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Abstract 
This study is aimed at analyzing the credit management in the banking 

industry in Nigeria with particular reference to Keystone Bank Limited 

Bauchi Branch. The significance role played by credit in the economic 

growth and development of a country cannot be over emphasized. The study 

employed a survey research design and the population consisted of 300 

respondents. Primary data was used One hundred (200) Questionnaires 

administered to bank customers and staffs randomly which cover the sample 

size was used in generating data for the study. Data collected was analyzed 

using frequency table, percentage while the non-parametric statistical test 

Chi-square were used to test the formulated hypotheses to analyze credit 

management in the banking industry. The results of the findings shows that 

analysis of credit management improve banks quality performance of loans 

through proper collection of necessary documentation from their customers. 

Therefore, the following recommendations were made that banks should 

establish sound and competent credit management unit and recruit well 

motivated staff. They should as well ensure that the chief executive avoid 

approval in principle in the credit management. They should have a 

monitoring and control unit or department to carry out a sort of post-modern 

exercise that control and monitor credit facilities and also ensure 

completeness of all conditions precedent to draw down. Prior to the above 

details and guides Bank credit management will be improves, if banks 
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Introduction  
The Central Bank of Nigeria 

established a credit Act in1990 which 

empowered banks to render returns to 

the credit risk management system in 

respect to its entire customers with 

aggregate outstanding debit balance of 

one million naira and above Ijaiya & 

Abdulraheem (2000). This made 

Nigerian banks to universally embark 

on upgrading their control system and 

risk management because this 

coincidental logical weakness to 

financial risk. The researcher, a New 

yolk-based, said that 40% of Nigerian 

banks that made upper changer at 

value in West Africa, has reduced the 

operating lending as a result of bad 

debts which hit more than $10 billion 

in 2009 and this has led to a tied-up 

questioning asset that is holding 

almost half of Nigerian banks. The 

Central bank of Nigeria fired eight 

chief executive officers and set aside 

$4.1 billion in order to bail out almost 

10 of the country’s lenders. There 

form which was introduced by Central 

Bank of Nigeria (CBN) in 2010 has 

made Nigerian banks resume lending 

supporting assets management 

companies and set ups make full 

provision for bad debts that will boost 

the market. 

Credit management in our banking 

sector today has taken a different 

dimension from what it used to be. 

The banking industry has adopted a lot 

of strategies in checking credit 

management in order to stay in 

business. Thus, amount of money as a 

result of the turning source of credit 

exposure and taken interest rate 

position. Nigerian banks are being 

required in the market because of their 

competence to provide transaction 

efficiency, market knowledge and 

funding capability. To perform these 

roles, the banks act as the most 

important participants in their own 

balance sheet to make it easier and 

making sure that their associated risk 

is absorbed. Credit extension is 

essential function of banks and the 

bank management strives to satisfy the 

legitimate credit needs of the 

effectively and strictly adhere to them in the course of business in order to 

achieve the objectives of the banks as profit maximization industries. 
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community it tends to serve. This 

requires exercising prudence in 

handling the funds of depositors. Banks are trying to make the database of credit 

risk management system more open for them to be more functional and 

recognized as to enable banks to enquire or render statutory returns on 

borrowers. There are some banking practices which increase the risks in the 

bank and cannot be easily changed. 

Credit risk management helps credit expert to know when to accept a credit 

applicant as to avoid destroying the banks reputation and making decision in 

order to explore unavoidable credit risk which gives more profit. Controlling a 

risk results in encouraging rewards that give internal audit more technical 

support service and customized training in banks or financial institutions. This 

research is presented to outline, find, investigate and report different state of 

techniques in risk management in the banking industry. 

 

STATEMENT OF THE RESEARCH PROBLEM 

Most of the failures experienced in the Banking industry prior to the 

consolidation era were results of imprudent lending that finally led to bad loans 

and some other unethical factors Ogundepo & Olanirul (2008). Also the 

problem of poor attention given to distribution of loans has its effect on the 

bank’s performance. Diversion of money collected as loan from the banks to 

other ventures. Some bankers are not actually considering the necessary criteria 

for disbursement of loans to the customers. This study intends to outline, 

evaluate the factors influencing credit management, effects and quality of 

services of credit management  

 

OBJECTIVES OF THE STUDY 

The main objectives of the study are to: 

i. Evaluate the  factors influencing the credit management in the 

banking industry particularly reference to Keystone Bank Limited 

Bauchi Branch 

ii.  Investigate the effects of credit management in Keystone Bank 

Limited Bauchi Branch  

iii. Examine the quality of services of credit management in the 

selected Keystone Bank Limited Bauchi Branch  
 

LITERATURE REVIEW 

THE CONCEPT OF CREDIT 
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According to Onyeagocha (2001), the faith placed by a creditor (lender) in a 

debtor (borrower) by extending a loan usually in the form of money, goods or 

securities to debtors. Essentially, when a loan is made, the lender is said to 

have extended credit to their borrower.  Credit can therefore be defined as a 

transaction between two parties in which the creditor or lender supplies money, 

goods and services or securities in return for promised future payments by the 

debtor or borrower. 

There are three major types of credit. These are commercial credit, consumer 

credit and investment credit. 

Commercial credit can be bank credit such has overdraft, loans and advances; 

trade credit from suppliers; commercial papers (or note); invoice discounting; 

bill finance; hire purchase; factoring etc.  

Consumer credit is a kind of permission granted to an individual or a 

household to purchase goods like refrigerator, television, car, electronic sets, 

which could not be paid for immediately but for which installment payments 

are made over a period of time. 

Investment credit allows a business concern such as corporate body, sole 

proprietorship or partnership to obtain credit for capital goods for expansion of 

factoring or procurement of machinery. 

The tenor of a loan varies from short to medium and long term depending on 

the institution nature and functions. 

The importance of credit (and consequently the role of banks) in the economic 

growth and development of a country cannot be over-emphasize. The functions 

of credit are primarily two: 

✓ Firstly, It facilitate the transfer of capital or money to where it will be 

most effectively and efficiently utilized; and  

✓ Secondly, credit economizes the use of currency or coin money as 

granting of credit has a multiplier effect on the volume of currency or 

coin in circulation. 

Perhaps, the cost of credit (not able interest and discount rate) is one of 

essential tools to be used as a control is through its monetary policy.  

 

Despite the important role played by credit in the economy, it is associated with 

a catalogue of   risks. According to Obalemo (2004), credit risk is an assumed 

risk that a borrower won’t pay back the lender as agreed. 
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The various types of credit risks include management risk, geographical risk, 

business risk, financial risk and industrial risk. The probable occurrence of 

partial or total default requires a thorough risk assessment prior to granting 

loans. 

 

TYPES OF BANK CREDIT 

1. LOAN AND ADVANCES 

a. OVERDRAFTS: These are the most common and simplest forms of 

credit facilities. They are usually granted for working capital purposes 

and the amount outstanding is expected to fluctuate over the life of the 

facilities, depending on the borrower’s working capital financing needs 

at any material time. 

Overdrafts permit the borrower to use those amounts required on a day 

to day basis, thus, saving unnecessary interest charges. In accordance 

with general banking practice, overdrafts are repayable on demand and 

can be cancelled at the bank’s option without prior notice to   the 

borrower. The overdraft limit is usually communicated to the customer 

and this limit serves as the bank’s reference point in all drawings by the 

beneficiary. 

b. ADVANCES: An advance is a short-term credit which is granted for a 

definite period, usually between 30 and 180days. They are usually 

granted for specific purposes, for example, payment of various 

collections, refinancing of majority loan, project bridging finance, 

refinancing of letters of credit for project equipment imported etc. The 

exact Maturity date of an advance is normally determined at the onset 

and this makes it possible for the project to have a lower interest charge 

on the advance due to the reduced risk (money rate and credit risk). 

Short-term loans are also used in financing seasonal increases in working 

capital and also in temporary accommodations of a project capital 

expenditure needs, and other long-term commitments, pending final 

negotiation of long-term loan. Most times, short term loans are usually 

renewed at maturity banks predominantly extend substantial amounts of 

short-term loans to farming, manufacturing, small-scale project etc. 

Short-term loans may be secured or unsecured. Banks extend secured 

loans to borrowers who have a high debt/equity ratio, or projects that 

have not established are cord of satisfactory performance and stable 
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earnings or generated enough sales revenue in relation to their capital. 

Large exposures are also often secured. 

Unsecured loans are granted in exceptional cases to projects that are 

properly financed, have adequate capital and net worth, competent 

management, stable earnings, a record of prompt payment of obligations, 

and a bright future. However, unsecure loans often crystallize in to bad 

debts in the Nigerian banking scene. 

a) MEDIUM-TERM LOANS: These constitute important sources of 

intermediate funds for projects and businesses. Medium-term loans are 

usually granted for specific purposes such as investments, equipment 

financing, housing, share acquisitions, agricultural financing, 

construction etc. 

 

A medium-terms loan is a facility with an original maturity of more than one 

year or a loan granted under a formal agreement (revolving credit or credits) on 

which the original maturity of the commitment is in excess of one year. 

Medium-term loans have maturities of between 1 and 5years. They are 

negotiated between a borrower and a lender and are most prevalent in industrial 

projects characterized by heavy fixed capital requirements. Most of the loans, 

however, are made to small projects and businesses which rely on these sources, 

due to their limited access to the capital market. 

Medium-term loans provide flexibility for the user and are a mortised in fixed 

installments on a monthly, quarterly, semi-annual or even annual basis, as the 

case may be. The interest rates on this type of loan amongst other factors depend 

on the general level of interest rates prevailing in the market, the amount and 

maturity of the loan and the credit standing of the borrower. Generally, the 

interest rates is higher than in ordinary advances or short-term loans due to 

higher money and credit risks and the fact that it is less liquid. 

Medium-term loans are usually supported by a loan agreement between the 

bank and the borrower. This agreement outlines the terms and conditions of the 

loan, and other important feature such as: 

1) Preamble which contains the parties to the loan and the purpose of the 

loan. 

2) Amount of loan. 

3) Tenor: The maturity of the loan is usually well specified. 
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4) Repayment schedule; term loans generally specify that a repayment 

schedule be in the form of an annuity. 

5) Interest rate; this is usually specified and may range from fixed rates to 

floating rates. 

6) Security/guarantee. There are usually specifications for collateral. When 

a revolving credit agreement that does not require collaterals is converted 

into a term loan, the borrower may then have to secure the loan according 

to the conditions of the loan agreement. 

7) Representations and Warranties. 

8) Covenants of the borrower:  This is usually includes affirmative 

covenants, the negative covenant and other restrictive clauses. An 

example of a restrictive clause/negative clause are restrictions on the 

borrower from special actions such as increasing its dividend payments, 

making loans to its officers and/or directors and purchasing or leasing 

fixed assets etc. 

9) Events of default/acceleration clause. 

10) Miscellaneous matters. 

 

Usually, a borrower is expected to execute series of promissory notes 

corresponding to each repayment date.  Enforcement of repayment is thus 

facilitated and the parties tend to have a greater faith in the agreement. 

d) LONG-TERM LOANS: Banks in do not usually provide much of long term 

loans.  This is due to the nature of their deposit liabilities from where the loans 

are granted. Recently, however banks have been engaging in long-term lending 

through syndicated loan arrangements. Long-term loans are usually provided 

by investment banks, development banks and various international lending 

agencies. 

Long-term loans are granted for periods exceeding five years, and are usually 

provided for fixed capital requirements. They are amortized in fixed 

installments like medium-term loans. 

The interest rate on this type of loan is tied to market rates and usually is higher 

than other rates in the market, due to the higher risk exposures. 

 

SPECIAL CREDITS 

These are special types of credit facilities extended by banks in favour of various 

projects and businesses. They are usually non-fund based and are classified as 
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credit since they entails some risks on the part of the bank/financial institution 

providing the facility. 

1) Public Works Bond: these are three types of public works bond. 

a. The Bid Bonds or Tender Bonds: The essence of bid bonds is to ensure 

that the party, to whom a project or contract has been awarded, will 

execute the contract successfully. The bid bond is called for the employer 

as soon as the contract or fails to accept the award. 

This is because failure to accept the terms of the contract may result in 

an additional cost of rewarding the contract to another contractor. 

b. Advance Payment Guarantees: most times, a bank is required to issue a 

guarantee on an advanced payment made to a contractor by the employer, 

prior to the commencement of the contract. The guarantee is in terms of 

the contractor’s financial and technical standing. 

c. Performance bonds: banks issue this type of bond on behalf of their 

clients who have contracts. The bond provides a guarantee on the 

contractor’s capability of handling the contract, his financial standing 

and credit rating. 

1. Customs and Excise Bonds: This type of bond is issued by the bank to 

guarantee a third party (usually a government organization) with regards 

to an importer’s capability of making payment of customs duties (for 

imports) and excise duties (for manufactured goods in Nigeria). As soon 

as the customer defaults, the bank would be held liable to pay the sum 

guaranteed. 

2. Bills of lading indemnities: A bill of lading is a quasi-negotiable 

document which confers title to goods. Banks usually issue a bill of 

lading indemnity to their customers, in cases where the goods imported 

into the country arrive before the importer (customer) receives the bill of 

lading. This indemnity issued will thus assist the customer in clearing 

the goods. 

 

The bill of lading indemnifies the shipping company against any loss or 

subsequent c claims on the ownership of the goods covered by the indemnity 

and usually the bank is primarily liable on the indemnity. 

 

DOCUMENTARY CREDITS 
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A documentary credit or letter of credit is a written commitment of one bank 

addressed to an identifiable party to pay the seller of goods or services, an 

agreed sum of money on condition that the seller produces documents 

evidencing that the goods have been shipped or that he has performed the 

services required of him. There are different types of documentary credits. 

These include: 

- The revocable documentary credits, their revocable and confirmed 

credits 

- Others are revolving credits, red clause, and bank to bank’s credit and 

stand-by letters of credit. For our purpose we shall concentrate on the 

following types. 

a. Revocable Documentary Credit. 

b. Irrevocable (Unconfirmed Documentary Credit)  

Irrevocable Confirmed Documentary credit. 

1. Revocable Documentary Credit: A revocable documentary credit allows 

the issuing bank to amend or cancel the credit without notice to the 

beneficiary (the seller) before he is paid. 

2. Irrevocable, Unconfirmed Documentary Credit: This represents a 

commitment by the issuing bank (usually the buyer’s bank) to pay the 

seller, if the terms of the creditor met and it is usually not amended or 

cancelled without the seller’s consent. 

3. Irrevocable and confirmed documentary credit: this type of documentary 

credit offers the best security for payment to the seller assuming he fulfils 

his part of the   contract. In the arrangement, another bank (the 

confirming bank) commits itself to paying the seller, if all the conditions 

of the credit are fulfilled. 

 

Documentary credits could also be categorized according to the terms of 

payment. Here, we could distinguish between sight credit, acceptance 

credits, deferred payment credit, red clause credit and revolving credits. 

i. Sight credit-This is a situation where the beneficiary receives 

payment on presentation and examination of the documents. 

ii. Acceptance credit-In this type of credit, the beneficiary draws a time 

draft either on the issuing or confirming bank or on the buyer or 

another bank, as specified in the documentary credit. As soon as it is 

accepted by any of the parties above, the issuing and confirming bank 
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guarantee payment of the instrument at maturity to any confide 

holder. 

iii. Deferred credit-In this form of credit, the issuing or confirming bank 

issues a written promise to make payment on due date. This contrasts 

with the acceptance credit since in the latter case; a draft is accepted 

upon presentation of properly confirmed documents. Here, there is 

an obvious advantage since the draft being a negotiable instrument, 

could be easily discounted. 

iv. ‘Red-clause’ credit-This is a special type of advance credit. It 

authorizes the advising bank to advance a part of the credit amount 

to the beneficiary to enable him mobilize the merchandise. 

v. Revolving credit-This form of payment, arises where a buyer intends 

to place orders in excess of his requirements. The revolving credit is 

established stipulating intervals of delivery and thus guaranteeing 

payment of each delivery, assuming the terms of the credit are 

maintained. 

 

The process of establishing a documentary credit involves two banks and two 

parties: the importer and exporter. It should be noted that banks adopt normal 

credit evaluation methods in granting these special credits. The basic 

requirements, most time, are the same as in normal loans and advances. 

The two banks involved in documentary credit transactions consist of first, the 

importers’ bank also known as the opening (establishing) bank. There is also 

the confirming or notifying bank that is the exporter’s bank. 

 

CREDIT ANALYSIS 

The essence of credit analysis is to determine the ability and capacity of a 

borrower to repay a loan in accordance with the terms of the loan contract. Banks 

attempt to assess the degree of risk it will expose and the amount of funds that 

would be prudently extended in view of risk involved. The risks in lending stem 

from the various factors that can lead to non-payment of the loan obligation when 

it falls due. Readetal (1980) articulates the risks in lending thus: 

Losses sometimes result from “acts of god” such as storm, drought, fires, 

earthquakes and floods. Changes in consumer demand or in technology of an 

industry may alter drastically the fortunes of a business firm and place a once 

profitable borrower to a loss position. A prolonged strike, competitive price 
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cutting, or loss of key management personnel, can seriously impair a borrower‘s 

ability to make loan repayments. The swings of the business cycle affect the 

profits of many who borrow from banks and influence the optimism and 

pessimism of business people as well as consumers. “Some risks arise from 

personal factors that are difficult to explain.” 

Generally, banks do not knowingly extend poor loans and advance. It is what 

happens after a loan has been made, that causes it to deteriorate in quality. Such 

adverse circumstance may be see as when obvious credit weaknesses are over 

looked or ignored. Many are however, unforeseen. 

Aside from the risks enumerated above, a prominent feature of lending risks in 

Nigeria is the outright and deliberated is regard to financial obligations. In 

Nigeria, loans from the bank are often thought of as funds that are not meant to 

be repaid. Evidences how  that before the advent of the failed banks and financial 

malpractices Decree 1994, and recently the Economic and financial Crimes Act 

2001, a Nigerian who obtains a loan from the bank is not looked upon as one 

who has increased his liability, but as a clever man who has successfully  

attracted public funds that need be repaid. Most times, the intending borrower 

does not disclose fully why the loans are wanted and as soon as approval is 

received, there is a diversion to other unproductive uses, e.g. marrying more 

wives or buying a new car. Also, most borrowers underestimate their needs, due 

to various reasons ranging from ignorance, lack of a proper feasibility study and 

the fear of contracting huge debts. As a result as soon as the amount asked for is 

approved, the venture is abandoned half way, making the chance of repayment 

very remote. 

Risk taking is central to banking. Banks are successful when the risks they take 

are reasonable, controlled and within their financial resources and credit 

competence. Protection against the risks of lending consists mainly of 

maintaining high credit standards, appropriate diversification, intimate 

knowledge of the borrowers’ affairs and alert collection procedures. Also in the 

process of lending, banks seek to investigate the factors that may lead to default 

in the repayment of loan. This investigation is called credit analysis. Nwankwo 

(1980), views credit analysis as involving a combination of all activities 

connected with the collation of both qualitative and quantitative data and 

information. The main objective of credit analysis is to increase the certainty 

level of lending by carefully assessing the parameters surrounding the economic, 

financial and social status of the applicant. In credit analysis, an attempt is made 
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to determine the conditions and terms under which the loan will be granted, the 

factors that will affect the ability to repay including financial projections, 

economic forecasting, environmental analysis and the history and reputation of 

the borrower. It may include the collection of information that will have a 

bearing on credit evaluation and the preparation of the information collected. 

 

THE CANNONS/ PRINCIPLE OF LENDING 

A number of factors are considered by banks in assessing a loan request. Reedetal 

(1980) views these factors as the ingredients that determine the lending officer’s 

faith in the debtor’s ability and willingness to pay the obligations in accordance 

with the terms of the loan agreement. Many authors like Adekaye (1986), Fatemi 

& Fooladi (2006) & Onyiriuba (2004) call these factors the criteria for credit 

worthiness. Some authors call them the “six Cs” of lending, consisting of 

character, capacity, capital, condition, connection and collateral. For our 

purpose, we shall call them the five cannons/Principle of lending. 

a) Character: This is considered as the most important factor in bank lending. 

It refers to the integrity, honesty, reliability, morality and the level of 

responsibility of the customer. It influences the willingness to repay debts 

and the strong desire to settle all obligations within the terms of the 

contract. 

In credit analysis, the character of an individual could be obtained from 

his past operation of the account, his previous loan service behaviour, his 

social class, nature of occupation and spending patterns. For incorporated 

bodies or registered businesses, the character of its principal officers, its 

past loan-service and repayment record are analyzed in assessing its 

corporate character. It is also important to obtain a status report from 

banks where the customer maintained an account in the past. 

b) Capacity to borrow: this refers to the legal capacity to borrow. A bank is 

interested not only in the ability of a borrower to repay but also in the 

legal capacity. Banks would usually not lend to a minor except the 

contract is co-signed by a parent or guardian and even at that, it must be 

used for essential   purposes. 

In lending to a partnership, all members of the firm must sign for the loan 

or those signing must have legal authority to sign for the rest. 

Furthermore, the partnership agreement must specify the way and manner 

the loan could be contracted. 
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For an incorporated body, the lending officer must be satisfied that the 

articles and memorandum of association of the company, empowers the 

directors to borrow on behalf of the company.  The bank would in most 

cases insist in ascertaining that the purposes for which the loan is required, 

agrees with the object’s clause in the memorandum of association. 

It is also important to note that lending to a company may be perfectly in 

order for an activity or a set of activities, but restrictions may be placed 

as to the amount and, or Conditions of borrowing by the board of the 

company .In this case, it is only the board that could ratify the loan. 

c) Capital: This refers to the financial position of the customer as depicted 

in its financial history. It could also be reduced to the not worth of the 

business or the residual equity that is available for the repayment of the 

debt. Credit is usually not granted to a business unless capital resource of 

the business is one of the measures of its financial strength and reflects 

the prudence and resources tend to show a high ability to repay 

outstanding obligations. 

d) Collateral: This represents forms of assets pledged by the borrower as 

security for the loan. Banks often ask for and take adequate collateral 

securities as a manifestation of the customer’s confidence in his own 

project and as something upon which the banker can fall on if things go 

wrong and expected results are not achieved. 

 

The type of collateral securities demanded by a bank and the valuation placed on 

it depends on the nature and circumstances of the loan and the character of the 

customer. Collateral is often referred to as the “second way out’’ and is usually 

taken, in case the customer cannot repay from his own resources. 

Banks usually consider the following factors in assessing collaterals for bank 

lending: 

i) The collateral is usually obtained before disbursement of funds. This is 

because most customers become uncooperative in the performance of the 

security, where they have already received the money. 

ii) Banks usually insist on holding a first charge on collateral. No charge is 

taken without a search to ascertain a previous charge. 

iii) Collaterals taken should be such that it will maintain or preferably 

increases its valve overtime. 
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iv) A realistic valuation of the security is done to ascertain its forced sale 

value, which is lower than the normal market value. The essence is to 

determine a realizable value for the collateral. 

v) Economic conditions: banks usually consider the impact of socio-

economic trends on the activities of the customer, economic condition 

affect the ability of the borrower to repay financial obligations. Usually, 

these conditions are beyond the control of the borrower and the banker. 

Economic conditions are the environment under which businesses 

operate. 

 

A loan proposal may satisfy all the requirements of a good exposure, but 

economic conditions may render the extension of the credit unwise. Hence, 

banks try to do some forecasting of economic trends. The essence is to determine 

those factors in the economic environment that might, in future affect the 

projections of the borrower and hence make the ability to repay impossible. It is 

important to note that the longer the maturity of the loan, the more the need for 

economic forecasting. 

Apart from the cannons of lending as enunciated above, banks also consider the 

following factors in their lending decision, According to Mather (1962). 

a) Safety: banks normally would have to convince themselves about the 

certainty of repayment. The lending officer would want to find out the 

sources of repayment of the facility granted and whether the borrower can 

service and repay the loan from profits and revenues generated by the 

business. 

b) Suitability: banks also satisfy themselves that the loan purpose is not in 

conflict with the lending regulations in force or with existing regulations. 

These regulations include those that affect business, investments and 

contracts generally. The loan must not conflict with public policy or affect 

the establishment of contractual relationships. 

c) Profitability: banks exist as business ventures with profit motives. Also, 

the funds used in making advances are generated from customers, which 

usually attract a cost to the bank. As a result, banks would naturally build 

in all the attendant costs to make the lending exercise a profitable venture. 

These costs include the cost of doing business, the cost of lost 

opportunities and the cost of funds. 
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It is important for the bank to ascertain whether the project to be funded 

will be viable enough to enable them recover all these costs and make a 

profit. 

d) Purpose of loan: As noted earlier, the purpose of the loan request must be 

clear and very well-articulated. Banks insist on this since very high risk 

ventures bothering on gambling and betting are usually not considered. 

e) Amount of the loan: The borrower is expected to articulate fairly well his 

financial requirements. This is usually done in a financial plan/cash 

budget, prepared alongside a feasibility study for corporate clients. For a 

small business/individual, this is usually one less elaborately. The 

borrower’s stake in the venture must also be well specified. 

 

CREDIT MANAGEMENT 

Every bank has to develop and implement comprehensive procedure and 

information systems to follow up the condition of individual credits. An 

effective loan on it or in system according to Odofuye (2007) will include 

measures to: 

1) Monitor compliance with established covenants. 

2) Assess, where applicable, collateral covenants, relative to creditor’s 

current condition. 

3) Identify contractual payment delinquencies and classify potential credits 

on a timely basis, and. 

4) Direct actions at solving problems promptly for remedial management. 

 

Loan monitoring which is the work of the relationship manager in most cases is 

not a choice, but an imperative for effective and efficient credit administration 

in banking sector. Problem loans can easily be spotted out. The banker’s 

experience, knowledge of the customer business and above all, faith in the 

customer can be a guide in taking a decision to how far the customer can be 

supported before declaring the loan as bad. 

In some occasions, the customer may be in need of more support. Any or a 

combination of the following strategies can then be employed: 

a. Alteration or waiver of some of the terms and condition of loan covenant 

in a way not to temper with the bank’s interest. However, this must be 

communicated to the credit department. 

b. Issue of additional collateral security, if available. 
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c. Granting of additional funds, if borrower‘s circumstances and analysis 

require the need. 

Extension of loan repayment period supported by fresh cash flow statement. 

METHODOLOGY 

The study employed a survey research design and the population consisted of 

300 respondents. Primary data was used One hundred (200) Questionnaires 

administered to bank customers and staffs randomly which cover the sample 

size was used in generating data for the study. Data collected was analyzed 

using frequency table, percentage while the non-parametric statistical test Chi-

square were used to test the formulated hypotheses to analyze credit 

management in the banking industry 

 

CONCLUSION 

The issue of non-performance of assets and declaration of fictitious projects has 

become the order of the day in our banking system. This is as a result of poor 

credit management system in the sector causing many banks to become distress. 

The study therefore, focused on credit management in banks with particular 

references to Keystone Bank Limited Bauchi Branch. Data collected and 

hypothesis tested revealed from summary of findings. 

 

RECOMMENDATION 

The recommendations from the summary of findings are as follows: 

1. Banks should establish sound and competent credit management units and 

recruit well-motivated staff. Credit officers are the circumference of credit 

programmes. They perform a range of functions from project appraisal through 

credit disbursement and deposit mobilization to loan collection. Issues 

restraining to their selection, training, placement, job evaluation, reward and 

discipline need to be tackled effectively. 

2. Proper loan appraisal and follow-up, including very careful loan screening 

procedure and timely disbursement of approved loan should be undertaken by 

credit officers to reduce delinquencies and default. 

3. Precaution in credit administration is important in reducing credit risk and can 

be achieved through: 

(i) Demand for appropriate collateral security before granting loans, and  

(ii) Effective loan supervision and monitoring by credit officers. 
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4. Banks in Nigeria should enhance their capacity in credit analysis and loan 

administration while the regulatory authority should pay more attention to bank 

compliance to relevant provisions of the Bank and other Financial Institution Act 

(1999) as Amended and prudential guidelines.  

5. There should be credit manual, which should be strictly adhered to at every 

stage of the credit process when credits are administered and managed in 

accordance with laid down policies and procedures, the occurrence of reckless 

un-suitable credits and poor loan administration will be drastically reduced or 

eliminated. 

6. Banks should ensure that the chief executive avoid approval in principle in the 

credit process. Approval in principle is anticipating approval given by chairman 

in time of necessity and it is expected to ratify by the board of directors even 

when the outcome of the transaction is unknown and unfavorable. This has cost 

some banks’ chief executives their job in the past.  

7. Bankers are advised to imbibe the spirit of ‘after-sales-services’. They should 

monitor the credit process as to prevent possible diversion of funds which usually 

result to borrower default. 

8. Banks should have a monitoring and control units or department to carry out a 

sort of post-mortem exercise by way of controlling and monitoring credit 

facilities and also ensuring completeness of all conditions precedent to draw 

down. 

9. They should put in place proper credit documentation which serves as the 

official documentation verifying the existence of a credit facility and contains 

information relating to the credit. This will aid banks in recovery when the loan 

goes bad. 

10. Credits should also be extended within the target nerves and lending strategy 

of the institution. Identifying to the key feature of credit origination to be the 

assessment of the risk profile of the customer/transaction, banks should develop 

procedure that adequately captures a lien issues regarding the borrower’s 

industry, macro-economic factors, purpose of the credit, source of repayment, 

track record and repayment history of the borrower, repayment capacity of the 

borrower, the proposed terms and conditions, adequacy and enforce ability of 

collaterals and appropriate authorization for the borrowing. 
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