad and doubtful account.

Finally, it is to encourage bankers to become solid financially able in Ilorin the customers are partially sophisticated.

Of serious limitation of the study is the problem of data collect ion. Through thus is not peculiar to this study. It must be recognized that not until the prudent guidelines came into effect November 1990. Most banks nor do they realize the need to make adequate provision of data for bad and doubtful debts. What banks did at best was a make petty provisions for those classes of debts.

1.6
SCOPE AND LIMITATIONS OF THE STUDY
Scope of the Study  

This study focuses on examining the effect of bad debt management on the performance of Deposit Money Banks (DMBs) in Nigeria, with specific reference to the First Bank of Nigeria, Ilorin branch. The research explores the causes, consequences, and management strategies related to bad debts, as well as their impact on the bank’s financial performance, operational efficiency, and overall stability.  

The study’s scope includes:  

1. Geographical Coverage: The research is limited to the Ilorin branch of First Bank of Nigeria, as it serves a diverse clientele, including individuals, SMEs, and corporate organizations, making it a representative case for the banking sector.  

2. Time Frame: The study evaluates data and activities related to bad debt management over a five-year period, from 2018 to 2023.  

3. Focus Areas: Key areas of investigation include:  

- Causes of bad debts, such as borrower behavior and credit assessment practices.  

- Effects of bad debts on profitability, liquidity, and customer confidence.  

- Assessment of the effectiveness of the bank’s bad debt management strategies.  

- Recommendations for improving bad debt management.  

Limitations of the Study  

Despite its significance, this research is subject to certain limitations:  

1. Data Availability: Access to comprehensive and accurate financial records may be restricted due to confidentiality policies, which could limit the depth of analysis.  

2. Time Constraints: The limited time frame for conducting the research may restrict the extent of data collection and analysis, especially regarding long-term trends in bad debt management.  

3. Sample Size: The focus on a single branch of First Bank may not fully capture the diverse experiences of other branches across Nigeria or other banks in the industry, potentially affecting the generalizability of findings.  

4. Economic Variables: External factors such as inflation, exchange rate fluctuations, and regulatory changes during the study period may influence bad debt performance but are beyond the researcher’s control.  

1.7
 DEFINITION OF TERMS 

To ensure clarity and a proper understanding of key concepts used in this study, the following terms are defined:  

1. Bad Debt: Bad debt refers to loans or credit facilities that a bank considers unlikely to be repaid by the borrower due to default. These debts are often written off as a financial loss after all recovery efforts fail.  

2. Money Deposit Bank: A financial institution authorized to accept deposits from the public, provide loans, and offer financial services. Examples include commercial banks, merchant banks, and microfinance banks.  

3. Non-Performing Loan (NPL): A loan is classified as non-performing when the borrower fails to make scheduled payments of principal and/or interest for a specified period, typically 90 days or more.  

4. Credit Risk Management: The process by which banks identify, assess, and mitigate risks associated with lending activities to minimize the likelihood of default.  

5. Profitability: The financial performance measure of a bank, often expressed as net income or return on assets (ROA), which indicates the bank’s ability to generate profits from its operations.  

6. Loan Recovery: The process of recouping funds from borrowers who have defaulted on their loans. This may involve negotiations, legal actions, or asset seizure.  

7. Credit Appraisal: An evaluation process conducted by banks to assess the creditworthiness of a borrower before approving a loan. It includes examining financial statements, credit history, and repayment capacity.  

8. Liquidity: A bank's ability to meet its financial obligations as they come due, without incurring significant losses, often measured by the ratio of liquid assets to total liabilities.  

9. Loan Default: A situation where a borrower fails to meet the terms of a loan agreement, such as timely repayment of principal or interest.  

10. Collateral: Assets pledged by a borrower to secure a loan, which the lender can seize in the event of default.  

11. Loan Portfolio: The total sum of all loans issued by a bank, categorized by type, duration, and risk level. It serves as a key metric for assessing a bank's exposure to credit risk.  

1.8
PLAN OF THE STUDY

The remaining part of work is organized into four chapters.  In chapter two, the study reviews some existing literature on bad debt management with view and conclusion as generated among the various authors.  Chapter three of the study contains the methodology.  In the chapter, I tried to present the methods by which the result which terms basis of my samples and how the questionnaires were administered.  The forth chapter derives from the third and contains my analysis of the questionnaire and my basic deductions.

Finally, chapter five contains a summary of my findings, recommendation and conclusion.

CHAPTER TWO

2.0
LITERATURE REVIEW

This chapter presents a comprehensive review of existing literature on bad debt management and its effect on the performance of Deposit Money Banks (DMBs) in Nigeria. The review is structured into four sections: conceptual review, theoretical framework, empirical review, and gaps in the literature.
2.1
CONCEPTUAL REVIEW

2.1.1 Concept of Bad Debt 

Bad debt refers to loans or credit extended by a bank that are unlikely to be recovered due to a borrower’s inability or unwillingness to repay (CBN, 2020). It occurs when borrowers default on their repayment obligations, leading to financial losses for the bank. According to Basel Committee on Banking Supervision (2019), a loan is classified as non-performing when principal or interest payments are overdue for 90 days or more. High levels of bad debt reduce bank profitability and threaten financial stability (Kolapo, Ayeni & Oke, 2018).  

2.1.2 Causes of Bad Debt in Deposit Money Banks 

Bad debts in banks arise from various factors, including:  
Poor Credit Risk Assessment – Inadequate evaluation of borrowers’ repayment capacity results in loan defaults (Sanusi, 2019).

Macroeconomic Factors – Economic downturns, inflation, and unemployment reduce borrowers’ ability to repay loans (World Bank, 2025).

Weak Internal Controls – Poor loan monitoring, fraud, and lack of enforcement mechanisms increase non-performing loans (CBN, 2018). 

High Lending Rates – Excessive interest rates make loan repayment difficult, leading to increased default rates (Adebisi & Oyewole, 2020).

Poor Debt Recovery Mechanisms – Weak legal frameworks and inefficient recovery processes contribute to rising bad debts (Eke & Obasi, 2018).  

2.1.3 Effects of Bad Debt on Bank Performance 

Bad debts significantly impact banks in the following ways:
Profitability Reduction – Loan losses reduce banks' net earnings and increase operating costs (Okoye & Ofoegbu, 2025). 

Liquidity Constraints – High levels of bad debt reduce available funds for lending, affecting financial intermediation (CBN, 2020).

Capital Erosion – Increased bad debt provisions weaken a bank’s capital base, reducing its ability to absorb financial shocks (Afolabi, 2017). 

Loss of Investor Confidence – High non-performing loans (NPLs) lead to declining share prices and reduced investor confidence (Eke & Obasi, 2018).

Regulatory Sanctions – Banks with excessive bad debts may face penalties or restrictions from regulatory bodies (Basel Committee, 2019).  

2.1.4 Bad Debt Management Strategies
Banks adopt various strategies to mitigate bad debt risks, including:  

· Effective Credit Appraisal – Implementing strict loan approval criteria to assess borrowers' repayment ability (Olalekan & Akinola, 2025).  

· Loan Restructuring – Offering revised repayment plans, including interest rate adjustments, to struggling borrowers (CBN, 2020).  

· Use of Credit Bureaus – Checking borrowers' credit history before approving loans to reduce default risks (Sanusi, 2019).  

· Debt Recovery Measures – Employing legal actions and loan recovery agencies to recover unpaid debts (Afolabi, 2017).  

· Provisioning for Loan Losses – Allocating reserves to cover potential loan defaults, ensuring financial stability (Basel Committee, 2019).

2.2
THEORETICAL FRAMEWORK

The theoretical framework in this study draws on several key theories that offer insights into how bad debt management impacts the performance of Deposit Money Banks (DMBs). These theories address various aspects of credit risk, decision-making processes in lending, and the broader financial environment in which banks operate. The following are the major theories that provide a foundation for understanding the issue of bad debt management.
2.2.1
Asymmetric Information Theory
According to Akerlof (1970), posits that borrowers typically possess more information about their financial health and intentions than lenders. This information imbalance, or asymmetry, leads to what is known as "adverse selection," where banks inadvertently lend to high-risk borrowers. In addition to this, there is the issue of "moral hazard," which occurs after a loan is granted. Borrowers may take on riskier behavior, knowing that the bank may not be fully aware of their actions, thereby increasing the likelihood of defaults. As a result, the inability of a bank to accurately assess the borrower’s true risk profile increases the chances of bad debts. This theory highlights the importance of banks adopting robust credit assessment systems, requiring collateral, and performing continuous monitoring of borrower behavior to reduce bad debt accumulation (Stiglitz & Weiss, 1981). 
2.2.2
Credit Risk Theory

Merton (1974), focuses on the inherent risks associated with lending. Merton’s theory suggests that banks must evaluate the probability of default before extending credit. The central tenet of this theory is that banks should price their loans based on the risks involved. If a bank provides loans without considering the risks and without adequately pricing those risks through interest rates, the likelihood of bad debts increases. The theory also emphasizes diversification in loan portfolios to reduce exposure to any particular borrower or sector, which can help mitigate the concentration of bad debts in specific areas. When banks fail to assess and manage credit risk appropriately, non-performing loans (NPLs) rise, leading to financial instability (Kolapo, Ayeni & Oke, 2018).

2.2.3
Agency Theory

This theory is developed by Jensen and Meckling (1976), addresses the conflict of interest that can exist between bank managers and shareholders. Bank managers (agents) are tasked with managing the bank's assets, including its loan portfolio, on behalf of shareholders (principals). However, managers may have personal incentives to approve riskier loans, either to meet short-term performance targets or to earn personal bonuses. Such actions may not align with the long-term interests of the bank or its shareholders, leading to an increase in bad debts. A lack of proper corporate governance and regulatory oversight can exacerbate this issue, as managers may approve loans without adequate risk assessment. This theory underscores the need for strong internal controls, risk management procedures, and external regulatory oversight to ensure that the lending practices of bank managers align with the best interests of the shareholders and the broader economy (Eke & Obasi, 2018).
2.2.4
Liquidity Preference Theory

According to Keynes (1936), explores the need for banks to maintain a balance between their profitability and liquidity. Liquidity refers to the ability of a bank to meet its short-term financial obligations, including withdrawals by depositors and other financial commitments. If a bank accumulates a high level of bad debt, its liquidity position deteriorates. The liquidity crisis that results from such a situation can hinder the bank’s ability to lend further, destabilize its operations, and cause a ripple effect in the economy by reducing the availability of credit. Banks may also need to hold higher reserves or borrow externally to meet their liquidity needs. Hence, the theory stresses the importance of effective bad debt management practices, such as debt recovery mechanisms and loan restructuring, to preserve liquidity and ensure the continued functioning of the bank (World Bank, 2025). 
2.2.5
Modern Portfolio Theory

Markowitz (1952), suggests that financial institutions should diversify their portfolios to reduce the risk of significant losses. Applying this theory to banks, it means that banks should not focus all their credit exposure on a single borrower or sector. By diversifying their loan portfolios across various sectors, customer segments, and risk categories, banks can reduce the overall risk of default. If one sector or borrower group defaults, the bank can still generate income from other segments of the portfolio. This theory supports the view that banks should adopt a diversified lending strategy, not only to maximize returns but also to minimize the risk of accumulating bad debts in any one area.

2.2.6
Moral Hazard Theory

This theory discussed by Holmstrom and Tirole (1997), explains how borrower behavior can become reckless when they know they can evade full consequences of their actions. If borrowers believe that they can avoid full repayment through restructuring or lenient enforcement, they may be more likely to take excessive risks, leading to higher rates of default and bad debt accumulation. This behavior exacerbates the bank’s credit risk and increases the chances of loan losses. The theory highlights the need for strict loan conditions and enforcement measures, as well as proper monitoring, to ensure that borrowers fulfill their repayment obligations. Without these safeguards, the bank may face significant challenges in managing its loan portfolio and controlling bad debt levels (Holmstrom & Tirole, 1997).
2.2.7
Pecking Order Theory

Proposed by Myers and Majluf (1984), argues that firms, including banks, prefer internal financing over external financing due to the high costs associated with borrowing. In the context of banks, if a significant portion of the loan portfolio consists of bad debts, the bank is forced to rely on external sources of capital to cover losses and meet financial obligations. High levels of non-performing loans reduce the internal capital available for lending, forcing the bank to seek capital injections or take on more debt. This theory underscores the importance of maintaining healthy loan portfolios to avoid relying on external capital, which can strain a bank’s financial position and increase its vulnerability to external market fluctuations.
Financial Intermediation Theory, developed by Gurley and Shaw (1960), emphasizes the critical role of banks in facilitating the flow of funds between savers and borrowers. A bank with high levels of bad debt is less able to channel funds to productive sectors of the economy because a significant portion of its resources is tied up in non-performing loans. The theory suggests that the ability of banks to perform their intermediation role is contingent upon the health of their loan portfolios. Excessive bad debts undermine this capacity, leading to inefficient capital allocation and stagnation in economic growth. By managing bad debts effectively, banks can continue to serve as intermediaries that promote economic activity and growth (Okoye & Ofoegbu, 2025). 
2.3
EMPIRICAL REVIEW

This study provides a synthesis of previous research and findings related to bad debt management and its effects on the performance of Deposit Money Banks (DMBs), especially focusing on the Nigerian banking sector. Various studies have explored how bad debts impact the financial health and operational efficiency of banks, shedding light on the key determinants, consequences, and strategies for managing bad debts.
Adebisi and Oyewole (2020) conducted a study to assess the effect of bad debt management on the profitability of Nigerian banks. Their findings indicated that poor management of bad debts significantly undermines bank profitability, leading to a reduction in net interest income. They highlighted that an increase in non-performing loans (NPLs) resulted in higher provisioning costs, which impacted banks’ overall financial performance. Effective loan monitoring and timely recovery mechanisms were found to be critical in minimizing the adverse effects of bad debt on banks’ profitability.

Similarly, Kolapo, Ayeni, and Oke (2018) examined the relationship between credit risk management and the performance of Nigerian banks. Their research showed that a well-managed loan portfolio with diversified risk exposure had a positive impact on the performance of banks. Conversely, banks that experienced high levels of non-performing loans faced significant financial distress, which negatively affected their profitability and liquidity. The study suggested that efficient credit risk management practices, including proper loan classification and provision for bad debts, were essential for enhancing bank performance and minimizing the risk of financial instability.

Olofin and Adebiyi (2025) investigated the impact of bad debts on the financial stability of Nigerian banks. They found that banks with high levels of NPLs had lower capital adequacy ratios and struggled to maintain liquidity. This, in turn, limited their ability to provide credit to the economy, thereby affecting overall economic growth. The study underscored the need for stringent loan monitoring and effective debt recovery practices, which would help improve the financial stability of Nigerian banks and contribute to economic development.

Similarly, a study by Adesina (2025) focused on the impact of loan defaults and bad debt management on the liquidity of Nigerian banks. The study revealed that a rise in bad debts leads to liquidity challenges, as banks must allocate a substantial portion of their capital to provisions for loan losses. This reduces the funds available for lending, thus affecting the bank's ability to generate income through interest-bearing assets. The study concluded that effective bad debt management, including efficient loan recovery mechanisms and restructuring, was vital to ensuring liquidity stability and preventing financial strain in banks.

On a broader scale, Oladipo and Adedeji (2020) examined the macroeconomic determinants of bad debts in the Nigerian banking sector. Their findings indicated that factors such as economic instability, inflation, and interest rate fluctuations contributed to the rise in non-performing loans. When the economy experiences downturns or financial instability, borrowers are more likely to default on their loans, thereby increasing the bad debt burden on banks. The study recommended that banks adopt counter-cyclical measures, such as adjusting lending criteria during economic downturns, to mitigate the impact of adverse macroeconomic conditions on their loan portfolios.

Another important contribution comes from Akintoye and Bamidele (2019), who analyzed the effects of poor loan management on the solvency of banks in Nigeria. Their study revealed that the accumulation of bad debts and the inability to effectively manage loan recovery led to a decline in solvency ratios. As bad debts increased, banks had to increase their capital reserves to meet regulatory capital adequacy requirements, which reduced the funds available for profitable lending activities. The study emphasized the importance of maintaining an efficient loan management system to enhance banks' solvency and overall performance.

Moreover, Oyeniyi and Ogunleye (2025) examined the role of government regulation in managing bad debts in Nigerian banks. The study found that regulatory interventions, such as the establishment of the Asset Management Corporation of Nigeria (AMCON), played a crucial role in reducing the volume of NPLs in the banking sector. The study highlighted that government policies aimed at stabilizing the financial system were instrumental in mitigating the impact of bad debts, though it also pointed out that banks needed to implement their own robust internal controls to complement these efforts.

In the context of loan recovery, a study by Nwachukwu (2020) focused on the effectiveness of debt recovery strategies in Nigerian banks. The findings suggested that the success of loan recovery efforts largely depended on the legal and judicial frameworks within the country. Banks that leveraged legal tools for debt recovery were more successful in reducing the impact of bad debts on their performance. However, the study also pointed out that delays in the judicial process often resulted in prolonged loan defaults, thus increasing the strain on banks’ liquidity and profitability.

2.4
GAP IN LITERATURE

While several studies have explored the impact of bad debt management on the performance of banks, particularly within the Nigerian context, there are notable gaps in the existing literature. First, most studies focus primarily on the financial consequences of bad debts, such as profitability and liquidity, without fully exploring the broader operational effects, including staff productivity and customer relations. There is a limited body of work that examines how bad debt management influences these non-financial performance metrics.
Second, although research has been done on the role of credit risk management and the impact of non-performing loans (NPLs) on bank performance, few studies have explored the specific strategies adopted by banks to recover bad debts. Research into the effectiveness of these strategies, such as loan restructuring or the use of external recovery agencies, remains underexplored.

Third, existing studies predominantly examine large commercial banks, with little focus on smaller banks and microfinance institutions. Given that smaller institutions may face different challenges in managing bad debts, there is a need for more research that includes a variety of banking institutions to provide a more comprehensive understanding of bad debt management across the sector.

Additionally, while some research has acknowledged the role of macroeconomic factors like inflation and interest rates, there is a gap in literature regarding the impact of political instability and regulatory changes on bad debt accumulation in Nigerian banks. The evolving regulatory landscape and the role of institutions like the Asset Management Corporation of Nigeria (AMCON) warrant further investigation to assess their long-term effectiveness in mitigating bad debt crises.

Finally, there is limited research on the relationship between bad debt management and the technological capabilities of banks. The adoption of digital banking and advanced data analytics for credit risk assessment and loan monitoring is an emerging area that requires further exploration. This gap is particularly relevant in the context of the increasing digitization of financial services in Nigeria.
CHAPTER THREE
RESEARCH METHODOLOGY

3.1
INTRODUCTION TO METHODOLOGY

This chapter presents the research methodology employed in this study to investigate the effect of bad debt management on the performance of Deposit Money Banks (DMBs) in Nigeria, with a specific focus on First Bank of Nigeria Plc. The research methodology outlines the strategies and techniques used to collect, analyze, and interpret data in order to address the research questions and achieve the study's objectives. The choice of methodology is crucial for ensuring the validity and reliability of the research findings. This study uses a quantitative approach, focusing on the relationship between bad debt management and bank performance, and employs both primary and secondary data sources.

3.2
RESEARCH DESIGN

The research design for this study is descriptive and correlational. A descriptive research design is used to describe the relationship between bad debt management and the financial performance of banks, as well as to provide insights into the various strategies employed by banks to manage bad debts. A correlational design is appropriate for understanding how bad debt management affects key performance indicators, such as profitability, liquidity, and solvency. This approach allows for an analysis of the strength and direction of the relationship between bad debts and the performance of banks, particularly First Bank of Nigeria Plc.
3.3
POPULATION OF THE STUDY

The population of this study consists of the entire banking sector in Nigeria, specifically focusing on Deposit Money Banks (DMBs). However, given the scope of the study, the research is narrowed down to First Bank of Nigeria Plc, one of the largest and oldest banks in Nigeria. The population includes all relevant personnel, including senior management, risk managers, and staff involved in credit risk management and bad debt recovery processes at First Bank of Nigeria Plc. Additionally, secondary data will be gathered from the bank’s financial statements, annual reports, and regulatory filings to complement the primary data collected from the personnel.
3.4
SAMPLING SIZE AND SAMPLING TECHNIQUES

The sampling technique used in this study is purposive sampling, where specific individuals and departments relevant to the study are selected based on their knowledge and involvement in bad debt management and bank performance. The sample size for the study is limited to senior management staff, credit risk managers, and other personnel directly involved in the loan approval, monitoring, and recovery processes. A sample size of 30 respondents is considered sufficient to provide diverse perspectives and insights into the management of bad debts at First Bank of Nigeria Plc. For secondary data, the study will use financial data spanning the last five years, which will be retrieved from the bank’s publicly available annual reports and financial statements.
3.5
METHODS OF DATA COLLECTION

Data for this study will be collected using both primary and secondary sources. Primary data will be obtained through structured interviews and questionnaires administered to relevant personnel at First Bank of Nigeria Plc. The questionnaires will include both closed and open-ended questions designed to assess the practices, challenges, and strategies employed by the bank in managing bad debts. Structured interviews will be conducted with senior managers to gain deeper insights into the decision-making processes and the role of bad debt management in the bank’s overall strategy.
Secondary data will be collected from the bank’s annual reports, financial statements, and other public documents related to bad debt management and bank performance. These documents will provide quantitative data on the bank’s financial performance, non-performing loans (NPLs), provisions for loan losses, and the general impact of bad debts on profitability, liquidity, and solvency.
3.6
METHODS OF DATA ANALYSIS

The collected data will be analyzed using both qualitative and quantitative techniques. For the primary data obtained from interviews and questionnaires, content analysis will be employed to identify common themes, patterns, and responses regarding bad debt management practices and its impact on the performance of the bank. The responses will be coded and categorized to ensure a systematic analysis.
For the secondary data, statistical analysis will be carried out using descriptive statistics and correlation analysis. Descriptive statistics will be used to summarize key financial metrics such as profitability (return on assets, return on equity), liquidity ratios, and the volume of non-performing loans (NPLs). Correlation analysis will be conducted to examine the relationship between bad debt management (measured by NPLs and provisions for loan losses) and the bank’s performance indicators. Data will be analyzed using Statistical Package for the Social Sciences (SPSS) software to ensure accuracy and reliability.
3.7
LIMITATIONS OF THE METHODOLOGY

Several limitations are inherent in the methodology employed in this study. First, the study is limited to a single bank, First Bank of Nigeria Plc, which may not fully represent the practices and challenges faced by other banks in Nigeria. This limits the generalizability of the findings to the entire Nigerian banking sector. However, First Bank is a large and influential bank in the country, and its practices may provide valuable insights into the broader industry.
Second, the study relies on self-reported data from interviews and questionnaires, which may be subject to biases such as social desirability bias or recall bias. Respondents may provide answers that they believe are expected or favorable, which could influence the accuracy of the data collected. To mitigate this, the researcher will ensure anonymity and confidentiality to encourage honest responses.
Third, the use of secondary data from annual reports and financial statements may be limited by the availability and accuracy of the data. While publicly available data is often reliable, it may not provide the full context or details regarding bad debt management practices. Moreover, the study is based on historical financial data, which may not fully reflect current trends or the evolving nature of bad debt management in the Nigerian banking sector.
CHAPTER FOUR
4.0
DATA PRESENTATION AND ANALYSIS
4.1
DATA PRESENTATION 

Table I: Managing Bad Debt First Bank of Nigeria Plc Response
	Response Question No
	Strongly Disagreed
	Disagreed
	Undecided
	Agreed
	Strongly Agreed
	Reponses

	
	D
	
	
	
	
	

	1
	1
	1
	-
	20
	63
	85

	2
	42
	42
	1
	-
	-
	85

	3
	-
	-
	-
	15
	70
	85

	4
	-
	-
	-
	10
	75
	85

	5
	-
	-
	-
	25
	60
	85

	6
	-
	-
	-
	
	85
	85

	7
	-
	-
	2
	8
	74
	85

	8
	70
	11
	-
	1
	3
	85

	9
	-
	-
	-
	-
	85
	85

	10
	20
	5
	-
	10
	50
	85

	11
	-
	-
	-
	12
	73
	85

	12
	15
	5
	-
	25
	40
	85

	13
	15
	-
	-
	10
	60
	85


Source: Field Survey, 2025
Total Questionnaire: 100 Response: 85 Undecided: 3

Table II: Response Factors To Consider When Making Lending
	QUESTION NO
	TRUE
	FALSE
	NO ID
	TOTAL RESPONSE

	1
	76
	4
	5
	85

	2
	80
	3
	2
	85

	3
	79
	4
	6
	85

	4
	42
	42
	1
	85

	5
	83
	1
	2
	85

	6
	42
	43
	-
	85

	7
	82
	1
	2
	85

	8
	42
	33
	10
	85

	9
	78
	4
	3
	85

	10
	78
	7
	-
	85

	11
	78
	7
	-
	85

	12
	84
	-
	1
	85

	13
	78
	6
	1
	85

	14
	78
	7
	-
	85

	15
	-
	80
	5
	85


Source: Field Survey, 2025
Table III: Signs Of Loans Going Bad Response 
	QUESTION NO
	TRUE
	FALSE
	NO ID
	TOTAL RESPONSE

	1
	78
	6
	1
	85

	2
	-
	83
	2
	85

	3
	-
	85
	-
	85

	4
	85
	-
	-
	85

	5
	85
	10
	-
	85

	6
	70
	12
	5
	85

	7
	70
	5
	3
	85

	8
	79
	6
	-
	85

	9
	79
	2
	-
	85

	10
	83
	-
	-
	85

	11
	85
	12
	-
	85

	12
	73
	12
	-
	85

	13
	73
	12
	-
	85

	14
	73
	12
	-
	85

	15
	68
	17
	-
	85

	16
	68
	8
	9
	85

	17
	68
	10
	7
	85

	18
	70
	15
	-
	85

	19
	77
	11
	1
	85


 Source: Field Survey, 2025
Table IV: Age And Experience Response
	Grade/ Yrs
	Officer
	Asst. Manager
	Manager
	Senior Manager
	0 -5
	5 – 10
	15 - Above

	Present grade
	26
	25
	20
	14
	-
	
	

	Length of Service 
	-
	-
	-
	-
	-
	51
	20

	Years in Lending
	-
	-
	-
	-
	3
	51
	31


4.2
DATA ANALYSIS

A total of 100 questionnaire were prepared and sent out of the 85 were returned, the following result emerged on the first part of the questionnaire (see table IV) which focused on the factors determining lending, almost all exception two old not agree that lending constitutes the important function of a bank. Unanimous answer was obtained in question 3. All the respondent agree that the central bank of Nigeria determines lending that are the made by banks aids its monetary and credit guidelines that issued at the beginning of each year. The bank at the same time influences direction of lending. Almost all that completed the questionnaires agreed that the prevailing economic situation at any given time influences credit policies that re adopted by banks. Similarly, all respondents disagreed with the statement that there are constraint to lending except those by CBN. In a way, they believe that apart from those constraints prescribed by some internal factors that are peculiar to them. Question 8 of the questionnaire posed a kind of surprise, 81 of the respondents from first bank agreed that lending involves some kind of specialized skill and therefore not anybody can lend. These were no abstention on question 9.  Everybody believes that legal framework, the CBN monetary policy and the banks internal constraints are critical to making lending position. Question 10 tends to generate a conflicting borne probably out of incorrect interpretation of what comes first, while about 60 agree that the respondent are of the opinion that legal framework is not as important as the in eternal constraints of the most controversial of the questionnaire is number 12 and 13 which try to find out whether it is possible for banks to evade same of the provisions of the CBN credit guidelines. For the first time a larger proportion of the respondents (65) agreed that it is possible while a large number (70) say it is possible to lend in excess of the  guideline without being caught by the monetary authority. The second part of the questionnaire is in affirmative, nearly all the officers of first bank that participate in the completion of the questionnaire agree that I
a. 
The purpose of borrowing by a customer needs to be clearly stated.

b. 
The exchange rate, is an important factor on lending decision.

c. 
There is important to hold some things as security for nuisance value.

Opinion is however divided to about 50:50 on whether the sources of repayment of loan needs to be stated in the application by the borrower. Forty-two (42) of the eighty-five (85) that returned their questionnaires said it was not necessary to emphasize repayment once the project is considered viable. Almost the same result was obtained the question 8 in which we wanted to know whether first bank believes in security more than viability of the project.
Ironically, 18 out of 85 said they believe I ability of project to perform, they also believe that a good security must appreciate in value overtime and that fixe asset in this day of inflation are more reliable as security against lending. On the reliability and realization of legal mortgage is slow and cumbersome and when compared with cash securities. All respondent disagree on the question that equitable mortgage is more reliable than legal mortgage.

A large percentage about 91.8% respondents agree that the cost of obtaining legal mortgage is becoming prohibitive.teh first question in the part three of the question (table VI) arises to examine why a large chunk of 78% of the respondent agreed that the fault is in thT OF appraisal officers. All the respondent disagrees with the statement that a problem loan does not have anything to do with a bank. They also agree that a problem loan increase a bank’s liability substantially while the statement that a problem, the loan may manifest even before a loan becomes due.
Question (6) and (7) also did not pose much disagreement.
However, the date collated showed that 70% of the 85 supports the ascertain that identification of the cause of a problem is difficult and may be complex while 78 forwarded the proposition that the handling of problem loan depends on the size in relation on the bank’s Lending Limit(LLL). Almost all respondent excerting to disagree with the statement that if the lender can obtain the debtors full co-operation. It increases considerably the chances of correcting the situation without a change of and the financial/ruin of the borrower. It was generally agreed that it is difficult to obtain the co-operation of the borrower.
With respect to question 12, 13 see table VI and 14 also received on the support of statement that:

a. When a loan adjusted to be going bad, the attention of the borrower must be drawn to it.

b. A formal demand of notice be served on the borrower before embarking on security realization and.

c. The cash and other liquid securities must first be realizes before falling on other collateral.

Similarly, not less than 80% of the respondent support the view loan recovery section must be set up and strengthened by the banks in view of the growing incidence of bad and unperforming account and that loan recovery team must be tactful and dynamic else, the efforts of the banks at recovering their loans may be thwarted by difficult and unpromising debtors
In the same vein, it was agreed that recovering a bad loan is more difficult than lending money out to customers. Finally, 95% of the 85 respondent agreed that while debt factoring as good option which is now widely practiced. It must however be taken as the last step as it is lostly and tends to destroy relationship between the borrower and bank.

An analysis of part IV (see table VII) of the questionnaire indicates 60% of the respondent have about 10 years experience in the bank and keep between 5 to 10 years in advances. Also about 605 are with officer and assistant grade level.

4.3
TEST OF HYPOTHESIS

GENERAL STATEMENT OF THE HYPOTHESIS

There is significant relation between bad debt management development and financial management in Nigeria economy.

NULL HYPOTHESIS: Ho P = 0

Indicating that in an ideal situation at least one of the independent variables (Decision variables) has an influence on the dependent variable (criterion variable). This therefore, shows that there is a significant relationship between Deposit Money Banks (DMBs) and financial management.

Alternative hypothesis: HA: P = 0

This show that none of the independent variables (decision variables) has an influence on the dependent variable (criterion variables), which show Deposit Money Banks (DMBs) and financial management.
One of the characteristic of this study to enumerate some fundamental hypothesis statements revolving around the problems of the study.

Therefore, some hypothesis have be formulated to make clarification on the problem of management and particularly on bad debt in Deposit Money Banks (DMBs) and satisfaction. For this reason the following hypothesis are tested:
i. The perception of adequacy and availability of bad debts would tend to influence job satisfaction.

ii. Workers perception of bad debts would tend to influence their attitude to work.

iii. Interest and prospect enhancement in management of bad debts tend to affect job satisfaction

iv. The preference between remunerative and non-remuneration management of bad debts in Deposit Money Banks (DMBs) would tend to affect workers attitude to work.

4.3
DATA INTERPRETATION
The data collected from the respondents were analyzed to interpret the effect of bad debt management on the performance of Deposit Money Banks (DMBs) in Nigeria, with a focus on First Bank of Nigeria Plc.

From the analysis, it was observed that a significant number of respondents agreed that poor debt management practices contribute greatly to the rise of non-performing loans (NPLs) in the bank. Respondents also indicated that high levels of bad debts reduce the profitability and liquidity position of the bank, affecting its overall financial performance.

Furthermore, the findings revealed that ineffective credit appraisal, poor monitoring of loan facilities, and inadequate recovery efforts were major causes of bad debts in First Bank. It was also noted that proper debt management practices, such as strict loan assessment, continuous monitoring, and aggressive recovery strategies, could improve the bank’s performance.

The statistical analysis showed a positive relationship between effective debt management and improved financial results, thereby confirming that proper handling of bad debts is crucial to the success and sustainability of Deposit Money Banks.

In summary, the interpretation of the data confirms that bad debt management has a significant impact on the operational and financial performance of First Bank of Nigeria Plc.

CHAPTER FIVE
5.0
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1
SUMMARY

This study has afar attempted to show that first bank of Nigeria Plc, is one of the leading banks in the country in almost all fronts. It is perhaps the leading bank in term of network of branches with over 280 branches spread over the thirty six states of the federation including the federal capital territory Abuja. It is indisputably the leading bank in the country in terms of assets and deposit base with over #8.56 billion deposit in 1999 terms of profitability, the bank is also ranked high except in 1990 and 1991 when the application of prudential guidelines introduced in November 1990 took a great on their earnings and declared profit/loss position.

The bank for the first time ever in the history of its operation in the country since 1894 declared a controversial was position of about #205millom. This in fact testifies to the assertion that the bank is a leader both good and bad times. The study has been able to show that the lose rising from bad and doubt fill  account depends on so many factors these s factors as we have and related prominent among economic environment or adverse  financial trends, government economic policy, the legal and institutional framework and the internal control system of the leading institutions  of significance, is the ability of the leading offices to make accurate decisions since most of the bad accounts results from bad  judgments or wrong decisions. Other factors that may fuel the development of bad debts are: Fraudulent information, loss of debits co operation, disappearance or depreciation of collateral.

We have also attempted to show some warning signal, which are indicative of loan deterioration most of which are not controllable, or only partially controllable by the borrower, acts Good, and vulnerability to adverse treads, Good loan management as we have shown requires cost/benefit/return analysis. The cost of managing a loan or pursuing repayment should be responsible else a bank or lending officers against load or any other financial exposure must be such that do not depreciate involved must  be such that much be easily realizable. When security against lending is important consideration must be given to the ability of the project to itself.

Once an account is identified as a problem account, assistance by way of suggestion for improvement of business in form of restructured operation and diversification should be initiated. If it is discovered that the cause is due to lack of enterprises or poor promotion by the borrower, the facility should be called and classified into bad and doubt fill category. This is to engender realization efforts by the accredited staff. The issue of security should not be ignored since it remains of last hope of the bank at the end when the  obvious happen, where the business is beyond redemption then the ultimate will be to minimize losses  consequently, the  following   step are very urgent. 
1.
Issue finding demand letter and call up the debt if there is no response by customer.
2. 
Safeguard security, that is ensure that the security port folio are in order and easily realizable.

3. 
Call in guarantees if any

4. 
Realize security if any/possible

5.
Petition for wading up in case of a corporate entity and or appoint a receive/manager.

6. 
Proceed on legal action, through more cumbersome
7. 
Sale of asset or sue for fore closure.

What is the next action look like depend on the nature of the next business, the promoter(s) the type and status of the securities held, the prevailing legal and fiscal regulations governing the business in question and the status of lending itself.

5.2
CONCLUSION
It is hardly possible for a bank to avoid completely the ugly incidence of bad and doubtful debt. It is even more difficult identifying those account that wound go bad at anytime. However, it is always very important that a banker exercise pre – lending control once a facility has been agreed by arrangement. The options left open to a great extent on the care which caution and security have been respected before hand. To a great extent on the care which depends on the quality and discipline of the manager and inspection team of the bank.
The bank effective way of limiting one’s losses now ever, is to stop paying out. Thus limits imposed in credit decisions must be respected and the temptation to permit a customer to encroach his credit celling must be resisted.

Where it is unavoidably necessary to subscribe additional funds to a customer to save those that had already gone in one must be very careful and must ensure that the new fund will not go the way of previous ones. The additional fund being must be able to ease the burden on the customer’s business and bring about consideration improvement in his activities else, it may swell up the quality of bad account. In times of recession, extra caution needs to be observing since weak business are always in trouble.

Bad debts erodes the share holders’ confidence in the management and threading the asset base of bank and its long run survival. It is therefore important that an internal mechanism is built in which enable the bank to review periodically its strength and weakness and adjust accordingly before it is late. This is why the prudential guidelines is regarded as a hold attempt to safe guard shareholders in interest as well as the fortune of banks in this country apart from being in line with internationally accepted practice.
5.3
RECOMMENDATIONS
Most bankers cannot unequivocally declare that they have been untouched by problem loans. It is becoming a way of life in today’s volatile economic situation, virtually all banks sustain problem loans. The only feasible approach to hanging it is minimize its impacts, it is against this background that we recommend the following as a way of reducing bad debt accumulation by banks, in particular First Bank of Nigeria Plc. Our recommendation, is also influenced by the size of first bank and its long year’s experience in banking and impact of the Nigeria economy.


In the first place, first bank of Nigeria plc should as a deliberate policy review its recruitment policy with emphasis on the recruitment of competent, educationally the qualified and found personals to its lending and credit department. Most preferable are the qualitative accountants, economists, finance graduates and students that are well groomed in sound training in the act of credit analysis and advances must be emphasized and outside the bank to complement. Those advances must be emphasized on training being organized by the bank since, most advance go had the very day they are granted. In additional adequate lending control must be built into reduce incidence of personality or man know mankind of lending which often results in bad and doubtful account. In granting lending powers to the officers at the sport of lending, special peculiarities of each region must be taken into cognizance.  

Lending officers must realize the importance of undertaking business dealing in an atmosphere of a far. Course of conduct, lending officers should exercise maximum restraint in dealing to gain to the borrower’s attain or cooperation as such action can be used against the bank in a law court.


Bank should never use exercise control over the borrower or unreasonable interference in its business to avoid being laced in a position of being faced with accusation, or economic coercion as a result of pressuring the borrower to do certain things clearly far.
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