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[bookmark: page5][bookmark: page6][bookmark: page12]CHAPTER ONE
INTRODUCTION
1.1 Background to the Study
[bookmark: page19]Lending has become a vital function of the commercial banks because of its direct effect and impact on economic growth, business development and financial performance of commercial banks. Bank lending is guided by loan lending policies which are guidelines and procedures put in place to ensure smooth lending operations. Bank lending if not properly assessed, involves the risks that the bank shareholders will not realize any income benefits such as return on assets, return on equity, net interest margin and dividend payout ratio due to laxity for proper execution by the management and the staff concerned Central Bank of Kenya Report (2013). Banks are germane to economic development through the financial services they provide. The intermediation role can be said to be a catalyst for economic growth. The efficient and effective performance of the banking industry overtime is an index of financial stability in any nation. The extent to which a bank extends credit to the public for productive activities accelerates the pace of a nation’s economic growth and its long term sustainability.
Lending is very risky in that repayment of the loans is not always guaranteed and most of the times depend on other factors not in the control of the borrower hence affecting return on equity of the shareholders. It is a risky venture which banks engage only after a rigorous and satisfactory analysis of the project for which lending is being made. The main pre-occupation of banks is extending loans to their customers. Thus, the formulation and implementation of such lending policies are some of the important responsibilities of the commercial banks management. The lending policy of a bank must be specific on how much loan will be made available to whom, what period, and purpose of the loan. For this reason, lending policies should be well documented so that lending officers will be able to know areas of prohibition and areas of operation. In addition, the lending policies should be subjected to periodic review to make the commercial banks keep abreast with the dynamic and innovative nature of the economy as well as the competitive environment with other changing economic sector (Lizal, 2012). Therefore managing loans in a proper way not only has positive effect on the bank’s financial performance but also on the borrower and the country’s economy as a whole. Failure to manage loans which makes up the largest share of banks‟ assets would likely lead to high levels of non-performing loans. And this in turn affects the financial performance of banks and the economy at large.
A lending policy is lending institution’s statement of its philosophy, standards, guidelines and criteria developed by a bank and used by its employees to be observed in granting or refusing a loan request. These policies determine which sector of the industry or business will be approved loans and which one to avoid based on the country’s relevant laws and regulations. Lending which may be in short, medium or long term loans is one of the services that commercial banks do render to their customers (Olokoyo, 2011). That is, commercial banks issue loans and advances to governments, business organizations, and individuals to enable these groups invest and develop projects in order to boost their growth and to contribute toward economic development and growth of a country. Loan granting procedure and control systems are necessary for the assessment of loan application, which then guarantees a commercial bank’s total loan portfolio as per the bank’s overall integrity. It is necessary to establish a proper loan risk environment, sound loan issue process, suitable loan administration, evaluation, monitoring and follow-up over credit risk, policy and strategies clearly summarizing the scope and allocation of bank loan facilities and the approach of managing credit portfolio.
1.2 Statement of Research Problem
[bookmark: page21]The Central Bank‘s principal objective is formulation and implementation of monetary policy directed to achieving and maintaining stability in the general level of prices. The aim is to achieve low inflation and to sustain the value of the currency. Interest rate is the price a borrower pays for the use of money they borrow from financial institutions or fee paid on borrowed assets (Crowley, 2007). Interest can be thought of as "rent of money". Interest rates are fundamental to a capitalist society and are normally expressed as a percentage rate over the period of one year (Monetary Policy Statement, 2008). The banking institutions are faced with the probability of default by counterparties in financial contracts.  Loans constitute the biggest assets for banks, thus  credit  risk is 
arguably the biggest risk that banks face. It is therefore necessary for banks to put in appropriate measures to first of all prevent occurrence of these risks, and be able to deal with the risk if and when it occurs. Credit risk mitigation techniques have evolved overtime, courtesy of global financial innovation. Traditionally, collateral and guarantees have remained the most popular credit risk reduction strategies. These are largely ‘ex-ante’ considerations, implying that any loan appraisals that do not pass this test are rejected. Moreover, the bank conducts a monitoring exercise to keep track of adverse changes that might affect the value of the collateral, periodic repayments as well as the total value of the loan (Radevic and Ahmedin, 2010).
Several research studies have been done in relation to commercial banks in Nigeria: Aduda (2011) studied the relationship between credit risk management and profitability among the commercial banks in Nigeria; Oludhe (2011) studied the effect of credit risk management on financial performance of commercial banks in Nigeria; Gitonga (2010) studied the relationship between interest rate risk management and profitability of commercial banks in Nigeria; Mbotu (2010) did a study on the effect of the central bank of Nigeria rate (CBR) on commercial banks‘ benchmark lending interest rates. However, the researcher is not aware of any study on the performance of loan portfolio in commercial banks. This study therefore aims at answering the question: What are the effects of lending policies on the levels of non-performing loans?
[bookmark: page22]1.3. Research Questions
i. What are the impact of lending policies on banks profitability?
ii. To what extent has lending policies adopted by Access Bank in Nigeria?
iii. How does lending policies affect the non-performing loans among deposit money banks in Nigeria?
1.4 Research Objectives
i. To examine the impact of lending policies on banks profitability
ii. To establish the lending policies adopted by Access Bank of Nigeria.
iii. To establish how lending policies affect the non-performing loans among deposit money banks in Nigeria
1.5. Statement of Hypothesis 
Ho: Lending policies does not have significant impact on banks profitability
Ho: Access Bank of Nigeria does not adopt lending policy in there organization 
Ho: Lending policies does not have any impact on non-performing loans among deposit money banks in Nigeria

1.6. Significance of the Study
The findings of the study will be important to commercial banks, as they will be able to establish the effect of the various lending policy tools on their lending behavior and hence understand their role in attainment of desired economic growth for the country.
The study will also be of importance to various stakeholders in the banking sector among them bank‘s customers who may be keen to know the causes of changes in the cost of borrowing. Understanding the effect of lending policy on cost of borrowing would help the consumers to make borrowing decisions.
The finding of this study will also be valuable to researchers and scholars, as it will form a basis for further research. Further, this study may contribute to the pool of knowledge into the relationship between lending policies and non-performing loans among commercial banks in Nigeria and therefore contribute to academic reference materials.
1.7. Scope and Limitations of the Study 
The purpose of this research work is to appraise the lending policy of deposit money bank in Nigeria, using union bank plc. as a case study. The study is constrained by both time and data which therefore limits its scope, the study have been limited to cover keys area of bank lending and loan recovery strategy. 
1.8. Definition of Terms 
i. The following terms in relation to band trending are defined. 
i. Current Asset: items o0f a business in liquid from that are easily converted to cash. 
ii. Current Liabilities: short term obligation of the firm which are incurred for day to day operations. 
iii. Guarantee:  a guarantee is the promise of one person (the guarantor) to stand surely on behalf of another person (the principal debtor) in respect of the letters’ liabilities to the bank. 
iv. Lien: This is the right of another person in a possession of the securities or good of a person to be retain until the owner is able to fulfill his debt or other obligation. 
v. Fixed Assets: These are the items of the firm which are employing permanently in the business as an agent of production. 
 1.9     Organization of the Study
               This topic is divided into five chapters. Therefore the area touched has been highlighted in the stable of contents. 
Chapter one deals with introduction of the research work, statement of the research problems, aims and objectives of the study, scope and limitation of the study, scope and limitation of the study definition of terms and lastly organization of the study. 
 Chapter two will review all the necessary and available literature on the subject and how it has been addressed by different authors. Theoretical framework, regulatory framework, evaluation of credit proposal, bank lending principles, lending policies and objectives, importance of lending, canons of lending, canons of lending in a developing economy, common securities required for leading, loan application procedure, difficulties encounter by bank in loan repayment and the likely solution. 
 Chapter three focus on the history of the case study, population of the study, method of data collection, sampling and research design, the population of the study and lastly limitation of the methodology. 
 Chapter four discussed the data analysis and presentation of data, test of hypothesis. 
 Chapter five comprises the summary of the whole research work, recommendations about the topics conclusion and the references.  
[bookmark: page23]



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter will cover theoretical review, empirical review related to the research objectives, and the conceptual framework.
2.1. Concept of Bank Lending 
Lending which is considered to be the main function of banks in general and commercial banks, in particular, could be on a short, medium and long-term basis. It is the act of making funds available with the hope of receiving back the principal plus interest payment or/and any other fees imposed on carrying out the transaction. Credit is a financial market activity where financial institutions are empowered by law with credit functions to extend credit facilities to deficit economic units. 
2.1.1. The Concept of Credit Management
Credit management is a cornerstone of financial institutions, particularly banks, as it significantly impacts their profitability, risk exposure, and long-term sustainability. It refers to the systematic process of granting, monitoring, and recovering credit facilities extended to individuals, businesses, or other entities. Effective credit management ensures that banks strike a delicate balance between generating revenue through interest income and mitigating risks associated with loan defaults. In the context of Guaranty Trust Holding Company (GTCO), one of Nigeria's leading financial institutions, credit management plays a pivotal role in shaping its lending policies and determining its profitability.
2.1.2 Definition of Credit Management
Credit management encompasses the policies, procedures, and practices adopted by banks to evaluate, approve, and monitor loans and advances. According to Ofori et al. (2021), credit management involves assessing the creditworthiness of borrowers, structuring loan agreements, and implementing strategies to minimize default risks while maximizing returns. For GTCO, this process is integral to its operations, as the bank relies heavily on interest income from loans as a primary revenue stream.
The scope of credit management extends beyond merely approving loans. It includes:

Credit Risk Assessment: Evaluating the financial health, repayment capacity, and credit history of potential borrowers. A study by Adeusi et al. (2020) highlights the importance of robust credit risk assessment frameworks in reducing non-performing loans (NPLs) and enhancing profitability.
Loan Structuring: Designing loan terms, including interest rates, repayment schedules, and collateral requirements. As noted by Adediran and Alao (2019), improper loan structuring can lead to increased default rates, thereby eroding profitability.
Monitoring and Control: Tracking loan performance and ensuring timely repayments. Recent research by Okwori and Ibrahim (2023) emphasizes the role of advanced monitoring systems, such as artificial intelligence and machine learning, in improving credit management efficiency.
Recovery Mechanisms: Implementing strategies to recover outstanding debts in cases of default. According to Nwude et al. (2022), effective recovery mechanisms are crucial for minimizing losses and maintaining financial stability.
In recent years, the concept of credit management has evolved significantly due to advancements in technology and changes in regulatory frameworks. For instance, the Central Bank of Nigeria (CBN) introduced stricter guidelines for credit risk management in 2019, mandating banks to adopt more rigorous assessment processes and risk mitigation strategies (CBN, 2019). These guidelines have compelled banks like GTCO to adopt innovative approaches, such as digital credit scoring models and real-time monitoring systems, to enhance their credit management practices (Adegbite et al., 2022).
Moreover, the global economic disruptions caused by the COVID-19 pandemic have underscored the importance of resilient credit management systems. A report by the International Monetary Fund (IMF, 2021) highlights how banks with robust credit management frameworks were better equipped to navigate the challenges posed by the pandemic, including increased default risks and liquidity pressures.
2.1.2. Lending Policies in Commercial Banks
The Companies Act, the Banking Act, the Central Bank of Nigeria Act and the various prudential guidelines issued by the Central Bank of Nigeria (CBN), governs the Banking industry in Nigeria. The banking sector in Nigeria was liberalized in 1995 and exchange controls lifted. The CBN, which falls under the Minister for Finance‘s docket, is responsible for formulating and implementing monetary policy and fostering the liquidity, solvency and proper functioning of the financial system. The Central Bank of Nigeria (CBN) publishes information on Nigeria‘s commercial banks and non-banking financial institutions, interest rates and other publications and guidelines. The Central Bank of Nigeria acts as the main regulator of commercial banks in Nigeria (CBN Annual Report, 2009).
[bookmark: page15]The CBN operates under a monetary policy programming framework that includes monetary aggregates (liquidity and credit) targets that are consistent with a given level of inflation and economic growth, KIPPRA (2006). For instance, the banks objective for the fiscal year 2005/2006 was to achieve inflation rate below 5% using quarterly reserve targets. To this end, the CBN set a ceiling for reserve money and a floor for the net foreign assets (NFA). This was the mainstay of monetary policy at least until the introduction of the Central Bank Rate (CBR). The use of monetary targeting as currently used by the CBN has also been criticized. Monetary aggregate targeting policy is more effective where there exists a stable demand for money relationship dependent on overall economic activity and price level, but this may not be the case in Nigeria which has a financial sector which is at a period of growth, making demand for money unstable according to KIPPRA(2006)
Commercial banks play an important role in the pass-through of monetary interest rates. Nevertheless, the efficiency of transmission of decisions of central banks is a complicated process and may depend on many factors, such as level of competition in financial industry, perception of credit risk, risk aversion, availability of close substitutes for loans, etc. Moreover, banks may influence the external finance premium not only via the interest rates but also modifying the available maturity of loans or changing collateral requirements. Finally, as evidenced by broad literature on bank lending channel, credit rationing and uncertainty about creditworthiness of borrowers may markedly influence banks' risk taking thereby influencing their willingness to lend. The recent evidence suggest that this aspect of bank lending channel, namely risk taking channel, may play an important role in the monetary transmission (Altunbas et al, 2009).
[bookmark: page16]Credit risk is perhaps the oldest and most challenging risk for financial institutions, leading to innovations geared at addressing this problem (Broll et al., 2002). This risk emanates from the probability that borrowers will default on terms of debt, subsequently putting the capital of a bank in jeopardy. This concern has resulted into several attempts to manage the exposure of banks to credit risk, with the most outstanding one being the Basel-II accord – later revised to Basel-III. The Basel guidelines aim at entrenching strict culture of managing inherent credit risk by financial institutions globally.
2.1.3 Lending Policies and Loan Portfolio Performance
Prior to financial sector deregulation, banks were highly motivated to grant credit facility to clients who could easily express their creditworthiness. Deregulation offered the opportunity to meet the demands for credit across a wide range of borrowers. Large amount of bad credit, as a result of boom time advances in the 1980’s, caused the banks to be too cautions in extending credit (Bryant, 1999). Credit risk management processes enforce the banks to establish a clear process for approving new credit as well as for the extension to existing credit. These processes also follow monitoring with particular care, and other appropriate steps are taken to control or mitigate the risk of connected lending (Basel, 1999).
[bookmark: page18]Credit granting procedure and control systems are necessary for the assessment of loan application, which then guarantees a bank’s total loan portfolio as per the bank’s overall integrity.  It  is  necessary to  establish  a  proper  credit  risk environment,  sound  credit granting  processes,  appropriate  credit  administration,  measurement,  monitoring  and control over credit risk, policy and strategies that clearly summarize the scope and allocation of bank credit facilities as well as the approach in which a credit portfolio is managed (Basel, 1999). Credit scoring procedures, assessment of negative events probabilities, and the consequent losses given to these negative migrations or default events, are all important factors involved in credit risk management systems (Altman, Caouette, & Narayanan, 1998). Most studies have been inclined to focus on the problems of developing an effective method for the disposal of these bad debts, rather than for the provision of a regulatory and legal framework for their prevention and control (Campbell, 2007).
2.1.4. Factors Affecting the Lending Decisions
The loan allocation and the loan portfolio of any individual financial institution e.g. commercial banks will be dictated by lending decisions. The nature, size, and the structure of loan portfolio is a reflection of financial institutions lending decisions. The lending decisions are influenced by the following:
The size of the lending institution: - This is very vital in determining the size of the loan to lend. Further, it also restricts the potential market for borrowers such that if a financial institution is small and therefore its geographical coverage is small, its lending decision will differ from Multinational financial decisions. Its loaning decisions will also depend on the business potential on the areas of its coverage. The small financial institutions should therefore consider their local community and immediate environment when drawing up the lending decisions. Multinationals will consider a wider environment (George & Simonson, 2000).
[bookmark: page34]Economic conditions: - It refers to the economic activities around financial institutions operating environment.  Many banks are usually located in areas where economic activities are either dominated by manufacturers or service industry, etc. Lending policies should therefore be tailored according to the pre-dominant business activity in the bank’s environment. Of great importance here is to focus on the flow of business within this environment and design policies that are able to tap the benefits to the business. In periods of corporate bankruptcy, it is also important to notice that certain loan policies are important to help re-organize bankrupt institutions and transform them into highly profitable organizations (Dyer, 1997).
Credit Analysis:-The purpose of credit analysis is to assess the likelihood that a borrower will default on a given loan. Credit analysis consists of evaluating a borrower’s needs and financial conditions which includes: Character or the person’s traits such as honesty, ethical considerations, integrity, etc. This is usually based on the borrower’s past behaviour in both banking & repayments of loans borrowed earlier. Capacity of the borrower which focuses on whether the borrower has the ability to generate sufficient funds to liquidate the loan and still stay financially healthy. This will include assessing the manager’s ability, policy documents of the firm, investment policies, strategic plans, credit statements, etc. as well as judge the market potential of the institution. The judgement should be both on liquidity as well as solvency of the institution.
[bookmark: page35]Collateral which is the ability of the borrower to pledge specific assets to secure a loan. According to the provisions of Central Bank, all loans offered by banks must be secured to protect the borrower’s funds. The value of the security should be ascertained and title documents charged to the loan which should not exceed 2/3 of the value of the securities. Capital or the money personally invested into the business by the loanee and is an indication of how much the borrower has at risk should the business fail. Interested lenders and investors will expect the loanee to have contributed from their own assets and to have undertaken personal financial risk to establish the business before advancing any credit (George & Simonson, 2000).
2.1.5 Credit and Lending Management
Effective management of the loan portfolio and the credit function is fundamental to a bank’s safety and soundness. Loan portfolio management (LPM) is the process by which risks that are inherent in the credit process are managed and controlled. Because review of the LPM process is so important, it is a primary supervisory activity. Assessing LPM involves evaluating the steps bank management takes to identify and control risk throughout the credit process. The assessment focuses on what management does to identify issues before they become problems. This booklet, written for the benefit of both examiners and bankers, discusses the elements of an effective LPM process. It emphasizes that the identification and management of risk among groups of loans may be at least as important as the risk inherent in individual loans (Chodechai, 2004).
To manage their portfolios, bankers must understand not only the risk posed by each credit but also how the risks of individual loans and portfolios are interrelated. These interrelationships can multiply risk many times beyond what it would be if the risks were not related. Until recently, few banks used modern portfolio management concepts to control credit risk. Now, many banks view the loan portfolio in its segments and as a whole and consider the relationships among portfolio segments as well as among loans. These practices provide management with a more complete picture of the bank’s credit risk profile and with more tools to analyze and control the risk (Gonzalez, 2010).

2.1.5.1. Ensuring Adequate Controls over Credit Risk 
Signoriello and Vincent J. (1991) stated that banks must have an autonomous framework that has the capacity to ensure a continuous evaluation of the firm's credit administration procedure and the outcomes of such audits should be specifically reported to the Board and senior administration for the necessary action to be taken when necessary. The credit granting function of banks must be properly managed and the credit exposures constantly evaluated to ensure that they are within levels that agree with prudential standards and internal limits that have been laid down. Furthermore, they ought to have a mechanism in place for early detection and swift corrective action on retrograding loan portfolios, handling problems and other comparable situations. 
i. Standards
These incorporate elements, for example, the profundity of assessment required and how far this is adjusted to suit the economic needs and peculiarities of the debtor. There is an exchange off to be made between a wish to comprehend all the components of a loan proposal and expenses involved. How far loan amounts are to be standardized and the extent to which they are to be custom-made to address individual issues of clients are all important in creating sustainable credit standards. Moreover, Santomero (1995) says “structuring facilities to protect the bank should be done in such a way and as far as possible that benefits eventually accrues to the client as well.” An installment plan for a term loan should be designed based on a customer’s cash flow. Setting standards additionally suggests the recognition of how far the sensibilities of customers will be adjusted against the bank's desire to shield it against debt exposures. Case in point, when a client's imperviousness to giving or enhancing security or giving data will be tolerated and considered, then there is the need to educate the customer adequately in order to build their capacity to be able to understand the issues at stake. In creating sound credit standards, it is imperative to include as a critical component, a proper degree of monitoring and control. The point of monitoring according to Hester and Pierce (2002) is to promptly identify deterioration of a loan portfolio and to take corrective measures. The efficiency of such a system depends not only on the ability to identify deterioration, but also the soundness and promptness of the response. Credit principles should be maintained over the financial cycle and the status quo needs to be kept at all times. They ought not be relaxed in great economic times or over-fixated in awful times. According to Dyer (2004), banks are confronted with a real dilemma in that if they decide to ignore the market forces and rigidly apply standards; they will avoid credit losses in the short term but will have to lose the good business and market share in the long term. This must be balanced against the need to meet shareholder aspirations. He further went on by stating that there are models of risk-adjusted capital that are widely utilized and the possibility of expected returns related to them. Shareholders do contribute a significant amount of cash capital and expect returns for that. It is therefore hard for banks to sit with a great deal of genuine capital and continue disregarding the need to capitalize on it to its advantage. A strong credit culture can help establish the right symmetry. In the event that the bank truly comprehends its clients and has the right kind of association with them, Adams (2002) supposes it can decide when to buckle down on measures a little and when to stick to them, if conceivable, in the ambience of a solid client relationship to influence even the most troublesome of clients to see the bank's perspective. 
ii. Credit Management Policy 
It is defined as the tenets and systems set up by top administration that oversee the organization's credit division and investigates execution in the augmentation of credit benefits against set down procedures Jim Franklin (2010). It is essentially a situated composition of rules intended to minimize expenses connected with credit while expanding advantages from it (McNaughton, 1996). Credit administration arrangements involve the credit strategies, credit measures and credit terms. This policy becomes the blueprint which guides the conduct and expectations of all employees entrusted with the responsibility of granting credit and also acts as a benchmark by which performance can be measured against standards set. 
iii. Credit Procedures 
To accomplish the great objectives of credit administration strategy, Franklin (2010) instructed the endorsement and utilization of credit strategies. To Franklin, credit methods are particular routes in which top administration imposes expectations on the credit division to accomplish the credit administration policies. The credit systems incorporate guidelines on what information to be utilized for credit examination and investigation procedure, provide information regarding procedure, account supervision and cases needing administration's notice. Such credit gathering endeavors incorporate the utilization of reminders, adoption of insurance, the application of legal procedures, the factoring of debtors and final write-offs as highlighted underneath: 
iv. Reminders 
It involves dispatching a request note informing the debtor of the payment owed, and if there is no reply, processes are gradually intensified through more stringent mechanisms Pandey (2008). 
These other mechanisms include posting a letter of appeal to the client and if he fails to respond, then the customer is contacted by telephone or actually paying a visit to him or her as a way of creating awareness for the person and if it fails then the last resort will be gearing towards legal measures.
v. Insurance policy 
This involves an entity seeking to provide coverage for every one of the obligations that are evaluated as non-performing. The firm ought to verify that every facility that has started to show signs of deterioration are completely guaranteed BPP (2002). Insurance agencies guarantee to repay the loan firm in the situation that the indebted person defaults on installment and as being what is indicated as the safety net, the provider will consent to such a course of action only when the financial organization has a viable credit administration framework established (Kakuru, 2001). 
vi. Factoring debtors 
This comprises selling obligations to special financial organizations. The factoring of indebted individuals is a safety oriented measure meant for defending the organization's cash against losses. This the credit firm does by obtaining ahead of time monies locked up with debtors from the factor through an agreement that is reached. This leads to the firm incurring lesser expenses included with disbursement of loans Flouck (2001). Along these lines, the leaser is relieved off the recovery and other managerial expenses incurred in non-performing assets and different exposures included in handling such advances. 
vii. The use of litigation 
This includes the commencement of legal activity against the client who defaults in his installments. This emerges when the loan facility is established as an uncollectible obligation after a significant disruption in the reimbursement plan is noted bringing about undue postponements in collection efforts thus giving the idea that lawful measures may be obliged to enforce recovery (Kasozi 1998). This is turned to as the last measure and all the more so where the firm’s association with the client has been mutually beneficial. 
2.1.6. Credit Management Variables 
Key Credit management variables include; 
Client Appraisal 
The initial phase in restricting the risk involved in granting a loan facility includes screening customers to guarantee that they have the readiness and capacity to reimburse the advance. A lot of financial institutions tend to utilize the 5Cs model of credit also known as credit standards to appraise a customer as a potential borrower (Abedi, 2000). The 5Cs act as a guide for financial institutions to improve loan portfolio, as they get to know their customers better. These 5Cs are: character, capacity, collateral, capital and condition. 
Character 
This assesses the client's qualities in order to examine the willingness of the prospective client to meet the credit commitments. Kakuru (2000) highlighted the accompanying variables to consider when investigating applicant's character. This is carried out by factoring the client's savings conduct from the bank records, the level of training, mental status, occupation dependability, contact, connection to government offices and the past dealings with bank. The borrower who seeks to be a loan beneficiary of cash endowed to the bank by its depositors must be very honest-someone who will keep their word and who can be trusted. 
Capacity 
This assesses the client's capacity to pay the obligation when given in the obliged time period. This is fundamental particularly for business, regardless of whether advances are included. This is determined by assessing the estimation of client's capital and resource offered as guarantee against the advance. The borrower must be, in any event, capable, if not a specialist at their employment or in their calling and should be able to produce strong evidence to support the viability or otherwise of the business. 
Capital 
This alludes to the general state of the organisation. “This is ascertained by the analysis of the financial statements with special emphasis on the risks and the debt-equity ratios and also evaluating the customer’s firm working capital positions” according to Floucks (2001). The budgetary supervisor can likewise survey the accounting report to discover how much the proprietor has put into the business as his own stake (BPP, 2000). A decent dependable guideline would be that a bank would not wish to put in more cash than the borrower. 
Collateral 
This alludes to properties like lands, houses, business and private bequests or whatever other property of quality offered as security of the estimation of the credit given out to the borrower (Kakuru, 2001). It is obtained by a lender as a claim on the borrower and on the asset that is secured, and provides a recourse that is available to a bank should the terms of the loan be breached by the borrower. The collateral ought to be secure, readily merchantable and that its quality ought to have the capacity to meet the obligation when sold off in the event that the borrower defaults in payment (Van Horne, 2007). 
Conditions 
This point to the predominant monetary and economic environment which may influence or be a hindrance to the borrower's capacity to pay the obligation and which may turn out to be unbeneficial to the creditor firm. Case in point, under inflationary inclinations, it is inappropriate to extend credit as the leaser is certain to incur forfeiture on the lent sum if not getting lower returns. The credit officer ought to carve a sensible judgment in regards to the possibilities of default and appraise the likelihood of losses under such conditions Pandey (2008). It is critical that the credit guidelines are situated based on individual applications, calling to attention the importance of gathering credit data, credit investigation and credit limits AgDM (2011 redesign). 
2.2 Theoretical Review
A survey of literature about the theories of credit assessment suggests that theories are commonly grouped according to the nature of subject relations between the borrower and lender as portfolio theory, credit market theory and information theory.
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). Companies recognize how credit concentrations can adversely affect financial performance. As a result, a number of institutions are actively pursuing quantitative approaches to credit risk measurement. This industry is also making significant progress toward developing tools that measure credit risk in a portfolio context. They are also using credit derivatives to transfer risk efficiently while preserving customer relationships. Portfolio quality ratios and productivity indicators have been adapted (Kairu, 2009). The combination of these developments has vastly accelerated progress in managing credit risk in a portfolio context.
[bookmark: page24]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. Therefore, to gain greater insight into credit risk, companies increasingly look to complement the asset-by-asset approach with a quantitative portfolio review using a credit model (Mason and Roger, 1998). Companies increasingly attempt to address the inability of the asset-by-asset approach to measure unexpected losses sufficiently by pursuing a portfolio approach. One weakness with the asset-by-asset approach is that it has difficulty identifying and measuring concentration. Concentration risk refers to additional portfolio risk resulting from increased exposure to credit extension, or to a group of correlated creditors (Richardson, 2002).
[bookmark: page25][bookmark: page26]2.3 Empirical Review
Ali (2018), This research aims at examining the effect of credit risk management on financial performance of the Jordanian commercial banks during the period (2005-2013), thirteen commercial banks were choose to express on the whole Jordanian commercial banks. Two mathematical models was designed to measure this relationship, the research revealed that the credit risk management effects on financial performance of the Jordanian commercial banks as measured by ROA and ROE. The research further concludes that the credit risk management indicators considered in the research have a significant effect on financial performance of the Jordanian commercial banks.
Sufi and Qaisar (2018), evaluated the influence of credit risk management practices on loan performance (LP) while taking the credit terms and policy (CTP), client appraisal, collection policy (CP) and credit risk control (CRC) as the dimensions of the credit risk management practices. For statistical evaluation, the primary data in cross sectional form was taken into consideration. The data was collected from the managerial level credit risk management staff of microfinance banking sector. Multiple regression analysis was used for empirical relationship evaluation of the credit risk management practices on the performance of loan. The results of the analysis showed that the credit terms and client appraisal have positive and significant impact on the LP, while the CP and CRC have positive but insignificant impact on LP. The study is helpful for the management to enhance the LP by focusing on the dimension of the credit risk management practices used in the study. Future aspects of the research have also been taken into account and elaborated.



CHAPTER THREE:
METHODOLOGY
3.1 Introduction
This chapter outlines the research methodology that will be followed in completing the study. Specifically the following subsections were included: research design, target population, data collection and data analysis.
3.2 Research Design
The research will use descriptive survey approach. According to Ngechu (2004), descriptive studies are more formalized and typically structured with clearly stated hypotheses or investigative questions. It serves a variety of research objective such as descriptions of phenomenon or characteristics associated with a subject population, estimates of proportions of a population that have these characteristics and discovery of associations among different variables.
3.3 Target Population
Mugenda & Mugenda (2003) define a study population as consisting of the total collections of elements about which the study wants to make some inferences. The target population of this study will be all heads of credit related departments who are concerned with policies implementation. This will be a census study where all heads of credit department in 43 commercial banks in Nigeria as outline in appendix 3 will constitute the sample size to the study (Nigeria Bankers Association, 2012).
[bookmark: page39]3.4 Sampling Design
3.4.1 Sample Frame
Sampling frame is an objective list of the population from which the researcher can make a selection. Cooper and Schindler (2000) add that a sampling frame should be a complete and correct list of population members only. The sampling frame for this study is a list of all head of credit related departments in the 43 commercial banks in Nigeria.
3.4.2 Sampling Technique
According to Mugenda and Mugenda (2003), at times the target population may be so small that selecting a sample is meaningless and therefore taking the whole population in such cases is advisable. Census technique therefore was used.
3.4.3 Sample Size
Denscombe (1998) poised that, the sample must be carefully selected to be representative of the population and the researcher also needs to ensure that the subdivisions entailed in the analysis are accurately catered for. The sample size constituted the entire total population of 43 commercial banks.
3.5 Data Collection
[bookmark: page40]Data was collected through the use of simple data collection forms which were administered to the 43 commercial banks. A drop and pick later method was used to collect the data. The questionnaires consisted of two parts: Part one addressed the profile of the respondents and the banks, and Part two focused on the effect of lending policies on performance of loan portfolio. Secondary data was also used with focus on already existing data (publications). This was aimed at having a better understanding and to provide an insightful interpretation of the results from the study.
3.6 Data Analysis
The data from the field was coded according to the themes researched in the study. A statistical package for social sciences (SPSS) package was used to aid in analysis. Quantitative data was analyzed through the use of a combination of descriptive statistics particularly frequency distributions tables, percentage and mean and also measure of dispersion such as variance and standard deviation. The data has been presented in tables and graphs.
3.7 Data Validity and Reliability
3.7.1	Validity of research instrument
Validity indicates the degree to which the instrument measures the constructs under investigation (Mugenda and Mugenda, 2003). This study used content validity because it measures the degree to which the sample of the items represents the content that the test is designed to measure. Before processing the data, the questionnaires were checked for completeness and consistency.


3.7.2	Reliability of the research instrument
[bookmark: page41]Reliability is the degree of consistency (Mugenda and Mugenda, 1999). A pilot study was conducted by the researcher by administering the questionnaires to three micro-finances or banking institutions in Nigeria. From the pilot study, it was possible to detect questions that needed editing and those with ambiguities. The final questionnaires were then printed and dispatched to the field for data collection, and were collected after two weeks.
3.8 Chapter Summary
This chapter has looked at the research design of the study, the target population and outlined the sample size of the research. It has also discussed the validity, reliability and data analysis and presentation.


















CHAPTER FOUR
DATA ANALYSIS AND PRESENTATION
4.1 Introduction
This chapter presents analysis and findings of the study as set out in the research methodology. The results are presented on the effects of lending policies on the level of nonperforming loans of Commercial Bank in Nigeria.
4.1.1 Questionnaire response rate
Out of the forty three (43) questionnaires sent to the target population, thirty two (32) usable responses were collected. This represented a response rate of 74.4 percent and implies that 25.6 percent of the questionnaires were not returned at all. Despite this, the target population was fairly represented considering that key personnel who are relevant to the study were reached. The results are shown in table below. Table 4.1 Response rate
	
	Instrument
	Frequency
	Percentage

	
	
	
	

	
	Response rate
	32
	74.4

	
	Non response rate
	11
	25.6

	
	Total
	43
	100.0

	
	
	
	


Source: Field survey, 2025
4.2 Demographic Information
4.2.1 Gender of the respondents
[bookmark: page43]From the analysis, it occurred that, majority(59.4%) of the respondents were female and male representing 40.6% of the respondents who participated in the study as shown in Table 4.2 below. This implies that, Women are beginning to get a number of significant appointments in the corporate sector. Most of them have qualifications that rival men and this is in fulfillment of the new constitution seems to be giving women and men equal opportunities for appointment to its various positions.

Table 4.2 Gender of Respondents
	Gender
	Frequency
	Percent

	Male
	13
	40.6

	Female
	19
	59.4

	Total
	32
	100


Source: Field survey, 2025
4.2.2 Position in the bank
Majority (35%) of the respondents are head of asset finance, 24% of the respondents are in SMEs loan, 20% were in mortgage, 17% were in personal banking while 4% were heads of credits. This indicates that respondents were drawn from all departments of the bank as shown in table below. 
Table 4.3 Position in the bank
	Position in bank
	frequency
	Percent

	SMEs loan
	8
	24

	Asset finance
	11
	35

	Mortgage
	6
	20

	personal banking
	5
	17

	Head of credit
	1
	4

	Total
	32
	100


Source: Field survey, 2025
[bookmark: page44]4.2.3 Number of years worked
Most of the bank employees who participated in the study have been with the credit department for a long time. From the findings, majority (49%) of them, have been with the bank for between 6 to 10 years, 26% had between 11 to 20yrs, 22% had below 5yrs, and 3% had over 20 years. This implies that, majority of the employees of the bank have been with the bank for quite some time. An indication that, they understand their work well and any recommendation they give is accurate and they can be relied on.
Table 4.4 Work experience
	Work experience
	Frequency
	Percent

	Below 5years
	7
	22

	6-10 years
	16
	49

	11-20 years
	8
	26

	Over 20yrs
	1
	3

	Total
	32
	100


Source: Field survey, 2025
4.2.4 Ownership of your bank
The finding show that majority (61%) of the banks were locally owned 29% of the bank were foreign owned and 10% are jointly owned. 
Table 4.5 Ownership of your bank
	Bank ownership
	Frequency
	Percent

	Locally owned
	20
	61

	Foreign owned
	9
	29

	Joint venture
	3
	10

	Total
	32
	100


Source: Field survey, 2025
4.3 Loan appraisal in banks 
4.3.1 Principles that guide in loan appraisal
Majority (69%) reported the ability to pay as the major guiding principle in loan administration, 15% reported the borrower history, 10% reported availability of adequate security, 4% of the respondents reported knowing the loanee and 3% of the respondents reported competitive pricing. 


Table 4.6 Lending principle
	Principle of lending
	Frequency
	Percent

	Repayment ability
	22
	69

	Adequate security
	4
	10

	Borrower history
	5
	14

	Competitive pricing
	1
	3

	Knowing the loanee
	1
	4

	Total
	32
	100


Source: Field survey, 2025
4.3.2 Average turn-around time
The findings illustrate that majority (63%) of the banks had a turn-around time of between 3-5days in the lending policies, 24% report 5 to 7 days turn-around time, 11% of the respondents reported a 1 to 2 days while 1% reported same day loan appraisal. This implies that many bank allow a lapse time to enable proper loan application scrutiny and this can help in reducing bad debts. 
Table 4.7 Turn-around time
	[bookmark: page46]Bank turn-around time
	Frequency
	Percent

	Same day
	1
	4

	1-2 days
	4
	11

	3-5 days
	17
	54

	5- 6 days
	8
	24

	Over 7 days
	3
	7

	Total
	32
	100


Source: Field survey, 2025


4.3.3 Type of Bank borrowers
The findings reviewed that majority (42%) of the banks borrowers are the loyal customers, 24% are corporate bodies, 19% are societies, 11% constitute the government of Nigeria and 4% of the respondent said group and welfares are their main borrowers. This shows that majority of the bank consider lending to customers that they have had a relationship with and this can reduce the rate of non-performing loans.
Table 4.8 Bank major borrowers
	Type of borrowers
	Frequency
	Percent

	Loyal customer
	13
	42

	government
	4
	11

	societies
	6
	19

	corporate bodies
	8
	24

	groups
	1
	4

	Total
	32
	100


[bookmark: page47]Source: Field survey, 2025
4.3.4 Degree of loan risk
Majority(58%) of the respondents perceive unsecured loan as the most risky form of loans among commercial banks in Nigeria, 39% reported overdraft facilities as most risky and 3% of respondents perceive secured loan as risky. Table 4.9 degree of loan risk 
	Degree of risk
	Frequency
	Percent

	Secured loan
	1
	3

	Unsecured loan
	19
	58

	Overdraft
	12
	39

	Total
	32
	100


Source: Field survey, 2025

4.3.5 Economic Sector with the highest loans
The economic sector that has the highest loans was found to be Asset Finance as reported by 36.9% of the respondents who participated in the study, followed closely by small and medium enterprises development represented by 32.2%, mortgages represented 29% of the total loans while the lowest were Retail Trade & Wholesale trade representing 1.9% of the bank loans. This shows that, there is rapid growth in the Asset Finance and mortgage sectors giving rise to ownership of assets and properties in the country. Table 4.10 Loan preference among various sectors
[bookmark: page48]4.4 Non-performing Loans in Commercial Banks
4.4.1 Portfolio at risk
Majority (50%) of the respondents gave the average loan portfolio at risk as between 6 to 10 percent of the total loans, 33% reported below 5 percent portfolio at risks, 10% report between 10 to 15 percent PAR while7% reported above 15 percent PAR. Table 4.11 Portfolio at risk
	PAR
	Frequency
	Percent

	Below 5%
	11
	33

	6-10%
	16
	50

	10-15%
	3
	10

	Above 15
	2
	7

	Total
	32
	100


Source: Field survey, 2025
4.4.2 Factors that account for bad loans
From the analysis majority( 86%) reported that, the main factor that lead to bad loans is lending to borrowers with questionable characters, 67% reported high interest rates that make it hard for some to pay, 59% of the respondents reported diversion of funds by borrowers from what they had intended to work on not being disclosed before the bank, 55% said lack of commitment by the borrower to pay the loan, 50% cited poor planning by the borrowers of what and how they will use the loan, 41% reported lending to serial loan defaulters while 25% reported that it is due to lack of collateral for the bank. These causes make many borrowers not to pay their loans hence leading to increased levels of non-performing loans. 
Table 4.12 Cause of non-performing loans
	[bookmark: page49]Causes of Non-performing loans
	Frequency
	Percent

	high interest rates
	21
	67

	borrowers with questionable characters
	27
	86

	diversion of funds by borrowers
	19
	59

	lack of commitment by the borrower to pay
	18
	55

	poor planning by the borrowers
	16
	50

	serial loan defaulters
	13
	41

	lack of collateral
	8
	25


Source: Field survey, 2025
4.4.3 Benefit of Lending Policies to Credit Department
Majority (89%) of the respondents reported that the lending policies are very beneficial to the credit department, 10% said that the policies are at times beneficial while 1% viewed the lending policies as not beneficial.  This illustrate that the lending policies are important in guiding the lending processes among banks and ensuring uniformity within a bank credit departments.
4.4.4 Effects of Lending Policies on Loan Portfolio Performance Table 4.13 Lending Policies
	
	Mean
	Standard

	
	
	deviation

	
	
	

	Central bank’s lending guidelines influence individual banks policies
	4.211
	.0788

	
	
	

	The individual banks lending policies influences the levels of Non-
	4.571
	.1152

	performing loans
	
	

	
	
	

	Lack  of  proper  information  on  customer  influence  loan  appraisal
	3.844
	.2451

	Process
	
	

	
	
	

	Credit reference bureau reduces the number of loanee
	2.111
	.7755

	
	
	

	Competition in the commercial banks leads to differences in loan
	3.554
	.8542

	Policies
	
	

	
	
	

	High interest rates influence the quality of loan repayment
	3.453
	.0667

	
	
	

	The prevailing economic conditions influence loan policies
	3.331
	.1554

	
	
	

	The quality of credit officers determine the nature of appraisal and
	4.152
	.2224

	extent of NPLs
	
	

	
	
	

	Income from loans influence bank profitability
	4.002
	.7788

	
	
	

	There exists a relationship between the interest rate and loan take-up
	3.750
	.8452

	Rate
	
	

	
	
	

	Lending policies influences the borrowing behaviour of consumers
	2.954
	.5322

	
	
	

	Lending policies within our bank are tailored to the pre-dominant
	1.200
	.0551

	business activity
	
	

	
	
	

	Changes  in  disposable  income  for  the  loanee  influences  the
	3.754
	.9310

	repayment ability
	
	

	
	
	


Source: Field survey, 2025
[bookmark: page51]Majority of  the  respondents  indicated  that  the  lending policies  affect  loan  portfolio performance to a great extent in that the individual banks lending policies influences the levels of Non-performing loans  as shown by a mean of 4.571, Central Bank lending guidelines influence individual banks policies as shown by a mean of 4.211, quality of credit officers determine the nature of appraisal and extent of NPLs as shown by a mean of 4.152, Income from loans influence bank profitability as shown by a mean of 4.002, To a less extent lending policies influences the borrowing behaviour of consumers as shown by a mean of 2.954 and credit reference bureau reduces the number of loanee as shown by a mean of 2.111. Lending policies within our bank are tailored are not at all pre-dominant to business activity as shown by a mean of 1.200.
4.5 Efforts to reduce the high risk in commercial loan
Majority (42%) of the respondents indicated that ascertaining the credit worthiness using all available means like consulting other banks was the only way used to reducing the risk, 30% of the respondents indicated insuring the loan portfolio, 23% of the respondents indicated that they stopped advancing loans to risky sub-sector, 5% of respondents indicated that there was nothing being done.
4.5 .1 Effect of information sharing policy on Non-performing Loans
From the findings, 35% of the respondents indicated that information sharing policy increases transparency among financial institutions, 23% of the respondents indicated that, it helps the banks lend prudently, 21% of the respondents said it lowered the risk level to the banks, 16% of the respondents said that, it instill borrowers discipline against defaulting, 5 % of the respondents said that, it reduces the borrowing cost i.e. interest charge on loans. This illustrates that credit information sharing has helped many banks to lend with care and therefore has led to reduced non-performing loans.


Table 4.14 Credit information sharing
	Credit information sharing
	Frequency
	Percent

	Increase banks transparency
	11
	35

	Bank lend prudently
	7
	23

	Lower risk levels
	6
	21

	Instill discipline in borrowers
	5
	16

	Reduce the cost of borrowing
	2
	5

	Total
	32
	100


Source: Field survey, 2025
4.6 Interpretation of the findings
[bookmark: page53]The study found that proper adherence to the lending policies can reduce the level of non-performing  loans.  This  concur  with  Ranjan  (2003)  who  opined  that  horizon  of development  of  credit,  better  credit  culture,  positive  macroeconomic  and  business conditions  lead  to  lowering  of  NPLs.   The  non-performing  loans  of  banks  are  an important criterion to assess the financial health of banking sector. It reflects the asset worth, credit risk and competence in the allocation of resources to the productive sectors. 
Ahmed (2010) noted that since the reform regime there have been various initiatives to contain growth of NPLs to improve the asset quality of the banking sector. Commercial banks have envisaged the greatest renovation in their operation with the introduction of new concepts like prudential accounting norms, income recognition and capital adequacy ratio which have placed them in new platform.


CHAPTER FIVE: 
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1 Summary of Findings
The study indicates that majority of the respondents had worked for the banks sampled for long and had beyond 8 years of experience in credit administration. Majority of the banks were locally owned and therefore lending policies were tailored to meet the local needs. The major guiding principles in lending were reported as the ability to pay and borrowers’ credit history.
The banks in Nigeria have a short turn-around time of 3 to 6 days and they lend mostly to the loyal customers who had a relationship with bank for at least six months. The economic sectors with huge loan portfolio included Asset financing, SME and Mortgage and Construction. Unsecured loans were the most risky type of loan facility causing some banks to a high average PAR of 6 to 10%.
The lending policies were found to be very beneficial to the credit department in that they guide the lending process and that it ring uniformity with the bank network. From the main factor that lead to bad loans is lending to borrowers with questionable characters, high interest rates that make it hard for some to pay and diversion of funds by borrowers from what they had intended to work on not being disclosed to the lender. Lending policies help in ascertaining the credit worthiness of the borrowers. Insuring the loan portfolio and stopping advancement of loans to risky sub-sector are also some measures in mitigating risks.
[bookmark: page56]5.2 Conclusion
The study concludes that lending policies and levels of non-performing loans are indeed related. Lending policies, helps the banks lend prudently and lowers the risk level to the banks. Strict adherence to lending policies therefore has led to reduced levels of non-performing loans.
The study concludes that as the economic sectors grows, the level of lending to these sectors will also increase and in return the level of non-performing loans tends to increase as the sector grows. The study also concludes that proper assessment of creditworthiness of a borrower, listing some risky sectors and insurance services are some of the measures being adopted to reduce the levels of non-performing loans.
The study further concludes that, the main factors that lead to bad loans among commercial banks in Nigeria are; lending to borrowers with questionable characters, serial loan defaulters, high interest rates that make it hard for some to pay, and diversion of funds by borrowers. These causes make many borrowers not to honour their obligations as and when they fall due, hence leading to increased levels of non-performing loans. Most of these factors are due to information asymmetry in the banking industry.
[bookmark: page57]The study concludes that emergence of many competitors such as micro finances, FOSAs and changing customer profiles are threatening the future growth of the commercial banks lending. The banking industry is therefore faced with the challenges of abandoning the tradition methods of lending and embracing the modern technology and innovations such as internet lending to include more borrowers.
The study concludes that as commercial banks have plans to enter in other markets to exploit the international markets. The banks’ lending policies are modified to meet the needs of the foreign markets. The strategy implementation therefore must be conducted with good knowledge of the society cultural and economic factors.
5.3 Recommendations
The study recommends that Central bank should provide strict lending policies based on the prevailing economic environment as this will ensure uniformity in administration of credit facilities.
Banks should ensure low PAR through prudent lending and strict loan recoveries. The ability and qualifications of the credit officer is of importance in assessing the credit worthiness of the borrower. Therefore the banks staff should be given occasional training to equip them with the relevant skills as this will go a long way in reducing the levels of non-performing loans among commercial banks.
[bookmark: page58]The  study recommends  the  bank to  come  up  with  loan  differentiation  strategies  by segmenting the customers based on their needs, size and type of business and designing products that meet the unique needs of these customer segments and also creating a pricing strategy for each segment. The banks should consider more products and services 
Which can appeal to the women and youth who form the bulk of the Nigerian population. The youth comprises of 42% of the population in Nigeria and have different tastes from the rest of the population. There is an upcoming niche of young generation who are economically powerful and require a financial institution that can best meet their needs. Targeting this niche therefore will enable the bank to broaden its customer base and consequently loan book.
The study further recommends that E-Banking such as M-Shwari and M-Benki should be given more advertisement as it’s an area with great growth potential. E-banking enables the unbanked in remote areas to save and acquire loans without visiting a branch. This increases loan book and also the diversification reduces the loan risks.
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