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SUMMARY

Commercial banks strive to manage their working capital well while
organizing their budgets to enhance their financial performance. Even though many
studies have been done to figure out how well bank loans work based on different
predictors, little progress has been made in studying the characteristics of loan
performance in terms of loan cost effectiveness and default rates. As a result, the focus
of this study was to find out the impact of financial management practices (risk
management - working capital management - budgeting) on loan performance (loan

cost efficiency - default rates) of commercial banks in Baghdad.

This thesis relied on the quantitative approach by distributing a questionnaire
to the employees of some Iragi banks. This study found that the better the working
capital management and budget management, the higher the cost efficiency of the loan.
As for risk management has little effect on the cost efficiency of the loan, and the better

the risk management and working capital management, the lower the default rates.

Banks can improve the loan performance by incorporating financial
management strategies to their operations. It may also help policymakers influence
their policies and improve financial management approaches in banks as a way to

improve loan performance.

Key Words: Risk management, working capital management, budgeting, cost
efficiency, default rates, financial management practices and loan performance.



OZET

Ticari bankalar finansal performanslarini artirmak i¢in biitgelerini hazirlarken
isletme sermayelerini iyi yonetmeye c¢aligmaktadirlar. Cesitli tahmin faktorlerini
kullanarak banka kredilerinin performanslarini incelemek i¢in bircok ampirik ¢aligma
yapilmasina ragmen kredi performans maliyet etkinligi ve temerriit oranlariyla ilgili
yeterli ¢alisma yapilmamistir. Sonug olarak ¢alismanin amaci, Irak’taki secili ticari
bankalarin finansal yonetim uygulamalarinin (risk yonetimi, isletme sermayesi
yonetimi, biitceleme vb.) kredi performansina (kredi maliyet etkinligi, temerriit

oranlar1) etkisini bulmaktir.

Bu tez, secili Irak bankalarinin bazi ¢alisanlarina anket uygulanmis ve nicel bir
yontemle ele alinmistir. Bu calisma, isletme sermayesi yonetimi ve biitge yonetimi ne
kadar iyi olursa, kredi maliyet etkinliginin de o kadar yiiksek olacagi sonucuna
ulagilmistir. Risk yonetimiyle ilgili olarak ise kredi maliyetinin etkinligi iizerinde ¢ok
az etkisi bulunmustur. Risk yonetimi ve isletme sermayesi yonetimi ne kadar iyi olursa

temerriit oranlar1 o kadar diisiik olmaktadir.

Bankalar, operasyonlarna finansal yonetim stratejileri ekleyerek kredilerin
performanslarini artirabilirler. Ayrica, politika yapicilarin politikalarini etkilemelerine
ve kredi performanslarini iyilestirmenin bir yolu olarak bankalardaki finansal yonetim

yaklasimlarini gelistirmelerine yardimer olabilir.

Anahtar Kelimeler: Risk ydnetimi, Isletme Sermayesi Y&netimi, Biitceleme, Kredi
Maliyet Etkinligi, Temerriit Oranlari, Finansal Yonetim Uygulamalari, Kredi

Y Onetimi.
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INTRODUCTION

Financial management practices are procedures that target a company's
accounting systems, prepare financial reports, income statement, balance sheet, and
other financial functions. They are the budgeting, asset management, and control
operations conducted by accountants and financial officers. By creating responsibility
and giving the instructions needed to perform duties, each aspect of the financial
practices promotes the institution's policies and mission (Ahmad & Shah, 2015, pp.
55-58).

Financial management is a branch of business management that focuses on the
strategic use of financial resources and the careful selection of capital sources that help
a firm to accomplish its objectives. Investment administration provides a financial
resource management process that includes budgeting, financial accounting, financial
reporting, and risk management (Ahmed & Malik, 2015, p.574). One of the most
important requirements for the effective management of loans and debt in the
company is the ability to manage customer accounts effectively and well in relation to
the granting of credit. Financial management practices, as well as effective
management of human capital, are important to the success of loans from MFIs and
even public banks in countries such as the United States, the United Kingdom, and
Canada, as well as in developing countries. In Irag, like in other emerging countries,
banks are the primary source of finance for businesses, and credit policies play a key
part in most financial institutions' loan management. According to Muturi (2016, p.6),
loan performance in Irag has continued to deteriorate despite an increase in the effort
of expanding firm domination by enhancing investment into assets’ competitive

advantage.

Commercial banks, in addition to conventional banks, constitute the largest
part of the financial institutions specialized in granting loans and credit facilities. As
a result, the loans depend mainly on the productivity of the companies. Commercial
banks take deposits based on financial savings in companies and then give credit to
borrowers in the form of loans. The inability of the bank or any financial institution to
pay its customers could lead to bankruptcy and a decrease in the market value of the
bank or financial company. Deposits are the most important component of commercial

banks' resources and loans constitute credit risk as they are used to generate revenue



from the interest earned. The failure of the borrower to fulfill his obligations to pay
his debts to the bank leads to the formation of bad debts that lead to credit risks for the
bank. These risks may include the risks of potential and actual profits arising from the
borrower's failure to meet the agreed credit requirements. This requires banks to apply
methods to detect, monitor, measure and control credit risk, i.e. the failure of

borrowers to fulfill their financial obligations to the bank (Motori, 2016, p. 9).

Most banks determine the ratio of doubtful loans to total loans when granting
any loan. Non-performing loans (NPL) are loans that the borrower fails to repay within
the specified period as they are repaid after a period of at least 90 days. On the other
hand, a leveraged loan is a loan in which principal and interest payments are not due
for more than 90 days and continuous payments are expected, i.e. there is permanent
liquidity for the bank. On the other hand, due to the risk of non-recovery of principal
and interest, banks, as financial institutions, are trying to reduce the non-performing
loan ratio. The ratio of non-performing loans to Iragi commercial banks is generally
higher than the global average. According to Palgova, Ness, and Plekhanov (2016),
non-performing loans have continued to increase sharply over the past twenty years,
despite increasing attempts to reduce them.

Many financial firms in emerging nations such as Iraq supply and rely on
financial services like saving and credit to assist new businesses in growing and
profiting. Nevertheless, the actions of these banks represent the high rate of credit risk
of non-performing loans, high default rates, and lower borrowing cost effectiveness
by commercial banks in Iraq in the last five years, a bad case that has had a significant
effect on profits; in other words, even without efficiency of loan performance
activities, these banks' sustainability is impossible. Commercial banks prefer to
manage their working capital well while also regulating their budgets to overcome this
scenario. Studies attempting to manage bank loan performance have failed to alleviate
the problem. Despite the fact that several studies have been conducted to illustrate
bank loan performance using various predictor factors, little progress has been made
in studying the characteristics of loan performance in terms of loan cost effectiveness
and default rates. As a result, the emphasis of this study is on the impact of financial
management methods on loan performance, taking into account all of the factors
(Muturi, 2016, p.9).



The following will be deemed noteworthy since the data obtained focused on
the influence of financial management approaches (risk management, working capital
management and budgeting) on bank loan performance (loan cost efficiency and
default rates). According to the conclusions of this study, banks might improve their
loan performance by adding financial management strategies into their operations. It
might also help policymakers influence their policies and promote financial
management approaches in banks as a way to improve loan performance (Muturi,
2016, p.10).

To accomplish the goals of this thesis are arranged as follows: the introduction
will provide the problem, aims and objectives, the scope of the study, the significance
of the study, and methodology of the thesis. The first chapter includes the theoretical
background of financial management practices. The second chapter will be dealing
with the concepts of loan performance and its relation with financial management
practices. In the third chapter the research method and findings which includes the
practical producers of the study and the results will be presented finally the conclusion,

further implications, recommendations and limitations will be presented.



CHAPTER ONE

FINANCIAL MANAGEMENT PRACTICES

1.1 Financial Management Practice

Financial management creates a stronger understanding of the
organization's financial concept, puts a greater emphasis on the meaningfully urgent,
and promotes an understanding of rapidly changing circumstances. In this respect,
strategic management is very important in manufacturing organizations because
manufacturing companies have to work and compete in environments of risk and
vulnerability. Bennouna, Meredith, and Marchant (2010, p.227), define strategic
management in independent investments as a strategy development process that will
guide an organization as it tries to achieve its vision, purpose, goals and objectives
while keeping it on track. Furthermore, Enofe, Afiangbe & Agha (2017, p.11) states
that strategic management behavior in industrial firms includes an effort to more
meaningfully adapt to the enormous and increasing demands from external and
internal sources, (1) it gives long-term impact to the organization in general; (ii)
Define and try to implement a general idea of the organization; and (iii) generating,
enabling, and constraining core methodologies and subsystems.

The necessity for strategic management concepts and processes to be used in
manufacturing organizations may be ascribed to the changing conditions of doing
business. Despite the fact that the researcher Demba (2013, p. 22), indicates that
family or small and medium-sized companies face greater risks and weaknesses in the
market than large companies, because the management style used in these companies
is traditional and not strategic, that is, the owners of these companies do not depend
Companies on the concepts of strategic management that require a change in the way
of thinking so that liquidity and investments are determined according to modern

scientific bases.



In this context, Ferreira & Vilela (2004, pp. 295-298) summarizes the potential
favorable conditions for the basic view of the owner/managers of the industrial
production organization, allowing the businessman or entrepreneur to evaluate and
articulate the dream. study and research of the organization and its situation, try to
promote the discovery of new horizons and recipes, and control the reconstruction of

the project and try to control the decision-making procedures within the project.

The following research shows that the main causes of institutional failure are lack of
financial planning, limited access to finance, lack of capital, unplanned urbanization,
low strategic and monetary expectations, overvaluation of stable resources, and
mismanagement of capital (Gill, Biger & Mathur, 2010, p.8). The concept of strategic

financial planning exercises in projects is beginning to spread among academics.
1.2 Functions of Financial Management Practices

According to financial literature, optimal implementation and adherence to
financial management methods result in improved corporate performance. Financially
sound businesses are operationally efficient. Ineffective financial management that is
not based on the principles of modern management generally leads to a lack of clarity
of the organization's vision and therefore its strategic goals, which leads to poor
performance in general and thus the lack of a competitive advantage as organizations

continue to decline until disappearance (Fone & Young, 2005, pp.33-36).
1.2.1 Estimating capital requirements

The finance manager must create estimates of the organization's capital
requirements. This will be determined by the expected expenses and profits of the
organization and its future strategies and activities. All forecasts should be prepared
in a way that will increase the earning capacity of the organization (Baker, 2016, p.
24).



1.2.2 Determination of capital formation

After carrying out the forecasting process, the elements of the capital structure
and the proportion of each element must be accurately determined in terms of property
rights and also the ratio of loans according to accurate scientific bases and by
following modern financial management methods so that the organization can make

the investment decision in the future correctly.
1.2.3 Selection of funding sources

The company may obtain additional cash in a variety of ways, including the
issuance of stock and transferable securities, loans from banks and financial
institutions, and public deposits in the form of bonds. The items selected will be
determined by the relative pros and cons of each funding source and time (Adah &
Mamman, 2013, p. 100).

1.2.4 Mutual funds

The CFO must determine how to invest cash in successful companies so that a
safe and steady return on investment can be achieved.

1.2.5 Dispose of surplus

The financial manager must decide on the net profit. This can be achieved by
following two methods: the first method is the announcement of the distribution of
profits, which aims to determine the rate of profits that will be distributed and the
bonuses as well; The second method is retained earnings, the exact size of which must
be determined in accordance with the organization's investment and growth objectives
(Adah & Mamman, 2013, p. 101).

1.2.6 Cash management

The financial manager must take decisions related to cash management by
managing many operations, such as paying employee wages and salaries, paying
energy and water bills, paying interest to lenders, fulfilling the company's interim
obligations, maintaining sufficient stocks of materials and goods, and sufficient

liquidity to purchase primary goods (Ajee Mensah, 2011, p. 378).



1.2.7 Financial controls

The financial manager must not only plan, obtain and use funds, but also
implement financial management. Various strategies can be used to achieve this,
including ratio analysis, financial planning, cost and profit management, and others
(Ahmad & Shah, 2015, p.59).

1.3 Importance of Financial Management Practices
The importance of the financial management is as follows:
1.3.1 Financial Planning

Financial management assists in determining the financial requirements of an
organization and leads to economic planning. Financial planning is an important
aspect of business that aids in the marketing of an organization (Anthony, Robert &
David Young, 2010, pp.76-79).

1.3.2 Acquisition of Funds

Financial management entails acquiring the necessary funds for the
organization. Acquiring needed finances is an important component of financial
management, which includes identifying potential sources of funding at the lowest
feasible cost (Anthony et al., 2010, p.86).

1.3.3 Proper Use of Funds

Proper utilisation and distribution of finances lead to increased operational
efficiency in the organization. When the financial manager manages the money well,

they can lower the cost of capital while increasing the organization's worth.
1.3.4 Financial Decision

Financial management assists businesses in making prudent financial
decisions. A financial choice will have an impact on the overall business operation of
the organization, because there is a direct link between several department activities

such as marketing, manufacturing, and others (Ajam & Fourie, 2016, p.275).



1.3.5 Improve Profitability

Profitability is only determined by the efficacy and correct use of finances by
the organization concern. Financial management helps to increase an organization's
profitability by utilising strong financial control devices such as budgetary control,
ratio analysis, and cost volume profit analysis (Ajam & Fourie, 2016, p.277).

1.3.6 Increase the Value of the Organization

Financial management is critical in terms of boosting the wealth of investors
and organization concerns. The ultimate goal of every organization is to maximise

profits, and higher profits lead to more prosperity for both investors and the nation.
1.3.7 Promoting Savings

Savings are only attainable when an organization's profitability and wealth are
maximised. Effective financial management promotes and mobilises personal and
corporate savings. Currently, financial management is often known as organization
finance or corporate finance. Financial management is essential for the operation of

any organization or corporate sector (Andrews, 2011, pp.140-147).
1.4 Challenges of Financial Management Practices

In fact, it must be said that we should not mention the benefits and advantages
of expanding management and financial management practices in companies, nor
should we mention the limits of this management that are linked to the company's
goals. According to Butt, Hunjra & Rehman (2010, p. 998), the use of financial
management techniques is particularly important in terms of its ability to bring
together all the goals of an organization centered around profit and continuity,
especially performance planning and performance planning. actual performance
appraisal Despite their critical function, financial management procedures are not
flawless. The public sector receives funding from the national budget, locally
produced funds, taxes and other donations. However, the industry has many barriers
to financing. Since it is not possible to give and receive incentives and rewards in a
timely manner, and banks and other organizations cannot pay the dues on time due to
financial pressures. Sometimes, due to mismanagement of capital and liquidity in the

company within the framework of a project, capital is transferred to another project.



In the last ten years, many institutions in America and Europe have been asked to
submit reports on the financial situation and the failure of some projects. This is
evidence of financial mismanagement in the public sector, including higher education

institutions.

Baker (2016, p. 132) highlighted a number of challenges in financial
management procedures, particularly in budget preparation processes. The first of the
five main issues he noticed was the up-to-dateness of financial management
techniques. The issue of financial budgeting requires a great deal of time and effort to
prepare an appropriate master budget that is free from duplication of activities and
programs. Muthinji (2012, p. 90) argues that the creation of monthly budgets takes
time and the people involved do not benefit from using technology to speed up the
budgeting process. Also, concentrating on budgeting is a challenge in the sense that a
company with too many budget units devalues the budgeting process and makes it
harder for management to focus on it. In addition, Muthingi (2012) argues that
determining how the financial budget amount will be distributed is problematic due to

the limited resources available and the department that will generate the final budget.

According to Salehi, Rostami & Mogadam (2010, pp.190-192), there are a
variety of obstacles that businesses face while producing financial management (FM)
guides on budget concerns. The first issue is a lack of qualified personnel. They said
that many institutions lack the necessary skilled personnel who truly understand
financial procedures and compliance, which causes the financial management
processing duration to be extended. Second, the capacity to apply budgeting data poses
a barrier in financial budget planning.

This is because the institutions have various divisions and departments that
must include all leaders and executive officers, some of whom are not accounting
specialists and do not comprehend some financial management techniques, processes,
and compliances. Third, there is an overemphasis on technical concerns. Another
difficulty, according to Sadiq (2017, p.4), is a lack of financial assistance from the
institution's treasury. Inadequate money may impede the implementation of
appropriate financial management methods to meet the intended goals. If the
committee of financial officers lacks motivation, they may arrange the financial

systems in any case, which may have long-term consequences for the institution.



Another significant difficulty is the availability of facilities to assist in the
maintenance of financial management system structures. Financial managers' actions
might be hampered by a lack of facilities such as computers and other required
equipment. Furthermore, the financial management systems need some unreasonable
targets, which make it difficult to achieve. Furthermore, financial management
methods are rarely strategic in nature, are sometimes inconsistent, and bring little
value, particularly given the work necessary to create them. It also promotes gaining
and unhealthy behavior based on unsubstantiated beliefs and guessing (Sadiq, 2017,

p.5).

The key obstacles of financial management systems in many developing
countries include a lack of commitment by organizational management to proper
budgeting, a lack of qualified employees, substandard information creation and
utilisation, and a lack of assistance from central agencies. Other issues include being
regarded as a top-management pressure tool, departmental disputes, and difficulty
integrating individual and organization goals. Achieve corporate results where fiscal
strategy refers to a method to achieve and maintain business intensity and position an
organization as a first-class business (Gulati & Higgins, 2003, pp.127-134).

Reviews have shown this despite the importance of strategic thinking and
practice on financial management behavior in manufacturing organizations that must
operate in high-risk and unstable environments with limited assets (Fontaine, 2015, p.
89). It states that the owners/managers of a manufacturing organization see
production/service or marketing capacity as requirements which lead to poor financial
management and in many cases business failure, especially during the start-up phase
of new ventures. It has also been discovered that manufacturing business owners or
business visionaries tend to ignore elements of strategic management, even though the
lack of a strategic perspective on monetary matters poses a grave threat to the life of
production. companies like many companies. Variables contributing to failure can be
appropriately managed through systems and practices related to funds that drive
development. In the financial management literature, many studies have focused on

categorizing the basic financial management structures (Rathnasiri, 2014, pp. 67-74).
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Adekunle (2013, pp. 160-168) studied financial management practices and
methods in many industrial companies in developed countries in terms of the
independent factor of financial management practices and reached the conclusion that
financial management practices in manufacturing companies are not only related to
the company, but rather it is a dependent variable The institutional environment, the
state, and the public order in the country, and they differ according to countries.
Observational studies of manufacturing organizations from different countries have
supported their claims by revealing a significant shift between key components of
financial management techniques in different working contexts (Brigham, Earhardt,
Nason & Gizaroli, 2016, pp. 114-128). For example, capital planning and financing
methods have been identified as primary components defining financial management
techniques for special operations in the UK.

On the other hand, Bryman & Bell (2015, p. 53) considered that financial
management practices that are related to current assets, capital structure, financial
information, reports on income, profits, and the budget are practices that are mainly
related to the level of performance and efficiency in public and financial organizations
alike. Brusca, Gomez-Villegas & Montesinos (2016) identified the variables that are
considered the most influential in the framework of financial management practices,
as they took into account liquidity policy, debt, profit distribution, and the limit
allocated to working capital, which mainly affects the strategies for financial
management. In addition, many studies revealed that business organizations in Turkey
are similar in their vision about financial management and their practices related to

banks and companies in general.

To date, no research work has attempted to separate changes in the functioning
of financial management in manufacturing organizations into the different
environments and pathways that lead to these practices from a strategic management
perspective, using as a rule the impact of these practices on organizational
performance (Mathiba, 2011, pp. 23-28).
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1.5 The Practices of Financial Management
1.5.1 Working Capital

The term "working capital” refers to the funds needed by any organization to
manage the expenses and expenses of its daily operational operations, such as securing
the organization's needs of raw materials, salary expenses, energy expenses, and other
daily expenses. The term working capital can refer to the total assets in circulation,
while the term net refers to Working capital is the current assets minus the current
liabilities. On the other hand, the concept of working capital reflects the efficiency of
the organization in meeting the short-term financial obligations it faces. Current assets,
in addition to cash, stocks and short-term bonds, also include inventory of goods and
commodities and amounts due from others in favor of the company within one year.
Current liabilities include accounts payable. The availability of a sufficient amount of
working capital is a positive thing for the company and its continuation in its work in
terms of fulfilling obligations and continuing operations. (Filbeck & Krueger, 2005,
pp. 11-14).

1.5.1.1 The Role of Working Capital

Working capital is considered the basis on which daily operations are based
and through which it takes place and is used by organizations in order to cover daily
expenses such as purchasing stocks of raw materials and to pay fees and daily
operating expenses such as licenses, insurance policies or guarantee payments (Aji
Mensah, 2010, p. 56- 59). On the other hand, working capital contributes to meeting
the requirements that are within a specific short-term period, as organizations
generally start working before selling products, and therefore wages must first be paid

and raw materials purchased (Ajam & Fawry, 2016, p. 281).

On the other hand, working capital is very important for the growth and continuation
of the organization's work. It is considered important in order to provide the ability to
expand sales and enter into new investments because the decision to invest and
increase sales means a greater investment in goods and wages, directly or indirectly.
In addition to what has been mentioned, working capital is used to maintain the
competitiveness of the organization and enhance the market value of the share,

because the ability of the organization to secure daily needs and fulfill its obligations
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means, in one way or another, a good market reputation, and thus the growth of the
share price, its market value, and the ability to compete, and thus working capital
achieves expansion In working in frameworks integrating activities and small costs
and meeting them (Drury, 2006, p.90-96).

1.5.1.2 Working Capital Definition and History

Working capital is considered the most dynamic and important element in the
capital structure of any organization and has a direct impact on the work of the
organization, its growth and its ability to compete. It can be seen through Figure No.
1, which mainly shows current assets, which are debts and stocks of raw materials,
intermediate and finished materials, and cash as well. It shows current liabilities,
which are mainly current liabilities (Gulati & Higgins, 2003, pp.140-143).

Account