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1.0 BACKGROUND TC THE PROBLE:tvl

When historians look back on the iast quarter of the zo" century, they will no doubt regard
it as a defining period in the evolution of global financial arrangements. Advances in information
technology and the ascendancy of free market principles underpinned the transformations from a
government-led to a market-led global financial system. The period also saw the emergence of
financial instability as a key policy concern, and the question of how to ensure financial stability
rose to the top of the international policy agenda.

Nigeria, was not unaffected by these ugly developments in the global economy. Precisely,
the advent of financial distress in the Nigerian banking system dates back to the 1930s when about
21 banks collapsed prior to the establishment of the Central Bank Of Nigeria (CBN) in 1958. This
crisis was blamed on tile inter play of many factors including weak management, under
capitalization, inappropriate corporate governance structure, over trading, and lack of regulation
and supervision. The second financial crisis in Nigerian banks started in 1989, a period
characterized by the influx of private banks following government deregulation of the sector. The
then existing loose regulatory environment provided fertile ground for unprecedented high level of
distress and collapse of many banks in the financial system, and by 1993, the situation had
worsened and gradually led to the collapse of the Inter-Bank Market and rapidly spread to all
segments of the financial system. These developments led to crisis of confidence not only on the
banking system but on the corporate reports by banks and their auditors. Doubts continued to
mount on the truth of the information content and quality of financial reporting in the sector.

The need therefore became urgent to step-up regulatory and supervisory activities to ensure
that financial reports of banks are not only uniformly presented, but that the contents of such
reports are reliable, factual and comparable so as to assist users of such reports in making informed
economic decisions. With effect from December 31, 1990, the first Statement of Accounting
Standards for financial accounting by Banks was introduced to argument existing standards and
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2.1 CONCEPTUAL FRAMEWORK FOR FINANCIAL REPORTING.
In general terms, a conceptual framework is a statement of generally accepted theoretical

principles which form the frame of reference for a particular field of enquiry. In terms of financial

2.0 FINANCIAL REPORTING FRAMEWORK AND STANDARDS

regulations within the industry. By then, existing regulations which intended to harmonize
standards of accounts and ensure comparability of published financial accounts and audit reports of
banks operating in Nigeria were contained in Companies and Allied Matters Act 1990(CAMA),
Banks and Other Financial Institutions Decree (BOFID) 1991, Various Statement of Accounting
Standards (SAS) issued by the Nigerian Accounting Standards Board (NASB), Prudential
Guidelines for Licensed Banks in Nigeria, and Monetary Policy Guidelines/Circulars issued by the
Central Bank of Nigeria (CBN) ..

The need to regulate accounting and financial reporting standards evolved mainly as a result
of variations in accounting practices betw een one company and another, and even between one
accounting period and another of the same company. In the Nigerian banking system. there was
high level of sharp practices in financial reporting. Areas where such variations in accounting
practices existed in banks include Income recognition, Loss recognition, Credit portfolio
classification and provisions for non-performing facilities, Classification of other assets, and Off
balance sheet engagement. Such variations manifested in high level padding and doctoring of
accounting figures to achieve an imaginary good performance level intended to deceive the users of
such reports. Declaration of paper profit was common features hence the high level of distress that
made many banks IO go under. This situation, no doubt created reliability and comparability
problems for users of such financial reports, and in particular, increased doubt on the method used
by the banks in calculating their profits and Balance Sheet values.

Another problem that made the situation, more critical is the role played by the external
auditors of banks. Audit reports appeared to have been influenced by management, hence the
auditors failed to alert the public on distressed situations in banks. Thus, the resulting collapse was
without sufficient distress signals from the banks and their auditors. The general public started
doubting the truth of the information content and quality of financial reports by banks and their
auditors. Financial experts and the investing public criticized and queried the adequacy of existing
rules guiding financial statement preparation and presentation, the sufficiency or otherwise of
regulatory guidelines and supervisory procedures in the sector, and the degree of confidence that
users of such manipulated corporate reports are expected to exercise. Worries continued to mount
as to the growth potential of investment and public commitment in banks, and the future of tile
industry generally.

The main purpose of this paper is to review existing rules and standards guiding corporate

reporting by bank in Nigeria. The specific objectives of the review are:

o To assess the sufficiency of existing standards and regulations in promoting dependable
financial reporting system in the Nigerian Banking Industry .. ,,~.

o To underscore factors responsible for gaps between set standards and compliance level by
banks.

o To propose actions for enhancing the quality of corporate reporting by Nigerian Banks.
To achieve these objectives, the work is presented under five sections. Section I gives a
background overview of the problem investigated, while Section 2 discusses the frameworks and
standards for financial reporting generally. Section 3 reviews existing financial reporting standards
and practices for Nigerian banks, while Section 4 investigates the level of compliance with set
standards by banks. The last section provides our main conclusion and policy recommendations.

Vol.3, No.1 April 2009Iournal of Finance, Banking and Investment



58

h. Economic Decision .Making Model:-
This model asserts that the basic objective of financial statements is to provide information that is
useful to present and potential investors and creditors and other users in making rational
investment, credit and similar decisions and or for assessing management stewardship - FASB,
1978 Para-34.

It can reasonably be argued that financial statements do not provide all the information that
users may need to make economic decisions since they largely portray the financial effects of past
events and do not necessarily provide non-financial information. This model therefore places
emphasis on trying to identify the users of financial statements and their needs.

There are obvious problems with the emphasis on decision making and user needs. Firstly,
decision should be based on estimates about what is going to happen in the future and not based on
probably biased, out of date, backwards looking financial statement. Secondly, the financial
statements contain data and it is only if this is correctly interpreted that information can be said to
flow. Again, it is difficult for financial statement to meet the often conflicting needs of users;
majority of who have low level of understanding of financial reports. These reservations on this
model justify the need for a more appropriate framework:

.1. The Stewardship Model:-
This model is based on the premise of the accountability of the managers of a company to its
owners. Its foundation is rooted in the believe that only the owners of resources of a busine ss had
right to extract accountability from the managers. At its early stage, the model had no tradition cf
publicity; corporate managers apparently owed no one any duty to divulge information and
therefore had no conviction that the general public had the right to know. They were highly
secretive and feared that much publicity could expose them to scheming of competitors.

However, by the early zo" century, there was gradual recognition by some corpora1e
managers and a number of influential groups and individuals outside the management class that
accountability could be extended to society as a whole. Fundamental to this extension of
accountability to society is the requirements for the reportee to form a judgment about the
performance of the manager (Osisiorna; 2001). The financial statements prepared by accountants
aie used as part of the accountabiiity process but whether they are correctly interpreted and used is
a completely different matter. It is therefore questionable if stewardships is still the main purpose
/objective of financial reporting, particularly \\ hen we consider small businesses where the
directors/mangers may be the owners (and thus having management and ownership coinciding on
the same person) - Higson and Tayles (1996)

reporting, these theoretical principles provide the basis for both the development of new reporting
practices and the evaluation of existing ones. As Maeve (1981:8) put it, one cannot make a
rationale choice of accounting procedures without some framework of principles. Also stressing the
need for a framework for accounting, Ezejelue (200 1:79) noted that:

Financial Accounting should operate within a framework... to encourage logical
development of principles and practices. This affords some protection to various investors
who reach investment decisions by making comparisons of financial statements of various
companies supposedly prepared on a reasonably consistent basis.

Thus, a conceptual framework should set out the rationale which underlines why we do what we do
and how we do it.

In establishing the purpose of financial reporting therefore, three conceptual models an~
relevant - The stewardships model, the economic decision making model, and the corporate
communication model.
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The annual report ostensibly serves a simple purpose of evaluating the financial
performance of the reporting entity during the previous year. At its early stage it was stylish in its
communication design. This stylized business report according to Hynes and Bexley (2003)
originated in America with the American Security Acts of 1933 and 1934, known as the "truth in
.securities" laws. These Acts established the Security and Exchange Commission (SEC) and

2.2 EVOLUTION OF THE ANNUAL REPORT.

It must therefore be emphasized that at all ages of financial reporting, business reports
(whether extei na! or internal) lead users into assessing the stewardship of management
(custodianship function) and making further economic decisions. The quality of the resulting
decisions will largely ciepend or. the extent to which the contents of the report conform to Generally
Accepted Accounting Principles (GAAP) and financial reporting standards, and also comply with
relevant statutes/regulations. The adopted accounting practices must be applied consistently so that
trends should be identified and performance monitored for inter-temporal and inter-firm
comparisons. The report itself must be timely and understandable, and contain relevant and
verifiable data necessary for addressing realistic needs of users. To achieve these objectives
government and the accountancy profession must regulate the degree/extent of financial and non
financial disclosure and the presentation formats of corporate reports. Those regulations come in
the statement of accounting standards, statutory requirements and operating guidelines relevant to
specific business entities and transactions.

Business reports serve a variety of functions. First, they act as a communicator of ideas or
information. The receipt of the report often would lead tn further decision making. A times,
reports are used to initiate actions; at other times, [0 serve as persuader. The essence of it
all is that the report does'not really mark the end of a process, but the beginning of a new
one. Even in circumstances where a business report does mark the end of oneprocess (as in
the Audit Report), it S21Tes as a basis for further decision making .. hich leads to the
commencement of a new series of action.

c. Corporate Communication Model:-

This may be an appropriate theoretical framework for financial reporting. It is the
communication by directors regarding their qualitative assessment of the past performance and the
future direction of an enterprise, their subjective allocation at the end of a period of time. The
model splits the communication process into three - The message (i.e. the directors' message); the
means of communication (i.e. financial statements, the chairman's statements, etc); and, whether
the recipient receives the message (i.e. users understanding). Information is only conveyed if the
message sent is the message received. Thus, it is only when data contained in the financial
statement are correctly interpreted that information can be said to be transferred.

The application of a communication approach to financial accounting is not a new
phenomenon. A study by Parker (1986) was founded upon the argument that corporate annual
reports represent a process of mass communication, expressing concern that there may have been "a
lack of official recognition of the importance of communication through accounting reports ... "
This communication function of corporate reporting is even more relevant in modern society with a
wider range of users with sophisticated needs than existed when the model was conceived.
Osisiorna (200 1) recognized measurement and communication as two basic functions which
accounting seeks. The measurement function seeks to ascertain both the operating result and the
point in time position of the business, while the communication process communicates the outcome
of the measurement process to interested parties in form of standard reports. According to him:
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Accounting and financial reporting standards are the rules that govern the manner in which
specific business transaction of companies must be prepared and reported to the public in corporate
financial statements. Such standards evolved as a result of variations in accounting practices
between one accountant/company and another, between one country and another and even over
financial periods by the same reporting entity. Two areas where variation in accounting practice

2.3 RATIONALE FOR SETTING FINANCIAL REPORTING STANDARDS

required companies with more than $10 million in publicly traded asset to issue independently
audited annual reports providing investors with information including a statement of earnings; a
Balance Sheet; a statement of cash flow; a statement of stockholders' equity; and relevant
quantitative and qualitative information's needed to understand the data.

A new idea emerged in the 1960s. Besides answering the financial obligations, annual
report also served as the company's principal public relations document. As a public relations tool,
annual reports became advertisement for the company and management used them as a platform for
promoting their philosophies, strategies, and corporate successes. Consequently, annual reports
took on a magazine look- glossy paper, celour photographs, fancy graphics, and layouts.

By 1986, criticisms had stated to mount against this reporting style and the SEC was
receiving complaints that annual reports sacrificed information for design. Investors demanded
shorter reports that gave clearer perspectives on a company's earning potential. After three years of
careful study, the SEC agreed to a radical change in reporting style-companies could put detailed
financial information with a separate document (the 10-k or proxy statement) and create a
Summary Annual Report (SAR). As Kulkosky (1987) put it, SAR was more compact concise, and
readable. It moved footnote material-into the narrative, used more graphs, and wrote financial
information in layman's terms. The SAR effectively recast the report into the province of the
communicator, who would now be assisted, rather than, dictated to, by the analysts and design
houses. The first known company to produce a SAR was McKesson Corporation in 1987. The
company claimed they saved $60,0()O in production costs, and this represented 20% of their annual
total expense for financial reports, greatly improving the readability of the report and its LIseas a
communication device (Simone, 1988: 49- 52 ).

Today [he standard corporate 3!1!1Wl[ report consists of both a 1o-\: and a SAR. The SAR's
objectives as summarized by Plun and Montgomery (2004) are as follows:
• Encourage readership by making the report easier to read and understand.
• Provide readers with relevant and concise financial and non-financial information without

creating information overload.
I» Improving the quality and effectiveness of financial communications.
• Enhance shareholder relations and management credibility through more effective

communications.
After the scandals of2001 involving Enron, Arthur Anderson, WorldCom, Xeron, and other

companies particularly in US, public confidence in the securities, banking and accounting
industries plummeted. Public scrutiny of corporate financial disclosures increased worldwide and
by 2002, the mounting pressure in US led President W. Bush to sign into law the Sarbanes-Oxley
Act of 2002. The Act greatly changed the American landscape for financial reporting by
redesigning federal regulations of public companies corporate governance and reporting
obligations. It equally significantly tightened accountability standards for corporate directors and
officers, authors, analysts, and legal counsel. The Act mandated numerous changes to increase the
transparency of financial reports, granting more powers in the SEC to review reporting proceedings
and strengthen its authority to hand down criminal penalties for "white collar" (economic non
violent) crimes.
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existed is worthy of note. The first is Depreciation - a company could adopt a reducing balance
method this year and switch to straight line next year. The second is Valuation of Stock - some
companies value their stock at cost, others at replacement cost and yet some others at net realizable
value. There was no consistency. In fact, if the accountant is left unrestricted, he will have to make
his own rules in order 'to prepare and communicate financial information to the users. Such a
situation no doubt created reliability and comparability problems for users of such financial reports.
The external users of accounts therefore need to be sure that reliance can be placed on the methods
used by a business in calculating its profits, losses and balance sheet values. This development
generated a lot of controversy in the late 1960s as to the reliability and comparability of such
accounting methods.

During the same period, according to Ezejelue (2001), a number of scandals or failures
occurred in different parts of the world which brought criticism upon the business community and
accounting profession. The public demanded, among others, higher and more definite accounting
standards. International barriers within the profession were being continually reduced or, in some
cases, removed, and this was accelerated in Europe by developments within the common market.
There was an increased general outcry in the financial pages of the national press against the failure
of the accounting profession to lay down consistent principles fer business to follow. This led to the
coming together of accounting bodies in different countries of the world with a view to developing
accounting standards for application of accounts of business entities to ease comparability and
reliability problems. These developments resulted in the formation of the International Accounting
Standards Committees (lASC) on June 29th, 1973 by the following countries - Australia, Canada,
France, Germany, Japan, Mexico, The Netherlands, United Kingdom and Ireland, and the USA
(Okezie, !998: 108).
The ObjectivescflASC are:-

To formulate and publish accounting standards in the public interest to be observed in the
presentation of financial statement and to promote worldwide acceptance and observance.
To work generally for the improvement and harmonization of regulations, accounting standards
and procedures relating to the presentation of financial statement.

'Co date, lASC has published at least 39 Accounting Standards.
Here in Nigeria, the main influence in the development of accounting standards has been the

Institute of Charted Accountants of Nigeria (lCAN), founded in 1965. At its establishment in 1965,
ICAN was mainly concerned with meeting the need for high level professional accountants by
government and businesses operating in Nigeria. The body was later faced with specific areas
where it had to streamline the practice of Accounting in Nigeria.

The need for an accounting standard-setting body in Nigeria became urgent when the
Nigerian Enterprises Promotion Decree was promulgated to transfer ownership of companies to
Nigerians. Foreigners exploited the lack of uniform accounting procedures in valuing their equities
in companies affected by the Decree. Those companies whose parents were resident outside Nigeria
followed the dictation of their parents. At the end of it all, there were many accounting practices
reflected in the accounts, as there were companies in Nigeria. Whenever an auditor challenged a
company 011 the appropriateness of its accounting practice, management was usually quick to ask
the auditor to produce the law prohibiting such a practice. The Nigerian Accounting Standards
Board (NASB) was therefore established on 9th September, 1982 in order to ensure that those
conditions that existed both before and after indigenization did not persist.

The main objectives ofNASB are:
o To formulate and publish Accounting Standards to be complied with by business

organizations in the presentation of financial statement.
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Banks represent a significant and influential sector of the economy and playa major role in
maintaining confidence itl the monetary system. There is therefore considerable and widespread
interest in their management and performance, The quality of their financial statements will help to
foster public confidence in the banks as well as in evaluating their performance.

Following the deregulation of the banking industry in Nigeria in the early 90s, there was an
upsurge in the number of licensed banks operating in the country. The existing loose regulatory
environment then provided a fertile ground for an unprecedented high level of distress, which
eventually led to collapse of many banks in the financial system. These developments were often
without sufficient signals from the financial statement reported by the banks and their auditors. The
unfolding scenario led many financial observers, and in deeds the general public, to start casting
doubts on the truth of the information content and quality of financial reporting in the sector.
Banks' financial statements more than ever before started attracting attention due to:

Importance of the sector in the industrial and commercial development of the economy.
Inconsistent accounting policies and reporting practices which made inter-temporal and inter
bank comparison of performance difficult;
Allegedly overstated (or paper) profit reported by banks;
Survival problems of troubled (distressed) banks;
Probable 'Shake-out' that may be ahead of as a result of increased competition in the industry;
and,

3.1 OVERvIKW OF DEVELOPMENTS IN THE NIGERIAN BANKING
ENVIRRDNMENT.

3.0 IS~UES IN FINANCIAL REPORTING STANDARDS AND PRACTICES FOR
NIGERIAN BANKS.

I.

a Formulation and sponsorship of necessary legislation to ensure nationwide acceptability,
adoption and compliance with the Board's Standards.

a Regular reviewed of standards issued by the board in the light of changes in the social,
economic and political environment.

In pursuance of its second objectives, supporters of the Board persuaded the Consultative Assembly
on the review of company's law to provide legal backing to the activities of the NASB in the new
law. These efforts resulted in the inclusion of section 335(1) of the Companies and Allied Matters
Act (CAMA), 1990 which provides that:

The financial statement of a company prepared under section 334 of this Act, shall comply
with the requirement of schedule 2 to this Act (sofar as applicable) with respect to their form
and content, and with the Accounting Standards laid down in the Statement of Accounting
Standards issued from time to time by the Nigerian Accounting Standards Board ...Provided
that such accounting standards do not conflict with the provisions of this Act or schedule 2 to
this Act.

In June 1992, the NASB was formally inaugurated as a quasi-parastatal with full autonomy to
pursue its technical duties. NASB is sponsored by fourteen organizations interest in financial
reporting. Since its estaUishment in 1982, the NASB has been the body responsible for establishing
standards of financial accounting and reporting in Nigeria and the Board has issued twenty two (22)
Statements of Accounting Standards so far. The primary role of the Board is to help ensure that
published financial statements are uniform in content and in format and communicate precisely
what they purport to convey. Those standards are, in effect, rules governing the preparation of
financial reports in Nigeria.

Vol.3, No.1 April 2009Journal of Finance, Banking and Investment



--_.---_.

63

No banking business shall be transacted in Nigeria except by a body corporate. It is required
of all banks operating in Nigeria to be validly licensed by the CBN and that no such license shall be
issued unless such a bank is incorporated under the CAMA,1990. Banks, like any other body
corporate, are expected to comply with all the provisions of the Act, including provisions relating to
financial reporting . Accordingly, Section 334(1) of CAMA, 1990 provides for directors' duty to
prepare annual accounts. Section 334(2) outlined ten financial statements which every registered
ccrnpany (including banks) shall prepare, while section 335(1) requires that the listed financial
statements comply with the requirements of schedule 2 to the Act in terms of form and content, and
with the Statement of Accounting Standards which th<;; NASB may issue from time to time to the
extent in which these standards are not at variance with the provisions of CAMA). Section 335(2-5)
outl ined \\ hat some of the financial statements should provide or show. According to these sub
sections:
.:. The Balance Sheet shall give a true and fair view of the state of affairs of the company as at the

end of the year;
.:. The Profit and Loss Accounts shall give a true and fair view of the profit or loss of the company

for the year;
.:. The Statement of the Sources and Application of Funds shall provide information on the

generation and utilization of funds by the company during the year;
.:. The Value Added Statement shall report the wealth created by the company during the year and

its distribution among various interest groups, such as the employees, the Government, creditors,
proprietors and the company;

.:. The five - year financial summary shall provide a report for a comparison over a period of five
years or more of vital financial information.

Schedule 2 of the Act provides the required formats for financial statements in terms of their form
and content, and further stipulates details of information that should be disclosed in corporate
reports.

It should be noted however, that the Act under section 335(6) stipulates that the statutory
requirements for true and fair view has an overriding consideration over both schedule 2 and all
other requirements of CAMA that deal with the content and notes to those accounts. Consequently,
the Act makes allowance for a company to provide any necessary additional information, and to

3.2 GUIDELINES FOR FINANCIAL REPORTING BY BANKS
a. Higlilights of some sections of CAMA, 1990 Relevant to Corporate Reporting by Banks.

Resulting need to sustain public confidence in the banking sector.
The need therefore became urgent to step-up regulatory guidelines and procedures to ensure that
financial statements are uniformly' presented and that their contents are reliable, factual and
comparable so as to assist the users in evaluating bank performance. Uniform presentation will also
enable regulatory agencies properly classify banks and better regulate their operations.
Consequently, strict regulatory measures were imposed and rigorously implemented by government
through the agency of the Central Bank of Nigeria (CBN) and the Nigerian Deposit Insurance
Corporation (NDIC) to improve the standard of financial reporting system for banks. These
measures helped in brightening their image and raising public confidence in the entire financial
system.

Documents containing the rules guiding financial reporting of banks in NIgeria include
Companies and Allied Matters Act (CAMA), 1991; Banks and Other Financial Institutions Decree
(BOFID), 1991; the Prudential Guidelines of the CBN; and, various Statement of Accounting
Stanciards (SAS) issued by the NASB.
We shall consider the contents of these documents in turn.
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To stimulate healthy banking practice. instill confidence in the banking system and
standardize corporate reporting by banks, this Decree made elaborate provisions relating to

Minimum paid-up capital requirements for banks ofN25 million or ~Cl~h higher amounts as may
be specified by the CDN;
The creation and maintenance of Reserve funds appropriate to the paid-up capital of each bank.
Restrictions on certain activities of licensed bank such as minimum lending limits to an
individual, or company end for an employee or a director of the bank, Of the granting of lOuDS

against security of its own share; etc.
Minimum Cash Reserves, Spec died Liquid Assets, Special Deposits and Stabilization Securities,
The CBN, from time to time, specifies the respective minimum holding for each of the above for
compliance by banks.
Books of Accounts to be kept by licensed banks including details to be shown in such accounts
and the domiciliation of the records/books.
Appointment of Approved Audito-s who have duties to report to the shareholders in respect of
the annual Balance Sheet and the Profit and Loss Account and any other information as may be
prescribed by the CBN.
The publication of Annual Accounts within four months after the end of any financial year of the
bank, in the manner and place prescribed in the Decree.
The various periodic returns to be made to CBN (in schedules), which include:

Schedule I. Monthly statements of assets and liabilities
2. Report on loans and advances analyzed sector by sector and it is submitted

monthly.
3. Annual accounts containing Balance Sheet, Profit and Loss

Account and other relevant statements.
4. Auditor's Report which is an annual report to the shareholders.

5. Returns on foreign exchange allocation under the foreign exchange market as

directed by the CBN.

b. Highlights Of BOFID, 1991 Relevant to Corporate Reporting by
Nigerian Banks.

make any necessary departure from the statutory requirements in order to comply with the true and
fair view requirements. On the implication of the overriding status of the true and fair view
requirement, Osisioma (2001) highlighted two-fold aspects in the following words.-

First, the law makes the true and fair view the core and ultimate requirement in corporate
reporting. Thus, any reporting system that meets this requirement, would satisfy the law, and
meet the expectation of the profession. Secondly, any addition to the present law, or
subtraction therefrom, is allowed to the extent that thefinancial statement is enabled to show
a true and fair view. By implication, where the law contradicts the requirements of true and
fair view, to the extent of that conflict, the later requirement prevails,

He further concludes that true and fair view is both a statutory and professional requirement arguing
that true and fair accounts are accounts which in their standard of preparation and presentation,
disclose sufficient information which in quality and quantity, satisfy the reasonable expectations of
users of financial statements, and which address the basic issues of information disclosure.

In the light of the above provisions, banks (as body corporate registered under CAMA)
should prepare and present true and fair statements/ reports \\ hich satisfy both the regulatory and
statutory _requirements of CAMA and the prescribed conditions of the accountir:g profession in
meeting user information needs.
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The standard focuses on three main areas of concern relating to accounting practices
followed by Nigerian Banks: viz. Income Recognition; Less Recognition; and, Balance Sheet
Classification lit relation to the above areas of concern, Part 3 of SAS No. 10 contains the specific
areas of accounting by Nigerian Banks which are not generally regarded as good practice and the-se
are hereunder reproduced.
Accounting Policies

.:. Accounting policies provide well articulated bases for the preparation of financial statements
for which they form an integral part.

.:. Most banks, however, do not disclose all their accounting policies under one caption and on a
separate page and still present some as part of-the notes to individual items in the financial
statements .

•:. The accounting policies most commonly disclosed but only in general terms, include
determination of provision for loan losses; accrual of interest on non-performing and doubtful
loans; translation and conversion of foreign currencies; valuation of investments; deferred
taxes; and, depreciation of fixed assets and leased properties .

•:. At present, most banks do not present accounting policies, in specific terms with respect to
Off Balance Sheet engagements which give rise to
contingencies and commitments; Specific and general loan provisions; uncollectible debts;
and, income recognition, especially of interest on non-performing and doubtful loans.

Income Recognition
.:. Banks generally derive revenues from interest income on loans and advances, commissions on

turnover, transfer fees, arrangement fees, syndication fees, commitment fees, lease rentals,
income from the sale of commercial paper, foreign exchange, banker's acceptances and

By section 335 of CAMA, 1990, Banks are generally required to comply with all Statement
of Accounting Standards issued by NASB from time to time. Of particular interest in this work are
the requirements of SAS lOon Accounting for Banks and Non-Bank Financial Institutions (Part 1).
In addition to the disclosure requirements of SAS 2 on Information to be Disclosed in Financial
Statements, and w;:h effect from December 1990, Nigerian Banks are mandatorily required to
comply with the provision of SAS No.10 (which accords substantially with the requirements of
International Accounting standard (lAS) No. 30 on disclosures in the financial statements of Banks
and similar financial institutions). SAS No.10 is the first part of the standard on Accounting for
Banks and Non-Bank Financial Institutions. It seeks to provide a guide for accounting policies and
methods that should be followed by banks in the preparation of their financial statements. It was
issued with the belief that improved accounting and reporting practices by banks will enhance
reliability in the financial statement and comparisons in performance within the industry.

The BOFID also provides that every bank shall submit to the eBN not such other information which
eBN may require in the form, content and frequency necessary to achieve its regulatory and
supervisory functions. Every account of the licensed bank should be backed up with a report of an
Approved Auditor stating whether the Balance Sheet and the Profit and Loss Account of the licensed
bank give a true and fair view of the state of affairs of the bank and comply with the requirements of
BOFID. The Balance Sheet and the Profit and Loss Account should be in abridged form agreed with
the eBN and in compliance with the requirements of Statement of Accounting Standards (SAS)
No.IO

c. Highlights Of Statement of Accounting Standards (SAS) Relevant to Corporate
Reporting by Nigerian Banks.
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Balance Sheet Classification
.:. There are a number of practices followed by banks in classifying Balance Sheet items which

result in favourable asset and liability presentations and sometimes border on "window
dressing". Usually the objectives of such practices are to reduce reported credit; reduce
reported deposits; and, enhance reported liquidity. These are not regarded as good
practices.

Loss Recognition

.:. In the ordinary course of business, banks normally suffer some losses on loans, advances and
other credits as a result of their becoming partly or w!iclly uncollectible. Such losses are
usually recorded in the periods they are first recognized .

•:. Banks usually make specific provisions for loan losses that have been identified as non-
performing. In addition to specific provision, some banks also make general provisions for
loan losses .

•:. It is the responsibility of bank management to assess its credit portfolio and make provisions
for non-performing and doubtful credit risks. It is comparatively easy to identify fixed
facilities which are non-performing but revolving facilities are more complex. Normally,
the first indic-tion that a revolving facility may be I1C'D -pcrforrning is where the turnover
on the account is considerably less than anticipated or when interest charged takes the
balance above the credit limit.

.:. The standard of credit analysis and the detailed credit documentation available on
customers' files vary widely in the industry. Further, losses are generally not assessed
regularly and the criteria for the assessment are not usually clearly defined and
consistently applied from period to period. This inadequacy of credit documentation,
analysis and assessment of loan losses is not regarded as good practice.

r:

.:. The timing of classification of loans and advances as non-performing, so as to put the related

interest income in suspense, is a controversial issue. While some banks take such interest income

on non-performing bans into their interest suspense account, others take it into interest income

thereby over standing profits

discounts of bills. Banks also charge for rendering other financial and trust services to their
customers .

•:. Banks generally recognize their revenues when they are earned or realized. However, many
o

banks recognize credit-related fee income which is significant in relation to interest earned,

when the credit facilities are granted rather than deferring such income recognition over the life

of the related credit risk as adjustment of the yield on the credit. Some banks take account of the

size of the credit -related fee when negotiating the interest rate on the related facility thereby

. front ending income which would otherwise be recognized over the tenor of the credit risk. This

is not regarded as SOlJdpractice .

•:. In case of loans ard advances, income is usually earned over a period of the outstanding credit

at contracted yield, il proportion to outstanding balance, to the extent that collectability is not in

doubt.

-
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o Sub -Standard Credit Facilities:
The objective criteria for categorizing non-performing credit as sub-standard include
facilities with outstanding interest and or principal repayment of more than 90 days but less

Credit Portfolio Classification system.

Licensed banks are expected to review and classify their credit portfolios at least quarterly with a
view to assessing the state of performance of those credits. This will enable banks determine the
level of risk associated with credit on its books. Based on the quarterly reviews, credit portfolios of
bank" are to be classified into performing and non-performing depending on the level of credit risk
envisaged.

A credit in which principal and interest payments are up to date in line with the agreed
repayment terms is categorized as performing. One with 90 days outstanding or unpaid interest or
principals or have been capitalized, rescheduled or rolled over into a new loan is Non Performing.
The guideline condemns the practice in some banks where non-pertorming credits are renewed,
rescheduled or rolled over without taking into account the ability of the borrower to repay. The
guideline will only accept this practice where the borrower has effected cash payment to a period
less than 90 days.

Non- performing credits are further classified into three, namely; Sub-Standard, Doubtful,
and Lost based on objective and SUbjective (individual judgment) criteria.

d. Corporate Reporting Issues in the Prudential Guideline for Licensed Banks in Nigeria.

In addition to the relevant provisions of CAMA, 1990, BOFID, 1991 and the Statements of
Accounting Standards (SAS), all licensed banks are required to adhere to the Prudential Guidelines.
The CBN in a bid to harmonize standards of accounts and ensure comparability of the audit reports
of banks operating in Nigeria, has stipulated unifonn guidelines to be adopted by banks in credit
booking and credit performance assessment. The guideline released in November 1990 was based
on practices endorsed by reputable international financial institutions and regulatory authcritics.
The key provisions of the guideline deal with recognition of income of banks, and consider the
following area Classification of credit portfolio and "Other Assets"; Provision for non-performing
facilities and "Other Assets"; Recognition of collateral values; Credit portfolio Disclosure
Requirements; and, Appraisal of Off-Balance Sheet Engagements

.:. There is diversity in the treatment of uncleared inter-branch and inter-bank items. Some
banks treat them under other assets, liabilities or even cash; others treat them as cheques
for collection .

•:. Banks also enter into transaction that are not currently recognized as assets or liabilities in
the Balance Sheet but which nonetheless give rise to credit risks, contingencies and
commitments. Such transaction include letters of credit, bonds, guarantees, indemnities,
acceptances, trade related contingencies such as documentary credits, etc. These types of
transactions are referred to as "OtT Balance Sheet Engagements". It is good practice for
banks to disclose the nature and amount of contingencies and commitments arising from
different classes of off balance sheet engagements.

Under part 4 of SAS 10 Accounting Standards are presented to correct these abnormal practices and
ensure uniformity of presentation of financial statements by banks. The set standards seek to
harmonize rules relating to Income recognition (paragraph 40-47); Loss recognition (paragraph 48);
Provision for loan losses (paragraph 51-55); Valuation of investments in securities (paragraph 56);
Balance sheet classification (paragraph 57-60); and, Disclosure of information in financial
statements of banks (paragraph 6i -71).
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o Doubtful Credit Facilities:
A credit is objectively classified as Doubtful if there is unpaid interest and or principal
outstanding for at least 180 days but less than 360 days, and is not secured to leased assets
or perfected realizable collateral in the process of collection or realization. The subjective
criteria recognize these factors present for a sub-standard credit and that full repayment of
the debt is not certain or that realizable collateral value will be insufficient to cover the
bank's exposure.

o Lost Credit Facilities:-
For a credit to be classified as lost on objective criteria, there must be interest and or
principal unoaid ''Or 360 days or more and not secured by legal title to leased assets or
perfected realizable collateral. On the subjective side, such a facility will exhibit the
weakness associated with doubtful facilities, is considered uncollectible, and is of such little
value that continuation as bankable asset is unrealistic. The classification carried out by a
bank has to meet :he verifications of the CBN otherwise the regulatory bank could ask for a
reclassification.
The guideline insists that for tidy beak keeping, banks have to make provision for facilities

that are non-performing, These provisions could be specific or general. It is specific when tnere is
already a perceived risk of default while it is considered general when such provisions are in
recognition of the fact that performing facilities could also go bad in future.

For facilities that are classified as sub-standard, doubtful, or lost, interest over due by more
than 90 days should be suspended and recognized only on cash basis. If the principal repayment is
overdue by more than 90 days, it should be fully provided for and will only be recognized as
income when cash payment is made. When the principal repayment is not yet due but the facility is
non-performing, the provisions to be made are as follows:

Sub-standard facilities - 10% of the outstanding balance
- Doubtful Credit facilities - 50% of the outstanding balance.

Lost Facilities - i00% of the outstanding balance.
The guidelines also provide rules for the classification and treatment of previsions on

'''Other Assets". These items include Impersonal Accounts of various descriptions, Suspense
Accounts, uncleared effects and inter-branch items. More often than not, the account usually
grouped together as "Other Assets" contain fictitious or intangible assets. The accounts could
contain many long outstanding items, the origins of which had been long forgotten, untraceable as
well as irreconcilable. In situations like these, the guideline requires that items that are not material
should be written off, but where they are material (i.e. at least 10% of aggregate value of Other
Assets) they should be classified as below.
(a) Sub- Standard: A minimum provision of 10% is to be made for "Other Assets" items

classified as sub-standard such as Cheque purchased and uncleared effects outstanding after the
permissible clearing period; Fraud cases of up to 6 months old and under police investigation
regarding the likely outcome of the cases; Inter-branch items of between 2 months to 3 months;
and, ali other intangible suspense account existing in the books for lip to 3 months.
(b) Doubtful: Where the above listed features have been aggravated and are likely to
result in losses higher than recommended for sub-standard items. A minimum of 50% provision

than 180 days. The subjective criteria take into account observed weaknesses that could
impair the repayment capacity of the borrower. These include issues as inadequate cash
flow, under capitalization or insufficient working capital, absence of adequate financial
information or collateral documentation, irregular payment of principal and or interest,
inactive accounts where withdrawals exceed repayments or where repayments can hardly
cover interest charges.
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should be made for "Other Assets". Items for doubtful classification should include, but not
limited to Cheque purchased of between 3 to 6 months old but which had been withdrawn or
canceled and substituted. with new ones. Similar treatment should be accorded to uncleared
effects for which values had been given; Outstanding fraud cases 6 to 12 months old and with
slim chances offuII recoveries; Inter- branch items outstanding for between 3 to 6 months; and,
all other intangible suspense accounts outstanding for between 6 months to 12 months.
(c) Lost: Full provision (i.e. 100%) should be accorded to items classified as lost. Items for
Lost classifications should include, but are not limited to cheques purchased and uncleared
effects over 6 months old and for which value had been given; Outstanding fraud cases over 12

. months and involving protracted litigations; Inter-branch items over 6 months old whether or
not the origins are known; and, all other intangible suspense accounts over 12 months old.

Again, the guidelines provide that collateral values be recognized on the following basis:
I. For credit exposure where the principal repayment is in arrears by more than six months, the

outstanding unprovided principal should not exceed 50% of the estimated non realizable
value of the collateral security.

ii For credit exposure where the principal repayment is in arrears by more than one year, there
should be no outstanding unprovided portion of the credit facility irrespective of the
estimated net realizable value of the security held.

111 For a credit exposure secured by a floating charge or by an unperfected or equitable
charge over tangible security, it should be treated as an unsecured credit and no account
should he taken to such security held in determining the provisions for loss to be made.
Each licensed bank is required to make a general provision of at least 1% of assets not

specifically provided for. Without prejudice to the disclosure requirements of SAS 10, the
guidelines require each licensed bank to provide .n its audited Financial Statement:-

l. An analysis of its credit portfolio into performing and non-performing credit
facilities;

II. The amount of provision for deterioration in credit quality (i.e, losses)

distinguishing between principal and interest.

Ill. A maturity profile of credit facilities based on contracted repayment programme,

alongside maturity profile of deposit liabilities.

In respect of interest accrued, the guidelines provide that every licensed bank should adopt
the following criteria in treating interest on non-performing credit facilities=
l. Interest due from all non-perform ing credit facilities should automatically not be

recognized as income.
ii. All accrued and uncollected interest previously/already taken into revenue accounts

should be reversed by debiting the revenue account and credited to an interest suspense
account created for this purpose.

Ill. When the facilities begin to perform, interest previously suspended and provisions
made against doubtful debts should be recognized on cash basis only.

The guideline directs that proper appraisal of Off-Balance Sheet Engagements should be
undertaken with a view to determine the extent of loss a bank may likely sustain after considering
the date the liability was incurred, expiry date, security pledge, performance of other facilities being
enjoyed by the customers, e.g, loans and advances, and perceived risk. Full provision must be made
for any loss that may arise from Off-Balance Sheet transactions.
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4.0 SET STANDARDS AND COMPLIANCE GAP
Generally, Accounting Standards are developed to ensure high degree of standardization in

the published financial statements. They provide the necessary information about how accounting
information should be prepared and presented in order to enhance the value of its contents and
facilitate thorough understanding by users. They lead to internal consistency of reporting and
broaden general understanding of the purpose and basis of reporting, and thereby enhance
credibility of the reports. Therefore the need for setting standard rules for reporting corporate
financial performance by banks cannot be over emphasized.

However to set standard for financial reporting is one thing, and to comply with the set
standards is yet another. It is believed that the existing reporting standards set for banks in Nigeria
are largely sufficient to satisfy various user information needs. The problem is the existing gap
between set standards and the level of compliance by banks. '

Compliance could be voluntary and mandatory. Compliance is mandatory if required by
law. Until recently, the NASB has relied on the moral persuasion and co-operation of its member
organizations to ensure compliance with the provisions of its standards. Despite specific
requirements of existing decrees (S.335 of CAM A, S. 24 (2) of BOFID, etc) requiring the keeping
of proper books of accounts by reporting banks not much is done to ensure compliance.

Although it is believed that most corporate organization in Nigeria complies with the SAS
when preparing their financial reports, it is apparent that the NASB is yet to determine the extent of
such compliance by banks. This could partly be blamed on lack of adequate legislation to ensure
full compliance, which may have hindered the NJ,SB from effectively carrying out the monitoring
of the reponing entities (Nnadi, 2002).
The problem of awareness of published standards cannot be overlooked. 1t appears that only the
organizations within some big metropolises art conversant with the standards, Even then, SOrDt;

banks do not see the need to comply with the standards beyond what will attract penalties from the
supervising authorities. This is further compounded by low interest of the affected audience to
published standards as experienced in their response rates :0 Exposure ;:)1':::ft5.The larger business
community appears docile and unconcerned about set standards and does nothing to be enlightened
on provisions of standards. This affects user abi 1ity to interpret and understand financial
information in corporate reports, hence their inability to take informed economic decisions.
To minimize the compliance gap, a number of works, including that ofNnadi (2002), made useful
proposals, and this paper sums up the following as relevant policy issues in this direction:

That the NASB should, as a matter of urgency, set up a monitoring Unit to work in
cooperation with CBN and NDiC to ensure compliance with its standards by banks.
That the BC3!'d should be strict, unbiased and quick in the dispensation cf disciplinary
measures LO erring members of the non-complying organizations, their status in the Board
notwithstanding.
That separate Courts of Corporate Report Standard should be established to ensure quick
dispensation of cases relating to non compliance to set accounting standards by reporting
entities.
That invertors and general public be enlightened on the existing standards/ guidelines
relating to financial reporting by banks
And finally, that the Board in alliance with the legislature should undertake periodic
reviews to set standards to ensure speedy harmonization of SAS with lAS as well as
undertaking positive amendments and additions of pertinent issues in consonance with
dynamism in global business environment.
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5.0 CONCLUSION AND RECOMMENDATIONS
The need to set financial reporting standards for reporting entities was underscored by the

existing diversity and absence of uniformity in the method adopted by the business entities in
recording and reporting their financial transactions and operations, which created comparability and
consistency problems. Within the Nigerian banking system, the need became more urgent as a result
of increased level of financial instability and distress in that sector which threatened growth and
public confidence in banks .To curb these problems, a number of regulatory guidelines were
introduced in the CAMA, BOFID, SAS, and Prudential Guidelines and this study examined the
content of these documents vis-a-vis corporate reporting practices by Nigerian banks. The study
concludes that the existing standards and regulatory guidelines contained in the highlighted
documents are largely adequate to ensure uniformity, reliability and comparability of information
contents and quality of financial reporting by Nigerian banks .The existing gap between set standards
and the level of compliance by banks cannot therefore be traced to insufficient and or inadequate
guiding rules, but to lack of commitment to the enforcement and implementation of such rules r y all
stakeholder in the financial reporting process .The paper demands more active and forceful approach
by the NASB, CBN and the NDIC in the enforcement process and greater level of voluntary
cornpl iauces by reporting banks in Nigeria.
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