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4.2 FlNDINGS OF THE STUDY 

4.2.1 Type ofBaDa UDder Stady alHl their c ..edit Ponr.&io 

Figure 4.1 : Type ofbanks 

56% 

• Local 

.lntcmalioaal 

Out of the 16 respondents, 56% are local banks and 44% are international banks. 

Figure 4.2: Total Assets ofBanks

1 

1 


Total Assels in million USD 


• Jess than 100 


. 101to 200 


0201 to 300 


0301 to 400 


.401 to 500 


. 501 to 600 


. 601 to 700 


The total assets of the various banks ranged from be10w 100 million to 700 millions US 


dollars. 25% of the banks had at total assets worth Jess than 1aOmilIion, 190/0 had assets 


between 101 and 200 million, 6% had their total assets in the range of 201 to 300 million, 


31% had a total assets in the range of 301 to 400 million, another 6% had a total assets in 


the range of 501 to 600 million and 13% had a total assets in the range of 601 to 700 


million. 
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Figure 4.3: Proportion ofCredit as g petcentage ofTotaJ Assets 

1 
1 1 


. 0 to 20% oftotalassets 1: 

.21 to 40% oftotalassets 1 

041 to 60% oftotal assets 

061 to SOO/o oftotal assets 
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1 

, 

.81 to 100010 oftota1 assets 

Considering the proportion of total credit as a percentage of the total assets of banks, 31% 

recorded credits covering 21 to 40010 to their total assets, while another 6go/& booked credits 

which represented between 41 to 600/0 of their total assets. This high1ights the importance 

ofcredits in the total portfolio ofbanks under study. 

Figure 4.4: Proportion ofnon performing credit 

undisclosed~ 

1 abow 10 

~ 1.. 'tJ 
6 to 10 

f Oto 5 

Humber of banks 

Regarding the level of non performing la ans, 500/0 of the banks indicated that their non 

perforrning loans represented 0 to 5% of their total credits grnnted, 13% of the banks 

indicated that 6 to 10010 of their credits were non performmg, whereas another 31% of the 
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banks stated tbat their proportion of non performing credit as a peICentage of total credit Ïs. 

above 100/0. Respondents representing 6% chose DOt to disdose zmy infumurriorr. 

4.2.2 Credit Assessment Framework in the Bank 

Table 4.1 Credit Policy and its main guidelines 

1 

Credit Policy Guidelines 

Banks' Response 

regarding their existence ; Total 

YES (in %) 1 NO (in %) 

Lending philosophy 100 0 100 

Levet of Responsibilities 100 0 100 

Type of Covenant for specific loans 87 13 100 

Level of exposure to shareholders, directors 1 

and officers 

100 0 100 

AlI the banks indicated that they have existing credit policies which clearly spelt out their 

lending phi 1osophy, the various levels of responsibilities as far as lending decision is 

concemed and a defined level of exposure to shareholderSy directors. and officers of the 

Bank. However, with regards to type of covenant goveming specifie laans, 13% of 

respondent banks directed that they did not have such element stated in their credit policy, 

while 87% said they had it. 

A few banks also added that apart from the areas stated in the table ab ove, their poficy afso 

specify their level of exposure ta various industries or sect ors ofthe economy. 

Figure 4_5 Orientation of Credit Policy 

• 	 SatisfY regulatory 
requiremcnt 

• Thinking ofthe Board 

OBoth 
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This is an appreciation of credit policies by the banks themselves,. as ta whether they think 

the policy reflect the thinking of thejr board of directars or is- s-olely meant ta satisfy 

regutatory requirements. 25% of the banks were of the view that their credit policy is meant 

to satWy reguJatoIY reqWrement, 19% heJd the view tbat it reflected the thinking of their 

board of directors and 56% represented that their credit policies is meant both for 

regulatory requirement and the philisophy of their Board. 

4.2.3 Current Credit Risk Assessment Techniques 

Ali the 16 respondents agreed to the fact that while conducting credit risk assessment they 

investigate the following four main areas which-are the management of the borrower, in_the 

case of a corporate borrower or the character, in case if is an individmd; a tinancial 

1 
1 evaluation is canied out; a check on the safeguards or collateral to cover the lender; and 

finally the projections to access the viability of business, the industry and sustainability of 

project. But the ranking ofthese four areas varied widely from one bank ta the other. 

Table 4.2: Ranking of Areas of Credit Assessment 

Ranking 

Areas Covered in 
Credit Assessment 

Most 
important 

1 
Very 

ÏII!portant 1 Important 
least 

Important Total 
Management 31% 1 44% 25% 0010 100010 
Financial 
Evaluation 1 31% 19% 19% 31% 100% 
Safeguard for 
Credit 

1 

1 25% 6% 50010 19% 100010 
Proiections 1<)0/0 31% 6% , 44% 100010 

In the area of Management, 31% of respondent banks ranked it as most important, 

followed by 44% who said it is very important, another 25% indicated that it is important. 

None of the banks classified it as leas! important. 

FilUlllCitJJ evaluatiOlf is considered most important by 31 % of respondents, very important 

by }<)OIo, important byanother 19% and ofleast importance ta 31%. 

Safegllardfor credit was ranked most important by 25% of the bank, 6% viewed it as very 

important, 50010 indicated it is important and 19% classify this as Jeas! important. 
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Finally Projections were considered most important by 19% of respondents, very important 

by 31%, important by 6% and least important by 44%. 

The graph below gives a picture orthe ranking done by the banks. See Figure 4.6 

Figy[e 4.6: Ranking of Areas of Credit Assessment 

1 
1 

Projections 

Safeguards for credit 

Financial Evaluation 

Management 

D Least importan 
DImportant 

• Very important 
• Most imoortan1 

0% 10010 20% 30% 40% 50% 60010 

Apart from the above areas of assessment ranked above, an important number of 

respondents said that they a1so assessed other areas in their credit appraisal techniques, 

most of which revolved around the main four listed above. These include life style of 

borrower, succession plan of the business, environmental impact of the business and 

performance of previous credits if any. 

Figure 4.7: Source of information and their reliability 

Customcrs Rating Industry Statistitics 
Agencics Magazines and JIJaCIO 

economi.c 
indicators 

o Not Applicable 

• Unrcliable 

.lœliable 
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When asked to appreciate the quality of information from main sources such as wstomer, 

rating agencies, industry magazines and statistics and mac:roemIIOIIIÎ indicmJo,. 5(lIy. rI 

respondent banks viewed information provided by customers as reliable, while the other 

50% stated that it is unreliable. Industry magazines were considered reliable by 81% of 

respondents, 13% said they were unre1iable and 6% stated that they were not applicable in 

tms context. National statistics and macroeconomic indicators are regarded as rdiable br 
88% while 12% said they were unreliable. As at the time of the study, there were no credit 

rating agencies in Ghana. 

The banks also added that they used. ollier sources of information such as internet,. players. 

in the same industry as the borrower, newspapers" due diligence with other banks or 

borrower' s trading partners. 

4.2.4 Current Approath to Priting 

Respondents were provided with a list of pricing approaches and were askerl ta identlfy, 

those they currently use. In this segment they were also asked to indicate what the 

components of their interest margin were, and how the overalJ pricing of their credit 

portfolio was huilt up. 

Figure 4.8 Pricing strategy 
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Global Transaction 
specifie 

l~~ ~--------------------------------------------~ 

80% 

60% 
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0% 
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Approaches 


63% of respondent banks indicated that tbey have a global approach to credit pricing, that is 

they do not oruy price the credit being processed, but they take into consideration other 
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1 

services and products the client is likety to buy and incorporate this in their priCÎllg- 13% 

had a transaction specifie approach where oruy the credit transaction Ïs priced 

independently from aDy other transaction. The competition led approach is used by 6% of 

respondents, that ls wbere the bank priees its credit based on what competitors are offering 

and sometimes, pricing is meant to beat competition. 190/0 of respondents said they used ail 

three strategies. 

When the banks which used the global approach were asked whether they have a price 

building model, 50% of them stated that they have a model which help them to arrive at the 

global pricing, while the other 50% said they do not have any such model, and therefore 

they worked out global pricing manually. 

Figure 4.9 Components of Credit Jnterest Margin 

10~/o ~~__~~______~~~~~--~--__---------------, 

8~/. 

40% 

2~/o 

0% 

Eqw.ty sp.-.:ad +Credit Equïty sprc:ad + Crecit Equïty spn:ad + Cl'Cdit ris!< sprcad + 
risIc spread+- ri!le spread Operating Expen,""s Operatiog cxpclUCs 

Operalional cxpenses 

The respondents to the questionnaire were requested to indicate among the components of 

credit interest margin- which generally include equity spread, credit risk spread for 

expected Joss and operating expenses- thase they actually incorparated in their credit 

interest margin. 25% ofthe banks represented that their credit Ïnterest margirr is made op of 

a combination of equity spread, credit risk spread for expected Joss and a spread to cover 

operationaJ expenses. 75% said their margin is made up of credit risk spread for expected 

loss and a spread for operating expenses. None of the banks had a combination of Equity 

spread and credit risk spread alone or equity spread and operating expenses aIone. 
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It is also important to note that in Ghana,. most interest rates applied to credit7 eitber' in local 

or foreign currency, are floating rates- that is a floating base me plus a spœad (fur

example: base rate + 5%). Operating expenses are normally included in the base rate. 

Figure 4.10: Overall priee build up for the credit portfolio 

1000/0 
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The study of the components of the overall pricing ofthe credit portfolio revealed that 69'1/0 

of the banks based their pricing solely on their expected Return on Assets (ROA). None of 

the banks had a pricing based on an expected Return. on Equity (ROE). 25% indicated that 

their pricing is based on a risk Adjusted Retum on Capital (RAROC). 6% of the 

respondents had a priee build up for their portfolio which combines a targeted return on 

asset, retum on equity and risk adjusted retum on capital. 

4.2.5 Capital Ratio and Awareness of the Basle n Accord 

Figure 4.11 : Cooke Ratio 

.Above 16 

C 14 to 16 

C 11 to 13 

.Sto 1011 
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l 
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An assessment of the capital ratio of the banks showed that 6% of the responded have a 

Cooke ratio ofless than 8%. 13% ofrespondents had a ratio between Il to 13~ 31% of the 

banks are in the range of 14 to 16; while the majority i.e. 500/0 of respondent had a ratio 

above 16. 

Figure 4.12 : New Credit Risk Evaluation Approach to be Adopted 

1 

• Standard Approach 

• IRB-Foundation 

o 1RB-Advanced 

AU the respondent banks indicated that they are aware of the new capital adequacy 

framework: - Basle II and its implications for credit risk: evaluatiOlI.. 69% indÏcated that they 

intent to use the standard approach for their credit risk evaluation and another 31% stated 

that they will rather use the InternaI Rating Based - Foundation approach (IRB

Foundation). None of the respondents cooose to start with the Intemal Rating Based -

Advanced (IRB-Advanced). 

4.2.6 Impact of tbe Basel n New Credit Risk Evaluation on Credit Appraisal and 

Related Benefits for Banks 

The banks under study unanimously agreed that the new capital adequacy framework and 

particularly its credit risk evaluation aspect will enhance their credit appraisaf techniques. 

The reasons they provided are the following: tney said tbat the new approaches will bring 

greater rislc sensitivity in credit appraisal, introduced a risk based capital requirement, risk 

areas will be clearly demarcated. They also represented that the new approaches to credit 

risk evaIuation win aJlow them to have a more independent, in depth and standardised 
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APPENDIXI 

Chart 31: Structure of the Banking Sector 

STRUCTURE OF THE BANKING SECTOR 
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