Controversy over management of banks' toxic assets 

DURING the boom days of the Nigerian stock market, to any keen observer of the nation's environment, one picture stands out clearly. 

The picture then, could be seen when one approaches any of the newspaper stands dotting the cities around the country, pictures of old men in thick lenses peering a particular news item in any of the dailies. 

What were they really searching for those days? They were keeping taps on their investments in the stock market via the dailies. 

Now these days one can hardly see the oldies in our newsstands. So to where have they gone? 

One of them Pa Mike Adeyemi 70 years of age and a resident of Abule-Egba had this to say: "Most of my friends are dead. They died of disappointment over their life investments in the capital market." 

He continued: "Most of them could not withstand what happened even some of us that are alive are just barely living. 

"The only hope remaining for us is the new company (AMC) which the government is saying will bring our investment back. Whether it is true or not, I don't know, but that hope is what is sustaining the rest of us still alive now," he concluded. 

So, what is the relationship between banks' toxic asset (which is mainly made up of margin loans and loans to oil importers) and the Asset Management Company of Nigeria (AMCON)? 

The CBN had explained that AMCON was proposed as part of the ongoing reform in the banking sector that would bring about a "credible monetary regime." 

CBN's Deputy Governor, Mr. Tunde Lemo, representing the Governor, Mr. Lamido Sanusi, stated that the duty of AMCON would be to "relieve the banks of the burden of non-performing assets." 

Lemo added: "The AMCON was conceived as part of the policy options for implementing the ongoing reform of the banking industry. 

"It will serve as a vehicle for resolving the huge non-performing assets of deposit money banks. 

"It is expected to acquire toxic assets of the deposit money banks in order to strengthen their balance sheets and bring about high asset quality, improve liquidity and capital adequacy as well as reduce debt overhang of the Deposit Money Banks. 

"The Ministry of Finance and the CBN agreed to subscribe to the N10 billion initial share capital of the AMCON at a ratio of 50:50." 

The President of the NSE, Alhaji Aliko Dangote, the Director-General of SEC, Ms. Arunmah Oteh and the NDIC all adopted the presentation of the CBN. 

The NDIC specifically raised the issue of the toxic assets held by the 48 failed banks put at over N168.7 billion. 

The corporation noted that with the coming of the AMCON, there was now hope that it would acquire the toxic assets of those banks. 

"We believe that if the loan assets of the failed banks are put under the purview of the AMCON, it can facilitate the recovery process and by extension, enable the corporation to settle a substantial portion of the deposit liabilities of the closed banks and ultimately promote depositors' confidence in the banking system," it added. 

Even as investors and economic players alike await the passage of the AMC bill by the national assembly, there is already argument on the ownership structure of the company. 

For instance, at the public hearing of the AMC Bill organised by the House of Representatives joint committee on Banking and Currency, Capital Market & Institutions as well as Finance in Abuja, participants expressed apprehension that restricting the ownership of the company to only two government institutions without the involvement of other regulatory agencies, like the Securities and Exchange Commission (SEC) and the private sector, would engender loss of confidence. 

Most participants in their contributions cited the experiences of the Federal Mortgage Bank of Nigeria (FMBN) and the Nigeria Agricultural and Rural Development (NARD), which have consistently failed to deliver on their mandate as a result of inadequate funding by government. 

The draft law, they observed, vested excessive powers on government, through the CBN and the Ministry of Finance as facilitator and regulator of the asset company, pointing out that there was need for the lawmakers to ensure that the relevant sections of the proposed bill were amended to accommodate players from the private sector. 

But Tunde Lemo, the CBN deputy governor (Banking Operations), who represented Sanusi, explained that there were provisions for the expansion of the ownership of the company in the future. 

He said that the composition of the nine-member board nominated by the CBN and Ministry of Finance and approved by the president was to facilitate the take off of the Asset Management Company as soon as possible. 

On another front, in an advertorial, the independent shareholders association of Nigeria (ISAN) recently, distanced itself from the AMC bill currently before the National Assembly, saying: "It, (AMC bill) lacks the needed stimulus ingredients for the troubled nation's economy" 

It criticised the setting up of the AMC saying that, "it remains an avenue for government to access private companies and create not only bureaucracy but create jobs "for the boys" 

The SEC in its memorandum presented by Oteh, its director general, stressed the need for the establishment of the company as soon as possible, considering the deplorable condition in the nation's capital market, whose turnover crashed by over 71.1 per cent in 2009, as a result of investors' apathy. 

According to Oteh: "With such apathy, it was not surprising that new corporate issues have been practically frozen, losing about 95 per cent in 2009, against 29.5 per cent in the preceding year," pointing out that the AMC, as an intervention vehicle, would go a long way to restore investors' confidence. 

Umaru Ibrahim, the acting managing director, Nigerian Deposit Insurance Corporation (NDIC), said that experience from the recent bank closures, where the corporation was unable to refund depositors funds trapped in some of the affected banks, underscores the significance of the asset company. 

Ibrahim, who disclosed that the NDIC was saddled with the challenge of settling over N179 billion bad debts inherited from the 48 failed banks under liquidation, urged the lawmakers to include in the new law a provision that would enable the company to liaise with the corporation to take over the liabilities, in order to alleviate investors' challenges. 

Earlier, Ogbuefi Ozomgbachi, chairman, Committee on Banking and Currency, blamed the crisis in the banking sector on the CBN and other regulators in the sector, saying the situation would not have degenerated to its current levels if they had taken adequate steps to address problems that were identified, rather than expressing false confidence that the banking sector was strong. 

He gave the assurance that the opinions of all the concerned parties would be collated to ensure that a legal framework that would guarantee stability in the banking sector was established. 

The establishment of the company is being facilitated by the Central Bank of Nigeria (CBN) and the Federal Ministry of Finance as part of the ongoing sector reform. 

The AMC would act "as a vehicle for resolving the huge non-performing assets of Deposit Money Banks (DMBs)" and help them perform their statutory lending functions effectively. 

Sanusi Lamido Sanusi, the CBN governor, said that the ownership of the company would be split between it (CBN) and the Federal Ministry of Finance, which was expected to subscribe to the N10 billion initial share capital ratio of 50:50. 

Whenever those issues are resolved and it had better be soon because many lives are in danger, investors, especially poor ones, must not be shortchanged. 

We need our oldies back in the newsstands once more. After all, that is the essence of good governance.
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