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Abstract

The objective of the research was to determine the rank and category of bank staff
involved in frauds and forgeries, determine the postive reason(s) responsible for such
involvement, examine the level/extent of involvement and findly proffer solutions and
recommendations towards reducing the high incidence of fraud/forgery cases in the
banking industry.

In the research both primary and secondary data were utilised likewise primary and
secondary sources of gathering relevant information. A detal andyss of the data
collected is carried. Based on two hypothesis andyzed and tested, the Null hypothesis was
rgected in the firs case and dternative hypothesis was accepted. But in second case, the
Null hypothesis was accepted while the aternative hypothesis was rejected.

Lots of other factors responsible for frauds/forgeries in the banking industry were aso
from andyss obtained in the questionnaires, for example the issue of frustrations, poor
incentives, leaving irresponsible life, delay in transfer and promotion etc; were among

those factors.

Suggestions and recommendations for more effective and reliable measures to
combat frauds and forgeries were put forward to the Bank Management to implement.
Federa Government through Apex Bank was aso advised not to relent effort in trying to
bring sanity into banking industry.

Based on the findings, it was recommended that the authorised capitd of the banks
should be increased to prevent the entry of mushroom banks into the banking system.
Banks internd audit and inspection departments should be strengthened to ded effectively
with the menace, these departments should be manned by qudified and experienced 4.
Also it may be necessary to train a specid squad in the Federad Investigation and Intelli-
gent Bureau (FII1B) of the Nigerian Police to ded with the frauds in the banking systems.

Additiondly, a speedy implementation of Decree No. 18 of 1994 would go a long

way in arresting the situation.
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CHAPTER I

11 INTRODUCTION

Banking malpractice, alternatively referred to as corruption and economic crimes
constituted the genus of what is generally known as and commonly called "Elites" or
"White collar” crimes. These crimes in our banking system is as old as the evolution of
banks in the country.

Frauds and forgeries have become an endemic component of Nigeria's banking and
financial system. The modus operand though discrete, are discernible and the magnitude
only imaginable. All tiers of government (local, state and federal), individual and corporate
bodies all victims but the level of damage done is usually both in extent and impact diffuse
and remote,

Bankers are particularly concerned because frauds and forgeries perpetration are
increasing at a geometric progression and the methods used continue to acquire greater
sophistication day by day. More importantly the news of frauds and forgeries or attempted
fraud dent the reputation of the banks concerned and reduce the level of confidence the
public has in the entire banking system. This has made it to be a subject that is widely and
frequently discussed by bankers, monetary authorities as well as the general public.

The issues of fraud and forgeries perpetration has given bank executives sleepless nights,
because their occurrence are actively aided.by some officials. Hardly does a fraud/forgery
succeeds without the assistance of an insider whenever it originate. As a result of this,
bank executives are so much concerned with the management of human resources. With
the sole aim of reducing frauds/forgeries or totally eliminating it.

The monetary authorities like Central Bank of Nigeria are equally concerned because it
reduces the level of investments in the economic as foreigners loose confidence in the
country's banking system. The gencral public are also concerned about their savings and
investments in such banks because frauds/forgeries and mismanagement by executives have

been the fundamental reason(s) that led to banks being distressed in the country.



It is therefore the aim of this write up to critically examine level/categories of staff
involvement in cases of fraud and forgeries in the Nigerian banking sector. it will be a
matter of concern to find out why many banks staff get themselves involved in
frauds/forgeries. This will subscquently assist the authorities in finding a lasting solution
to such cases. Some common areas where frauds/forgeries are perpetrated will also be

addressed.

[.2 STATEMENT OF PROSLEM

This research work will mainly concerned with the rank and categories of staff involved in
the cases of frauds and forgeries in the Nigerian Banking System and the likely reason(s)
responsible for such involvements. It will also show the level/extent of such involvement

in aiding the perpetration of frauds and forgeries in the banking industry.

1.3 OBJECTIVE OF THE STUDY

Generally the purpose of this research work is to study the incidence of frauds and
forgeries in specifically the study will attempt to fulfil the following:-

a) Determine the rank and categories of bank staff involved in frauds and forgeries in

the Nigenan banking industry.

b) Determine the possible reason(s) responsible for such involvements.
c) Examine the level/extent of involvement categories of staff.
d) Examine arcas where frauds and forgeries are casily perpetrated,

e) Consider the amount of involvement in such cases of frauds and forgeries and
finally,
f) Proffer solutions and recommendations towards reducing_ the high incidence of

frauds/forgeries cases in the banking industry.

o]



.4 LIMITATION

The resecarch questionnaires will be administered to only five banks Viz, Savannah
Bank of Nigeria PLC, Bank of the Narth Limited, Afri Bank PLC, United Bank for Aftica
PLC, Union Bank of Nigeria PLC and three Merchant Banks Viz, NAL (Merchant
Bankers)PLC, FBN Merchant Bank and Century Merchant Bank. Also Kawo Community
Bank, People's Bank of Nigeria PLC as well as Nigerian Industrial Development Bank and
Nige‘rian Bank for Commerce and Industries will be served with the Questionnaires for

data collection.

'S5  DELIMITATION OF THE RESEARCH

(a)  This research work is confined to only banking industry within the Nigerian
economy. '

(b) The questionnaires for data collection will be administered on banks based within
Kaduna. But restrictions are not placed on the generation of the result to Kaduna
alone,

(¢}  The Study will centred very much on the period between 1989 to 1994 with special
attention to 1993 to 1994 for analytical purposes.

(d)  The research is equally confined to established cases of Frauds and forgeries that
are known by the monetary authorities that is CBN, NDIC and individual banks

executives.

1.6 BACKGROUND AND JUSTIFICATION OF THE RESEARCH.

The increasing incidence of frauds and forgeries in the banking industry has no
doubt led to a loss of confidence in the banks by cusiomers. People no longer no where
their treasures can be safe from moths and thieves because of 'greed' a human disease, the
moral equivalent of the dreaded "AIDS" virus that has eaten through the conscience of the

bankers.



The appalling prevalence of aggravated vices which threaten the Nigerian banking

industry is an unhappy heritage of her economic system which pave way for research,

. The justification of this research can not over emphasised due to the following reasons:-

fu)i  Control being largely departmental, becomes somewhat  lux,
discriminarory and ineffectual and 1o the extent thai every personnel both
at lower and higher levels of the banking and financial secior indicate.

2) The frequency of frauds/forgeries in the banking system have
reached an alarming proportion.

(h) Huge sums of money have been lost (o these fraudsiers, leading o
many banks and other financial institwtions to distress position and some
total liquidation.

fc) Bank executives have been over burdened and having sleepless
nighis in tackling frauds/forgeries cases, while many have gone through
undetected,

(d) It has been generally observed that rarely does a fraud forgery
goes through without the active participation/connivanice of an insider

(staff).

This research work is therefore very significant because it is aimed at addressing

the frequency of staft involvement in fraud cases, ascertain the possible reason(s) for such

actions, look into common areas where frauds/forgeries are perpetrated and proffer

solution. 1t is also at this time when 419 cases are so rampant that people have started

develop interest to carry out research work on this topic.

1:7 BASIC ASSUMPTIONS

(a)

(b)

It 1s assumed that only information collected for this research work regards to the
samples survey represents the true population from which the samples we gathered
information collected from various sources are assumed to be authentic.

It is also to be assumed that responses received from various banks represents the

opinion held by all banks within the Nigerian Banking Industry.
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CHAPTER II

Litcrature Review:

2.1 THE DEVELOPMENT OF BANKING BUSINESS

Banking is defined as a secured place or house of God where values are kept for safety.
There is no unanimity among economist about origin of the word "BANKING". They said
that "BANKING" is derived from the Greek word "bancus" or "Banque" meaning a bench,
The use of Lomberdy to display the coins of various countries of their merchants .

Some of the authorities are of the opinion that "BANK" is derived from a German word
"BANG" which means a joint stock firm. German occupied major part of ltaly and bank
was Italianised into "BANK". We have no record to ascertain the validity about this
opinion.

Banking is as primitive as human society. As soon as the importance of money as a
medium of exchange was realised, the necessity of exchange of controlling or regulating
agency was also felt,

It was Babylonians who developed Banking system in 2000 B.C. Temple of Babylon were
used as bank because of the respect and confidence of the people of clergy.

King Hamam Urabi (1728 - 1686 BC) who found babylonian empire developed a code to
rule his country procedures for banking operations by temples and landlords or land
owners. The code contain aspects of leans, interests, pledgers, guarantors, natural
accidents, theft etc. He got his code inscribed on 8ft tall block of Diorite. The code
contains 150 paragraph and the block is still preserved in the parish museum. Later
Samaritans, Babylonians, Assyrians Hittes standard the value of goods in metals, gold,
silver, coppers and electrum. 3 _

It is belicved King Gyges of Lydia in 678 BC casted electrum in Ingots identical shapes,
uniform in weight with a triple sublan (head of a Fox) as an official guarantee for value.
In Greece, the temple of Ephesus and Delpht was biggest banks at the time where people
deposited their money and valuables for safety and security. And this temple acted as first

financtal agencies in the countries.



Inspite of Aristotle Dictum (meaning charging of interest is unnatural and immoral
growing nccessities forced the peopic to accept principles of interest in lending and
borrowing.

Roman did not organise a state of banking (to regulate and control banking system) but
regulate the conduct of private banks in such a way thal at most, confidence of the people
was created in them.

With the fall of old civilisations, banking like other transactions suffered heavily. Again
with the revival of civilizations in the middle of 12th century, trade and commerce started
expanding which compelled the business community to borrow money from Hebrew Jews
money lenders on a high rate of interest. Qbserving great demand, the money lenders
started organising themselves and banks were coming up in the sea ports of Southern
Europe, Venice and Genoa became more important market at the time and banking (early
crude form) flourished there,

In 1401, a german Bank was formed, comprising the operation of discounting, deposit and
transferring of money. |

By the 16th century, more public banks were formed in Venice, Amsterdam,
Hamburg and Vureunbury,

To streamline banking organisations and techniques, conferences were held in
Vureunbury in 1548 - 1551. As a résult of these conferences and control banking
business, it was decided that banks should not be run by private individual only. in (587, a
state bank BANKO DIRIALTO was formed in Geneva and then bank of Amsterdam in
1609, This bank(Amsterdam) has a guarantee by the state and rendered valuable services
til 1795 AD. In 1690, Bank of Hamurg came into existence. this bank serves the
merchant and the countries till 1873 when it was merge with Reich Bank. they said that
modern Banking originated in the 14th century in Barcelona. Despite its classical onigin in
Barcelona, banking in its modem form and structure started in Britain when many
fomberdy merchants came to England in the 14th century and started in London in & place

called Lomberdy Street now.



These settlers who are very successlul even the king has to depend upon them for a loan,
These merchants were not only keeping valuables in state custody but were also changing
money for merchants and travellers and also drawing loan 1o ready person,

The business of changing moeney were very lucrative and KING EDWARD
established royal charger. the discovery of Amenca brought Reich to England and
merchants began to owe part of their Riches (money) in cash which they use as deposit for
safe custody. These transactions received a business set back in 1940 when Charles 1
seized £130,000. This shows the confidence of the merchants in the royal exchange and
royal mint. and consequently the business was completely taken over by goldsmith.
Goldsmith were having strong stafes for safe keeping introduced facilities of safe keeping
and valuable and cash for their customer. goldsmith issue notes for cash and valuable with
an undertaking to retain the same on demand.

Over a period of time, Goldsmith found that large source of money were kept in
their safe custody over a long period and they staried the use of cash to advance loans to
other persons for a fixed period of time as a high rate of interest.

The Goldsmith also encourage their customers o deposit money by giving the
interest on the money deposited with them. To some enterprise, Goldsmith issue cheque
books to attract their customers and that was another step on evolution of banking, There
was crisis in England in 1672 when Charles 11 borrowed from Goldsmith and refused to
return the mongy back to the bank. A group of Goldsmiths formed a corporation in 1695
which was known as the Bank of England. This bank leant £1.2m at an interest rate of 8%
to William 111 King of England. This lending was in exchange of some privileges. The
most imporiant privilege was to issue currency notes. By 1700, the bank of England was
not only issuing notes but was also conducting account for their customers. Up to 1830 in
England, the main profit of the bank was the right of circulation of the notes and for many
years after that, the depositors were considered as very minor income. By the act of 1708,
the privilege of issuing notes was withdrawn from stock company. This compelled the
bank of England to develop acceptance of money or depositors repayable on demand and
also to advance money to customer when they are in need.

7



The character of banking has kept on meandering through time and the working of the
banks reftect the changing character of the credit mechanism which is itself the out come
of the economic changes taking place in the economic system.
An approach to define what a bank is may appear ordinary but many have failed (0 define
appropriately.
Holden, an American writer tried to consider the definition of a bank under three headings.
(a) some delinition by text-book writers
(b)  some statutory definition and

() the view expressed by the court.

According to him, Hart defines a bank as "a person or company carrying on business of
recetving money and collecting drafts for customers subject to the obligation of honouring
cheques drawn upon them from time to time by customers to the exient of amounts
available on this current accounts”. Likewise Halsbury's law of England defines a bank as
"an individual partnership or corporation, whose sole or predominating business is
banking, that is the receipt of money on current or deposit account and the payment of
cheques drawn by and the collection of cheques paid-in by a customer"

Then by statutory he stated, there is no United Kingdom Act of parliament which sets out
to define banking, section 2 of the bill of exchange Act, [982, provides that, “in this Act,
unless the context otherwise requires ........ "banker" includes & body of persons whether
incorporatéd or not who carry on the business of banking". The curious "definition" has
been subject of derisive comments for many years. This is a similar description of
"Banker” in the stamp Act, 1391. Also the United Kingdom Banking Act, 1979
introduced the concept of recognised by the banks that is to say, banks recognised by the
Bank of England.

Recognition is, however, solely for the purpose of this act. Nevertheless, if an institution
has been recognised by the Bank of England and as a bank for the purpose of the banking
act, 1979. It seems unlikely that the court will refuse to treat it as a "banker” for the
purpose of the cheque Act, 1957. Also according to blunder, "there are a large number of

8



recognition of institutions as banks under legislation but none of them gives a general
purpose definition of an institution as a bank, all of them being merely a recognition for
specific purpose.

The Nigerian Act 1969, describes a bank on the other hand as "any person who
carries on banking business and includes a commercial bank, an acceptance house and
financial institution". The Banking Amendment Act No.3, 1970 further defines banking
business as "the business of receiving money from outside sources as deposits, irrespective
of the payment of interest, and the granting of money loans and acceptance of credits or
the purchase and sale of securities for account of others or incurring of obligations to
acquire claims in respect of loans prior to their maturity or assumption guarantees and
other warrantee for others or the effecting of transfer and clearing and such transactions as
minister may, on such recommendations of the Central Bank of Nigeria order published in
the Federal Gazettes, designate as banking business”. From the above, it is clear that bank
is an institution with profit motive. Even the Central Bank which is vested with the
authority of supervising and controlling the entire financial system of the nation, offers
some services in her banking department that generates profit just like any other bank.

The above definitions of a bank have also shown that banks perform many

functions in an economy and they are thus classified by the functions they perform.

2.2 HISTORY AND DEVELOPMENT OF BANKS IN NIGERIA
221 COMMERCIAL/MERCHANT BANKS

Commercial banking activities started in Nigeria in 1872, with the establishment of
African Banking Corporation which was responsible for the distribution of Bank of
England notes on behalf of British Treasury. The Bank of British West Africa (now
Standard Bank) was set up in 1894 largely on the initiative of Sar. Alfred Jones of the
Dempster and Company, This bank was the sole monopoly of the importation of British
coins from the unit.  This Bank of British ‘West Africa was in fact the fore runner of West

Afnican currency which has tll then, acted as principal importer of currency from the unit

9



because the agent of the currency board, the Colonial Bank was established in 1919 and
gave birth to Barclays Dominion Colonial and overseas in 1925,

Till 1929, banking business was monopoly of foreign businessmen. The first
indigenous bank in Nigeria, The National Bank of Nigeria opened in 1933. Other
(indigenous) banks that were established before then, for examplethe industrial and
commercial banks and the Nigerian merchant banks failed as a result of lack of trained
manpower, bad management and fraudulent practices. Between 1945 and early 1945, a
number of new banks were established. Ounly two of these - African Continental Bank and
Agbomagbe Bank (now WEMA Bank) manage to survive,

As a result of the increases tempo of economic activities associated with the past
world war reconstruction, high export prices, the 1950s witnessed Lhe emergence of what
usually referred (0 as a "Banking doom” in Nigena. All the banks failed with exception of
the Merchant Bank which had its licence withdrawn in 1960 for the misuse of government
funds.

Between 1960 and 1980, the country witnessed the establishment of more banks in
collaboration with foreign banks, which were indigenous according to the antagonization
decree of 1974. The number of indigenous banks increased dramatically between 1986 to
1992 as a result of the structural adjustment programme coupled with deregulation of the
economy in 1992/93. As at 31st December, 1992, we have over 120 banks operating in
the economy, 66 commercial banks and 54 merchant banks. The Commercial Banks rose
to 2070 in 1991 to 2243 in 1992. As at December 31st, 1994 there were a net total of
2259 branches of commercial banks while merchant bank stood at 142,  Comprising 65
commercial banks against 51 merchant bank in economy.

The increase was attributed to expansion of existing banks as opposed to the establishment
of new commercial banks. The positive effect of the deregulation of the banking system
on the economy and the intense competition for deposits mainly explained the expansion of
branches by commerctal banks.

Merchant bank by nature of their business are mostly found in urban and
commercial centres. that mostly explain why they could not expand rapidly like the

10



commercial banks  As at 31st December 1992, Merchant banks in the economy increased
to 54 and had a total of 121 branches. Only three out of the 54 merchant banks have up to
six branches all over the country. It decrease to 51 in December 31st 1994 as a result of
depression in the economy. A merchant bank can be described in a sense as wholesale
trader who takes on deposits other persons money and invest the money for its livelihood

In addition to accepting money on deposit accounts, it also provide finance in the form of
acceptance credit short term and medium loans documentary import and export credit and

accounts as authorised dealer in foreign exchange.

222 CENTRAL BANK OF NIGERIA

The banking failures of 1950s led to the power of control of banking being vested
in the financial secretary. This triggered off two opposing camps.

The nationalist who were of the view that a Central Bank was needed to perform
this and other traditional Central Banking functions and the colonials who believed that it
was premature to introduce Central Bank in a country where there was no financial

system. To resolve this opposing views a total of three studies were commissioned:-

(1) 1 L. Fishers reports 1953
(11) IBRD mission report 1955

(ii1) JI.B. Layne's report 1957

Fishers based his study on orthodox banking principles and reported that it was not
feasible to establish a Central Bank on the ground that the financial environments did not
exist and that it would be impossible to find the local staff to man it. He also contended
that the West Alrican currency board was equal to the task of promoting savings and
capital information.

As an alternative, Fisher recommended

(1) the information of a development corporation by the government.
(ii) the issue of treasury bills

11



(111) establishment of an institution by government to lend to cooperative societies.

(iv)  the use of post savings for development purposes. He also
recommended a three programme ieading to the development of a Central
Bank.

Second report,
() transfer of the operation of WACB to Afiica so that its management
-acquire necessary experience.
(1)  establishment of a Nigerian Currency Board and a separate Nigerian
Currency to take over Nigenia's share of WACB assets.

(111) establishment of a bank of issue as embryo of a future Central Bank. As was
expected, Fisher's recommendations were supported in 1955 by the World Bank
Mission. However, the IBRD mission recommended a state bank of Nigeria to
take over the banking control functions of the financial secretary.

Contrary to the above two reports, that of J.B, Loynes in 1957 favoured the establishment
of Central Bank in Nigeria and by 17th March, 1958 the CBN ordinance was promulgated

and became fuily operational on 1st July, 1959,

The main position of the Act so far as the Central Bank of Nigeria was concerned

- were; .

(1) issuance of legal tender currency in Nigeria.

(i)  maintenance of external reserve in order to safeguard the internal value of the
currency.

(iii} promotion of monetary stability and a sound financial structure.

(iv)  Banker to other banks in Nigeria and abroad.
The Central Bank stands at the apex of the banking system of every country. It is

the government representative in the banking sector and acts mainly as banker to the

government. It has a very close associating with both the government and the banking

12



sector of the economy, advising the government on monetary policy and implementing the

policics on behalf of the government.

223 DEVELOPMENT OF BANKS

In a broad term, every bank could be considered to be a development bank because
all banks contributed to the economic development of the country. It was because of this
overall objectives that Nigerian made their first efforts between 1928 - 1952 to establish
banks owned by indigens, viz-a-viz, the lack of concern oer interest shown in the matter by
existing banks owned by expatrtates. Most of such indigenous banks collapsed. Even
when a few survived, it became clear that those early (commercial) banks could not
provide long term finance needed outside pare trading activities. Consequently, the
regional government of Nigeria established different regional development corporation
which were expected to play this financial role. Unfortunately their development corpor-
ation easily becal‘ne more tools in the hands of politicians and although they did make
tremendous contributions as soon as after their creation, it was clear that there was still
need for more commercial oriented financial institutions whose functions would be the
provisions of medium and ling term funds to business establishments.

As Nigerian was achieving political independence from colonial rule - 1960, the
colomal development  corporation  {later  called Common  Wealth  Development
Corporation(CDC)) formed three different organisations to perform this functions in
Nigeria.

The companies were not called "Development Banks" per se. they were the Investment
Company of Nigeria Limited (ICON) in Lagos; the Industrial and Agricultural Conmpany
Limited (INDAG) named Development Finance Company Limited (DFC) in Enugu and
the Northern Nigeria Investment Limited (NNIL) in Kaduna. Companies were jointly
owned between Common Wealth Development Corporation and the Central on the respec-
tive regional governments. The Development Finance Company Limited (DFC) was
disbanded after the Nigeria civil was, the Investment Company of Nigeria Limited (ICON)

wetamorphorsised into the Nigerian Industrial Development Bank (NIDB) in 1964, The
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‘ Northern Nigeria Investment Limited (NNIL) is still in being presently as subsidiary of
New Nigeria Development Company (NNDC) former Northern Nigeria Development
Corporation (NNDC) also ceased to be called as more states were created out of the
former Western Region. Parts of its assets were taken over by Odua Investment Company
Limited, which is jointly owned by states created out of the former Western Region.
With the creation of new states, Development banks or Development finance or
investment companies have been set up by those state governments and also the Federal
Government 1o deliver credits direct to what is ordinary referred to as the Industrial Agro-
Allied and other sub-sectors of the Nigerian economy. Those development Companies
lederally owned include among others are:-
(1) Nigenan Industrial Development Bank (N1DB)
2) Nigenian Agricultural and Co-operative Bank (NACB)
(3)  Federal Morlgage Bank (FMB}

(4)  Federal Mortgage Finance Limited (FMF)
(5) Nigerian Bank for Finance and Industries (NBCI)

(6)  Nigerian Export and Import Bank (NEXIM)

One very important feature which distinguish the earlier statutory development
corporations and development investment or finance companies and banks is that the
former placed greater emphasis on promotion of some projects and the setting up of
wholly owned subsidiaries for that purpose.

The later acted more as banks by granting loans and other forms of financial
support to clients.

224 COMMUNITY BANKS

Commuhity banking introduced in 1990 is a new concept in the Nigerian financial
system. The idea behind this programme is to encourage development in rural
communities through modern financial institutions from within the rural communities
rather than from outside. The community banks are supposed to be the tolls for the
financial and economic emancipation of the communities.
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The fundamental concept in community banking is that of a self sustaining financial
institutions owned and managed by a community or a group of communities, for the
purpose of providing credit, deposit, banking and other financial services within the area.
The services of Community Banks are rendered largely on the basis of self recognition and
credit worthiness of their customers, This controls within the near total reliance by the
orthodox banks on viable and negotiable collateral as the basis for giving out credits.

The objectives for establishing Community among others include the following:-

(i) The promotion of rural development by providing financial and
banking services (credit and deposit) and other facilities inadequately
supported with such services.
(ii) The rapid enhancement of the development of productive activities
i the rural areas and hence improvement of the economic status of both the
rural people and the rural areas; and
(iii) The promotion of the emergency of an effective and integrated national financial
system. that responds to the needs of the whole economy from the individual and
grassroots community level through the Local Government Areas and states to the

National level.

The first community Bank to be established in the country was Alheri Community
Bank in Kaduna which was commissioned by the then President (General lbrahim B.
Babangida) on the 3 1st December, 1990. It was the only community Bank established in
1990, while 94 opened in 1991 with many in the following years. As at 31st December,

1992 we had 228 Community Banks in operations.

225 PEOPLE'S BANK OF NIGERIA
The People's Bank of Nigeria (PBN) which commenced business in 1989 and was
accorded legal status by Decree No 22 of 1990 was designed to extend credit facilities to a
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certain segment of the Nigerian economy. This segment is made up of the rural and urban
low income traders, craftsmen and micro-enterprises that can ‘not ordinarily meet the
lending requirement of the orthodox banks. the bank grants credit facilities in the range of
50.00 to 10,000.00 no interest is charged on the loan but an administrative fee of 5% is
paid on loan secured.

No collateral is required but to induce repayment, loans are usually generated on the basis
of group membership of co-operative trade associations etc. A borrower is expected to be
a member of a group at least 15 persons with two weeks moratorium, the repayment
period is sprea.d over one year. The [oance is eligible to apply for another ioan
immediately the last credit is liquidated,

The first branch of the People's Bank of Nigeria was commissioned by the then
President (I. B. Babangida) on the 3rd of October, 1989 in Ajegunle, a low income suburb
in Lagos State. Ever since the bank has continue to grow in size and strength. Information
gathered as well as reactions from beneficiaries of the loan facilities no doubt show that the

bank has made significant impact on the Nigerian Economy.

23 AN OVERVIEW OF FRAUDS AND FORGERIES IN NIGERIA
| BANKING INDUSTRY

Frauds and forgeries are of special concemn to the monetary and supervisory
authorities as these activities undermine the safety soundness and stability of the banking
industry. Like in the greater society, frauds and forgeries have become on¢ of the most
intractable problem of modern day banking. While public concern is growing by the day,
and management vigilance is improving with the help of computerisation, it is on record
that millions of naira are lost to frauds and forgenes. while soﬁle of the frauds and
forgeries are hand work of outsiders, most are perpetrated by the staff of the banks con-
cerned. Siill some significant percentage of frauds and forgeries. Justice Akinlola Aguda,
in his "the criminal law and procedure of the Southern State of Nigeria” (1982) defines an
mtent to defraud as "an intent to deceive in such a manner as to expose any person to loss
or the risk of loss". Since "Loss" for our purpose 18 measured in monetary terms, fraud
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may be defined as intentional misrepresentation, concealment or omission of the truth for
the purposes of deception or manipulation to the financial detriment of an individual
organisation - "Fraud" then is comprised of two fundamental elements. the one is
premeditated deceit. The other is peculation, a collective term for any combination of
embezzlement, defalcation, or misappropriation of funds. Frauds differs from malpractice
in many ways, for instance, malpractice not only criminal but more specifically the uneth-
ical in the general conduct of practitioner in a profession.

"Forgery is a preliminary offence because it is a prelude to the commission of other
forms of frauds eg. Obtaining by means of false pretence, The necessary element needed
to sustain forgery under the law is that a person knowingly makes a false document with
the intention that it will be used or acted upon as genuine to the prejudice of any person.
The debilitating effects of fraud on the banking sector and the economy can never be
understood.  G.O. Nwankwo rightly pointed out that "fraud is number one enemy of
business world. No company is immune to it..... It is an expanding industry". The offence
1s committed by falsification destruction, mutilation, or alteration of documents in respect
of accounts. Wole Adewumi (1989) also observed that "fraud can be described as a
conscious pre-meditated action of a person or group of persons with the intention of
alterating the truth and or fact for selfish personal monetary gain. It involves the use of
deceit and tricks and sometime highly intelligent cunning and know-how. It usually takes
the form of forgery, falsification of documents and authorising signatures and outright
theft". Although the existence of frauds in our banks is not uncommon or unexpected
phenomenon, it is worrying because "of all the various problems confronting the Nigerian
banking industry today that frauds is easily the most untractable".

The banking industry worries more about frauds because of the rather obvious
damaging consequences of the acts on the health and for the existence of the institution.
Frauds in banks nearly always lead to loss of monies that ordinarily belong to someone
other than the banks. This loss result in some cases reduces the level of resources
available for use in the operation of the banks. In every bad cases where frauds occur with
crippling frequency and in wholesale sizes, that banks may be forced to close down as a
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result. When the bank loses money and it is wound-up, the customers lose their monies.
This teads to loss of confidence in the banks and reduce patronage. 1n our kind of financial
environment, where banking habit is being encouraged and developed, this could result in a
major set back for the effort.

Frequent occurrence of frauds uitimately distracts the attention of the management
and leads to increased running cost. time and energies that would have been spent
improving customer services would be expended on preventing frauds. Monies that would
also have gone into services improvement activities would be expended in setting fraud
control procedures and system, There are no acceplable statistics of the losses sustained
by banks as a result of frauds within the Nigenian banking system. The Nigerian Deposit
Insurance Company (NDIC) has strive to provide figures which though subject to
verification, are at best conservative. This is principally because the figures are based on
reported incidents of attempted and successtul frauds. Not all banks were reporting and
even then, there is the likelihood of some banks under-reporting in order to avoid the
attendant publicity and loss of public confidence, No mention of bank executives involved
in frauds and forgeries viz-a~-viz figure lost.  See attached table 1B & 1B s per NDIC

report.

Table IB & 11B indicates return on both commercial and merchant banks on frauds
and forgerigs. the reports rendered to NDIC was used to determine the amount involved,
the actual/expected loss and number of banks rendering the returns. it is gratifying to note
that more commercial banks and merchant banks now are complying with the statutory
obligation of rendering returns of frauds and forgeries. The consistent rise in percentage
of actual/expected loss in frauds/forgenes in both commercial and. merchant banks is partly
explained by an increase tn returns and partly by the level of sophistication with which the
perpetrators go about their nefarious activities, No doubt if this level of loss sustained
with consistency, it will lead to the collapse of the banking industry. in 1994, four banks
were officially liquidated by the deregulatory authorities. In fact that more banks have
commenced operation is another indicator that the level of frauds may continue to rise. It
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‘should be borne in mind that while monetary losses are important, the cost of frauds in the
industry cannot be measured in monetary terms alone. Banks spend money in the training
of staff. when some are involved in frauds, and are subsequently dismissed, it means loss
of skilled manpower and deterioration of banking services.
Table 111 shows members of staff involved in frauds and forgeries between 1989 -
1994 as per NDUC report, stating clearly the rank and number. One can hardly believe
that even security guards and stewards are involved in frauds/forgeries activities. |
According to NDIC report (1992) "one pertinent and sad observation is that rather
than frauds/forgeries in banks to r educe, the problem seems to be escalating. It is
disturbing that frauds and forgeries have become an endemic feature of the institution
concerned. It depletes shareholders funds and constitutes a loss to bank customers thereby
further eroding public confidence in the banking system.
Gross and Hempel have identitied five types of frauds perpetrated in banks. these
include: -
{a) Borrowing from the till. This usually starts with borrowing a few
naira which are returned. Overtime, the sum involved increase and the
willingness and ability to repay declines.
{b) Forgeries of customers signature to withdraw from his/her account.
(c) Transfer from customer account to collaboraior’s account.
(d)  Granting of loans without adequate information and securty from
the borrower.
The most common methods of fraud these days can be categorised under the following
headings:
(1) Cheque letting
(2) Advance {ec fraud (419)
{3) Accounting opening fraud
(4) Money transfer fraud
(5) Loans fraud
(6) Counterfeit securities
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(7} Cheque fraud

(8) Clearing fraud

(9) Money laundering fraud

(10) Compuater fraud

(f1) Telex fraud.

Arising trom the on-going failings of a number of Nigerian banks, one could herewith
summarised the salient factors that generate insolvencies or near failing in the industry. the
Major causes of frauds/forgeries within the Nigerian Banking industry could be attributed
to the followings:-

(a) So;:iai and economic conditions

(b)  Mispiaced social values and politics

{¢) Insufficient internal control system

(d)  Lack of corporate culture.

Perhaps the greatness indictment of banks based on the effect of fraudulent ac-
tivities within the industry is made by Professor Oluwole Akande. He wrote "There are
some of us who are prepared to assert that Nigerian present economic predicament came
about as a result of malpractice in the banking and financial sectors",

The banks are in the front line in the fight against financial fraud. Moreover, they
stand at a place in chain where all the fraudsters end up sooner or later. Obviously a bank
is essential for any commercial fraud. We must encourage the Central Bank in the major
trading countries to increase their interest in the supervision of commercial and merchant.
cooperation in the fight against frauds and forgeries is growing. The best weapon is
information, better collection, exchange and use of intelligence is equally significant.
Prevention from in-house remedies, such as greater supervision, the inscription of the
information travelling between computers to prevent computer frauds, to tighter control
on financial markets. And of course the exchange of information about new

3
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24  GENERAL NATURE OF FRAUD AND FORGERIES
Banks irauds and forgeries take different forms as the perpetrators become more

sophisticated in their methods. Most frauds and forgeries take the following features:-

1) Internal Frauds

An internal fraud is one which is planned and executed totally by a member of staff.
An example is a chasier receives deposit over the counter from a customer but instead of
recording the transactions in lis/her book destroys the voucher and converts the money for

his personal use.

2) External Frauds

These are frauds and forgeries which are planned and executed totally by non-staff
without any assistance from or connivance of a bank staff, for example, a case where
fraudster stole the memorandum and article of association of a company. they removed
substituted pages where the names of the subscribers were listed and succeeded in opening
an account in a bank., They subsequently paid in cheques stolen from the company and

withdraw the funds after maturity.

3) Externally Assisted Internal Fraunds:

This is a situation where a non-bank staff connived with a bank staff to defraud the
bank. For example, a stafl taking advantage of his inexperience supervisor by paying a
returned cheque into a different customers account. Upon return of the cheque, it was
debited the owner, where as the funds were credited a different account. The fund is

withdrawn by the customer and shared with the staff.

4) Internally Assisted Internal Fraud

This is a situation whereby a staff deliberately assisted an outsider to defraud a
bank, for instance well known stafl’ and agent of a company presented a cheque
requisition. Afier requisition slip was given due approval, the company staff stated that
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they required two cheques books, He was allowed 1o alter the cheque requisition slip and

append his signature although he is never a signatory to the account. A leaf was used from

one of the cheque books to withdraw funds from the account. The company staff

absconded.

The most common lrauds and forgeries perpetrated in our banks are in some of the

following areas:-

(1) : Account opening fraud.

(a)

Current account

(1) forgery of signatures, improper authorization by
initialising officers and fraudulent confirmation of cheques.
(i}  Representation of already paid cheques through
insiders assistance, suppression of cheques, traudulent
printing of cheque books, forged cheques paid across the
counter and improper keeping of cheque books thereby
giving room for foul use.

(i)  Fraudulent operation of frozen accounts, crediting

of accounts with fictitious telters and spurious cheques paid

in by a customer and tampering with dormant accounts.

(b)  Savings account.

(i) Withdrawal from customers account though
forged vouchers and fraudulent withdrawals from dormant
savings accounts.

(ii)  Falsification of passbooks.

(i1}  Partial posting of deposits with view to defraud.

(¢)  Inflaling interest credited to lfedgers and withdrawing difference

fraudulently.

(2) Money transfer fraud,
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Fraudulent money transfer may result from a request solely for the purpose of
committing fraud or alteration of a genuine fund transfer request. A genuine request can
be altered by changing the beneficiary’s name or account number or changing the amount
of the transfer. The fraud typically involves a non-repetitive, three person transaction,
The perpetrator will obtain the particulars of the accounts (especially in active large
balance accounts) and names of bank personnel. this information is then used to altered
legitimate money transfer or initiate a fraudulent transfer in favour of a third party, usually

an accomplice,

(3) Loans and Advance Fraud.
(a)  Manipulation of loan accounts, for example reducing of the balance
1o avoid instalmental paymenis
(b} Unauthorising lending,
{(c) Kiting (granting of immediate credit to cheques)
(d) in some cases, drafts and certifies cheques sold against insufficient
funds may be concealed in suspense account instead of debiting the account
of purchaser. Other categories of loan fraud include
(¢)  Deceptive customer in false financial statement pretence of credit
worthiness and false guarantees.
® False collateral non-emistant, over-valued, multiple pledge, stolen,
counterteit.
{(g) Corrupt bank officers - improper loans to insiders, friends/relatives,
improper loans benefiting hidden financial interest officers, kick-backs to
bank officers, embezzlement of loan proceeds or loan payments.
(h)  Improper use of loan proceeds other than state business use,

criminal enterprises, money laundering loan frauds.
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)

Foreign Operation Fraud.
(a) Eorging of foreign undomicile drafts with spurious accompanying
docurments.
{(b)  Frauduient processing of B T.A applications with [forged

documents, and stealing of Travellers cheques.

Telex Fraud.

That is Lransmission of telex message and test codes. Transfer of funds from one

location to another can be effected through the telex. The message, though often coded,

can be altered to enable the diversion of funds 10 an account not originally intended.

(6)

)

Cash Fraad
{(a) Concealing of cash (by cashiers) and related vouchers, talsification
of petty cash vouchers, and outright thefl.
(b) Aiding and abetting of robbery by bank staff,

() Colluding with doublers.

Advance Fee Fraud ("'419")

This may involve an agent approaching a bank, a company or an individual with an

offer to access large funds at below market interest rates, often for long term. The

purported source of such fund is not specifically identified as the only way to have access

to it is through the agent who must receive a fee or commission "in advance”. As soon as

the agent collects the fee he disappears, and the loan never comes through. Any bank

desperate for funds, especially the distressed banks and banks needing huge fund to bid for

foreign exchange, can easily fall victim to this type of fraud.



(8)  Computer Fraud.

Computer fraud can remain undecteted for a long time. Computer fraud can iake
the form of corruption of the programme or application packages and even breaking into
the system via remote sensor. diskettes can also be tampered with to gain access to
unauthorised areas or even give credit to an account for which the funds were not

originally intended.

(9)  Counterfeit Securities Fraud.

Like counterfeit of money, counterleiting of commercial inancial instruments is
one of the oldest forms of crime. Modern photographic and printing equipment had
greatly aided criminal in reproducing good quality forged instruments. The documents
may be total counterfeit or may be genuine documents, that are copies or forged or altered
as to amount, pay-out date, payee or terms of payment. A common method s to present
the counterfeit stocks or bonds as collateral of a loans. Qther counterfeit items such as
treasury notes, chasiers cheques, bankers acceptance, or certificates of deposits in
counterfeit or altered form, may be presented to a bank for a redemption. the presenter
would draw out the proceeds and disappear before the financial instruments are found to

be counterfei, .

(10)  Others
(1)  using bankers letter heads with forged signatories to authorise
_ payments for supplies.
(b) use of computer operators pass-words,
(c) fraudulent transfer of share certificate.
(d)  swapping of fake cheques with genuine ones vice versa,

(e} fraudulent manipulation of CBN clearing cheques.



Clearing fraud has been observed that the most favoured types of frauds and
forgeries committed in the banks these days by fraudsters. Most clearing frauds hinge on
supervision of an instrument so that at the expiration of the clearing period applicable to
the instrument the collecting bank will give value as though the paying bank had confirmed
the instrument good for payment. clearing cheques can also substituted to enable the
fraudster divert the funds to a wrong beneficiary.

Mis-routing of clearing cheques can also assist fraudsters to complete a clearing
fraud. In other words, a local clearing item can be routed to an up-country branch. In the
process of re-routing the instrument to the proper branch, the delay entailed will give the
collecting bank impression that the paying bank had paid the instrument.

The system being used by the fraudsters in perpetrating cleanng frauds and
forgeries are endless. However, some of these include;

- printing of cheque books identical in all respect with cheque books
of the bank and the customer they intend to defraud.

- substitution of Central Bank clearing presentation forms before
going to the clearing house.

- swapping of fake cheques with genuine ones or genuine ones with
the fake cheques.

- replacement of one fake cheque with two or three cheques with the
total amount of the two or three cheques being equal to the amount on the
one cheque that was replaced.

- presenting up-country cheques as local ones, wherein value will be
given to cheques in four days, whereas the cheque will be returned after 21
working days

- drawing cheques for substantial amount against dormant account or
account with low level of activities in a bank clearing area. On presentation
of such a cheque at CBN cleaning house, the banks account will be credited

while the other bank debited. The cheque will eventually returned unpaid,
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- suppression of cheques and kiting. It is worth nothing that millions
of naira has being lost through this system, whereas many bank managers or
officers have either been dismissed, terminated or faced varnous disciplinary

actions in their banks.

25 REPORTED CASE OF FRAUDS AND FORGERIES BY INSURED BANK
Like in the greater society, frauds and forgeries have become on of he most
uniractable problems of modern banking. While public concern is growing by the day, and
management vigilance is improving with help of computerisation, it is on record that
millions of naira are lost tn frauds and forgeries. While some frauds and forgeries are the
hand work of outsiders, most are perpetrated by the staff of the banks concerned. still
some sigmificant percentage of frauds and forgeries are done in collaboration with out-sid-
er by the staff.  As a result of ihis very serious economic crime, some stafl in the industry
have either been dismissed or have their appointment terminated or prematurely retired.
This means that some experienced hands in the sector are lost due to their
involveinent in frauds and forgeries. Below, we present reported cases of frauds and
forgeries in the banking industry especially between the period of1989 to 1994,
Accurate data for 1995 and 1996 cannot be reached yet but there is indication that the
number of has been on the increase. However, the number of staff dismissed and retired
following their involvement in this crime is also highlighted, based on the report submitted

to Nigerian Deposit Insurance Corporation.

CASES IN (_:'OMMERC[AL BANKS

Table Il shows the statistics on the level and magnitude of reported fraud and
forgery cases in commercial banks during 1994 alongside the statistics for 1993,

It is evident from the table that the number of banks with frauds and forgery cases
rose from 33 in the first quarter of 1994 to 45 in the last quarter as compared to 28 cases

in the first quarter of 1993 and 29 cases in the last quarter of that year. the amount
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involved also rose significantly from 426.3m in the first quarter of 1994 o 1,445.03
million n the last quarter as compared with 149.03m in the first quarter of 1993 and
- 576.51 million in the last quarter of that year. In aggregate terms, the amount involved was
1,377.15 million in 1993 and compared with 2,655.71 million in 1994, also the aggregate
Actual/Expected loss in 1993 and 1994 were 241.0 million and 883.55 million

respectively,

CASES IN MERCHANT BANKS

Frauds and forgery cases appeared to be considerably lower in merchant banks than in
commercial banks. this was to be expecled because of the retail nature of commercial
banks functions. Table II presents the data for merchant banks.

The table shows that the number of banks with cases of frauds and forgeries on a
quarterly basis ranged between 2 and 6 n 1993 and 2 and 9 in 1994, [n aggregate terms,
the amount involved in 1993 was 41.2 million while the Actual/Expected loss was put at
5.37 million. Comparatively, the figures for 1994 were by far larger. The amount
involved was 743.68 million and the actual/fexpected loss was 67.1 million which indicate
that there was high incidence of fraud and forgery cases in the industry in 1994,

Generally compared to previous years {ie. between 1989 - 1993) a large percentage
of the amount involved in frauds and forgeries in 1994 was accounted for by ten banks out
of which nine were commercial banks and only one was merchant bank. The high number
of commercial banks involved in frauds and forgeries over the years reflect the
preponderance of commercial banking activities in the country. Table 1B presents details
of the amount involved in frauds and forgeries for the ten banks with the highest number of
fraud cases during 1994, |

There was an increase of about 72 percentage between 1994 and 1993 in the total
amount involved in frauds and forgeries in the ten banks with the highest Irauds cases. In
1994, the total amount involved for the ten banks with the highest fraud cases was
2,303.54 million compared with 1,341 42 million in 1993. In the same manner, the total
amount involved for all the reporting banks stood at 3,399.39 million in 1994 compared
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with 1,419.03 million in 1993 which represented an increase of about 140 percent. How-
ever, the share of ien banks with the highest fraud cases in the total amount involved
decrecased [rom 94.5 percent in 1993 to 67.76 percent in 1994, The decrease suggest that

fraud cases in banks were spreading and no more concentrated in a few banks.

TERMINATED, DISMISSED AND RETIRED STAFF ON ACCOUNT OF
FRAUDS AND FORGERIES
The categories of staff, namely, supervisors/managers, officers/accountants and
clerk/chasiers were prominent amongst those involved in frauds and forgeries. In table 111,
we present number of staff who were dismissed, retired or had their appointments
terminated on account of frauds and forgeries related cases in their banks.

In 1994 alone, about 737 staff lost their jobs for their involvement of fraud related
crimes in various banks as compared with 516 in 1993, The 1994 figure represenled an
increasce of about43 percent over that of’ 1993, The core operational stafl constituted
about 78 percent of those who lost their jobs of the core staff, Supervisors/Managers
constituted about 28.6 percent, Officers/Accountants/Executives Assistants constiluted
19.5 percent, Clerks and Chasiers 29.9 percenl while other categories of stafl accounted
for the remaining 22 percent. From 1991 to 1994, a total of 2,203 staff of banks lost their
jobs due to their involvement in frauds and forgeries. .

Since 1989 when the first annual report was published, it has been observed with
regret the increasing incidence of fraud and forgery cases in Nigenan banking system. The
trend continued unabated in 1994. Frauds and forgeries as well as the increasing distress
in the banking sector have eroded public confidence in the system, In 1994, a total of
2,655.71 million was involved in frauds and forgeries in commerciall banks alone. The
1994 figure represented about 94 percent increase over that of 1993, The amount
involved in frauds and forgeries also increase in merchant banks from 41.92 million n
1993 to 743.68 million in 1994, The amount involved in frauds and forgeries in both
category of banks in 1994 was 3,399.39 million. the actual/expected loss in 1994 alone
was 950.56 million as compared with 246,37 million in 1993,
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1994 figure represented about 94 percent increase over that of 1993. The amount
involved in frauds and forgeries also increase in merchant banks from 41.92 million in
1993 to 743.68 million in 1994, The amount involved in frauds and forgeries in both
category of banks in 1994 was 3,399.39 million. the actual/expected loss in 1994 alone
was 950.56 million as compared with 246.37 million in 1993

The promulgation of failed bank (recovery of debts and malpractices) Decree, 1994
has opened up another category of stall ranked "Executive Direclors" amongst other staffs
involved in frauds and forgenies. Though the Decree came into full force starting from
1995 (outside the scope of this project). It has started yielding positive result evidenced
by arrests, delention, prosecution and senle_ncing to various terms of imprisonment staff
mostly executive directors of failed banks. For instance, the Newswatch Magazine of
March 11, 1996 titled EXECU-THIEVES" quoted NDIC as saying 15 billion was the
amount lost to fraudsters in both commercial and merchant banks. The figure were far
ahcad from those recorded from previous years. About 181 bank executives were
detained for their various roles in huge linancial losses to their banks.

It must then be concluded that measures taken by the banks to forestall frauds and

forgeries seem to be inadequate.

-

26 CONTROL MEASURES OF FRAUDS AND FORGERIES

In realisation of the dangerous effect of increasing wave of frauds in banks, Banks's
management have instituted different internal control systems and policies aimed at
ensuring the incidence of fraud is brought to the bearest minimum. Though these systems
and policies differ from one bank (o the other, the following can be regarded as a general

control policies will ensure the prevention of in banks;

A CURRENT ACCOUNTS

i Opening of New Accounts
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The manager or a designated senior officer should be interested in knowing why
the customer has come to their bank from other bank. Proper reterences must be obtained
before cheque books are issued to the customer and all postings 1o new accounts should be
carefully scrutinised and no withdrawal should be allowed without prior verification of the
lodgements. Company and other accounts must be seen to be properly opened in line with
bank policies. The source of heavy cheque lodgement into a new account or a dormant
account should be ascertained before acceptance of such cheque and the paying bank of

such cheque should be put on notice.

ii. Statement of Accounts

Statement of account must be dully authenticated by a senior officer. The address
must not be ambiguous and their despatch must be controlled. Balances brought forward
must be initiated by a senior officer evidencing corrections in mechanised/computerised

branches.

iii. Stopped Cheques

Details of stopped cheques must be entered in such a way that those who are likely
to them are well informed. This can be achieved by circulating the "Stop Notice" to all
stafl concerned including cashier were appropriate. |

At quarterly intervals, ensure that all stems in the Registes/display card are revised
against records. Delete stale items.  In computerised banks ensure that the relevant
sofiware take care of this and in addition occasionally physically review the source
documents against the computer display/print out. Please note that long outstanding stops

in respect of signed but undated cheques must remain indefinitely.

iv. Payment Procedures.

The use of counter cheques should be discouraged and banks should avoid
honouring cheques which are not taken from book supplied to the customer. Identity
cards issued by unknown company should not be accepted as only form of identifying a
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payee of large sum, Banks should discoﬁrage customers from withdrawing large amount
in cash where a draft or other means of settlement can suflice. Use of
Regiscope/Photoscope camera to photograph persons drawing large amount should be
encouraged. Cashiers should be instructed never Lo pay Lo or receive from staff in respect
of customers transaclions.

As part of control measures to curb fraud incidence through the clearing, the
commitiee of chief inspectors had decided that banks which accept spurious instruments
into their customers account will hencetorth to be held responsible for any loss that may be
sustained as a result of their action.

It was also decided that when an account is witnessing an unusually large deposit of
cheques, the collecting bank should alert the paying bank. Paragraph 10 of Lagos clearing

house rules of January 1987 clearly address this problem.

B. SAVYINGS ACCOUNT

i. Operation of the Account

- Ensure that all withdrawals are authorised according to the
mandate.
- Ensure proper cali-over and examination of vouchers.

- Call-over must be carried out by official independent of the
depariment involved in the processing of the vouchers.

- Not later than the morning after the day of posting, the call-over
officials must examine all the vouchers and investigate any unusual
features.

ii. Certification of the Accounts.

- Towards the end of the month or twice monthly, draW UP A roster
of officials who will be responsible for balancing the ledger sections or have

a team of auditors to certify the various sections.
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- ensure that the same officials are not paired together in successive
certification and that neither of them are involved with the same section of
ledgers in succession.

- computerisation now in voguc, the functions of certification should

now be the audit department.

ifi. laterest/payments
- ensure that calculations and payment of interest is supervised.
Large amount should be double checked by an auditor to ensure accuracy

even in computer environment.

C. UNBALANCED POSITION OF BOOKS OF ACCOUNTS

Experience has shown that unbalanced books provide fertile grounds for frauds,
hence at times books are intentionally "jammed” by unscrupulous staff.
bankers should therefore, be restless if their books are not balanced. The situation should
in fact be viewed as a danger signal. Efforts should theretore be made to balance the
books regularly and promptly. In computerised environment, items in out-of-balance
account/error lodged should be under the watchful eyes of the branch manager/accountant,

entries in and out of these accounts must be dully authorised.

D. UNRECONCILED ACCOUNTS

The nced lor effective reconciliation of books of accounts in your instilution
cannot be over emphasised. There is the need to equip your reconciliation section with
highly experienced and knowledgeable staff. Under no circumstance should the scetion be

regarded as for discredited officers. Starting fraud have within the past few years been

perpetrated through unreconciled:-
- Central Bank Clearing Account
- Local Bank Clearing Account
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- Head office / Inter-branch Account

- Correspondent Account,

E. SUSPENSE ACCOUNT

Various suspense accousts arises in banks both on the Assets and Liabilities sides.
The outstanding items on the accounls must be monitored by a very senior staff
authorization of entries into the accounts should also be resiricted to specilic ofticers other
those monitoring the accounts.

Long outstanding items should be continuously traced until they are reversed.
(Transfer from Hold Over Accounts to Suspense Accounts then to Ban Accounts,

Unpresented dr;zuﬂs etc.).

F. PAYMENT OF DRAFTS, MAIL TRANSFER ETC.

In recent times frauds syndicates have with the collaboration of some staff beaten
various control devices established by banks and succeeded in swindling milhions of naira
through drafls, mail transfer, cable transfers etc. In most of the cases investigated, it was
observed that the frauds could have been exposed if the staff tnvolved had complied fully
with the banks policies and procedures and taken additionally care in the discharge of their
duties. It is recommended in the hight of recent .development, to verify all payment
instruments for big amounts with issuing branch/bank before payment. This on the

message or instruinent agrees even when the embezzlement appears genuine.

G. CLEARING OF CHEQUES

- scrutinised outward clearing
- ensure that this is done before despatch daily
- watch out for any large / unusual cheques

- watch out for indications of cross firing or kite flying and when

noticed, afert the paying banker immediately.



- ensure double custody of cheques at all times (swapping of cheques

between banks and Central Bank).

H. YOUCIIERS

All processed vouchers must be given adequate resisting/double-custody.  special
altention should be paid {or oflice account suspense vouchers. Profit and loss vouchers,
paid drafts and fixed deposits receipts. Microfilm / microfilch system should be used as

applicable.

1 CONTROL OF COST

Ensure that purchases are made within approval limits and that prices being pad
are reasonable. Discourage settlement of large purchases by cash. Ensure strict
comphance with laid down purchase procedure and that all purchases are within approved

budget.

J CONTROL OVER COMPUTER REPORTS
- ensure access (0 the computer room is resiricted to authonsed
persons. Establish movement register,
- check and ensure that the required reported are produced as
indicated on the daily report check list.
- when certain reports are not received, ensure that extra care is taken
in handling the previous days vouchers with a view making up an update
position ol accounts that will have operations during the day.
- ensure that last report is kept under surveillance of a senior officer,
. ensure pass word for computer operators are kept in strict
cornfidence and are deleted when there is movement of staff,

K. EMPLOYMENT INCENTIVES AND REWARDS
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K. EMPLOYMENT INCENTIVES AND REWARDS
It has been proved that reasonable incentives to staff has helped to reduce the
incidence of involvement in fraud. Reward for performance of fraud", should also form

part of bank policy to encourage staff and customers who help to frustrate fraud.

L. RECRUITMENT AND TRAINING OF STAFF

Banks management must ensures a sound employment policy to ensure that the
right calibre of staff are employed into the banking industry. It is also necessary that very
good references on staff are obtained from both their last schoo! and other responstble
citizens whose reputations are not in doubt. Personnel department of banks must not fail
to make use of the recent circulation among banks of the list of staff whe have either been
dismissed or terminated on grounds of frauds so as to avoid employing people who were
either dismissed or terminated for being involved in fraudulent practices in other banks.

Staff must be properly trained on their various assigned duties to enable them
appreciate their responsibilities in detection and preventing frauds No staff should be
placed on cash or other specific duties unless he has been properly trained to appreciate
the demands of his job. Banks should avoid using new clerks as either cashier or reference
clerk. Staff should be made aware that they should not counter-sign any instrument simply

because it has been previously signed by another staff regardless of grade.

M. OTHER CONTROL MEASURES

These should include: -
- Government enforcement of provision of the Banking Decrees as
they relate to the issuance of dud cheques.
- Used of closed circuit television, surveillance camera in offices
should be encouraged.
- establishment of a proper and speedy procedure of meeting out
disciplinary measures against those staff involved in frauds as a deterrent to
others should be in place.
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- proper custody of bank's records and all security documents {there
should always be under the control of very responsible and reliable officer)
should be maintained.

- reactivation of dormant savings and current accounts must be
properly authorised,

- life style of staff should be monitored by the management of the
bank. (eg. when it comes to the notice of management that a clerk drives a
posh car they should investigate how the clerk comes 1o own a car).

- acute shortage of staffin any unit should be discouraged, as this can
result into pressure of work on the available few hands and therefore lack

of proper supervision and resultant compromise of control procedure.

LEGAL AND INSTITUTIONAL FRAME WORK FOR COMBATING BANKING

MALPRACTICES

speedy enforcement and monitoring of bank employees etc. (declaration of asset
act).

failed banks {Recovery of debts and financial malpracises) Decree; 1994
administrative institutional regulation, ie. key organs of state and CBN that play
vital administrative detective and investigative as well as adjudicating roles in the
quest for eradication of banking frauds and diverse malpractices.

functional institutional regulation that is, the quest for eradicating banking malprac-
uices reflect itself in rules that stem from certain functions of the CBN. Being the
banker Lo other banks, the CBN decides on what amount of overdraft it can allow
each bank In a given situation. The banker's committee also sefves as a forum for
meeting other banks and advising them as how to avoid pitfalls and improving
eflictency without having {o result to malpractices in case of temporary diffculties.
The Apex bank also use its supervision of the cheques clearing houses to monitor

the activities of the banks without intension to ensure compliance with regulation.

.
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CHAPTER 111

RESEARCH METHODOLOGY

3.1 Definition of research methodology:

Research design or methodology is defined as the master plan, structure and strategies of
investigation conceived 50 as to obtain answer to research questions and to control variables.
It also include how the research objectives will be achieved and how the problems encounter
will be tackled. These could be achieved through the various types of research available to
the researcher namely.-

(a) Historical research

(b) Experimental Research

(¢)  Quesi - Experimental Research

{d) Description of Survey Research

(e) Producl Development Rescarch

H Correlation Research

{g)  Evaluation / Analytical Research

32 Research Method Selected/Sources of Data

This research work is basically a descriptive/survey type of a research and partially
analytical because data obtained will have to be analyzed before conclusion could be
researched. Descriptive research is defined as that research which ts used to find the meaning
and obtained an understanding of present condition, beliefs, attitudes and so forth. sometimes
case study, sample survey and correctional types are classitied under descriptive research.
'The tools available for the data collection under descriplive research are either standardised
instruments, such instruments are either questtonnaires, utilization of interview, participative
or non-participative observations and simulations. But for the purpose of this research, the

questionnaires and observations will be used to collect data relevant for analysis. the data to
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be obtained are therefore primary data from the questionnaires to be administered and
secondasry data from various publications especially the Nigerian Deposit Insurance

Corporation (NDIC) annual publication between 1989 - 1992 and 1993 - 1994,

33 Hypothesis

Hg  Large number of stafl involved in cases of frauds/forgeries in the banking industry is a
result of bad incentives offered by banks.

H Large number of stail involved in cases of frauds/forgeries in the banking industry is
NOT as a result of bad incentives offered by the banks.

Hg  Large number of junior stafl’ (clerical/non-clerical) are more involved than

middle/senior staff in cases of frauds and forgeries in the Nigerian banking system.

Ly large number ol jumor stafl” (clerical/non-clerical) are NOT more involved than the

middle/senior in cases of frauds/forgeries in the Nigerian banking system.

34  Procedures for Data collection

Data required for this research work will consist of both secondary and primary data.
The secondary data will be obtained from earlier publications specially that of the Nigerian
Deposit Insurance Corporation (NDIC) annual report between 1989 - 1992, 1993 and 1994
and other CBN publications.

As for the primary data, a questionnaire has been designed for admimstration to
various banks, tailored specifically towards obtaining the necessary information for analysis.
Each bank will be sent 30 questionnaires and the proportion of 15 to 15 between senior and
junior stafl’ will be required to complete the forms. this will give equal and good representa-
tion of all categories of staff members.

Apart from administering the questionnatres, personal observation of the research will
be used, being an auditor with a reputable organisation and over 10 years of experience in the

banking industry, and has worked in various capacities, both at branch and control offices.



35 Instruments for Data Collection

The questionnaires has being designed in a such a way that relevant questions have
been provided tailored towards obtaining the required information. This inciudes personal
data of the person completing the questionnaires, age, sex, marilal siatus, present/sections
worked, assignment, date last promoled, renumerations, job satisfaction and relationship with
subordinates. These questions when answered correctly will serve as an indicator why so
may stafl’ members get involved in frauds/forgeries and also whether junior or senior staff are

more involved in such cases.

3.6 Population Sampling

The population to be examined in this research work are stafT of banks in the Nigertan
banking industry with specific reference to those working in different banks with Kaduna
metropolis is for the simple fact that most banks have branch located here in Kaduna,

Five commercial banks namely, Savannah Bank of Nigeria Plc, Bank of the North
Limited, Afribank Plc, United Bank for Africa Plc; and Union Bank of Nigeria Plc; and three
merchant banks - NAL Meichant Bankers Pl¢; ICON Merchant Bank Plc; and Merchant
Bank Corporation of Nigeria Limited have been chosen at random to represent the whole
population to be examined. One community Bank (Kawo Community Bank), One People's
Bank of Nige?ia Limited, Nigerian Agricultural and. Co-operative Bank will also be examined.
These financial institutions have been chosen for questionnaire administration.

Old generation banks, having a wide spread of branches through the country. Data
collected from them could serve as an opinion of other staff members within the industry. the
merchant banks, they are solid banks with branches located in Kaduna with head office in
Lagos. the Community Banks are quite new arrivals in the system, while People,s Banks has

spread to almost all local governments in the federation,



3.7 Hypothesis Testing

Hypothesis is basically the research questions. The researcher therefore seeks for
confirmation or rejection of the research questions through various statistical methods, for
example the chi-square the regression (simple) and muliiple analysis correlation analysis etc.
But for the purpose of this study, the chi-square (X2) method of hypothesis testing will be
used. From the dala collected, the observed frequencies and there expected frequencies are
calculated through the use of a simple formula ie.

RXCOVERT

{ R =Row Tota)

{ C = Column Total }

(T = Grand Total )

after obtaining these values a degree of freedom is assured to determine the value of chi-
square (. X7) by the vse of the table already provided for that purpose. The decision rule
under this method states that " Accept the NULL HYPOTHESIS (HO) if calculating
chi-square (X9) value is less than table chi-square (X») value". otherwise "Reject the NULL

HYPOTHESIS and the alternative hypothesis (H!) stands accepted or vice-versa.
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CHAPTER 1V
DATA COLLECTION, ANALYSIS AND
INTERPRETATION

4- 1 Introduction

Most of the materials used in this project are collected through the administering of
questionnaires and personal observations. the questionnaires were administered in different
banks, commercial, merchant, development, community and people's banks based in Kaduna.

The findings in this project are limited by the conversations of number of respondents.
many of them could not witlingly supply the required information because they feared it might
g0 contrary to their oaths of office

Questionnaires were administered on both junior and senior staff’ members. Thirty
(30) questionnaires were sent 1o about ten (10) banks. quite alot responded favourablly,
while some did not bother to respond at all. However, enough questionnaires were returned
and out of which 160 have picked for analysis, eighty each completed by both junior and
senior stalf. A good proportion was used to allow for adequate representation of the
commercial, merchant, development banks and other (community/People's banks). therefore,
the analysis of data presented in this chapter is purely based on the response and findings from

such respondents.

42  DATA ANALYSIS
The importance of data analysis cannot be over emphasised. Data becomes useful
only after proper analysis. Data analysis involves the conversion of a series of recorded
observations, informations obtained through interviews/discussions or other forms of data
mnto descriptive statements or inference about relationships. In analysis, data is reduced to
intelligible and interpretable form so that the relationship of research problems can be studied.
In this study, data collected is computerised on percentage (%) basis for easy

comprehension.  The chi-square (X2) distribution method is used here. although several
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questions were asked in the questionnaires, only those clated to each hypothesis will be
highlighted in each case.
In an effort (o identify the causes of frauds/forgeries in the Nigerian Banking system,

the data collected and analyzed have been classified under the following areas:-

1). Whether junior stafl are more involved in cases of frauds and forgenes

in the Nigerian banking system.

2) Whether the involvement of bank stafl in cases of frauds and forgeries

in the Nigerian banking system is as a result of bad incentives offered by their

organisation

Since there are no existing data in order to determine the above cases, we have to rely
on the responses collected from the various respondents. In the end questions eleven (11)
and twelve (12) have been selected for hypothesis testing. Data (figures) in the tables serves

as the observed frequencies and are also used for the chi-square (X2) distribution test.

4.3 Data Interpretation

The results from data analysis are interpreted. the interpretation states of analysis
makes inference pertinent to the research relationship studied and draws conclusions about
the relations. 1t is generally accepted that a research study attempts to either test hypothesis
or answer questions. the statements or the problem therefore indicates precise terms which
questions are to be investigated when hypothesis are to be tested. Both questions and

hypothesis are indispensable tools in educational research

440  Analysis of Hypothesis One (1):

Why Large Number of Stafl Are Involved in Frauds and Forgeries
441 Null Hypothesis [Hg]_;

Large number of staff involved in cases of frauds/forgeries in the Nigerian banking
industry is as a result of bad incentives offered by banks.

442 Alternative Hypothesis (h_l];
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Large number of staff involved in the cases of frauds and forgeries in the Nigerian
Banking industry is not as a result of bad incentives oflered by the banks. This hypothesis
intends to find out the reason(s) why a large number of staff are involved in frauds/forgeries
in the Nigerian banking industry . In an attempt to test the hypothesis which consist of a set

of assumplions accepted provisionally as a basis of investigation, the below is set out.



Degree of Response Responses Total
Junior Staff | Senior Staft
YES 19 16 35
NO 38 29 64
To some extent 18 25 43
Not Lo some 8 10 18
extent
Total” 80 80 160

Since the above data (figures in the table) represent the observed frequencies (fo), the
expected frequency (fe) for each cell is calculated by using the formula,

fe={RXCjoverT R = Row
Total

C = Column total

T = Grand Total

Cells: fe
(L) =
135 x 80} over 160

12800 over 160} = 175
(1,2) =
12800 over 160} = 17.5

{135 x 80 | over 160

(2,1)

164 x 80} over 160 = {5120 over 160 } =32
(2,2) =

164 x 80} over 160 = {5120 over 160} = 32
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3,1) =

143 x 80} over 160 = {3440 over 160} =215
(3,2)

143 x 80} over 160 = {3440 over 160} = 21 5
(4.1)

{18 X 80} over 160 - 11440 over

(4,2

{18 x 8O} over 160 = {1440 over 160} =9
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Since the observed and expected frequencies have been obtained, the X2 is therefore
calculated by using the formula

X2 = {fo - fe} over fe

where

fo = observed frequencies and

fe = expected frequencies.

FO: Fe Fe: - fe (FO - fe)? (Fo - fe)?

fe

19 17.5 15 2.25 013

16 175 -15 2.25 0.13

- 35 32 3 9.0 0.28

29 32 -3 9.0 0.28

I8 21.5 38 12.25 0.60

25 21.5 3.5 12.25 0.60

8 0 I 1.10 011

10 9 -l 1.10 011
X2 =224

Caleulated value of X2 = 2.24. to find the table value of

X2 = Degree of freedom (df) = (¢-1) (R-1) where C = column total and R = row total (2-1)
(4-1) =1x3=3

Specified level of significance is 5% = 0.05; table value of

X2=782
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Decision rule

The rule states the following;-
Accept the null hypothesis (Hp) it calculated chi-square (XZ) value 1s less than chi-square
(X2) value otherwise, "Reject the null hypotheses and aceept the alternative hypothesis” when
we reject the null hypothesis (Hp) the alternative hypothesis (Hy) stands accepted and vice

versd.

Interpretation,

In the analysis above since the calculated X2 value of 2.24 is less than the table X2
value éi' 7.82, we shall then accept the null hypothesis (Hg) that a large number of staff
involved in bank frauds and forgeries are not as a result of poor incentives offered by the
banks.

From the above, it is apparent that large number of staff involved in cases of
frauds/forgeries in the Nigerian banking industry is as a result of poor incentives oftered by
the banks. Impliedly, if the benefits are enhanced and other factors remains same less staff

will be involved in cases of bank frauds/forgeries.

4472 ANALYSIS OF HYPOTHESIS (1)

Junior staff are more involved in cases of frauds and forgeries than senior stafl.

Null Hypothesis (H )
Large number of junior staft (non-clerical) clencal are more involved in cases of
frauds and forgeries in the Nigerian banking system.
Alternative Hypothesis (Hy)
Large number of junior stafl (clerical/mon-clerical) are NOT more involved in
cases of frauds/forgeries than junior staff in the Nigerian Banking system.
In an attempt to test the hypothesis which consists of set of assumptions accepted

provisionally as a basis of investigation, the table below is set out.
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Table 4.4.2. shows the observed frequency in respect of the category of staff
imvolvement in cases of frauds/forgeries in the Nigerian banking system.

DEGREE OF RESPONSES
Junior Stafl Senior Staff
Yes 27 28 55
No 28 21 49
To some extent 19 23 42
Nol 100 sure O 8 14
80 80 160

The above represents the observed frequency (/o) the expected frequency (fe) for each
cell is calculated by using the formula:
Fe = |RxC} over T
where R = Row Total
C = Column Total
T = Grand Total
Cells
(1,1) =
155 x 80} over 160 = {4400 over 160} = 275

155x80] over 160 = {4400 over 160} = 27.5
(?"vl) =

{49 x B0} over 160 = 3920 over 160 =245

(2,2) =
{49 x 80} over 160 = {3920 over 160} =24.5

3,1 =
142 x 80} over 160 = §3360 over 160} =21
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(32} =

142 x 80} over 160 = {3360 over 160} = 21

(4.1)

{14 x 80} over 160 = 1120 over 160 =7

(4,2) =

114 X 80} over

Since the observed and expected frequencies have been obtained the

160

calculated by using the formula

11120

over 160}

X2 is therefore

X? = fo-fe
Je
Jo: Je: Jo - fe (fo - fe)* (fo - fe)*
Je
27 V4 b -5 0.25 0l
28 271.5 5 025 01
28 245 3.5 12.25 0.50
21 24.5 -35 0.50
19 2] -2 0.19
23 21 2 0.19
0 7 -1 0.14
8 7 1 0.14
X ¢ 1.68

Calculated value of X2 = 1.68. To find the table value of

X2 = degree of freedom (df) = (c-1) (r-1) where ¢ = column total and r = Row Total = (2-1)

{(4-1)=1x3=3.

specific level of significance is (58%) = 0.05 and the table value of X2 under 0.95 (1-0.5 =

0.95) under degree of freedom three (3) we have X = 7.82.
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Interpretation

In the above analysis, since the calculated X2 value of 1.68 is less than the table X2 value
7.82, we shall then accept the NULL  hypothesis (H) which states that large number of
Junior staff are more involved in cases of frauds/forgeries in the Nigerian banking system than
senior staff. The alternative null hypothesis (H[) which states large number of junior staff are
NOT more involved in cases of frauds/forgeries in the Nigerian banking system than senior
stafT should be rejected because the value of X2 falls within the accepted region.

It is apparent from the above analysis that large number of staff involved in frauds and
forgeries on junior staff rather than senior staff

ANALYSIS OF OTHER FINDINGS

After due confirmation of the two hypothesis proposed above, it is necessary to look
into other factors that are likely to affect involvement of staff in frauds/forgeries cases in the
Nigerian banking system.

From questionnaires sent out to various banks and the responses received, there are
clear indication that other factors contribute a lot in the cases of frauds/forgeries in banks.
Out of the one hundred and sixty {(160) questionnaires analyzed, 77.5% were completed by
male employees while the 22.5% by female staff. Out of 77.5% male, about 42% were
completed by senior officers while 34% were junior staff while 15% of female that completed
the questionnaires were junior, 8% were senior staff.

Although there is no available data, there ts very likelihood that more male staff are
mvolved in frauds/forgeries cases than female stafft Based on the number proportion of
male/female staff that completed the questionnaires.

Age of s.taﬁ' working in the banks might have being a contributing factor towards
junior staff getting more involved in cases of frauds/forgeries. Out of those whem their ages
tall between 20-30 years, 70% were junior staff, while only 30% are senior staff. those whom
their age falls between 30-40 years, only 39% were junior staff while 61% senior staff and for
those above 40 vyears, only 25% were junior staff and 75% senior staff. There is clear
indication that the age bracket of junior staff falls between 20-40 years. At this age especially

between 20-30 years, most people are not married and do not have much responsibilities,
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hence they can decide to be reckless They are also easily influenced by peer groups hance
the tendencies to commit frauds/forgeries are higher than the elderly ones who have much
more responsibilities and families to protect

Married status is another area that needs to be critically oddness. Out of those
married that completed the questionnaires (89 people) 45% were junior stafl. From those
single, 19 out of 29 were junior stafl representing 66% while only 34 were senior stafl. Only
2 were married and divorced. It is therefore normal for those married to behave more
responsible and avoid or shun fraudulent tendencies than those not married. This may lead to
another factor to enhance our hypothesis, more junior staff’ get involved in frauds and
forgeries than senior staff.

Dependence is another area of concerned. 50 staff out of 160 have dependants
ranging between 1-4, representing 41% out of this 50% represent junior staff. 25% of those
who completed the questionnaires have dependants between 4-6, while 20% have dependants
between 7-9 and only 5% have above nine dependants. It is interesting to note that
14%have one no dependants at all. From the total population about 50% have dependants
ranging between 4 and above. This may be considered on the high side. this has assisted in
reaching conclusion to our hypothesis which states that the large number of staff involvement
in cases of frauds and forgeries were as a result of poor incentives offered by the banks.

Although various quantities of the questionnaires were sent to various banks, 60%
were completed by those from commercial banks. Merchant banks completed 25%, Develop-
ment banks 10% and Community /People's banks 5%.

The designation of those who completed the questionnaires transcend from
non-clerical to managers. On three (3) from non-clerical accounting ie. for 2% while clerical
(32) which is 27% and supervisors (25) representing 21% while senior staff is 50%. It is
worth noting that equal proportions of junior/senior have been used for this research ie. 50%
each. Out of the 67% of the population having at least three years experience 34% are junior
staff, while 33% are senior staff.

It is very necessary to rotated stafl’ around to allow them gain experience and avoid

being a super clerk/officer on a single duty. Also rotation of staff around assist in controlling
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fraudulent tendencies. Being too long on a single job makes one too clever and the
temptation to commit frauds and cover it is very high.  There is every likelihood also that
being too new on a job can allow for fraud to go through undetected

From our population, forty-live (45) or 37 5% have spent less than one year in their
present section. Fifty-two or 43% are between on to three years (1-3) while fourteen (14) or
12% have spent between three to five (3-5) years. About 20% of the total population have
spent three years or above in one single section. If one is not a specialist e.g. lawyer, it is
necessary he/she is rotated for the reason slated above.

Staff transfer is very crucial to banks. Transfer could be effected for several reasons
eg transfer of experienced hands to areas where required, due to promotion and also when
frauds could be reduced. While staff are transferred to new environment it takes time to such
a one 10 get acquainted with the environment before he starts thinking of committing fraud or
aiding outsider towards perpetration of fraudulent activities.  From our total population,
seventy-two (72) or 60% have stayed between one to three years (1-3) in the same branch.
Twenty-four or 20% have stayed between three to five years (3 - 5) while 20% have stayed
over 5 years. About 40% of the population have spent three years or above in the same
branch but out of this 40%, 26% are junior staff. It is a clear indication that junior staff are
not prone to transfers. That might be one of the likely reasons why they are involved in cases
of frauds and forgeries

The promotion is always perceived as a compensation for eflorts put-on the job.
Where this is not forth coming, it leads to frustration and reduced productivity and low stafl’
morale. It is therefore necessary to carry out the exercise when it is least expected to serve as
a motivating factor to staff members

From our population (160), only 19% were promoted to their present grade in less
than one year, while 38% have promotion within the last three years. 10% were promoted in
the last five years and only 2% have stayed over years. those who have been promoted
accounted 31%. Out of the 31% who have never been promoted, 70 are junior stafl’ while
only 30% are senior stafl. This could be one of the reasons while we have more junior staff

committing frauds than senior staff due largely to frustration for lack of promotion.
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From our lindings, many staff members are never happy or comfortable with the
job/renumeration oflered by their various banks while 45% responded positively 55% have a
negative response, indicating that they need an enhanced renumeration to make them
comfortable, The tendency 10 commit frauds/lorgeries is quite higher when staff members
feel they are not patd enough or payment not coimmmensurated with the job. Quite high
percentage (89%) stated that they have a cordial working relationship with either supervi-

sorfsubordinates or colleacues in the work place. Nobodv indicated that either his



CHAPTER V

SUMMARY, CONCLUSION AND RECOMMENDATION
Summary

Frauds and forgeries have become a canker worm in the Nigerian banking system
increasing by the day at various degrees of sophistication. Huge sums of money ranging into
millions have been lost to fraudsters. Worst enough is the rate staff involvement in the cases
of frauds/forgeries. Hardly does a fraud/forgery succeeds without the active connivance of an
nsider.

Managements of various banking institutions have watched helplessly in most
instances the havoc being reeked by these fraudsters; because of the degree of sophisticated
methods involved. Such fraudsters are always a step ahead of most management control
measures put in place to check cases of frauds and forgeries. This write-up has therefore
given an overview of the extent of stafl involvement in cases of frauds and forgeries and the
likely reason(s) why?

This research work is divided into five sections. Chapter one - treated statement of
the problem, purposes/objectives of the study, limitation and delimitations of the research,
background/justification of the research and basic assumptions. Chapter two deal with
literature review on cases of frauds/forgeries. Chapter three treated research methodology,
which includes research methods/sources of data, hypothesis formulation, procedure for data
collection, instruments for data collection, population/sample and hypothesis testing. Chapter

four treated summary, conclusion and recommendation.

52 CONCLUSION

In conclusion, experience has shown that even in the most regulated home, accident can still
occur If the Bank of England with all the securities built around it can be robbed, if frauds
can emanate from our own Central Bank of Nigeria, it is doubtful if we can win the war

against fraudsters. successful control measures built into the banking system have not only
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been beaten by fraudsters, they are ironically the sources of delays and frustrations being

experience by customers.

From the analysis and interpretation of data presented in Chapter IV, certain

conclusions could be arrived at. These conclusion include:-

(2)

(b)
(c)

(d)

(e)

The large number of staff members involved in cases of frauds/forgeries are as a result
of poor incentives offered by the banks.

That most junior staff are involved in cases of trauds/forgeries than senior staff.

The age/mantal status of staff have been direct bearing on their involvement in cases
of trauds/forgeries .

That lack of’ or delayed promotion unnecessatily is a source of {rusteation of staff
members which eventually ended in perpetrating frauds.

That quite a large number of staff members are never contented with renumerations
offered by the banks, the end result of which is fraud involvement.

If the war against frauds/forgeries ts to be won, the management of various banking

institutions have to revisit the packages they offered to their employees and tighten control

measures toward frustrating the efforts of fraudsters.
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RECOMMENDATIONS

After a careful analysis of the result of the findings, the following recommendations

are made to assist towards controlling the frequent cases of frauds/forgeries in the banking

system.

®

An increase in Authorised Capital of Banks. An important motivation for the
regulation of the setting up of new banks, is to prevent the entry into the banking
system of institutions of dubious reputations or insufficient and inadequate capital
base. 1t is therefore recommended that the Share Capital of banks be increased in
order to forestall the re-emergence of "mushroom banks" whose future often result in
all round miseries and hardship. When the capital requirement of setting up a new
bank is raised to say on¢ hundred million naira, for commercial banks and merchant

banks alike, only genuine investors can be expected to enter the field of banking
59



()

Present existing management control system must be supplemented by buying modemn
security conlrol equipment which include:

(i} fraud prevention and detection equipment
(it) MICR - character reading machine

(in) Use of regiscope camera to photograph persons making large cash

withdrawals

(c)

(d)

(e)

H
{)
(h)

®)

G

Enhancement of the salaries/fringe benefits of staff members to serve as a motivating
factor and uftimately checking the rampant cases of staff involvement in
frauds/lorgeries.

Bank frauds cases presently being handled in ordinary courts should be dealt with in
special courts such as Federal Revenue Courts, Tribunal, National Banking Court and
National Banking Crimes commission. Inspection department in our banks should be
allowed, like the preventive section of Customer and Excise depantment, to prosecute
bank-fraud cases in courts on matter of facts in order to avoid undue delays.

A register of dismissal bank staff on the ground of dishonesty and fraudulent practices
should not only be maintained at the Central Bank, but should also be circulated to all
the banks for black listing.

Banks should also share among themselves, information on how debtors and each
bank should maintain a black book for this purpose.

Management shouid adequately compensate and protect any member of its staff who
gives information on persons intending to defraud the bank.

As a service institution, the most valuable assets of a bank is its staff. The effective of
all the devices for prevention and detection of fraud.

Acute shortage of staff in any unit should be discouraged as this can result in a
pressure of work on available lew hands and therefore lack of proper supervision and
resultant compromise of control procedures.

Others inciude increasing Authorised Capital of Banks, Amendment of the Land Use

Act when use as security for bank advances (ie. perfecting title to property pledge
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with banks when used as security or collateral for loans and advances) and
establishment of a National Banking Court
It 15 anticipated that these recommendations if adequately implemented would reduce the

cases of frauds and forgeries in the Nigerian Banking System
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TABLE 1 RETURNS OF COMMERCIAL BANKS ON
FRAUDS AND FORGERIES

QUARTER AMOUNT ACTUAL PROPORTION
INVOLVED | EXPECTED | ACTUAL/EXPE-
(M) LOSS CTED LOSS TO
(M) AMOUNT
INVOLVED (%)
1994 47 426.3 66.82 15.7
st 33
1993 48 149 03 50.35 338
28
1994 46 227.51 27.41 12.0
2nd 36
1993 47 31548 52.50 16.6
27
1994 50 556.60 43 84 8.8
3rd 38
1993 48 336.13 45 83 13.6
24
1994 49 1445 .30 740 .48 51.2
4th 45
1993 56 576.5] 9232 16.0
29
1994 - 2655.71 883 .55 33.3
Total .
1993 - 1377.15 241.00 17.5

Source 1993 - 1994 NDIC Annual Report

TABLE 11 RETURNS OF MERCHANT BANKS ON FRAUDS AND FORGERIES

QUAR- | YEAR NO OF BANKS | NO OF AMOUNT ACTUAL PROPORTI
TER RENDERING BANKS INVOLVED EXPECTED | ON
RETURNS WITH (M) LOSS (M) ACTUAL/EX
FRAUD . ) PECTED
CASES LOSS TO
AMOUNT
INVOLYED
%)
1994 43 4 49,32 31.15 63.2
ist
1991 45 3 0.54 0.38 70.4
1994 29 2 . 048 0.00 0.00
2nd
1993 44 2 13 1.22 37.0
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1994 24 3 2942 23.40 79.5
3rd '
1993 42 3 6.83 1.33 19.5
1994 36 Y 664,46 12.54 1.9
4th
1993 43 O 31.25 2.44 78
1994 - - 743.68 67.1 9.0
Total
1993 - - 41.92 5.37 12.8
Source 1993 - 1994 NDIC Annual Report
TABLE IIB TEN BAN K ASES
199 1993 1994
GROUP 2
AMOUNT Yo AMOUNT % AMOUNT Yo
INVOLVED | SHARE INVOLVED SHARE INVOLVED | SHARE
IN (M) IN (M) IN (M)
TOTAL FOR 346.77 84.22 1341.42 94.53 2303.54 67.76
10 BANKS 411.75 100,00 1419.03 100.00 339939 100.00

Source NDIC 1994 Annual Report.
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IABLE IB

4
FORGERIES: (1989 - 1994)

YEAS NO. & gruig| NO. o AM@uP7 | ACTIAA T Do pran i)
M ! :
5 e mbening | BAWES | fadonorl [ pecie A b perunt

T Ay e
Reruans | WL [RAR (NAN Eyfper F
= o AC ¢ xS _
. . [xse 70O
‘ _ ~ prsun (%
COLURE
(A
= s _ . . T s
co [ MEr- [co [mEr [co [MER [ co | MER- TCOM | MERC
MM | CHA | MM | - MM | CHA [ MM [ CHA | M. | HANT
BANM NT CHA NT | BANY NT | BANK| BANK
BAN |BA |NT |BA |BAN |[K | BANK|#
K NK | BAN |NK |K ¥
K _____ —
1980 | 107 | 41 02 |6 082 | 6.7 153 | NIL 156 | NIL
1990 | 148 | 95 oI |10 | 788 [154 |224 |033 [28 |21
8
1991 | 155 | 143 |79 [17 [360. [283 |255 |12 |71 |42
2
1992 | 204 | 177 |89 |19 |352 [ 5980 | 648 |83 184 | 139
1993 [ 199 | 174 [108 |14 [137 4192 |241. [671 [175 |90
715 oo | '
1994 | 198 | 132 [152 [ 18 [265-|4736 [883 [537 [333 |28
571 | 8 55

Source: NDIC Annual Report 1989 - 1994
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SCHOOL OF POST GRADUATE STUDIES

AHMADU BELLLO UNIVERSITY,
ZARIA.

RESEARCH QUESTIONNAIRE

—

Dear Sir/Madam,

The attached questionnaires is designed for a research on the topic "Frauds and forgeries in
the Nigerian Banking Industry" (a case study of staff involvement), by the undersigned in
partial fulfilment for an award of a Masters in Business Administration Degree as requirec by

the University.

'y TP e L M STy AR, TR, e N | ot oy A (i g e En e ol Analidacia
T'his 15 simply an academic exercise and all responses will be treated in a strict confidence.

Grateful if all questions will be answered frankly.
Thanking you in anticipation of your cooperation.

OKWUTE, E.P.
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RESEARCHQUESTIONNAIRIE

Kindly answer all questions as frankly as possible.
Instructions: Mark where applicable in the boxes provided against each question.

I SEX MALE
FEMALE

Had

AGE less than 20 years
3 Between 20 - 30 years
Between 30 - 40 years

4.  Number of Dependants Between 1 - 3
Between 4 - 6
Between 7 - 9
Above 9
None

5.  Type/Nature of the Bank Commercial Bank
Merchaht Bank
Development Bank
Others

6. Present Designation Non-Clerical
Clerical
Supervisor/Executive
Assist. Officer/Manager

7. How long have you been with the Lessthan | year
Bank Between 1 - 3 years
Between 3 - 5 years
Above 5 years

8.  How long have you been working in Less than 1 year
your present section Between 1 - 3 years
Between 3 - 5 years
Above 5 years

9. How long have you been in present Between i - 3 years
branch Between 3 - 5 years
: Above 5 years

00O 0000 0000 0000 0000 doooo 0od od



10.

12,

14

When last were you promoted to
your present job

[s your remuneration commensurate
with eftort put on the job

Is total remuneration comparable to
what is obtained by your colleagues
in similar organisations

Are you comfortable with your
present job/remuneration

How cordial is your relationship
with you subordinate/boss
colleagues

Less than 1 year
Between 1 - 3 years
Between 3 - 5 years
Above 5 years

Yes

No

To some extent
Not too sure

Yes

No

To some extent
Not too sure

Yes

No

To some extent
Not too sure

Cordial

Not Cordial

To some extent
Not too sure

S50 O N U O | I

Thank you for participating towards the successful of this research work.
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