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TURNAROUND STRATEGIHIS AND RECOVEERY OF FINANCIALLY
DISTRESSED QUOTED O, AND GAS FIRMS TN NTGEIUA

OMOTBIIKAN, Olusholn Joshan (n 1)

Abstrnet

lhe ""'V“‘\"\“’"’lv coxteonsequences of failed businesses are cnormonts with sertons adverse
eplect on the .'\/'.‘\“n‘u' Lrowrh and development of any country, Distressed signalys are
ewvidoenaee \‘\‘-.‘f'":\' hefore I{h' actual business collapse swhich give rooms for l’/’/yrllb’/’ll///I/IlI
through ..‘;‘,"1;.‘.).’:}'1) of trnaround  stratepices, Different '////'/m/'/u///// strategtes iave
proved cflective and otherwise in different .\*/'lnu//"nn.s'. Thus, this stuely r’\///'//////r",‘ the
.'u"':\:".'z.rr.:" soratepies wsed by financially distressed firms in quoted oil aned gy firms in
,\'1‘31\'.",’\:.‘ \ .\'.'{l.zf\' adopted a longitdinal desigon (lIH(/‘/I')('II.‘»'(‘(/ on Nigeria oil and oy
yecwors Both primary - and secondary data were elicited through structure questionnaire
chocklists and A\'/'\gcrm Stock lxchange factbooks fiom year 2000 to 2018, The sampled
Jirmy comprise of those companies that had (?.\‘[)(,‘I'I'(fIIC'(f(k distress at one time or the other
and recovered within the sampled  periods using multiple discriminant model. The
::.-.w:amum'z’ strategies  considered in the study include;  employees’ layoff, asset
restructuring, management change, debt restructuring and dividend cut.  The data was
analysed using descriptive statistics, multiple discriminant analysis and Friedman test.
The findings revealed that there are significant differences in the turnaround strategies
as they improve performances throughout the sampled periods. The study concluded that
the identified turnaround strategies were effective towards the rejuvenation of the
distressed firms. It was recommended that strategic actions such as asset restructuring,
dividend cut/omission among others should be used first in surviving the hard times
depending on the causes of distress before resolving to employee’s layoff.

Keywords: Turnaround strategies, financial distress, oil and gas companies, strategic
actions, business enterprise

Introduction

usiness ventures are not immune to crisis but the ability to scale through different
_huddles creates a competitive advantage. Globally, business enterprises operate in
a volatile environment and are open to many risks which militate against their
continuity and survival. The rate at which business enterprises go into extinction In
Nigeria in the last three decades is very alarming with colossal implication evidenced by
decrease in overall standard of living, loss of jobs, decline in Gross Domestic Product
(GDP), and general social disequilibrium in the macro economy. Financial distress 1s a
state when a firm cannot meet or faced difficult in paying off its financial obligations to
its stakcholders. The chances of corporate [inancial distress increase when a firm’s fixed

’ Department of Business Administration, Faculty of Management Sciences, University of [lorin,

lorin, Nigeria. E-mail: o.omolekan@gmail.com



SN md Guay 1,
f of dstressed Ofl a J1a
) v and Recovery of Tinant fully 1
1N Urernaronnd Soaregies « | o
o fall in revenues, These situations Ted g,
there is ol
W collapse (1tello, 2010).
v catimated at $32.0 billion USH 44 .,
i T conomy g el i
he ol | p elor of the Niperin ec
Q¢ M and Ras seclor « ‘ | ‘
NURN ' ) ¢ sector has rea ud . o ‘
Q1IN (Market Analvties, 2020) ||n.. ) i and pas lirmg utilized filty percent of the,
5 ) 3 2 “ww il { el h ) : . " k.
recently. Restdes outright Baluare, l\‘lli.- uply developmient ranges from exchange Fate
1

. AT srnment policies and o,

‘ ' W pipeline, inflation, unstable govel i ' s utilizati r

problems, vandahsation ol piy 'I'l‘ il and gas scctors’ low cffective utilization
e ol Silet o

as [rmes.

Costs are laph, assets are I”It]llhl. ol
companies to bankruptey and eventu

Hy sulfered great shocks and fli',!r,;.,'

13 vy 0
wstalled capacuty, The reason o

disequilibria i macro cconomy. , : for most oil and g
capacity leads to unfavourable business times [or mo '

‘ , wived [t > loan payment defy,
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published by Nigeria daily newspaper (This (,l.“?l 51 6 (f\lil"c;'ilzm banks. The report shows 4
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firms in the country. Many organizations in this sector have egpencnced dl-stress while
onsequently some have collapsed. Firms at the verge ofcollm?smg can be rejuvenated to
avoid the consequences attributed to failed ventures. This development necessarily called

for an examination of revival efforts of these organisations through turnaround strategies.

(@]

There are divergence views on the appropriate turnaround strategies 'to adopt by
financially distressed firms. Nyabwanga, Ojera, Lumumba, Odondo, and Simeyo (2012)
opined that management change and debt restructuring are the most effective strategies in
rejuvenating distressed firms while Mbogo and Waweru (2014) believes that asset
restructuring and  employees® layoff are the most effective and commonly used
urnaround strategies in distress year. Different authors with different opinion based on

1

he effectiveness of turnaround strategies that are capable of rejuvenating distressed
firms. The need to harmonise these views in determining the most suitable strategy based
on contingency or situational approach motivate this study. This study, therefore,
evaluate the effectiveness of turnaround strategies in rejuvenating financially distressed
firms.

[ S—

[Sre

Literature Review and Development of Hypothesis
The Concept of Financial Distress

Financial distress as a term ijs used in negative
company faced with temporary liquidity deficj
the fulfillment of the financjal obligations (o s;

situations to describe the financial state a
ency and with complications that arise in
: ‘ ikeholders (Galloway & Jones, 2006). Ina
broad perspective, it is an occurrence that affects the relationship with non-financial
stakcholders and debtors (Harrig & Gibson, 2006), Conscquently, the firm in this
situation increases its weak access 1o fresh capital thereby be;
maintaining this disturbed rclnlinnship.

Bwisa (2010) argued that the advance

specific dynamics. Financial distress
the process, accompanied by failure the

ment ol financial distress is g process having

restructuring, and shoulq also be defined in

wing the increased costs of

as Ebiringa (2011) highlighted, is only one phase of

3

R S




Horin Journal of Nanagenent Seiences = Vol 6, No, 1, June, 2020 10

relation 1o security valuation and financinl stiucture, The corporation cncounters this
situation when its caming penerating ability becomes weanker and the sum of debt s
preater than the value of the company’s total assets, Whitaker (2000) deseribed financial
distress as a vital occwrrence that differentiates the time of company’s financial health
from its financial illness thereby taking corrective measures (o overcome the disturbing
situation. Summartly, fmancial distress is a situation when a firm cannot meet up with its
fimancial obligation to all stakcholders. It arises when a company lacks the ability to
fultill s habihities to the third partices.

Increase in commercial banks non-performing loans in Nigceria and delisted of public
compantes 1s a distinctive phenomenon of corporate financial distress (Ayceni, 2012).
Gestel, Baesens, Suykens and Willekens (20006) illustrate failure and financial distress as
the outcome of chronic losses caused by a disproportionate increase in liabilities which is
followed by reduction in the asset value,

Turetsky and MacEwen (2001) explain financial distress as a sequence of successive
stages characterized by a distinct set of opposing financial events. Each stage having a
distress point continue the next distress point is reached. Each stage of financial distress
technically is an mterval between two distress points. The beginning of financial distress
starts with having a volatile decrease from a positive cash flow to negative cash flow. The
reduction shows the change to the next phase of financial distress leading to default.
Technical default on debt leads to troubled debt restructuring usually reducing the risk of
probable bankruptcy. Thus, for the first time, researchers thrived at describing financial
distress as an unceasing process with a clear structure and a classification of the distress
events (Altman & Hotchkiss, 2006).

Concept of Financial Distress Management: Turnaround Strategies

Whitaker (2000) categorise financial distress management into two; distress as a result of
cconomic decline (common factors) and distress due to poor management (firm specific
distress). There are various strategies for corporate financial distress turnaround. These

include:

a. Managerial Restructuring

One of the main conditions argued for changes in top management in firm’s turnaround is
that it gives signal to creditors that steps are being taken to rejuvenate distressed firm
(Robbin & Pearce, 2005). The cause of financial distress may be due to incompetent
managcrs through ineffective planning or inefficient decision making. This is defined as
firm-specific distress. Managers need to be replaced with managerial teams who canvass
the distress source accurately and implement necessary strategies for successful
turnaround (Stead & Smallman, 2000). Perez (2006) also emphasizes the significance of
management in turning distressed firms around. He argues that, managers that lack the
necessary skills to respond efficiently and in a timely manner will result in continuous
performance decline and then eventual failure of the firm.

Sudarsanam and Lai (2001) suggest that when creditors are reassured that management
will be able to manage distress, they will surely give their financial support. In a study by
Taliani (2010), he found that 36% of the sampled firms experience managerial turnover

in top exccutives following decline in performance.
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" genior management and/or the

2014). Overall, managcerial
[ a distressed firm.

Managerial restructuring involves the replacement ol
Chief Exccutive Officer (Rajasckar,  Ashral & Deo,
restructuring may be a crucial determinant in the turnaround process 0
b. Opcrational Restructuring

oy
=)

ing turnaround strate
ability by controlling costs and overhead
of | ss that arc not cssential to
Ratiu, Buccrzan,
d to divest

Operational restructuring s detined as the clficiency or operi
The tumaround strategy aims at restoring profit
reduction through the sale of their unprofitable lines of busine
firm's operations (Agarwal & Tatller, 2008). In the study of Craciun. :
e firms will be inspire

and Manolescu (2013), he posits that poor performit |
lines of business that do not create competitive advantage. By minimizing mnput and
maximizing output, firms can generate cash flow (at least in the short term) lh.crcb‘_\'
oss becomes obvious, usually, operational restructurmg 1s
wever, although important, operational restructuring 18
anam and Lai (2001)
may not be
12 In

increasing liquidity. When distr
the first strategy implemented. Ho
basically a short-term fix for generating quick cash flow. Sudars
argue that, operational restructuring when used as a stand-alone strategy,
literature reveals that, operational restructurit
if productivity can be increased
ogy may be

cnough to recover from distress. Past
form of purchases is less likely than sales. Nevertheless,
significantly, new plants, equipment or investments in more advanced technol
built by distressed firms.

c. Asset Restructuring
Firms in distress may sell off surplus fixed resources such as equipment, otfices and land.

Such firm is said to be engaging in asset restructuring. The purpose of this form of
restructuring is to adjust the effort of the firm by decreasing unrelated diversitication and
strategizing the business portfolio around core competencies (.—\dc_\‘cmi, 2011). .‘\s§ct
restructuring permits a firm to re-evaluate its operations and rearrange s bllsixlcs.\“ units
into more efficient groups. This is necessary if agency cost is as a result of over
diversification by the management.

set restructuring has been
2003). It could also be
investments,

Though, in distress, onc of the leading forms of corporate as
found to be contraction policies (Engelman, Hayden & Tasche,
referred to as actions increasing the firm size such as joint ventures,

and strategic alliances (Sudarsanam & Lai, 2001). For instance,
isition of similar businesses that fit core competencies
advantage of distressed firms. As they involve
these restructuring

licensing agreements
through economies of scale, acqu
could help to maximize the competitive
capital cexpenditure from firms already facing low cash tlows,
strategics becomes risky. Given that small firms will basically have lower cash reserves,

this form of restructuring may not be appropriate or possible.

d.  Financial Restructuring

Financial restructuring commonly refers to variations in the capital structure of the firms
with reference to leverage. It seeks to decrease pressure of payment through debt-based
and cquity-based strategies. Debt-based strategies involve the adjustment of interest,
maturity, or debt/equity ratio, while cquity-based strategies involve dividend cuts or
issuance of shares as a way to hold or generate funds. Dong and Su (2010) found that
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larpe s are expected oo respond 1o distress with quick ond appressive dividend
deductions, Retained funds are then able to e used (o piy debt obligations,

Eltectiveness of Tarnnround Stentepics

Uhere are diverpent views on the efficacy ol turnaround strategries in reviving digtressed
fims, Sipikaand Smith (2002) are o the opinion that the size of o finm controls all other
variables i predicting successtul application of the reorganization process, Large firms
with assets variability are more likely to restructure successtully as they are better able to
have several businesses with enough assets that can be sold 1o provide cash to continue
Imted operations. Sudarsanam and Lai (2001) concluded that firms that recovered are
more hkely o be mvolved inacquisitions and investments in their restructuring
decisions. Thas means  thaty distress recovered  lirms are more  forward  looking,
expansionary, and have an external market perspective. Firms that failed to recover from
distress are found o be more focused internally and get involved in short term fire-
fahting techniques of financial and operational restructuring.

Smith and Graves (2005) also argued that fruitlul turnaround is dependent on the ability
of the firm to change its structure, strategy, and ideology instead of cost-cutting tactics or
short-term efficiency restructuring basis. They found that cffective restructuring is as a
result of shifling the strategic change to suit the market demands and the competitive
environment in which a firm operates. Layoffs and cost-cutting arc found to be
ineffectual  strategies by Taliani (2010) who posits that operating performance
improvements are mostly attributed to asset restructuring.

Bankruptcy Reorganization Theory

Altman (2006) re-modified the bankruptcy reorganisation theory propounded by Thomas
Jackson in 1982. This theory was anchored on the view that entrance and exit of business
enterprises is normal in a natural component. The failure of corporate entities comes
with cost either directly or indirectly on the society. This necessitates the provisions of
laws and procedures to guide corporate collapse such as provision of law to protect
contractual rights of stakeholders; provision of orderly liquidation of unproductive assets;
and if necessary, provision of a moratorium on definite claims to give the debtors’ time
for rejuvenation to encourage firms’ survival and continuity. There are always two
options when faced with financial distress; the firm may seek reorganisation with the
view to survive and continue in providing the needed service and obligations to the
society or opt for liquidation. The option to follows depends on the economic or intrinsic
alue (asset) of the organisation. In a situation where the intrinsic value of the firm is
greater than the firm’s liquidation value, then, the public policy as well as the ownership
entity point of view suggested that such [irms should reorganise and continue their
business operation, Thus, in a case where the firm’s liquidation value is greater than the
firm’s intrinsic value then, liquidation will be preferable (Altman, 20006).

Bankruptcy reorganisation theory is justified on the ground of social and economic
benefits. This is a process that enables the financially distress firms to continue
operations while using all the available resources in its capacity to remedy the situation
towards rebound rather than liquidating all its assct to repay creditors. This is important
because it is assumed that firm’s continuity has the probability of rejuvenation rather than
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Empivieal Review on Financial Distress and Turnnround Steategies

Sudi and Lai (2002) empivically analysed the inlluence “I'f'”'l"”““' I '.“;H.Nj“l.l.(.l“;'ll,(.:(?;,’v((,.',;
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adequate strategy implementation, while rejuvenated firms focused on external market

and growth-oriented strategy in revival efforts. However, timing specific, c'ilcctlvcncss of
strategies and challenges faced in turnaround strategies were not evaluated in the study.

Padilla and Raquejo (2000) developed a model to evaluate the implications of
restructuring on operational attributes of post distress in the banking industry. The study

the nre

captured the prediction of banks financial distress, the attempted restructuring and
employees” layoff as the main concepts of the study. The findings revealed that

an’c 1

employee’s layotT as operational actions have a link to debt restructuring. Thus, the study

i on businesses with capital structure that are simple as one bank can provide
the external funds required by the firm. '

aweru, Mbogo and Shano (2013) in their study on turnaround of distressed

> public sector concluded that privatization of publicly owned enterprises
mixed results and reaction in returns after privatization.

1t
ol

Hypothesis development

Bankruptey reorganization theory advocated the need for financially distressed firms to
continue operations while using all the available resources in its capacity to remedy the
ards rebound rather than liquidating its entire asset (o repay creditors. This is

plication of tumnaround strategies. Similarly, the submission of Pad
000) on the link between employees’ |

restructuring as a means of
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an ap
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ayofl as an operational actions and debt
‘ ‘rejuvenation for distressed firms established the f
arc strategies 1o revive dying firms, Besides, Sudi

effectiveness of the remediation strategies

act that there
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Mboso o) Shars: s ko S | 'uppli%*d b}/ distressed ﬁl'll}S while \\.’aw-cru,
boge fano (2U13) findings shows mixed reactions and results in the applications
of revival strategies. Thus, this study hypothesized:
Hy: Turnaround strategies are not cllective

I rejuvenating financially distressed {irms
Methodology

Ihis study adopts the longitudinal design whicl
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from the sampled finns from year 2000 10 2018,

" onsideration observation
e popul

ation for this study focused on
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oil and pas sector of Niperian ceonomy listed on Nigerin Stock Lixchange (NSI), which
covers the dowastream, upstecam and midstream companics in the sector, To achicve the

research objectives, theretore, the study locuses on oil and gas companies quoted on the
NS The sample periods span from 2000 (o 2018, This period was considered long
cnough to provide sullicient data (o assist in determining o trend in predicting corporate
fnancial distress. Scecondary sourees off data collection were used to elicit the required
information needed for this study, Besides, structured questionnaire checklist in the form
of primary data was used (o solicit relevant information on turnaround strategics effective
tor Nigerian oil and pas firms® rejuvenation. Most of the information needed for these
variables cannot be adequately obtained through the analysis of sccondary data. FHence,
the need 1o colleet primary data became essential through administration of check list
questionnaire. Fight-item cleetronic questionnaire was sent to the exccutive officers in
the sampled fims (o prevent response ambiguity and to obtain reliable information. The
sampled firms comprise of five (5) companics that had experienced distress at one time or
he other and recovered within the sampled periods using Multiple discriminant model.
The clectronic S-item question cheek list on turnaround strategies was sent to the affected
companies after establishing a good relationship with the key contact person in each of
the selected companies and follow-up telephone conversation was developed to facilitate
quick response. The data collected were analyzed using descriptive statistics, multiple

discriminant analysis and Friedman rank test.

Results and Discussions
Corporate turnaround strategies for distressed firms in Nigerian oil and gas sector

The corporate turnaround strategies available to corporate organisations as reviewed in
this work are debt restructuring, sales of asset, employee layoff, asset acquisitions, top
management change, equity issue and dividend cut or omissions. The total population of
sampled firms were not considered here as only the organisations that have experienced
distress at any point within the sampled period were considered based on the
classification with Discriminant Z score analysis conducted as shown in the appendix I
and only the firms that recovered from such situation were included in the sample — the
number of recovered firms are five. Past researchers such as Mbogo and Waweru (2014);
Saudi and Lai (2001) also evaluated the turnaround strategies from the Multiple
Discriminant Z score classification of their chosen firms in their different studies. The list
of the firms under this category were shown below;
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The Z-score analysis revealed that five companies were found to have experienced
distress al any point in time during the study period as shown in appendix I. The attention
is on the companies that had recovered from distress while companies that had not
oxperienced distress were not included. 80% response rate was obtained. The breakdown
of the structured checklist and turnaround strategies based on the sampled responses are
summarized in Table 2;

Turnaround checklist for financially distressed firms

The analysis from the Table 2 revealed 50% of the companies had been listed between 1
and 13years and the remaining sampled distressed firms had been listed between 16 and
30 vears. This finding revealed that age of the companies has nothing to do with the
organizations being bankrupt; meaning that the length of organisational existence does
not determine whether such firm can experience distress or not. Besides, 25% of the
sampled companies are locally owned while 75% are jointly owned by local and foreign
investors. This implies that, the ownership structure has no direct impact on the solvency
status of any organization in relation to being financially distress.

The responses on the method used in determining poor performance by the sampled
responses shows that 100% of the sampled companies depend mostly on the ratio
analysis for their financial statement analysis in measuring their performance. None of
the companies sampled uses MDA Z-score. With this, despite the Altman’s Z-score
introduction since 1968, quoted Nigeria’s oil and gas companies has not really maximize
ti_n': use of this techniques in the analysis of their financial health status to predict
financial distress. This study may be an eye opener as the accuracy prediction for the
;1;/;10:'Asial)ds at 88.2%. The responses [rom the companies sampled revealed that 1 - 3%
o‘.‘ their shares are held by management (75%) while 6 — 10% shares are held by 25% of
the sampled companies. '
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Turnaround strategies for financially distressed firms

a.  Strategic actions by the financially distressed companies

The result in Table 3 revealed the responses on the issues related to turnaround strategies.
The findings revealed that the most common actions taken in distress were; employee
layoff (75%), asset restructuring (50%), Dividend cut or omissions (50%), equity issue
(50%), debt restructuring (25%), asset acquisition (25%) and Management change (25%).
All the sampled financially distressed firms understudied were able to recover from their
distress state after taking one or more of these turnaround strategies. This implies that,
employee’s layoff is the most utilized turnaround strategies to reduce costs and improve
cfficiency. This is evidence by multiple staff layoff in a situation of distress or economy
downturn. Even, outside the study area, employees’ layoff is mostly adopted in an
unpalatable situation in Nigeria and in most developing countries. Thus, the implication
of this finding is that new investors will not be interested in the sector, this could affect
the development of the sector and also earnings to investors and government, low
employment, and affect their reputation. This is also in line with the study of Waweru,
Mbogo and Shano (2013) whose study affirms that employee layoff sends wrong signal
to local and foreign inventor.

Based on the findings, the second most used strategy in distress are; Sales of Asset,
equity issue and dividend cut at 50% each. Sales of asset might be necessary to trade off
unprofitable asset to reduce cash drain and at times, a profitable asset were disposed-off
to raise cash in meeting immediate needs in distress. Dividend cut or omissions were
adopted by 50% of the sampled firms. Two of the companies practice dividends omission
for minimum of a year, one firm reduced dividends to survive hard time. Padilla and
Raquejo (2000) in their study were of the opinion that a year loss is not a yardstick for cut
or omission in dividends because this might affect the firms’ long run share performance.

Even in the distress year, 50% of the sampled firms issued new shares for the period
observed. This is so possible because the distress syndrome in the oil and gas is not as
pronounced like that of banking industry. The essence of this measures is to raised fund
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in case where every other means of raising fund failed to meet the company’s exigencies

but this only teasible when queh firms has pained or accumulate goodwill overtime. For

any firms o do this, such (i must have been listed for more than 10 years to build
investorst contidence

The most rarely used wrmaround around stratepies is asscl acquisition, management
150, cach, The idea behind asset acquisition is
prompted mainly o improve pm\hu'li\il_\' or acquiring of businesses that may improve

change and debt restruciuning with

fms caming capacity the nearest future. Likewise, management change may be
cssential to allow tor mpecuion of new blood and new idea while debt restructuring is not
pular because most tmes, creditors arce not willing to negotiate on debt. This might
have been responsible for having just only onc (irm that usced this strategy. With this, it
implics that the strategies are clfective in terms of frequency of usage as all the firms use

ane or combinations of these strategics in their distressed period.

™
PO

L. Financial distress and timing restructuring specific strategies

Responses on the timing specific restructuring strategies of financial distressed firms
revealed that firm'’s turnaround requires rapid managerial attention to rejuvenate the
ih ly ressed firm. The attitude and action of manager most times leads to the

failure of business firms as turnaround strategies does not give perfect
assurance of recovery. Thus, adopted turnaround strategies need to be competently and

rimelv utilized for optimum results. The results show that most strategies applied started

vielding positive results from the distress year to the second year.

The results in Table 3 revealed that, the most applied strategies in the distress year were;
ee layoff, asset acquisitions, Sales of asset, and Dividend cut or omissions. These
rrategies were 100% carried out by the sampled firms. By first and second year of
distress. 50% of the firms lay off employees while 50% embarked on asset restructuring
rejuvenating strategy. Debt restructuring strategy was applied at the end of second year of
distress. This may be as a result of the fact that negotiation with the key stakeholders
(Creditors and the likes) usually take time before it materializes. Only 25% of the firms
applied Top management change strategy and it was applied after the first year of
distress. The reason for this may not be far fetch from the fact that, shareholders and
creditors always agitate for experience and turnaround experts to ameliorate distress

rms from collapsing. Thus, distress most time can be linked to incompetent

managemel 1t

The findings from the result in the table 3 revealed that, most turnaround strategies were
mostly applied in the distress year while the trend became less intensified as the year pass
by. The application of turnaround strategies is more rampant and effective in the distress
year and less intensive in application in subsequent years.

c. Fffeet of turnaround strategies taken on performance

A 3-point Likert scalc (1- negative, 2- no effect, 3-positive) was developed to measure
the effect of identified turnaround strategics on (irms’ financial performance. Findings
{from table 3 revealed that, rating the performance ol the identified strategies, debt

restructuring  appeared to be the most enhanced  performance friendly strategy as
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supported by 75% ol the s v iy P
cancellation or rcslmclu1‘i1:1:nu“l':!::|lll“.”m' ‘I his may be as o resull of the fact that debt
lon-tems Slanes il ﬂS()(“\, ‘I?( Ilm.\'lm'sr; tension and foster better application of
employces lay-oiF lso \‘\‘llll'ihlll\" (:) l‘ e :ml‘nplv(l respondents were of the view that
i Bt dhan. tia Ui lErass Sny Tl l{lﬂlll |‘zv|'l('n"n|:|m'v during distress. This may be due to
\}'hilc paving stafl salary becone lull||-(ll1t‘:nulnl”y N I)“'Y,“” its duc s drastically reduced
firm’s short run but in the long run the L.”':l.:(.l”:::;'wlllii'.\}(](().l\,‘w‘:h;l,}i/, ;’v(lm;(: the demaiar o e
3¢ y be devastating,

75% of the s: ]
/3 sampled firms were ol -
oo pled firms were ol the opinion that dividend omissi - cut has
positive influence on the perforn : ‘ fd grigsion oF CUL 98 7
- cquisition during dis performance while 25% of the sampled firms submit that assct
: < ¢ C L SA\\~,‘,‘ o ) ) 9 . ol | L dooC
s e m;nx“l “llxsl.\ year has a negative influence on the firms’ performance The
N arg rategiee ars i . ) -
759, respectively, tl .",“ ‘“l““lb‘é‘tb are positive on performance. With 75%, 50% and
:;ﬂ\“. ]l ‘ 'L \1 1S lmPhCS_ that there are effective turnaround strategies to improve
performance and rejuvenate financially distressed companies in Nige ia’s oil and gas
8¢ panies in Nigeria's oil and gas

¢clor.
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d. Turnaround strategics implementation problems

In the structured check list, the sampled firms were to indicate the challenges and

T & 2 5 . . .

},mplems they faced in turnaround strategies implementation. The common problems as
lndlCZl[Lq by the respondents were insufficient resources to implement the strategies, less
managerial support and interest as required, court injunction and fear of failure or being

blamed on the part of implementing officers by the stakeholders.
Table 3: Issues related to Turnaround strategies for financially distressed firms

1 Responses F %o Rank No. of Coy. |
| Strategic Actions by the Mgt. Change 2 25 6 4
} financially distressed Employeclnyoff 3 75 1 e
companies. Debt restructuring | 25 6 e
| Equity Issue 2 50 3 4 ‘
1 Sales of asset 2 50 3 4 |
j Dividends Cut 2 50 3 4 ‘
1 Assct Acquisition | 25 6 4
[ DY DY+I DY+2 No. of Coy.
[ Timing specilic restructuring Mgt. Change - 100% - 1
| strategies in response 0 Employee layoll 100% 50% 50% 2 ‘
financial distress Debt restructuring - - 100% |
: [quity Issue B = = - |
Sales ol asset 100% 50% 50% 2 ‘}
“Dividends Cut 0% | 1% | 33% L —4 ]
~rssel Acquision | 100% 1 S0% —S0% | 4
e RN S S Bl e 3y ~Total
e e | ML Chnge s o |4
| taken on performance »_l‘?{np!l{y«‘g!i!y‘_'!'_l',g, I 23“:‘ o ;’,-?.“.‘l N - 3‘!,‘:‘, . S
Debt restucturing L 0% | 3 L 5% i S
l':(jrlvlvil)/ fssue 2_:“" . v.j'?n!’,, 50% ot
S%nlcn of assel B 50% 3_:\?“ 23% +
Dividends Cul _ 75% 25% 0% 4
T Assel /“;n'(JVl;i%iliuAll ) 25% s 50% . ‘,3.“,‘{ I 4 -
7 ~ Per ‘l;”/UH"l DY — Distress yedry DY+~ A year after distress year: A 3-

Note: I - 7;'(’(/11(’11(.}1,' % o

) ; 7 {r10° ’ 2 ?
point Likert seale (1- negalive, - no effect, d-positive)
Source: Rescarcher’s Computation, 2020
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Test of Hypothesis

ymding objective states that o cvaluate the cffectiveness of turnaround
The correspond £ ) ‘ " il | iv . | |
ntogies i rejuvenating nancially distressed firms, The evaluation ol the turnaround
strategies m e ating \

S

i Lresponse istress and elfeet of strategic actions take
e used. timing ol response to distres : s taken
strategic actions ustid, £
| yeeur in performance fom the distressed year to two years after, Fricdman test
changes oce : k o two ye 1, Fric
¢ : e ystratepic actions within the subjects to check
- Tere is repeated measure ol the strateg - ek
was used. There 1s repe
or analysis the varianee.

formance. Sinee rurnaround strategies were met surcd on the same scale to check if
on peric < C

The results of the analysis cevealed that, the means ol the ()hs;(.:rvnli(ms; arc ’n‘ll :’nhnv(:
average (that is. 3.5) which tmplics l}\;\l ul.l the l\}l'l\:\l'nlllul slrnlcgllcs; were all (:Hf;(;t]‘/g in
in“\-{\;\-in\l the performance ol the financially distressed companics as lhg performance
tends 10 inerease or decrease as the case may be basced on'lhc l.l‘cqucncy ()l' usage and the
timing of application. Comparing the ranks l(n“lllc strutcgl‘c actions taken, it was r.cvcz'xlc(]
that there was a steady fluctuation in the performance 01' the turnaround strategics. The
findines revealed that there are significant differences in the turnar(')und strategies in
mproving performances throughout the sampled periods as it was earlier revealed in the
Table 4 above and appendix 1. This is indicated by a p-value < 0.05. With this, the
frequency of usage, timing of usage and effect on performance of the turnaround
su-a}caic; show that the seven strategic actions were all effective in rejuvenating
fnancially distressed companies. This result is in line with the submission of Mbogo and
Waweru ’(2014) whose research revealed that there is always a way out of financial

distress by distressed companies if appropriate strategies were put in place. The result
output is given as:

Table 4: Friedman Test Rank and Test Statistics

Mean Rank
Management Change 4.17
Employees’ Layoff 4.67
Debt Restructuring 3464
Equity Issue 3.83
Sales of asset 3.83
Dividends Cut 3.67
Asset Acquisition 4.17 ]
| N 3
Chi-Square 16.613
df 6
____ Asymp. Sig. 0.010 —_—
a. Friedman Test o -

Source: Researcher’s Computation, 2020
Conclusion and Recommendations
Furnaround strategic actions taken by distressed firms differ in an attempt to ameliorate

l'hc situation. The results obtained revealed that (he identified turnaround strategies
implemented were intensive in the distressed year while the intensity reduced as the

)
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distress passed out 10 was observed (ha
against - dividend  omission/cut
mplementations o most ol the

v some sampled fivms did increase dividends as
Mostly vampant during distressed year, ‘Timing of
eostratepies differs ns assel restructuring, employee’s
layolt and dividends omission/cut (ake precedence in distress year while other strategics
were emploved alter the distressed year, The reason(s) for this is duc to the fact that other
strategies involve several consultations belore implementation, ‘The study concluded that
the identified  timaround  stratepics were  cllective towards the remediation  and
rejuvenation of the distressed firms,

In line with the findings and conclusion drawn above, the following recommendations
were made o the policy makers and stakeholders: Employce’s layoff is the most strategic
action taken by financially distressed firms. The study recommend that this action should
be taken with caution as the action send bad signal to foreign investors, negate the
citizens empowerment program of the government and posed security risk to any nations.
Therefore, it is recommended that, other strategic actions such as asset restructuring,
dividend cut/omission among others should be used first in surviving the hard times
depending on the causes of distress while considering employee’s layoff as the last resort
n distressed situation. Contingency approach (situation analysis) should be considered in
adopting appropriate turnaround strategies for distressed firms.
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