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ABSTRACT V' o |

Failure of textile industries is a great sign of un-healt conomic ironment in any
country. Developing countries are frown to failure of the inlect
of the sector. Government participation in the sectors has zero level in most
developing economy those developing or emerg et like ia and South Affrica
has taken textiles industries to a greater heig igeri country its textile
industries has collapsed to an alarm rate and thi cted the economy of the country
drastically. Therefore, neglect of this sector er jor problems for the
development of the economy. Nig as put in funds to bail out this sector
when it was always late. The wor is over 3,000 but as a result of the
failure of the sector over 2,500 lost t ed the unemployment rate to an

alarming rate. Despite t few studies were conducted on the causes
of their failure. Multiv sing Edward Altman revised Z-score
model for three in Nigerian Capital marketwere used for the
analysis.Low i r profitability, high gearing ratio and poor turnover

contributes to thei t of Nigeria should create a regulatory body and good

INTRODUCTI

One of the excruciating factors in nation’s economies of the world is corporate failure.A
massive waste of economic resources occurs as a result of corporate failure. The personal
costs to those affected are also significant. The impact of such events on investors,
shareholders, tax payers, creditors, banks and employees is horrendous. Attempts to identify
the cause of corporate failure may be a useful tool in preventing further collapses. About
2,500 textile workers have lost their jobs following the closure of only three textile factories:
International Textile Industry, First Spinners Limited and Reliance Textile Industry (Aruwan,
2009). The contagion effect of bankruptcy spreads outside these parties to the industry in

which the company belongs and the financial community once the bankruptcy announcement
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is made. The failure of the firm also portends harmful effects to the efficient operations of the
market (Cripton and Misra, 1999).

Early detection of signals for corporate failure will help to arrest problems such as decline in
productivity, high inflation, low foreign exchange, unemployment, over reliance on
importation, low per capital income and general decline in growth and development
associated with failure of textile industries in Nigeria (Felix, 2009). Therefore, corporate
failure is inimical to the survival of Nigerian economy and its cost can be better imagined.
Warner, (2007), when examining the bankruptcy costs, proposes that controlling the number
of firms that fail is important in order to guarantee sustainable economic growth.

Based on the above problem, this study poses to identify c corporate failure in
Nigerian textile industry. The study utilizes Edward Altlmscore to identify
causes of corporate failure in the Nigerian textile industry.= =

The objective of the study is to identify the causes of corp ai extile
h. 4

industry using Edward Altman revised Z-score..Knowing th uses might hinder a
N coulm.

company from being financial distressed as ea
nion two reviews

esults and discussion

The study is structured into five sections:
related literature, section three explore metho
of data and section five dwell on co&n and

LITERATURE REVIEW
Causes of Corporate Failure \\
Argenti (1976) identifie thatc\failure and links them together thus:If
the management then two things will be neglected: the system
deficient and the company will not respond to change
ones, may be damaged because powerful constraints
Qmse they wish to make). Poor managers will also
mistakes: they will overtrade,; or they will launch a big
ill allow the company’s gearing to rise so that even normal
t threats. The following symptoms will appear: certain

ntroductio

accounting whic the predictive value of these ratios and so lends greater importance
to non-financial sy ms. Argenti was silent about the nature of the organization, size and
even ownership structure. Yet, they at least buttress the symptom and possible causes of

failure organizations.

Argenti (1976); Dun and Bradstreet (1969); Wichmann (1984) amongst other concludedthat
irrespective of the size of any business - large, medium or small, - several researches
andstatistics appear to have ranged poor management or management inability as the main
cause ofbusiness failure in general. Belleman, (2009) identified the following as the main
causes ofbusiness failure in Nigeria: Disasters and crises, Fierce market competition,
Infrastructural inadequacy and lack of social support, Multiple and high taxes, Poor
accounting and book keeping practices, Management inability, Poor marketing and sales
efforts, Poor economic
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conditions, Improper and poor planning, Financial problems. Pricewaterhouse Coopers
(2006)classified the causes of corporate failure into internal factors and external factors.

Internal Causes: PriceWaterhouse Coopers (2006) identified the following as internalcauses
of corporate failure. Inadequate management: one person/autocratic rule, Combinedchairman
and chief executive, Unbalances/ineffective management team,;
Missingknowledge/skills/attributes, Gaps/overlaps in roles, Unbalanced board (e.g. all
accountants).

Non-executive  directors do  not  contribute, Lack of communication/in-
fighting,Ineffective/incompetent managers, Inability to think strategically, Neglect of core

business, Lack of management in depth, Corruption, Aptitude ( e), Lack of control,
Personal interests, Poor planning no derive, No corporate poli , Or, ational inertia and

confusion, Nostrategic direction, Inability to make decisi@lability tlnplement change,

External Causes: Pricewaterhouse Co ‘nal causes of
corporatefailure into Economic causes and Le latory causes. Economic: Strong
competition,

Lower cost alternatives or sub oduct range, Poor new product
development, Changes in market de yclical/economic changes, Long
term decline,Changes in ovement in external costs, (Raw
materials, fuel,interest \perty prices. Legal and Regulatory:

ance, No corporate policing.

Udenwa (200 management; government apathy and absence of a

f imported textiles are the causes of failure of textile
(ZOONred in the Udenwa’s view above and lamented that
g the textile industry in Nigeria is the unabated influx of
cording to Olarenwaju (2009) the markets in Kano, Ibadan,

with smuggled textiles through nation’s land borders,
which now occupy over 80% market share. He said: “The
extile Industry is alarming. Unless urgent steps are taken by the
apse is imminent”.

Onitsha an
particularly,
situation in the
government a tota

Doris M (1995) concluded that business failure is attributed to the combined effect of
fiercecompetition in the market place and heavier debt burdens carried by companies. He
stressed thatthe matters will grow worse when these two factors are accompanied by an
economic downturn.

RESEARCH METHODOLOGY

Cross section survey design was employed for this study. Population of this study is the six
(6) quoted textile industries in Nigerian stock exchange. They are: United Nigeria Textiles
Plc (healthy), Funtua Textiles Limited (healthy), ENPEE Industries Plc (healthy), Arewa
Textiles (failed), Zanfara Textile Industries Limited (failed), Supertex Limited (failed).
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Sample for this study is the three failed Nigerian textile industries quoted in Nigerian stock
exchange. These include ArewaTextiles, Zanfara Textile Industries Limited and Supertex
Limited.

The data for this study are from secondary source. Five years summary of audited financial
statements of textile industries submitted to stock exchange market. Secondary data is
appropriate because the financial statement is more detailed and data for the failed textile
industries can only be accessed from secondary source. From the annual report and accounts
(five years financial summary of textile companies) collected from the sampled textile
companies, a set of financial ratios and Edward Altman’s revised Z-score were used to
analyze the data which aid in identifying the causes of corporate failure in Nigerian textile
industry.

The Z-score model is:
Z =0.012X;+0.014X,+0.033X3+0.006X4+0.999X

Where X = working capital/total assets

X5 = Gross profit/sales
X3 = Current assets/curre
X4 =

Xs =

7 -

not likely to fail. Wher
the region between 2.67

2008 2009 2010 2011
N000 N000 N000 N000
1,557,152 1,598,461 1,246,755 1,018,649
Total assets 2,580,186 2,531,205 1,614,243 1,652,910
Gross profit 213,099) 32,303 90,689 63,976 38,433
Current asset 225,715 374,246 307,228 400914 480,221
Current liabilitie 96,063 60,274 49,663 40,097 42,840
Deb capital 216,004 180,215 136,453 270,293 479640
Long-term capital 400,763 580,186 531,205 614,243 652,910
Source: Data from financial statement, 2011
Table 2: weighted financial ratios of Arewa textiles
2007 2008 2009 2010 2011
X1 (Working capital) 16% 14% 12% 24% 29%
X2 (Profitability) -22% 2% 5% 5% 3%
X3 (Liquidity) 2:1 6:1 6:1 9:1 11:1
X4 (Gearing) 53% 31% 25% 44% 73%
X5 (Turn over) 0.67 0.60 0.63 0.77 0.61
Z-Score 0.93 1.17 1.19 1.68 1.80

Source: computed from table 1
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Table 2 above, is data of financial position of Arewa textiles. It shows that Arewa textiles is
financially unhealthy as the Z-score range between 0.93 and 1.80 in the years of assessment
which is below the distress point.The average Z-Score for the years of assessment is 1.35.

Table 3: Five Years Financial Summary of Zamfara Textile Industries Limited

Year 2007 2008 2009 2010 2011
Financial item | N 000 NO000 NO000 NO000 N000
Sales 1,577,837,915 1,174,297,920 | 932,114,558 1,007,745,638 | 1,003,511,984
Total assets 3,323,478,110 2,337,798,997 | 2,365,655,211 2,323,823,526 | 2,324,525,906
Gross profit 177,433,809 60,103,639 50,893,242 20,298,042 17,831,808
Current asset 168,567,466 136,882,616 154,504,844 142,623,007 171,020,482
Current 389,567,791 399,865,058 448,516,112 612,729,234
liabilities
Deb capital 88,462,516 71,480,938 73,965,555 26,651,301
Long-term 235,015,594 266,318,009 291,689,656 297,874,605
capital .

Source: Data from financial statement, 20011

Table 4: weighted financial ratios of Zamfara texti

2007
Working capital 5%
Profitability 11%
Liquidity :

Gearing

Turn over

Z- Score

n‘ of Supertex Limited

2008 2009 2010 2011
,748,922,228 | 3,912,000,073 4,760,743,851 4,661,748,869
Total assets 6,047,755,900 | 6,930,882,101 8,093,472,893 8,212,192,582
Gross profit 25,546,574 24,180,165 36,594,536 30,804,007
Current asset 255,971,032 64,533,841 321,360,614 547,651,007
Current liabilities 512,181,992 393,022,282 546,893,113 658,733,907
Debt capital 512,181,992 393,022,282 546,893,113 658,733,907
Long-term capital | 534,198,194 535,573,908 537,879,920 546,579,780 553,458,675
Source: Data from financial statement, 20011
Table 6: weighted financial ratios of Super-tex limited
2007 2007 2009 2010 2011
Working capital 1% 4% 0.9% 3% 6%
Profitability 6% 0.6% 0.6% 0.7% 0.6%
Liquidity 1:4 1:2 1:6 1:2 1:1
Gearing 68% 96% 73% 100% 100%
Turn over 0.47% | 0.61% | 0.56% 0.58% 0.56%
Z-Score 1.00 1.14 1.04 1.25 1.27
Source: computed from table 5
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The financial position of supertex limited is unhealthy on Altman’s scale as the Z-scores are
below the distress point in the years of assessment. The financial trend is uncertain as it has
up and down movement within the five years of assessment. The average Z-score in the years
of assessment is 1.14.

DISCUSSIONS

From the study, variables include: working capital ratio, corporate failure, profitability ratio,
gearing ratio, liquidity ratio and turn-over ratio. Corporate failure is the dependent variable
while working capital ratio, profitability ratio, liquidity ratio, gearing ratio and turn-over ratio
are independent variables.

Data relevance to the variables is contained in table 1 — 6. Fro“is the study found
that low working capital, profitability, liquidity and rate of er co‘uted to failure of

textile industries in Nigeria. High gearing ratio hinders t M/lval oﬁxtlle industries in
o

Nigeria.
CONCLUSION AND RECOMMENDATIO

The study will contribute to body of knowle
Nigeria. It alsoconcludes thatrate of turnove
and failure of textile industries 1n Nigeria. L

wtextiles failed in
ajor factor affecting the survival

capital and liquidity

contributed to failure of textile 1

Nigeria contributed to their failure.
This study should be conducted in textlles

predictive models to co

even similar textile using other

The recommendati
ulate affairs of textile industries in Nigeria.

vironment to make textile industries have access to

ould maintain adequate working capital, reduce operation
, moderate gearing ratio and high rate of turnover.
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