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CHAPTER ONE
INTRODUCTION
1.1
BACKGROUND TO THE STUDY

In the past decade especially on going one; there has been a tremendous and seemingly unguarded increase in the number of financial institutions. Financial institution in this context ranges from commercial, merchant, development banks, licensed and approval in principal finance houses, investment companies. Mortgage houses to individual/corporate money lenders involved in granting credit loans to interest parties for various purposes as in the application of the applicants and in line with the license granted each financial institution by the Central Bank of Nigeria or appropriate approving bodies. Ever before the proliferation of financial houses, the urge to have a large share of the market and make more profits made the owners and managers of these new finance house side track the old conventional ways of credit appraisal, credit authorization and credit monitoring.  


Moreover, a lot of applications are dubious right from the on-set and it is sometimes difficult to determine their intention(s) with the depositors and investors by going through the drain in form of unpaid loans, advances and interest. The government in 1990 through Central Bank of Nigeria enacted the prudential guidelines.


The prudential guidelines ensure that financial institutions provide adequately for last and doubtful loans and advances by classifying loan into performing and non-performing. By the time all financial institutions especially conventional banks implemented the prudential guideline, their going concern status was treated and a lot of them appeared distressed. To effective manner too, any financial institution that cannot recover the good, doubtful and lost loans stands the risk of making low profits or even making outright loss, since the provision for doubtful and lost credit would have been charged against the profit.


For financial institution to stand the test of time, reliable and competitive, it has to be up and doing in its credit administration especially in the credit administration in the area of effective recoveries. The researcher is of the opinion that unless financial institutions derive effective recovery and advances, whether performing and non-performing, they are likely to get distress and contribution relatively to the economic growth of both their customers deposit and the nation at large. Ultimately such financial institution will be forced out of business.   


The researcher contribution towards ensuring stable growth in our financial system is to proffer debt recovery strategies that will weight the costs and benefits of such strategies and eventually put the financial institution on its right roofing. The strategies for efficient debt recovery will depend on the class or category of the debtor involved, as debtor can be classified into the following categories:

1) The honest debtor who has gotten into financial difficulty that prevents him or her from meeting obligations when due. This could be due to a bad business decision, an economic downturn, medical reasons or causal losses.

2) The debtor who intends to commit fraud and who therefore has prudently and recklessly gotten into difficulty.

3) The debtor who is basically honest but who has gotten into several difficulties which may be due to poor management, speculation or overtrading.

4) The debtor who intends to commit fraud and therefore has no intention of paying his creditors.

The case of honest debtor who finds it difficult to handle. The debtor really admits owing the debts and often have very legitimate reasons why he or she cannot meet his or her obligations such as sickness on economic decline, poor management etc.

Even though the debtor is honest, the situation may be well deteriorated to the point where the loan is wholly or partially uncollectible. In this case, legal action should be considered only in the light of the portable result it will produce.

If the debtor’s asset have been totally dissipated, legal action may fail to result in a recovery of any kind, and in addition, the bank may be required to pay heavy count costs and lawyer’s fee outweigh the indebtness, the bank may be constrained to write-off the debt from the bank.

Financial institution in this context ranges from commercial, merchant, development banks. Licensed and approval in principal finance houses, investment companies mortgage houses to individual/corporate money lenders involved purpose as in the application of the applicants and in line with the license granted by each financial institution by the Central Bank of Nigeria or appropriate bodies.

1.2
STATEMENT OF THE PROBLEMS

The objective of this study is to assess the factor hindering the proper managements of debts. That is, to highlights the factors hindering the recovery of debts in financial institutions.
The statement of the problem is that financial institutions find it very difficult to recover their debts and loss incurred in the recovery of these debts tend to be more than the debt involved which news to be checked.
1.3
RESEARCH QUESTIONS

1. What are the planning and managing a debt recovery unit of a bank in view of prudential guideline by Central Bank?

2. Why is debt recovery unit has become an important area which banks

3. What are the steps to take seriously on debt recovery?

4. What are the old existing banks that did not hitherto take recovery of debt seriously?

5. What was the declaration what is known as “paper profit”

1.4
OBJECTIVES OF THE STUDY

1. To plan and manage a debt recovery unit of a bank in view of prudential guideline by Central Bank?

2. To emphasized on debt recovery unit has become an important area which banks

3. To take seriously on debt recovery banking sector, if they must been the market operations

4. To emphasis in mainly on the old existing banks that did not hitherto take recovery of debt seriously

5. To declare what is known as “paper profit”

1.5
RESEARCH HYPOTHESIS

H0: Debit recovery strategies in financial institution

H1: Debit recovery is not strategies in financial institution

H0: The debit recovery strategies in financial institution was benefit

H1: The debit recovery strategies in financial institution has no benefit

1.6 
SIGNIFICANCE OF THE STUDY 

The study will be of importance to the management of financial institution and especially the credit department. It will also benefit the following set of people:

· Researchers who may likely want to carry out further study on debt recovery strategy especially from the institutions point of view.

· Economics, analysis, and business administration who are connected with monetary credit especially finance and credit managers.

· Financial institutions; it will help them in recovery of bad or seemingly bad credits with optimum cost of growth and development of financial system.

· It will also help to inform non-financial man and probably refresh the memory of others on various types of debtors and the best way to handle each and every one of them.

· It will also assist the financial institution in weighing costs and benefits of debt recovery.

· The study will also be useful to the government policy formulation.

In Nigeria, when we were operating regulated economy, government used to give directives on how credit should be given, set orally agriculture, small scale business, housings, expected recovery of outstanding credits will increase government information so that she can give realistic directions. 

Even now, the truth is that our economy is not free from regulation. The study can be useful to the customers of the bank in the following ways:- 

· Recovering of outstanding credit increase the lending power of financial institution. Thus, other customers that need credit facility will be able to benefit.

Credit facility are given at higher interest rates and deposits taken at a lower interest rate (this is a profit margin for financial institution) meaning that it bad credits are not recovered, new facility may not be granted, and existing was will not yield interest and the ability to meet depositors demand may be threatened or eroded. The study can be useful to debt recovery agencies. Inability of financial institutions to recover effectively outstanding debts gave birth to these agencies thus, the agencies business doing and the economy keep going its cycle. Deposits, loans, recovery, deposits, loans etc.

1.7
SCOPE AND LIMITATION OF THE STUDY

This study will cover to a great extent, the area of bad and doubtful debt in relation to banks. The need for statement as it relates to the concept of accruals will be looked into.

This study will also identify various categories of debts that are classified into performing and non-performing debt, substandard, doubtful and loss debts. Ability to analyze these classes of debts which will keep the credit department on their toes as par effective credit monitoring and recovery.

Analysis of the treatment of collected and uncollectible effect on profit measurement and the important of loans and doubtful debts in the banking industry will also be highlight.

     Also paper versus meager profits declared, accuracy of profit measurement and the relevant tax effects will be looked into. The prudential guidelines of the central bank of Nigeria will be analyze and compared with previous situations and penalties imposed on bank which fail to comply will also be stipulated.

There are some factors that may hinder the smooth process and scope of this study.

· The time within which the project has to be concluded and submitted may not be enough based on the fact that academic works will have to be combined with the research.

· The financial constraint is another factor; the study will thus be carried out with the limited financial resources available.

· Another factor is the attitude of personnel and companies’ reaction to their corporate policies, in this side of the world where response to research work is negative and companies hide their policies. Personnel often refuse to give information which they consider to be vital and which may be of importance to the researcher. Therefore, the researcher will be limited to the information received.

1.8
DEFINITION OF TERMS

Appraisal: An appraisal is a valuation of property, such as real estate, a business or an antique, by the estimate of an authorized person. To make a valid appraisal, the authorized person must have a designation from a regulatory body governing the jurisdiction of the appraiser.

Debit: In double entry bookkeeping, debits and credits (abbreviated Dr. and Cr. Respectively) are entries made in account ledger to record changes in value resulting from business transactions.

Recovery: Recovery is the seventh studio album by America Rapper Eminem. It was released on June 18, 2010, by aftermath entertainment, shady records and interscope records as the follow-up to Eminem’s relapse (2009).

Strategies: Strategies “art of troop leader, office of general command, generalship” is a high level plan to achieve one or more goals under conditions of uncertainty. In the sense of the “art of the general” which included several subsets of skills including “tactics”, siege craft, logistics, etc.

Financial: Finance is a field that deals with the study of investments. It includes the dynamics of assets and liabilities overtime under conditions of different degrees of uncertainty and risk. Finance can also be defined as the science of money management

Institution: Institutions are “stable”, valued, recurring patterns of behaviour” as structures or mechanisms of social order, they govern the behaviour of a set of individual with a given community. Institutions are identified with a social purpose, transcending individuals and intentions by mediating the rules that govern living behaviour.

1.9
PLAN AND ORGANIZATION OF THE STUDY

To make sure that this project achieves its desired result, it was divided into five major chapters.

Chapter one deals with the introduction aspect of the work. Brief introduction on the mode of credit facilities in the financial institutions, there is the statement of problem purpose of study, scope and limitation of the study and organization and plan of the study.

Chapter two contains planning and managing a debt recovery unit, strategies of efficient debt recovery, types of debtors, strategies for debt recovery, debt recovery strategies in financial institution, the problem of interest element in debt recovery, reducing the cost in debt recovery and cost arising from provision for bad and doubtful debt.

Chapter three deals with research methodology, sample size, data and methods of data collection.

Chapter four entails the presentation of data analysis, classification of debt in first bank; growth of classified debt in the few years and types of credit facilities.

Chapter five gives a brief summary of the research work, conclusion and recommendation with bibliography.

CHAPTER TWO

LITERATURE REVIEW

2.1
CONCEPTUAL FRAMEWORK

2.1.1
Planning and Managing A Debt Recovery Unit 

Planning and managing debt recovery unit of a bank in view of presidential guideline by Central Bank cannot be over-emphasized. Debt recovery unit has become an important area which banks should take very seriously if they must be in the market operation. This emphasis is mainly on the old existing banks that did not hitherto take recovery of debt seriously and therefore declared what is known as “paper profit”.


In order to have an effective planning and managing a debt recovery unit, the following guideline could be looked into 

· Development of clear cut debt recovery policy

· Strong Departmental organization

· Loan review programme

· Comprehensive credit files

· Training 

· Managing support

· Management of information system

(1) 
Development of Clear Cut Debt Recovery Unit
· Documents standards: monitoring and review process 

· Any other issue the bank considers important in her leading operations.

(2) 
Strong Departmental Organization
It is important to develop a strong developmental organization which clearly defines lines of responsibility. The departmental should be staffed with capable, resourceful debt recovering officers who back technical competence with the ability to make sound decisions. 

(3) 
Debt Recovery Review Programme
The fact that a bank has a strong credit department not withstanding a debt recovery and review programme facilities control of the quality of the debt portfolio.

(4) 
Training
Training is important as long term for efficient debt recovery unit. New banks short circuit training enticing trained personnel; this does not remove the need for continuous training both in-house and externally. Continuous training ensures that debt recovery unit operates within guidelines of the banks philosophy as a good debt recovery management goes beyond good credit analysis. Debt recovery officers should on a regular basis be informed of changes in regulations and status as they affect the debt recovery policy of the bank.

(5) 
Management of Information System
All the mentioned above will be ineffective in the long run if they do not receive full and continuous support of senior management. Very often, stringent measures introduced as an aftermath of a rise in debt problem. Central Bank has its long sticks to wield in the erring banks. When all these measurements were dated over-times as a result of neglect of pressure to perform, management must constantly plan brief, resource data, customers, dossiers and store its information.  

Strategies to Efficient Debt Recovery
As efficient debt recovery requires co-operation and integration of both leaders and recovering operation. It is usually a good policy to involve the giver of the loan and the debt collector as the intimate knowledge of the customer during the initial credit appraisal will assist him during the recovery programme.

When a loan has turned delinquent (problematic or even doubtful, special efforts is required to facilitate recovery in which case as it is obtains in most banks as a result of prudential guidelines, a specific department is created to tackle the debt recovery.

For every creditor, he funds himself in a position that requires him to set in motion all avenues to collect his debt. We will examine the strategies and elements involved in making and implementing the decision to collect debt in taking a good decision towards efficient debt recovery, the decision is usually made after the debt has become doubtful and in some cases “lost”. There are usually long negotiations with the debtors to fund out where and how the loan has turned bad, if it is a case of fraud, the bank wants to collect the debt immediately. The other issue is where the debtor has dissipated his or her assets to an extent that collectability of the loan has become very doubtful. The bank should always ask three questions in considering decision to recover debt.

a) Will failure to take action be derogatory to the banks interest?

b) Will failure to take action allow further deterioration of the situation?

c) What cause of action will be the most effective in solving the problem, and is it fair and equitable to the debtor under the circumstances?

If the bank has examined the questions and are affirmative, the bank should take immediate action. However, it must determine what course of action to be taken without much difficulty. Consideration should be given to the kind of debtor the bank is dealing, with the aid to the total circumstances surrounding the loan.

Types of Debtors   

Most debtors will be in one of the following categories:

(a) The honest debtor who has gotten into financial difficulty that prevents him or her from meeting obligations when due. This could be due to a bad business decision, on economic downturn, causality losses.

(b) The debtor who is basically honest but who has gotten into several difficulties which may be due to poor management, speculation or over expansion or over-trading.

(c) The irresponsible debtor who has prudently and recklessly gotten into difficulty.

(d) The debtor who intends to commit fraud and who therefore has intentions of paying his creditor.

Strategies for Debt Recovery 
The cause of honest debtor who finds it difficult to pay immediately is difficult to handle. The debtors readily admits owing the debt and often have very legitimate reasons for his/her inability to meet up with his or her obligations such as sickness, an economic downtown, poor management etc. even though the debtor is honest, the situation may well have deteriorated to the point where loan is wholly or partially in collectible. In this case, legal action should be considered only in the light of the probable result it will produce. If the debtor’s assets have been totally dissipated, legal action may fail to result in a recovery of any kind, and in addition the bank may be required to pay heavy court costs and lawyer’s fees, the bank may be constrained to write off the debt from the banks profit and loss account.

In case of fraud, judgment should be obtained with all speed. In many instance, by the time the creditor realizes that the debtor is in trouble, it is too late to make any kind of recovery. If the debtor business has been terminated, or its terminating immediate steps should be taken to preserve the collateral in which the creditors has security interest and to ensure that proceeds of assets sold are applied against the indebtness as long as the creditor can prevent the diversion of proceeds and the disappearance of collateral, it is usually better for the debtor to terminate his or her business in a voluntary basis for the bank to force termination. Assets sold as a voluntary sale can usually be expected to bring better price than those sold at a liquidation sale by a creditor. Liquidation sale usually involves substantial costs.   

Retaining A Lawyer 

Retaining a lawyer is another strategy to efficient debt recovery. He assists the creditors in determining what remedies are available, assess the possible effectiveness of these remedies and represent the creditor in court actions. Instituted to implement these remedies, most banks retain a lawyer who performs a legal work for the bank from time to time and may wish to retain a lawyer who is a specialist. A high degree of knowledge of this particular area of low aggressiveness and resourcefulness are also extremely helpful for self collecting to have a close working relationship with the banks commercial loans officers. He should have an in-depth understanding of banks attitude and policy as well as the manner in which it services and documents its loan.

The bank should furnish the lawyer with all information pertinent to the collection case, including copies of financial statement notes; collateral receipts and memoranda. The share should be thoroughly discussed with the debt-collector to readily establish in his or her mind what has occurred and the sequence in which it occurred. The lawyer, once he had become completely familiar with the situation and has an opportunity to analyze if should then represent his recommendation to the banks officers.

All available alternatives should be considered in the light of cost and probably result made by the bank when the possibility of recovery is slim. The cost of taking legal action may simply be too high in which case the bank may decide to waste-off the loan and take no further action, otherwise the bank will attempt to collect the loan by persuasion and psychological pressure and applied by its lawyer, re-possession and liquidation and collateral bringing suit against the debtor or a combination of means. It should be emphasized that each collection case is individualistic in nature, and that a proper course of action in one case may be completely improper in another.

Debt Recovery Strategies in Financial Institution
The Debtor-Creditor Relationship 
1) Essentially, the debtor-creditor relationship is contractual in nature. Legally, a debtor is inequitable presumed to have made a personal engagement or understanding to discharge his understanding. In order to ensure a legal action to recover payment in the event of default was not in exercise, the creditor will reasonably require one form of security or the other. This is the purpose of security in tending.

2) The Concept of Security: Security as a legal concept is a transaction whereby a person to whom a debt is due by the debtor is offered rights exercisable against some properties of debtor to discharge the indebtedness. The various forms of security include the followings:

· Land 

· Life policy 

· Shares 

· Lieu on deposit


Let us now proceed and examine each of these securities by considering their perfection in law and the desirability or otherwise of these securities.

Land  
Perfection of Land as a Security 


Land can be taken as security by taking a mortgage of the land. The legal procedures may be presented as follows:

· Investigation of Title:  Proper legal search and documentation. This should be signed appropriately. Original document must be in the security file. This file is different from the credit file.

· Physical Action: The following will be performed by the solicitor.

a) Report 

b) Drafting 

c) Application for government consent

d) Engrossment 

e) Assess and stamp

f) Return to government’s office for endorsement

Mortgage Land 
Generally speaking the laws applicable to mortgage in Nigeria can be found in the property and conveyance Act 1881.

A mortgage is a conveyance of land (i.e. transfer of title of land) or assignment of chatter as security for the payment of a debtor the discharge of some other obligations of which it is given”.

1) Lindley M.B. In Santley Wild (1899): The distinctive nature of a mortgage is that a party transfer has little inland or burns other chattels, to another person as a security for the payment of loan or some other obligation owned to that other person. The transfer is known and however made subject to the condition upon the repayment of the loan; the property shall be recovered back to the transferor. The party who conveys the property by way of security is called the Mortgagor. The lender to whom the property is conveyed is called the mortgage and debt for which the security is created is termed the mortgage debt. Once the property is conveyed to the mortgages, be acquires a priority interested which is real in the property and i.e. therefore a secured creditor whose interest of other unsecured credition. Hence, the mortgage is entitled to receive payment in full in the event of the bankrupt of the mortgagor, provided the mortgaged property fall in value and becomes worthless than the debt the mortgage will only be secured creditors to the extent of its value and he must prove in the mortgagors bankruptcy with the unsecured creditor for the remainder of the debt.

2) Life Assurance Policy: This is a document confirming a contract whereby the assure in consideration of agreed premium undertaken to a person named in the policy a certain sum of money in the death of the person whose life is assured or on obtaining of a certain age by the person whose life is assured.

Life Policies as Lending Securities  
Life assurance polices serve a form of lending security taken by banks. But before a bank will take a life policy as a security form the debtor, the following conclusion must be observed.

i. Insurable Interest: This is means of interest which a person have in the subject matter of insurance by reason of which he stands to benefits from the continuous existence of the subject matter and by reasons of which he stands to the diversity affected in the event of the destination or loss of the subject matte of insurance. Except in life policies or equitable in the subject matter of insurance.

ii. Surrender Value: This is the sum which the insurance company is willing to pay in cancellation of its ability of the policy. A life policy will obtain a surrender value provided premium has been paid for as least two years. Before a banker takes life assurance policy as security he must ensure that the policy has attained a surrender value and the loan to be granted should be within this value.

Shares
Shares may be used as a security for lending either by creating a legal mortgage or an equitable mortgage over the shares.
Legal Mortgage: A legal mortgage of share is affected when a mortgage transfers his shares to the bank (i.e. the mortgage subject to a provision that upon a repayment of the loan, the share shall be re-transferred to him.

In taking a mortgage of shares, the bank should note the following:

a) Where a company is a public or private company, for in a private company, the article shall restrict the right to transfer his shares and this adversely affect the bank as the direction may refer to register a transfer in reliance on the article.

b) That the shares are fully paid, as the company is legally entitled to forfeit shares in respect of which calls to pay have not been honoured.

c) That a proper instrument of transfer is used as the company may legally reject a transfer, if the proper instrument has not been used.

d) That the share certificate is not forged.

Lieu on Deposit
Sometimes a banker might grant a bank credit to a customer who has with the banker a deposit of an amount of credit, when this is done, it means that the banker is giving the loan on the security of the customer deposit with it and that is called Allien.


This security is very easy to take and need only be in writing signed by the customer/borrower usually takes a loan on this basis when it has invested by depositing for a fixed and is in dire need of working capital immediately. If the customer was to withdraw the deposit to finance his working capital need, he will loose the interest for the next six months or even suffer a penalty. 

Apart from this type of lieu, the term lieu also encompasses a lieu that arises by operation of law and is not precluded my taking a specific security for the loan.

The right of lieu arises when cheque paid in for collection of the amount to which a customer indebted to the bank. However, if there is an agreement precluding it or if the bank is aware of a prior change or the funds, a right of lieu cannot be expressed by the bank.

Also, bankers have a general lieu of all securities deposited with them as banker by a customer unless there be an express contract inconsistent with lieu.

The Problem of Interest Element in Debt Recovery 
Interest is the cost of funds for a borrower and the profit or returns in investors to a lender. Once an account is regular in all aspects and is being conducted according to the terms and conditions of the sanction interest in under the accrual system of accounting and booked into income on a regular basis.

However, both the statement of accounting standard on accounting by banks and non bank financial institution as well as the prudential guidelines for licensed banks have given in clear terms new rules for the treatment of interest on non-performing advances, in order to avoid the incense of clearing proper profits, the ruler of classification of advances into performing and non-performing advances.

In order to avoid the incidence of clearing paper profits, the rules of classification of advances into performing and non-performing have been well elaborated. 

Different percentages of provision requirements have been specified for the non-performing categories dividend into sub-standard, doubtful and lost.

While the guidelines recognized the need to recognize reference when they also require for provision to be estimated reasonably. The measure is aimed at ensuring the reliability of published operating result. The criteria to be adopted for the treatment of interest on performing credit facilities are reproduced below:-

a) All categories of non-performing credit facilities should automatically be placed on non-accrual, status, that is interest due there on should not be recognized as income.

b) Interest previously accrued and uncollected but taken into revenue should be reversed and credited into suspense account specifically created for this purpose which should be called “interest in suspense account”, unless paid in cash by the borrower future interest charged should also be credited into some account until such facilities begin to perform.

c) Once the facilities begin to perform, interest previously made against principal debt should be recognized on cash basis only. Before a non-performing facility can be re-classified as performing unpaid interest outstanding should not exceed 90 days. The problem of interest in debt recovery arises therefore, from this inability of banks to earn it as an income, since interest income is a legitimate expectation at the time of allowing the facility. The failure to realize such income when due becomes a problem for the bank. If the problem is with loan principal, solution can be sought working out a new repayment arrangement i.e. re-scheduling the facility. The balance sheet of the debtor can be re-structured in such a way that the company become strong and more to meet its commitments.

However, may attempt to defer actual receipt of interest firm the debtor by adding to it, the principal will lead to the bank declaring what is now known as “paper profit”. Interest income has to be recognized only when it is actually earned or realized.

Banks are in business to make money and once this objective cannot be attained, then they can be well close shop and go into other activities that will pay them better. Operating profit must be the goal as it is only this that can sustain the bank in business. If the lending activity cannot be at a profit to it, then the banks do not have business lending money.

Reducing the Cost In Debt Recovery 
Once a facility shows sign of delinquencies and is eventually classified, there is every likelihood that the facility has become unprofitable to the bank, until several ways are available for the evacuation of the cost associated with classified of problem loan, some of these costs are not easily quantifiable. It now examines debts and determined the ways they can be reduced or minimized. 

Cost Arising From Provision for Bad and Doubtful Debts 
As it is noted earlier, the prudential guidelines have spelt out the provision that banks have to make in respect to non-performing loans and advantages. The true categories of non-performing credit facilities and the provision required to be made are listed as follows:

Category 1


Substandard  


10%

Category 2


doubtful 


50%

Category 3


loss 



100%

A substandard facility is described as anywhere interest or principal has not been serviced for more than 90 days but less than 180days.

A doubtful facility is one where interest or principal has not been serviced for at least 180 days.

A loss facility is one where interest or principal has not been serviced for 360 days.

Apart from the above “objective” criteria, there are other so called “subjective” criteria which are also applied in classification of account.

The last implication of the above is quite obvious as provision have to be made from out rent profits. The dent on probability of the bank increase as we move on from category 1 (sub-standard) through category 2 (doubtful) to category 3 (loss). As the quantum of the banks classified accounts increases, so also the profit diminish. Consider the example below:

Bank X carried out a comprehensive review of its advances portfolio as at 31st December, as required by the prudential guidelines. Out of a total of N250 million, 30% is classified as substandard, 15% as doubtful and another 10% as loss. What is the effect on the probability of the bank? How much is required to be provided by the bank for the non-performing loan? 

Solution 

Total loan = N250m

	Distribution
	Amount
	Category
	Provision

	30% X = N 250m
	= N 75m
	I
	75,000,000

	15% X =  250m
	= N 37m
	II
	37,500,000

	10% X =  250m
	= N 25m
	III
	125,000,000

	Total 
	= N 137.5m
	
	137,500,000


Balance 45% = N 1,125million performance 

Bank X therefore has to make a total provision of 137,500,000 from the profit declared for the year ending. It is evident that the bank must be able to generate a large amount of profit to be able to absorb this level of experience. However, an examination of the probability profile of the major banks during the last couple of years after the introduction of the prudential reveal the serious cost implication of the prudential guidelines reveal the serious cost implications of having a large a large chunk of credit portfolio as non-performing.

In the example above, let us assume that the guide lines are allowed to the letter. It follows that by the end of March 2006, since the guidelines specify a quarterly review of advances at leas, the accounts have not been regularized or adjusted, when these in category I will move to category II and those in category II will move to category III. The cost implication of this will stagger the imagination of one extends the projection and review to June, September and December 2006. Note that under normal circumstances, fresh accounts are being added to the loss after every review.

How does one reduce the cost in this case? A well co-ordinate recovery programme is the obvious solution instead of allowances cases to degenerate, one can put pressure to either adjust or to re-activate more than from category III to I, thereby reducing the impacts on profits. 
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CHAPTER THREE

RESEARCH METHODOLOGY
3.1
RESEARCH DESIGN
This chapter explains in details the procedure followed in arriving at the inferences of this research work. Research design has been defined by Donald S. Tull and Del. J Howking as the specification of procedures for the collection and analysis the data necessary to help solve the problem at hand, such that the differences between the cost of obtaining various level of accuracy expected value of the information associate with each level of accuracy is maximized.

3.2 
SOURCES OF DATA

Basically, there are two major sources of data which can be used. They are:

· Internal Source of Data

· External Source of Data

The Internal Source of data: is a set of data collected by a user or by an organization and used for the purpose of collection. Internal data is thus a primary data. Examples are; data on sales of a commodity made by the marketing department of an organization; data on strength of staff made by the personnel division of an organization, data on salaries by the accounts department and experimental data by the laboratories. Data that is used for the purpose which it is collected is known as Primary Data.

The External source of data: are secondary data collected outside on organization and may be needed to supplement internal data. They can be obtained from government agencies, private organizations, trade association.

3.3
POPULATION OF THE STUDY

In gathering information in any survey work, the research helps the researcher to determine a particular condition from the reaction of the objective concerned with the study. Hence, the term populations in research, population or otherwise known as universe or a researcher study “refer to any group of people or object which are similar in one way and which form the object of study in a particular survey”.

The total populations of this research study are all the senior member of the credit department and the credit manager making a total of ten people.

3.4
SAMPLE SIZE

Sample Size: This occurs when a number of sampling units (fewer than the aggregate) is drawn from a population and examined in detail. This information is then considered as applying to the whole universe”. In this research however, the rule of thumb was applied in determining the sample size. The decision is to identify sample size of people out of ten, hence the number of respondents required for this study is calculated as follows:

60   x   100
100 
  1

It is believed that 60% of total population will enable the researcher to draw on inference from the entire universe.

3.5
METHOD OF DATA COLLECTION

The data used for the analysis in this study were obtained entirely from annual reports and accounts of the individual banks used for the past five years (2012) having their fiscal year ending 31st December. To narrow the discrepancies that could inevitable result, the researcher used only First Bank and the Central Bank publication.

3.6
METHOD OF DATA ANALYSIS

The purpose of data collection is to get data for the problem defined. Data collections consist of presenting a stimulus to a respondent or subject and decoding his or her response 3.4.2

There are basically two types of data collection method made use in the project work. They are:

(i) Primary Data 

(ii) Secondary Data

Primary Data: These were gathered for the purpose of this research work. They are data which the researcher collects from the source and made use for the first time. It can include data gathered from the company’s staff, customers, knowledgeable people and other source of information. There are three methods used in collecting primary data. They include observation, experimentation and questionnaire approach.

Advantages of Primary Data  
i. The chance to influence the result is reduced 

ii. Data collection can be easily tabulated and interpreted

Secondary Data: These are information already in existence which has been gathered for specific research objectives. They are data already published and collected for the purpose of research needs; they are accessible data and merely have to be looked for.

Advantages of Secondary Data 
a) It is very economical: Instead of gathering data from going to places to get first hand information, transportation cost, editing and tabulating results. Researchers can go to the library to get information from published records or people.
b) It enables the researcher to collect information which ordinarily they will not be able to get.
c) Bias which might occur if the researcher obtained information directly is removed.

3.7
LIMITATIONS TO METHODOLOGY

In this study, secondary data were used in gathering of information, use of the bank’s financial statement and bank’s accounts.
CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1
DATA PRESENTATION


This data deals with analysis, interpretation and the testing of hypothesis, it is very vital in a research study of this nature because only accurate data and concrete conclusion.


This study makes use of common size analysis in its interpretation of and debts figure for the past two years. A study of the trend of these years, most banks have not had a concrete or land down system of credit management and recovery.

The treatment has been on the rules laid down by most credit manager. The bad debt figure of First Bank Plc has been on increase over the years. This has been due to the vacancies which makes lending activities difficult and unpredictable.

First Bank over the years has attributed its increase in bad debt figure to various reasons such as:

i. Turn down in the economy of the country.

ii. Recovery drive is not aggressive enough

iii. Unqualified managers were employed to make important decision.

iv. They have poor managements of the accounts.

Due to the problem encountered by most banks in the country, the Central Bank of Nigeria decided to impose a new and far reaching requirements on banks in their debt classification. These guidelines are based on accepted standard prevailing in the banking industry nationwide. These guideline can be seen as either conservative or comprehensive for it gives practice rules in many instances where previously. 

Management would have exercised discretion more recognition and provision are now to be governed by prudential guidelines and international standard. The uniformity of treatment will greatly aid the effective comparism of balance sheet and accounts in the industry.

Despite the criticism of the prudential guidelines, it has regulated the bad debts figures and has intensified recovery effort thereby causing an increase in the debt recoveries of the First Bank. These efforts are expected to continue and will be highlighted later in the chapter, it is clear however that the implementation of the new regulation has an impact on the profitably and balance sheet of First Bank Plc.

Classification of Debts In the First Bank Plc 
Apart from prudential guidelines imposed on all licensed banks, First Bank set out categories of debt as classified below:-

Category A


These are debts, the immediate recovery of which is considered in any degree doubtful or likely to be unduly protracted even though ultimate cost to the bank is not expected and provision not considered necessary. The provision of the central bank guidelines has over-ridden the internal guidelines for categorization of such debts and as such, due cognizance of the letter must be given each time a debt is to be delegated into this category.

Category B

These are debts in the books of the bank which have risen as a result of staff defalcation, irregularities, the recovery of which may tend to be protractile or unlikely. Such debts arise from categories that are capable of making recovery difficult or totally impossible.

Again such debts also qualify for the classification under prudential guideline and special core is required when classification is to be made.

Category C 


These are debts in the books of the bank, which have a reason from mistake by the bank of which are contingent ability in respect of litigation against the bank by its customers.

Growth of Classified Debts in Few Years 
In order to fully appreciate the need to intensify efforts being made towards the recovery of classified debts, it is considered pertinent to give an analysis of the bank’s total classified debts showing the rather hypertensive growth in the number of accounting value of the debt Viz-a-viz recovery figures in the last few years of bank’s operation.

TABLE 4.1:
Analysis of Loans & Advances & Provisions There 

	
	N 000

AMOUNT PROVISION
	N 000

RCQ
	N 000

PROVISION AMOUNT
	N 000

REQUIRED
	RATE OF

PROVISION

	Gross Income 
	23,734,312
	35,576,37
	1,934,567
	3,101,345
	%

	Performing 
	14,106,23
	115,123
	6,112,486
	16,798
	2

	Non-Performing Standard
	10,245
	756
	22,613
	4,235
	9

	Doubtful
	83,486
	48,892
	15,560
	9,708
	40

	Loss
	7,311,456
	4,501,692
	2,161,490
	5,617,018
	100

	
	23,734,312
	35,576,37
	1,934,567
	3,101,345
	


Source: First Bank’s Annual Reports and Accounts (2025)

TABLE 4.2: Fluctuation in Bad Debt Analysis 
The Bad Debt to Dividend Per Share 
	
	N000

2024
	N 000

2023
	% Charge

	Bad debts
	456,970
	3,450,751
	59%

	Dividend per share 
	90k
	60k
	50k


Source: First Bank’s Annual Report and Account (2025)

TABLE 4.3: Bad Debts to Loan & Advances
	
	N000

2024
	N 000

2023
	% Charge

	Bad debts
	649,790
	413,013
	39%

	Gross loans 
	293,723,501
	5,314,110
	601%


Source: Research Survey, 2025

TABLE 4.4 Table Showing Bad Debts to Loan and Advances
	
	N000

2024
	N 000

2023
	% Charge

	Bad debts
	298,727
	211,853
	29%

	Gross loans 
	1,667,7501
	9,931,714
	404%


Source: Research Survey, 2025

 TABLE 4.5: Bad Debts to Profits
	
	N000

2024
	N 000

2023
	% Charge

	Bad debts
	649,173
	615,010
	40%

	Profit
	2,896,470
	1,975,480
	19%

	Bad debts to profits
	7.8
	2.19
	


Source: Research Survey 2025

Types of Credit Facilities 
There are various credit facilities provided by First Bank Nigeria Plc. They include:

1. Overdraft: It is a revolving short term facility, usually for the purpose of working capital. It is usually renewable at clients’ request. Overdraft can be classified as follows:

· Clan Overdraft:  A facility that is given without security. It is normally allowed to high network customers of impeccable integrity and undoubted financial strength with consistent profitability history. Repayment is usually made on or before maturity as may be agreed between the bank and the borrower.

· Temporary Overdraft: It is a privilege extended to customers who maintain satisfactory accounts to overdraw their accounts for a short period of time. TOD’s can be allowed against cleaning instruments and LPDS. The facility is extended for a period of not more than 30 days except where especially extended by the management. Repayment is normally from realization of instruments or proceeds of LPDS.

· Excess Overdraft: It is for parties who are already availing sanctioned overdraft facilities, additional amount over and above their limit may be granted at their request. The party will be required to adjust the excess allowed within a period of 30 days.

2. Term Loan:  Is a facility extended for the purpose of projects, acquisition of assets or such other requirements as may be approved. Term loan as distinct from other products are structured along the following parameters.

i. Tenor of the facility is usually over one year but less than five years. Tenor in excess of five years may be considered based on nature and type of project.

ii. Moratorium of not more than two years to accommodate gestation period of the project.

iii. Repayment should be staggered to allow for generation of income from the project and is usually structured to be on monthly, quarterly, half yearly or any other periodic interval as may be approved. However, premature adjustment of term loan may call for a penalty for the remaining life of the facility.

iv. Client stake in the venture to be assessed and should not be less than 20% of the total project cost.

v. Drawn-down in full or partial to be subjected to clients own contribution being in place if in cash or on site if in kind.

vi. Piece meal disbursement to be based on progress of work as may be certified by a competent professional.

3. Inland Bills Purchased: It is allowed against confirmed bankers cheques and drafts. CBN cheque and cheque of blue-chip companies and adjustable from the period of such instruments.

4. Direct Credits: This is similar to IBP except that the customer account is credited with full value of the instrument which must also be confirmed by banker’s cheques draft only, subjected to head of approval.

5. Trade Finance: This product is available for financing customers import transaction and a subject to the standard credit appraisal of the bank with additional condition as follows:

i. Bank’s contribution is limited to a maximum of 60%

ii. The tenure of the facility is a maximum period of 120 days from the date of disbursement

iii. The facility to cover the purchase of fire and not to cover other incidental cost e.g. clearing 

6. Bank Guarantee/Indemnities: The bank can issue guarantees; the issue must be fully secured. Concession may however be at management discretion and subject to approval limits, be given to first class customers of the bank whose capacity to perform in not in.

7. Performance Bond: This is an undertaking required by a principal from contractors bank stating that the contractor has the ability to perform the contract. It normally covers an agreed period of time.

8. Agricultural Finance: The banks agricultural lending policies are over:

a) Appraising proposal for banking, bearing in mind the actual needs of the client.

b) Providing extension services to the former client at production stage to improve their profitability.

c) Encouraging farmers to form groups for the purpose of such thing. The framework of the lending is as per the Agricultural Credit and Guarantee Fund (ACGSF) of the Central Bank of Nigeria.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1
SUMMARY 

It has been established through the foregoing study that the critical issue of credit recovery strategies is an effective and efficient compliance with the prudential guideline. These guidelines are aimed to standardize our banking systems with those preventing in the banking industry worldwide it now requires that all licensed commercial banks review their portfolio at least once a quarter so as to safeguard the accounts.

The strict implementation of the regulation has had an impact on the profitability and the balance sheets of most if not all banks in Nigeria (with special emphasis on First Bank Plc) which allow the bank to write off the provision for bad and doubtful debts over four years. This study also revealed some criticism of the special.

i. There is little or no allowance made for special condition of the Nigeria environment. It seems inappropriate to improve the international standard of 90 days as the provisioning starting point for area of interest and the principal payment. This makes it realistic because of the bureaucracy involved and the length business cycle.

ii. Treatment of Securities: There is little account of perfected security which depends on the cause of realization. 

iii. Banks have been criticized for failing to assist embargo business for not paying their fall role development of local venture. The provision is likely to make more enthusiastic to take on such risk. It will also prompt a fight to quality in the choice of lending customers. 

iv. It will also pose more problem in comply with government directives on lending to the agricultural sector and to rural district since the tract record of such lending implies higher than average risk, the effect of which cannot be hidden much longer.

v. Success in obtaining repayment will take an over greater significance and banks are unlikely to be as patient with recalcitrant customers as in the past.

5.2
CONCLUSION 

 
It is obvious from the analysis and deduction that the management of debt recovery is a highly sensitive area for financial institution and as such requires staff and expertise in the efficient and effective management. In recent years, most banks have been rather relaxed in the management of loan and advance portfolio deducting interest on bad accounts and recording only paper profit as to the actual profit made. It also has been calculated in our uniformed manner. Some banks have gone under because they have not been prudent in their giving of loans and have not limited it to a particular ceiling.


Administratively, account rated “performing” should be managed by loans officers whose requisite level of experience should increase with susceptibility of the account to danger. By nature of their account management function, and notwithstanding, their level of experience, loan officers should work closely with the bank, loan review functioning in monitoring. Whatever problems there are on non-performing loans. Where the accounts remain outstanding for 360 days or more with the principal and or interest unpaid and are not secured by any collateral such loan should be considered lost and write-off applied for the appropriate authorities as per the institutions loans review policy.

Most importantly, all legal documentation need be reviewed to ascertain the banks legal position and strength. Should there be any legal documentation yet to be perfected, this must be done immediately rattled, the bank, needs his/her co-operating this time, where the client is not cooperating with banks needs help to map out a different and carefully determined aggressive strategy. The bank must ensure every step taken is in line with the loan agreement.

1.7 RECOMMENDATIONS    

It is evident that First Bank Plc has witnessed some temporary inconveniences and setbacks with the prudential guidelines but it has been welcomed to sanitize the banking system and its practices. The following findings have been articulated.

1. Introduces realistic standings for the recognition of income and loses which was shaken the complacency of First Bank and other old banks, and it has prevented the new ones from indulging in the manipulating of earnings.

2. It has lightened the credit control generally the banking industry 

3. Banks will be forced to take a tougher and possible loss socially responsible stance with troubled customers as relates to recovery strategies.

4. In order to have an effective planning and managing a debt recovery unit, the following has to be critically put in place.

a) Clear-cut recovery policy

b) Loan review programme

c) Comprehensive Credit folios

d) Training and re-training of qualified personnel 

e) Management support

f) Management information system


In conclusion, adequate care is required in all cases to save the bank from unnecessary expenses of some of the cost associated with recovery such as opportunity cost. Image problem and loss of confidence in the bank will most likely result when a bank’s classified accounts are so large and cannot easily be qualified. Therefore, the ultimate solution to the problem is sound management at all levels.
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