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ABSTRACT

This study is an attempt to evaluate the distress situation in the Nigerian
Banking industry with a particular reference to Allied and Progress Banks of
Nigeria PLC.

The study revealed that these banks actually had poor financial
performance before they eventually became distressed. This implies that the
operators of the banking industry, the regulatory bodies and the owners either did
not do what they are suppose to do or did it when it is too late.

The project gives an indept accounts of the financial analysis of their
performance, other man-made causes of distress in the banking industry. The work
is concluded with a check - list of survival options to reverse the distress situation
with a particular attention on what the operators, owners and regulatory bodies
should do to improve the situation and prevent future reoccurence. In addition,
appropriate recommendations are made at the end of the study to remedy the

anomalies.
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CHAPTER ONE

INTRODUCTION
11 PREAMBLE

The issue of distress in the financial system is one of the major problems
facing the country at this time. This problem was followed with the sharp increase
in prices after the introduction of the Structural Adjustment Programme in 1986, the
subsequent rise of the Wonder Banks to cater for high nominal interest rate
expectations and the increase in the number of financial institutions (Finance
Houses, Mortgage Banks, specialised Banks and licensed Banks). In the absence
of proper regulation and Supervision, the failure of the Wonder Banks, most of the
Finance Houses and Mortgage Banks did not come as a surprise. Most of these
institutions were running pyramid schemes meant only to benefit the owners and
staff. The more recent problem is the distress among licensed Commercial and
Merchant Banks.

The problems of major merchant banks with large exposure to industry can
be affributed mainly to the changing economic environment and regulatory
measures which accompanied the Structural Adjustment Programme. These
measures had major adverse impact on many industrial borrowers and projects
which subsequently resulted in substantial increase in banks bad debts portfolio.
This problem was clearly manifested in 1989 when public funds were withdrawn
from commercial and merchant banks and many of the banks had to seek financial
support from Central Bank of Nigeria (CBN) and Nigerian Deposit Insurance
Corporation (NDIC). This development was not surprising since the major
merchant banks did not have adequate capitalisation or access to stable retail
deposits to support the deteriorating long term assets on their books. They,
therefore, depended essentially on the Government deposits and Short-term
borrowings from the interbank market sources which dried up or become very




expensive following the withdrawal of parastatal funds. The introduction of
stabilisation securities in 1992 had the same impact on these banks which were yet
to fully recover from the problems of 1989. Hence the current manifestation of
distress in these financial institutions. The problems of this category of banks can
be said to include mismatch of assets and liabilities, illiquidity, poor capitalisation
and declining profitability as a result of high level of non performing assets and
high cost of funds. This has resulted in current difficulties in meeting maturing
obligations.

The problems of the second and third category of banks (state and private
banks) is, to a large extend, similar. The problems are those of weak management
control, lending to projects owned by shareholders, diversion of funds and fraud.
Due to the above problems, these banks lack credible information system and are
real bankruptcy candidates.

Qriginally, the Nigerians financial system, (like any other country’s) is mostly
characterised by the strength of the commercial Banks. They are the most
important economic institution in modern economic life and therefore required to
play a crucial role in the mobilisation of financial resources for the attainment of
econhomic development.

Prior to the inception of SAP in Nigeria in 1986, there was a relative stability
in the financial system. Indeed since the banking debate of 1950 when 21 out of 25
indigenous banks failed, there had been no bank failures in Nigeria until recently.
This development was partially blamed on the implementation of the structural
adjustment programme and the aftendant deregulation of the financial sector. The
results of this was the manifestation of a phenomenal growth in the banking
business by 1993 when the number of commercial and Merchant banks risen from
mere 42 in 1986 to 120, made up of 66 commercial banks and 54 merchant banks
having an aggregate offices of 2,397 located throughout the whole country. In
addition to this astronomical increase in the banking sector, was the non banking
financial institution which also grew to over 600 by 1992.



The wave of this increase made the financial regulatory bodies to strengthen
the regulatory frame work by he promulgation of he CBN Degree 1991, the Banks
and other financial institution (BOFID), 1991, the company and Allied Matter Act
1990, the Nigerian Deposit Insurance Corporation Decree 1988 and recently the
Failed Bank (Recovery of Debts) and financial malpractices in Bank Decree 1994.

Many of these banks who obtained their capitals from shareholders and
other financial institution could not survive this development due to competition,
unethical procedures, Mismanagement and other negative practices which
eventually led to their insolvency thereby eroded shareholders funds and
investment in such banks. Among these banks in this category are allied and
Progress bank of Nigeria PLC which are the major focus of this study.

Available statistics on the returns of distressed banks indicate that as at
March 1895, 48 of the 115 Commercial/Merchant banks were said to be
distressed. At the end of the same year, the number of distressed banks rose to 51,
an increase of 9 over the figure of 1994. This number represents 58.65 percent of
the commercial/Merchant banks in the Nigerian Financial system.

In 1995, the CBN indicated its willingness to acquire 15 out of the 17 banks
declared terminally distressed and the control of such banks had been assumed by
CBN/NDIC while 6 commercial banks were sold out to interested buyers. The two
commercial banks being studied were neither sold out or taken over by the
CBN/NDIC but remained distressed.

The subsequent chapters of this study will attempt to find out the causes,
their performance, failure with a view to come out with a survival options because a
distressed bank could be revived.

This will be carried out through a methodology, data presentation and
analysis. Finally 2 summary, conclusion and recommendation will constitute the
last chapter of this work.



1.2 STATEMENT OF PROBLEM

Distress is one situation no - one wants to experience; but that is the reality
of our times locally, nationally, and globally. The National distress in Nigeria has
engendered the liquidation of her citizens morally, financially, economically,
politically and commercially, such that the most obvious thing in the body politic is
the dearth of good people both in action and in intentions. The reason is that our
economy is monetized like the modernised economies. But the peculiarity of our
position is that Naira is “imported” in reality because its performance is measured
in sterling and dollar standards. The result is that when our European grandfathers
sneeze distress, we woop depression.

Financial distress in Nigerian financial system has assumed a very high
proportion. This was as a result of the phenomenal growth of banks following the
introduction of the structural Adjustment Programme which gave a false impression
that banking sector was besieged by all types of investors who have surplus funds
to throw about. Not only did incompetent and inexperienced hands assumed very
senior positions in some banks, people without clean credentials also joined the
bandwagon. The entry of these categories of personnel coupled with their activities
prepared fertile ground for viral infection of financial distress.

As at 1994, the number of distressed commercial and Merchant Banks rose
to 49 from 35, showing that over 42% of the banks in the industry are unhealthy. It
was estimated that the total assets of the 49 distressed banks stood at N68.26
billion constituting 22% of the total assets in the banking sub-sector. The two
banks for this study were among the distressed banks.

Today, the staff and particularly the shareholders of these distressed banks
have been put into financial difficulty due to the recklessness of the management of
the affected banks. The staff are either staying idle or laid off. This has added to the
already existing problem of unemployment in the country.

This consequently led to the sacking of the distressed banks and the taking
over by the CBN in 1995. Other measures taken by the CBN was the sales of some



of the distressed banks. Unfortunately, despite these measures taken by the CBN,
it was reported that customers have been unusually withdrawing huge sums of
money running into millions of naira from their accounts. This simply implies that
the public, even though knew that the CBN had taken over some distressed banks,
they still entertained some fears, as they are no longer sure of the safety of their
deposits at these banks. The other banks such as the two under investigation were
not taken over by CBN so customers money or shareholders funds are trapped.

This project will determine the performance of these two banks before they
finally crashed and look at some survival strategies with a view to suggesting
survival options for the banks since they are not among those taken over or sold
out by the CBN and to forestall future reoccurrence in non distressed banks.

1.3 OBJECTIVE OF THE STUDY:
The objectives of the research project are:
i, To examine the causes of distress in the two banks
i, To examine the performance of the two banks before they became
distressed.

iii, To recommend survival options for the two banks.

14 SIGNIFICANCE OF THE STUDY:

The significance of a research work of this nature lies in the fact that
commercial banks in Nigeria like any in other parts of the globe are required to play
a crucial role in the mobilisation of financial resources for economic development.
Such functions include serving as intermediary institutions between the surplus
and deficit units of the economy, savings mobilization, provision of financial
resources to meet the borrowing needs of surplus spending units in the economy,
provision of sound payments and advisory services to business investors. Since
financial distress tends to impair the growth of the bank and consequently inhibits
their financial roles to the economy. This study is significant since it is designed to



assess the situations in these two bank with the aim of recommending survivai
options to re-awake the banks.

1.5 SCOPE OF STUDY

This research work on Distress in the Nigerian Banking Industry: the
Survival option; is a case study of Allied and Progress Banks of Nigeria PLC. The
study assessed the problems of distress facing these two banks in Nigeria by
examining their development, structure and performance for over five years before
they became distressed. To achieve this, attempt was made fo analyse their
performance using financial ratios and profit and loss accounts over five years. in
addition, a survey was conducted to respondents within the banking system to give
their opinion on the likely causes of distress in the bank. Having established their
performance which gradually led to their present condition and the various opinions
expressed, a survival options were recommended to bring back the banks to a
good financial track.

16 RESEARCH METHODOLOGY

Data were extracted from CBN Annual Report and Statement of accounts,
the Nigerian Stock Exchange (Fact Books) and NDIC annual reports on banks. The
extent of the analysis of this work was based on the available data only. In addition
sample of opinion of respondents within the banks investigated were collated.

Descriptive analytical methodology was used to analyse the causes of bank
distress. This analysis took a look at the following factors like: One -man rule, Non-
participating Board of Directors, unbalanced top Management Team, Combined
Chairman - Chief Executive, Weak Finance function, Fraud, Assets/Liability
Management. Financial ratios, and Profit and loss accounts. The information or
data obtained are subjected to analysis which are correctly interpreted before
inferences are made. This research project also employed personal interview
(inquiry data) to have a cross sectional views of the operators of the banking



industry as well as corporate customers and individuals customers. The work and
findings are summarised in chapter four where the survival options and
recommendations are made. In other words, the data used for the study were
obtained from both primary and secondary sources.

1.7 LIMITATION OF STUDY

In the course of this work, there was a limitation to the information/data
obtained. The work depended heavily on the data collected from CBN, NDIC NSE
and Nigefian dailies. Recent information on the affected banks could not be
reached. The banks were not ready to release any information or data because
they are already in financial crisis which is not a plus on their part so the work rely
heavily on secondary data.

1.8 DEFINITION OF TERMS

1.8.1. Assets of the bank:

This refers to cash at hand or tradable instruments held, inventories,
buildings, furnitures, fittings, electronic gadgets, equipment etc. made up of
fixed and current.

1.8.2 Bank:

This is a financial institution which renders economic and financial
services such as acceptance of Term/current/savings, Deposits, Granting of
loans, Issuance of overdrafts, Letters of Credit, Travelers Cheques, Bankers
pay orders, Money order, Remittances etc.



1.8.3 Central Bank of Nigeria (CBN):

This the Apex regulatory authority of he financial system of Nigeria.
Statutorly, it promotes monetary stability and maintains sound financial
system n Nigeria among other functions.

1.8.4 Commercial Banks:

These group of banks perform three basic functions which include
acceptance of deposits, granting of loans and the operation of the payment
and settlements mechanism in the financial system.

1.8.5 Financial Distress:
Financial distress in a bank is a state of illiquidity or insolvent i.e an
unhealthy financial state.

1.8.6 Holding Action:
This refers to the conditions prescribed y the CBN for the turn around
of distressed banks.

1.8.7 liquidity:
This is a state in a bank when it can no longer meet up with its
financial obligations as at when due.

188 Insolvency:
This is a situation in a bank when the value of its realisable assets is
less than its total liabilities, ie a case of negative networth.

1.8.9 Liabilities of the bank:
This refers to all its financial obligations that are supposed to be met
either in the short term or in the long term. For exampie depositor's money.



1.8.10 Letters of Credits L/C:

This is an undertaking by a bank accepting to redeem the liability of
its customer on an import contract if the importer fails to make payment on
maturity date and in accordance with the terms of the credit purported in the
L/C. It can be revocable or irrevocable.

1.8.11 Merchant Bank:
This is a wholesale bank in that it caters for the need of the corporate
and institutional customers.

1.8.12 Nigerian Deposit Insurance Corporation (NDIC):

This a complementary regulatory and supervisory institution in the
CBN. it was established to provide deposit insurance and related services
for banks in order to promote confidence in the banking industry.

1.8.13 Terminal Distress:
This a state of a bank when all the remedial actions applied by the
regulatory authority for its turn around have failed.
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CHAPTER TWO

LITERATURE REVIEW

21 HISTORICAL DEVELOPMENT OF BANKING IN NIGERIA

Financial institutions in many developing nations of the world have been
facing different types of problems and of recent, Nigeria has joined the league.

The history of modern banking in Nigeria dates back to 1894 when the Bank
of British West Africa (now First Bank of Nigeria PLC) opened its branch office in
Lagos. Other banks sprang up which include indigenous banking boom in 1833 to
1957. After which an unprecedented crash of banks in the early 1950's when
almost all the indigenous commercial Banks folded up as a resuit of inadequate
capital base, poor management, lack of patronage, staff competition from stronger
expatriate banks, and unhealthy expansion.

However, when the Central Bank of Nigeria (CBN) came into being in 1958,
subsequently all the existing banking institutions in the country were organised
under the regulation and supervision of the bank. The CBN accomplished its
responsibilities through the insurance of prudential and credit guidelines, and
direct monitoring of compliance. Since then, the government had instituted various
legislation and regulatory policies towards promoting monetary stability and a
sound financial system in the country. The government is to maintain public
confidence in the network of financial institutions operating in the financial system
inorder to ensure free flow of funds through the financial intermediaries and indeed
insulate the banking public from the hazards of bank failures.

In later years several indigeneous and foreign banks have opened one or
more branches in Nigeria. The Banque del’ Afrique Occidentale was licensed in
1958, the bank of America in 1960, the chase manthattan in 1961, and the bank of
India and the Arab Bank in 1962. The most unusual aspect of the Nigerian banking

system then has been the establishment of private indigenous banks, there has
S
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been no parallel development in any other African country. However other African
governments have formed commercial Banks in later years.
Among the indigenous banks registered are

DATE BANK

7/4/33 National Bank of Nigeria

2/5/45 Agbonmagbe Bank

7/2/47 Nigerian Farmers & Commercial Bank

171147 African Continental Bank
24/2/51 PAN Nigeria Bank

21/6/51 Standard Bank of Nigeria
8/8/51 Premier Bank

28/8/51 Nigerian Trust Bank
30/11/51 Afroseas Credit Bank
4/12/51 Onward Bank

23/1/52 Metropolite Bank of Nigeria
25/1/52 Merchant Bank

5/2/52 Union Bank of British Africa
14/5/52 West African Bank

6/12/58 Central Bank of Nigeria
15/12/58  Provincial Bank of Nigeria
30/5/57 Allied Bank of Nigeria
3/12/31 Progress Bank of Nigeria

Source: Newlyn Rowan (1960) Chp 2.
Ther are so many omitted on this list which implies that there was a spontaneous
boom of bank establishment right from the 1950s {ill early 1990s. Consequently,

like @ bolt from the blue, the authorities were faced with an intolerable and chaotic
banking situation which eventually led to the current trend in the financial system of
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Nigeria. The situation was actually aggravated by the very late reaction of the
government who at the eleventh hour recognised the need to further regulate
banking business by specific regulation.

There have been traces of regulation on the Nigerian Banking industry right
from colonial days. In 1948 for instance, Mr. G.D Paton of the Bank of England
submitted a report on Banking in Nigeria upon which banking legislations were
marshalled out. In 1958, new ordinance was enacted following the
recommendation of Loynes.

In 1958, when the Central bank of Nigeria took off, the regulator and
supervisory roles of the commercial banking system in Nigeria was shifted to it.
Since then the CBN has been in charge and became fully operational after
independence.

2.2 DEFINITION OF BANK AND DISTRESSED BANK

A bank is a financial institution which renders economic and financial
services such as acceptance of term/current savings, Deposits, Granting of loans,
Issuarice of overdrafts, Letters of credits, travellers cheques, Bankers Pay Orders,
Money Orders remittance etc.

Financial crisis in the Banking industry led to distress. Wthat then is a
financial crisis? there are numerous and often conflicting approaches to the subject
of financial crisis in literature which make it a difficult task.

Howaever scanty literature exist on the subject. Among this is the definition of
key elements of financial crisis by Schwartz (1965).

According to her the key elements or links in the process refetred to as a

financial crises are:
1. A wide spread of change in expectations associated with fear of

change in the economic environment. Such a change in expectations was
often triggered in the past by some real events such as a war, harvest of

13



bank failures, also by monetary events, such as the fear that a particular
country would leave the gold standard.

2. Fear of solvency of some financial institutions. insolvency could stem
from mismanagement, lack of foresight, a fragile debt structure but also from
a system wide shortage of liquidity.

3. An attempt to convert real as well as liquid financial assets into
money, which inturn would raise interest rates and lower asset prices a
liquidity crisis.

4. Threats to the solvency of otherwise sound commercial banks and
other financial institutions because of a decline in the values of their portfolio
as a consequence of the forced scale of assets.

5. Bank runs precipitated by such threats to solvency. Runs on
particular banks inturn could lead to a general banking panic, where the
public at large, fearful of suffering severe losses on their deposits should all
banks fail, or of paying a premium on currency in the event of a suspension
of payment, attempts to convert deposits into currency.

6. A reduction in money supply produced inturn by, Banking panics.
The public’s deposit currency ratios falls and the banks reduce their deposit
- reserve ratio (by reducing their loans). In an attempt to improve their
liquidity positions. In addition, bank failures themselves destroy deposits.

7. Both real economic activity and the price level fall as a result of the
fall in the money supply or a fall in velocity caused by hoarding.

14



8. A decline in profit and networths, and a rise in bankruptcy follow.

9.  Adebt crisis produced by both decline in asset prices associated with
liquidation and the decline in the price level. The possibility exalts of a
(fisherian) debt by the decline in prices reduces the value of loan collateral
and networths of firms, households and banks, leading to widespread
bankrupcies, further bank failures, and further in he money supply.

10. The whole process arrested at the outset by the timely intervention to
some authority that lends freely at a penalty rate or engages in open market
operations.

Goldsmith (1982) on he other hand defines financial crisis as a sharp, brief,
ultracyclical deterioration of all or most of a group financial indicators short-term
intere:st rates, asset (stock, real estate, land) prices, commercial insoivencies and
failures of financial institution.

Benanke (1983) makes the distinction between a banking crisis’ involving a
run on commercial banks and bank failures and a "debt crisis’ precipitated by a
decline in the price of assets. Each type of crisis has serious effects on the
economy. For example, financial crisis which occurred in United States was
occasioned by the troubles of Baring Brothers in 1980. Spraque noted that it was
the prompt action taken by the clearing house authorities, by issuing loan
certificates to meet the needs of particular Bank experiencing runs, that prevented
the spread of the panic. Sprague summarised one of two specifics for the proper
treatinent of a panic - the continuance of loans to solvent borrowers and the prompt
payment by banks for every demand by depositors for cash.

Another class of events that is said to raise the prospect of domestic
financial crisis is still impending - the impairment of the ability of many sovereign
counrtries to make scheduled payments of their outstanding bank loans, short term
loans extended to Governments and to private borrowers abroad n some cases

15



appear to be beyond their prospective capacity to repay. Acknowledgement of
default on outstanding loans would require write-downs that would reduce capital of
the bainks involved and that would undoubtedly raise the cost to them of funds
obtained in the open market. In defining distress Frank summarised the
characteristics of distress into two:

i inability to meet maturing obligations (insolvency)

ii Total liabilities exceeding the fair value of assets i.e real negative

networth (Bankruptcy)
Distress in a bank therefore is the state of insolvency and or Bankruptcy (an
unhezlthy financial state).

23 REGULATORY AGENCIES

The Nigerian monetary authorities comprise of he Central Bank of Nigeria
(CBN), the Nigerian Deposits Insurance Corporation (NDIC), The Federal Ministry
of Finance (FMF) and the Nigerian Securities and Exchange Commission (NSEC).
The first two primarily responsible for monetary regulation will be focused.
(i The CBN is statutorily charged with the prudential regulation of the banking
system in order to ensure monetary stability, a sound and healthy banking and
financial system, protect depositors effectively, develop banking habit, the financial
system and manpower for the banking industry. Another aspect of prudential
regulation covers limits to permissible business, risk concentration, capital and
liquidity adequacy and statutory returns, while monetary aspects of the regulation
incluide controls over lending generally, structure of lending, interest rates, reserve
requirements and foreign exchange. Normally, the CBN employs supervision and
examination to ensure compliance and that adequate management control system
is in place with the necessary early warning systems to ensure effective

management and control.
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To achieve all these, section 38 of the Central Bank of Nigeria Decree No 24
of 19€1 States that: The Bank shall whenever necessary seek the corporation of
and cooperate with other banks in Nigeria: To

(a) Promote and maintain adequate and reasonable financial service to
the public.
(b) Ensure high standards of conduct and management throughout the
banking system to reinforce this, powers were prescribed for the CBN in
section 39 of the same decree. These powers include the powers to specify
critical ratios, to call for information from banks and to inspect the books of
any bank under section 39(5)(9) “to require that all application to any bank
for loans exceeding such amount as the CBN may specify shall be
submitted by the bank to the CBN for approval and no such loans shall be
made without such approval” This power has infact never been exercised
but it tells us how far the CBN can go to atleast in theory.

The regulatory powers of the CBN were amplified under the Banks and
other financial institution Decree 25 (BOFID) of 1991. The powers considered are
such that if meticulously applied can achieve the following.

Ensure safety to depositors fund

Control Bank Charges

Scrutinise entry and exit and avoid under capitalisation.

Control Expansion and Channel funds to productive sectors.

Ensure equitable spatial distribution of financial services.

Regulate conduct of directors and Employees of Licensed Banks
Ensure healthy competition

Ensure sensitivity to macro economic objectives and facilitate social

responsiveness.

® N O O A OGN

Although the CBN has very wide powers, not until radical decisions as
regards the control of banks financial and monetary activities. Infact the post SAP

era was more or less a sort of laisez-faire as far as banking business was
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concerned. The rapid surge in the number of banks during that time led to the
financial crisis today. Even when the conduct in the market requires decisive steps,
the CBN at times compromised rather than act for example, when the inter-bank
rate was getting out of hand, instead of finding ways of curbing the excesses and
prevent banks from too much profiting through mere money brokeage, the CBN
itself started charging the excessive rates on account of licensed banks that went
into red which gave tacit support for the rates.

One last option the CBN has in its power under the Banks and other
financial institute decree which it refused to implement when necessary was
revocation with approval of the president of license granted to a bank if such bank:

(a) Ceases to carry on in Nigeria the type of banking business for which

the license was issued for a continuos period of 6 months or a cumulative of

6 months with in a period of 12 months

(b) Goes into requidation or is wound up or otherwise dissolved.

(c)  Fail to fulfil or comply with any condition subject to which the license

was granted.

(d) Has insufficient assets to meet its liabilities.

(e) Fails to comply with any obligation imposed upon it by or under the

central Bank of Nigeria Decree 1991.

(i)  NIGERIAN DEPOSIT INSURANCE CORPORATION

The NDIC on the other hand was established in 1988 with reguiatory
powers to protect depositors against bank failures and thereby strengthen the
financial system. This is aimed at promoting public confidence in the banking
system. The corporation is empowered to examine the books and affairs of insured
banks and other deposit-taking financial institutions.

However, these regulations and the deposit insurance cannot be a
subsititute for effective management. As quoted by Nwankwo (1991), the Governor
of the Bank of England emphasised that “while supervisors and regulators must

18



use their full array of powers and technigues to see that financial institutions
conduct their business properly and competitively, they cannot usurp the roles of
managjement or the responsibility of Boards of Directors”. He also noted that while
Bank of England can materially help to reduce the likelihood of failures, they cannot
replace the need for skilled and judgment in taking market risks.

In addition, he stated that while deposit insurance can ensure depositors
against the risk of loss from individual bank’s mismanagement, it cannot insure the
safety of the financial system. He further noted that in a generalised financial crisis,
the NDIC; as the institutions it insures, can obtain currency only from the Central
Bank. The role of the CBN is therefore is not to prevent insolvencies, it is rather to
help minimise the risks banks take and to ensure that the failure of an individual
bank or a few institutions does not threaten the systematic stability of the financial
systern. Beside, while the CBN has not much leverage over banks beyond the
imposition of monetary penalties. It has no cease and desist powers over banks as
in the USA. its guidelines are no more than wthat they are to guide the banks in
their operations. While persistent and outrageous breaches may no doubt attract
the wrath of the CBN, and while it can impose its terms and conditions uitimately
when called upon to bail out a recalcitrant bank in distress, until that time arrives, it
has no powers to compel any bank or discipline erring staff of banks which opt to
pay the fine rather than comply.

The NDIC in its 1991 Annual Report and statement of account reported,
inter alia: “The financial condition of insured banks is of interest to the NDIC, the
monetary authorities, and the general banking public. While the public is
concerned with the safety of their deposits, the NDIC and the monetary authorities
are concerned about the stability, safety and soundness of the banking system and
its overall effects on the economy as a whole. Another major source of concern for
the NDIC is its insurance obligations to depositors in the event of a bank failures,
In assessing the financial condition of banks, two major problems are usually of
serious concern to regulators and supervisors. These problems are illiquiditly and
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insolvency . While a bank is said to be illiquid when it could no more meet its
liabilities as the mature for payments, a bank is said to be insolvent when the value
of its realisable assets is less than the total value of its liabilities. So when
assessing the financial condition of a bank, it is customary to evaluate its Capital
Adequacy, its Assets guality, its level of earnings and the adequacy of its liquidity.
The NDIC 1991 report added that experience has shown in Nigeria that ownership
structLre and type of bank are important parameters in explaining the financial
condition of a bank.

From the above NDIC reports, analysing the multitude of parameters
marshalled out as being responsible for the declining financial conditions of some
banks in Nigeria, one can immediately identify two major remote parameters that
should be of primary concern to the Nigerian monetary authorities in their bid to
achieve their objective in the banking system. These are

(a). Ownaership structure (which in effect influence the second)

(b). The Quality of Management (and staff).

These two parameters are "human" in nature. To add credibility to the above
observations (In Bello,1993) it was also observed that in view of the very important
role o banks as the heart of an economy, it is not only sufficient for them (banks) to
have for safe and sound operations, adequate capital, asset bases, high level of
earnings and liquidity including good internal check and control system, they must
also have highly qualities and honest professionals who will not singularly,
collectively or in connivance with member of the public, defraud the banks.

Still in support of the above observations, Nwaoai (1993) attributed the
collapsing service rendered in the Nigerian banking industry to poor management .
He noted that many banks did not employ experienced and exposed staff who
could render meaningful services. He said that many banks employed mediocres
and appointed inexperienced managers who could not manage the business
effectively. He further noted that worse still, some of these managers were people
who studied courses not related to banking. He then remarked that, some
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managers were not bothered about the progress of banks but were after their big
salary, adding that, CBN was supposed to regulate the calibre of banks
management staff but unfortunately, the apex bank had not done this effectively.
He finally cautioned that if the situation persisted, many banks might fold up
(including the already distressed banks) or have their licenses withdrawn by the
CBN as they might no longer meet statutory operating requirements.

Other reasons advanced by Oladipo (1993) for the situation in the banking
indusiry apart from those mentioned above include disregard for and in some
cases unethethical application of banking rules, incompetent management, non-
application of the prudential guidelines, execution of new projects without
clearance from CBN, extension of loans and advances without collaterals, failure to
identily dormant accounts, and lack of effective debt recovery machinery. As part of
the efforts by the regulatory authorities CBN and NDIC to arrest he situation, during
the first quarter of 1995, a new transitional Board (TSB) was constituted to replace
an earlier Interim Management Board (IMB) which was constituted in May 1993.
The TSB was part of an enhanced frame work for supervisory intervention in the six
state government owned distressed banks earlier acquired by the CBN. The TSB
was charged with the responsibility of supervising the affairs of the banks. Infact
the banks were advertised for sale during the year.

By the second quarter of 1995, for instance CBN revoked the license of the
Republic Bank Limited and appointed the corporation as liquidator. The revocation
order was made as a result of the worsening financial condition of the bank and by
implication the erosion of its capital base as well as the dissipation of depositor's
funds. The bank was unable to meet the conditions stipulated for the lifting of the
suspension order, hence the closure.

During the third and fourth quarters of the same year, the CBN in
conjunction with NDIC assumed control and Management of 18 distressed banks.
Among the affected was progress bank. Later Allied bank joined the league. The
management of these ailing banks were dissolved and new ones were constituted
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to manage their affairs. The shareholders were given 30 days to recapitalise their
banks. However, none of the affected banks was able to meet this requirement and
so the CBN acquired six out of the eighteen for a nominal fee.

in the third quarter of 1995, the CBN, in accordance with the relevant
provisions of section 33 of the Banks and other Financial Institutions (BOFI) Decree
No 2% of 1991, removed the former Board of Directors of Savanah Bank PLC and
appointed a TSB to oversee the affairs of the Bank. This was as a result of the
longdrawn out crisis that had engulfed the bank since its 17th Annual General
meeting held in Sept 1993. The TSB was changed with the responsibility of
restoring stability to the bank, safeguards its assets, ascertain the true financial
condifion of the bank, project the interest of depositors as well as arrange for an
extracrdinary general meeting of shareholders to elect new directors as soon as
practicable.

During the year 1996/97 the Federal Government demonstrated its
readiness for a full implementation of the provisions of the failed banks (Recovery
of Debts) and financial Malpractices in Banks. Decree No 18 of 1994 as five (5)
special Tribunals were inaugurated with the chairmen sworn in several cases were
taken to the tribunals during the year and they are being treated accordingly. Some
monies have been recovered and the culprits are serving various jail terms in
different parts of the country.

With the fribunals in place, and the observed strong commitment of the
Federal Government to fully implement the decree, many bank’s debtors paid the
debts owned to their various banks during the year. This immediate effect of the
implementation of the decree could therefore be seen in terms of quick recovery of
subsiantial sums of otherwise bad debts by most banks. if the trend should
continue, the size of non performing loans and advances in most of the banks
would reduce considerably and the rising trend of distress could be arrested or

minirnized.
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24 CAUSES OF DISTRESS

Inspite of the regulation and supervision of CBN and NDIC and other issues
raised in this work regarding the need for proper planning, honest guidelines,
having a strategic focus, formulating appropriate policies, ensuring the prompt and
timely execution of strategic plans and monitoring the performance of plans
througlh a well thought out systematic feedback mechanism in order to take
corrective action when deviation occur, many organisations such as the banking
indusiry fails. The question is why? To fully understand how to deal with failure we
must ‘irst know wthat causes it. The discussion relies on the classic work of John
Argenti (1977) on the subject of corporate collapse. It is argued that several factors
including fraud and forgeries, bad luck, unforeseen designs of nature, politics,
economic environment, inadequate capital, illiquidity, insolvency, lack of
experienced and skilled personnel, Ownership structure cause failure but the most
impor:ant is poor management of corporate entity. Poor management manifests
itself in five important ways:

a. One-Man Rule:

With one-man rule especially in the private, banking industry, the Chief
executive takes all the decisions, whether strategic or routine. He neither
consults for advice, reactions and contrary views nor delegates. He allows
no discussions on important issues but only calling meeting to confirm
decisions he has already taken. An autocrat, the chief executive is on the
road to destroying the organisation because he will in time make fatal errors
of judgement which will cost the organisation clearly in terms of recovery.

b. Non-Participating Board of Directors:

The Board of Directors are the policy-makers and even the Executive
Directors who are to participate in the day-tO-day running of the banks. They
have contributed enormously to the failure of most of these banks. The
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boards have cared little, if at all about the health of heir respective banks.
Some board members have been described a more or less “cow boys” busy
making overseas frips and engaging the bank in “poorly recorded money
movement”. Loose management by the boards become the order of the day.
Credit facilities were extended to friends of the boards members on
complimentary cards. Ten percent or sometimes more kick backs were
shared on the floors of boards of directors meeting hall to ensure a loan
application sailing through. Such credit facilities, not surprisingly are never
repaid; and eventually the banks become recaicitrant.

The success or failure of an organisation begins in the boardroom where
members take major long-range policy decisions geared towards the
profitable growth of the organisation.

This presupposes that board members should be experienced and
knowledgeable in the business or in the smooth running of a corporate
enterprise. But where board members lack the requisite knowledge or are
political appointees or are appointed to several boards, they will either be
absentee members or when present at meetings are unlikely to participate
fully and effectively. Even functional executive directors who may only
participate in matters affecting their narrow personnel or functional interest
would aiso be effectively non-participating members. In which case, either
poor decisions are taken or not taken at all for lack of quorum or left to the

Chief executive back to one-man rule again.

c. Unbalanced Top Management Team:

Every success-bound organisation should have a management team,
particularly at the top: that is balanced in the sense of having both depth and
breath. Management debt is characterised by a substantial number of
experienced highly knowledgeable, senior managers who are capable of
steering the organisation through stormy waters in times of crisis. Of course,
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depth is also a balance between old and experienced and cautious
managers and young, talented and aggressive managers. Management
breath is the existence of Managers with a broad spectrum of skills in all
functional areas of business: Managers who are versatile and flexible and
can easily adapt to changing conditions both internal and external to the
organisation. Where the top management team comprises of a small group
of senior managers who are either all engineers or accountants, the
organisation is headed for trouble because it will actually be steered like a
horse with blinkers on, having a one track mind and completely oblivious to
other events in its environment or unable to do much about them because it
lacks the requisite skills and managerial exposure for handling such events.
The issue of rising trend in frauds and forgeries which may erode public
confidence in the banking system. According to the 1992 NDIC Annual Report for
instance, H73.1 million of the amount involved is the actual expected loss, showing
a 173 98 percent rise above the 26.68 million lost to frauds and forgeries in 1991.
The NDIC, however, attributed the rising cases of frauds and forgeries to
increasing sophistication of perpetrators and lowering of personnel quality in
banks, among others. It was discovered that various categories of staff including
supervisors, managers, accountants, officers, clerks, cashiers, messengers and
drivers, etc were said to have been invoived in forgeries and frauds. It does baffle
an outsider to read that even bank drivers and messengers are involved in frauds
and forgeries. All these frauds and forgeries have been possible because of the
incompetence of the management team.

d. Combined Chairman - Chief Executive:

This seems to be a popular fad in the Nigerian corporate environment
since the 1980s particularly among the transnational businesses like First
City Merchant Bank, Lever Brothers as well as many other smaller
enterprises. However, there is an inherent danger in this combination as it
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leaves little room for checks on executive deviance. Where the offices of
Chairman and managing director of an organisation are vested in one
individual, the organisation is essentially back to the one - man rule
situation! This is because he can decide wthat is to be included in the
agenda of a board meeting for discussion. As a chairman, he can pilot
meetings towards his own decisions, take major decisions on behalf of the
board, manoeuvre his way by means of reward and deprivations to other
members of the board and top management. Indeed, as chairman/managing
director, the chief executive is responsible to no one in particular as the
shareholders would have abdicated their responsibility to him.

e. Weak Finance Function:

Although an organisation whose other functions are weak would
really be in trouble, if the finance and accounting functions are deficient then
it is headed for collapse. Such deficiencies appear in the form of inadequate
financial controls, poor asset valuation and costing systems and inadequate
cash flow forecasts and when the finance function is adequate, if it is not
represented on the board of directors then it is unlikely to serve as a
necessary check on the activities and strategic decisions of the organisation
or as an important information input to these decisions.

It is also argued that poor management as manifested in the
distressed banks and the consequent points raised so far leads to.

i Low worker morale, particularly among the top management as there
is a general pictures of financial stringency unattractive offices and poor

physical maintenance.

ii. Decline in product and service quality
. Tighter credit policies arising from cashflow problems.
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as those that were financially distressed.

iv. Longer debt repayment periods or frequent rescheduling

V. Greater resistence of Management to pay increases.

vi. Reduction in overtime work and allowances.

vii.  Delays in capital expenditure approvals.

vili.  Rising inventory or stock level due to poor sales or earnings.

ix. Increasing number of customer complaints arising from poor service

or products.

X. Declining Market Share

xi Stock exchange reduction or mark down of the stock price.

OWNERSHIP CATEGORY AND DISTRESSED BANKS
An examination of banks adjudged by the NDIC as being financially
distressed in 1991 revealed that ownership category was one of the parameters
that could be used to explain the degree of financial distress. For instance Table 1
presents the number of banks by ownership category as at the end of 1991 as well

TABLE 1:
NUMBER OF DISTRESSED BANKS BY
OWNERSHIP CATEGORY IN 1991
. Si/No | OWNERSHIP ' NO OF BANKS | % | NO OF DISTRESSED |
, CATEGORY | | OF TOTAL | BANKS

1. | State-Government owned i
__ . Commerciai Banks | 21 ; 7 .

2. | Federal-Govt. owned , |
N | Commercial Banks [ 7 | -

3. Privately-Owned ' |

Commercial Banks 32 1 27 l ) 1

4. | Fed/State Govts owned !' {
| | Merchant Banks | f 7 -

5 | Privately owned Merchant | | 1
. | Banks 46 38 i - 1
i Total 119 100 | 8

I Source: NDIC 1991 Annual:Report & Statement of Accounts



One can observe immediately from Table 1 that out of the eight distressed banks
in 1991, seven of them were owned and controlled by state governments. Only one
adjudged distressed is privately owned and controlled. These observations raised
vital issue and that is: “Why ever allow state Governments to own and control
banks, despite the many evidences that show that they can not control these banks
effectively and efficiently, considering the roles of banks in our economy?” This
thus nacessitate an examination of state Government’s involvement in Banking in
Nigeria.

State (Sovernment’s involvement in Banking:

Actually state government got involved in banking when of Eastern and Western
Nigeria were established and licensed. These regional governments injected public
funds into these banks to finance agriculture. The financial crises of the 1950's saw
the collapse of many indigenous banks and depositors funds thrown down the rain.
meanwhile there were only very few expatriate banks who had monpolised he
Nigerian banking scene. These expatriate banks were accused of discriminatory
policies and practices against Nigerian businessmen.

With the collapse of indigenous banks in the 1950s, public confidence in
such banks had seriously been eroded. To restore the lost public confidence,
regional governments had to be interested in banking with the understanding that
since the country was preparing for its political independence in 1960, efforts must
be intensified by Nigerians to achieve economic independence. In addition, the
Nigerian nationalists recognised the pivotal role of banks in economic
emancipation and development, hence the takeover and injection of needed
additional capital into the surviving indigenous banks to sustain their operations
and enhance their competitive competence against the expatriate banks. For
example, it was during this period, that the National bank of Nigeria Limited and the
Agbonmagbe Bank were acquired by the Western Nigerian Government. The era
ushered in many regional (now states) governments, increased tempo of their
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participation in Banking so much so that virtually every state government now has
its own bank.

Ebhodaghe (1992) observed that unfortunately what started out as a
blessing to indigenous banking has become its bane. These state governments
who own and control these banks have now created insurmountable problems for
themselves. For example the key management staff of the banks are usually
appointed by the state government using criteria which placed little emphasis on
merit and professionalism. Because of the insecured nature of their appointments,
Self-serving practices, indiscipline and god fatherism have all worked against the
overall long-term interests of the banks. Ahmed (1991) noted that despite the
impressive growth in the deposit base of these banks, they (the banks) were not
free from the problems which hampered the operations of some of them in the
previous years. He stated that for example, frauds and forgeries, boardroom
quarrels and inept management continued to bedevil some of the banks.

Ebhodaghe (1992), adds that in addition to appointing and removing at will,
the directors and the key management staff of the state - owned banks, the owner
state governments interfere in the day -to-day management of the banks. Highly
placecd government officials are said to have directed bank credit to favoured
custorners, friends and relatives without such people going through the normal
credit analysis processes and sometimes such credit facilities are not collaterised,
hence the huge bad and doubtful debts as also observed by Ahmed (1991). To
substantiate these assertions, Nweruh (193), Chief J.O. Irukwu, the Chairman of he
cooperative and Commerce Banks (CCB) Interim Management Board, during one
of the bank's customers forum held n Enugu in 1993 July, stated that the problem
of the bank was particularly the crippling syndrome of undue interference by the
state governments (Owners of the bank).

They however noted in addition to the above, the problem of state
government owned banks was that they (state governments) either borrowed
excessively from the banks without repaying or frequently changed the



management to bring in their candidates. In other words, there were reckiess
interferences of the state governments in the daily affairs of the banks now
adjudcied distressed. Also, the owner state governments take loans for themselives
and their parastatal companies in multiples of their equity capital in the banks.
Such loans are nearly serviced with the result that the banks are saddled with huge
non-performing loan portfolios. The problem of non-performing loans has been
brought to the fore in recent times following the financial crisis that have plagued
many of the state government owned banks. This has given rise to these banks
being adjudged distressed and taken over by the CBN.

For instance table Il shows the ownership structure of the six state-
government owned distressed banks as at 1991 which has been taken over by
CBN; while Table lll indicates the various states indebted to the “Distressed
banks’. The figures presented indicate that PAN African Bank Limited, is 100
percent owned by the Rivers state Government whose total indebtedness to
distresised banks as at Jun 30 1991 stood at M36,317,800 worth of non forming
facilities (see Table lil). The worst hit is the African Continental Bank PLC (ACB)
with ownership structure of state governments participants at 65.3% made up of
Abia, Anambra, Enugu and Imo state Governments owning 46.38% while Rivers
state (3overnment along owns 18.95%. The State governments that own the ACB
have a total indebtedness to distressed banks in Nigeria standing at 507,298,291
broken down as follows: M9,332,919 representing performing credits while W
497 955,372 represents non performing credits (See Table Ilf).



TABLE II:
OWNIZRSHIP STRUCTURE OF

S/No COMMERCIAL BANK STATE GOVTS. STATE STRUCTURE %
PRIVATE OWNERSHIP NIGERIANS

1 African Continental Bank 65.3 347

2 Co-operative & Commercial Bank Plc 66.5 33.5

3 Mercantile Bank Ltd 68.0 32.0

4 New Nigerian Bank PLC 63.7 36.3

5 PAN African Bank Ltd 100 -

6 Progress Bank of Nig PLC 58 42

SOURCE: NDIC 1991 Annual Report and Statement of Accounts

TABLE I

STATES INDEBTED TO DISTRESSED BANKS AS AT JUN 30 1991

| SiNo | STATE GOVTS. | PERFORMING | NON- TOTAL |
f | i T| PERFORMING |

1 . 1 |
:L i CREDITS CREDITS ‘:
| | & 5 N |
1. [ AIBOM p— 45 632,589 45632588 |
. 2| FORMER ANAMBRA 9,290,000 143,760,691 153,050,691 |
3. | BAUCHI 10,540,961 = 110,540,961
| 4 | FORMERBENDEL |- 169,267,661 | 69,267,661
' 5 | BENUE s 2,563,093 2,563,893
| 6. |CROSSRIVER [ 156,120,533 | 56,120,533
7. | FORMER IMO 142919 317,886,878 317,979,797

8. | * KANO | e 33,090,068 3,090,068

9 | - KWARA | — | 112,762 112,762

10. | LAGOS s | 16,530,664 16,530,664
| 11| OGUN i 12,674,732 2674732
| 12 | ONDO | — | 2,963,789 | 2,963,789
_13. | FORMER OYO — | 6,314,853 6,314,853 |
| 14 | PLATEAU = 17,432,596 | 17,432,596 |
|15 | RIVERS — - r_3631745.;0:3 36,317,803 |

| SOURCE: NDIC Quarterly, Vol. 2. No 1 March, 1992 _ ) _r
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An indepth study of Table lll confirms the assertions of Ahmed (1991) and
Ebhodaghe (1992) on the accumulation of huge bad and doubtful debts by state
government owned banks. No wonder then, that they were mostly taken over by
CBN. Having confirmed that most state government owned banks are distressed
and the fact that the indebtedness by the owner-state governments has been
tracecl to have contributed enormously fo their poor financial conditions, the
guestion the public now poses remain. Wthat are the ways out especially for those
banks that were distressed for sometime now and are not taken over by the CBN.
The answer is wthat this work is designed for.

INADEQUATE CAPITAL BASE

For any bank to enjoy the confidence of depositors, it must have strong
capitz| base as evidence of strength. It is also important that the bank operates
profitably for the shareholders fund to increase through accretion to statutory and

general reserve.

TABLE IV: CAPITAL REQUIREMENT AND SHAREHOLDERS FUND

'Banks | NoofBanks | SHAREHOLDERS | CAPITAL
' FUND NH'000 - REQUIREMENT N ‘000

| |

' 1994 1995 | 1994 1995 | 1994 1995
' Merchant - { _
| Banks J 51 51 j (2,278.1) (4,869.1) | 43927 11,672.7
. . i |
' Comrnercial | | *
. Banks [ 65 64 | (1.593.0) (3,9220) | 2,289.7 27,1623
' Industry 116 115 | (3.871.1) (8,791.1) | 6.682.4 30,8350 |

SOURCE: NDIC 1995 ANNUAL REPORT AND STATEMENT OF ACCOUNT

In very many instances, the adjusted capital of most of the distressed banks is
negalive to the extend that even fixed assets could be seen to have been financed

32



from depositor’'s fund. The only way for such bank is to be recapitalised as it is
technically insolvent.

From Table IV above, the trend of gross undercapitalization of banks
reported in 1994 continued in 1995. It shows the extend of undercapitalization as it
worsened in 1995. The adjusted shareholders fund deteriorated further from
negative of K3,871.] million in 1994 to negative of 8,791 million in 1995. This was
as a result of increase in loans and advances. The implication of this is that not
much funds will be available for investors to use on investment that will yield
positive growth to the economy. Also the capital shortfalls are known to depositors,
therefore their confidence to deposit money in such banks will be eroded and in
that way, customers are lost.

FRALID AND FORGERIES

Fraud as already presented is another serious problem that banks have to
cope with. This fraud ranges from outright theft by way of credits that the manager
or the approving authority knows will fail. Employment policy in banks in Nigeria
reflect the ownership structure and this makes it difficult for some people to be
disciplined because of the ownership structure. The employee or operator may not
see anything in wthatever bad things their kinsmen might have done.

Examined in this report are cases of frauds as against section 39 and 40 of
NDIC Decree of 1988. The nature of these frauds and forgeries are highlighted .
Data on reported cases of 1995 are compared to those of 1994 in an effort to show
trend in the malpractices.






