CORPORATE GOVERNANCE AND ETHICS IN NIGERIA BANKING INDUSTRY: CHALLENGES AND OPPORTUNITY
ABSTRACT
This research work is set out to investigate issues challenges and opportunities in the Niger a Banking industry. Also to see if a significant relationship exist between corporate governance, ethics and bank failure. Relevant data were collected using well structured questionnaire. The statistical technique for data analysis and test of hypothetical proposition is chi-square (X2) The result of the findings revealed that the new code of Corporate Governance and Ethics for Bank is adequate of the Curtail Bank distress and that improper risk management, corruption of Bank official and over expansion of Bank are the key Issue why Bank fails. It is concluded that corporate Governance and ethics is necessary to the proper functioning of banks and can only prevent banks distress only f it is well implemented. 
Recommendation about corporate Governance and Ethics should be use as tool to help stem the tide of distress, as it entails conformity with prudential guidelines of the government. The Central Bank and NDIC should enforce the need for all banks to have approved policies in all their operation.
CHAPTER ONE
INTRODUCTION
1.1Background to the Study
Financial scandals and misappropriation around the world and the recent collapse of large corporate organization in the USA and Europe have brought to the fore, again, the need for the practice of sound corporate governance, which is the system by which the affairs of companies are directed and controlled with the aim of increasing shareholders value and meeting the expectation of other stakeholders. The case of Enron in the U.S and many cases in U.K such as Polly Peck, Maxwell Communication and British Ceylon Corporate Ltd (BCL) are all becomes stressing the need for the adoption of good corporate governance in our various organizations.

In Nigeria, most especially the financial industry the retention of public confidence through the enthronement of good corporate governance and ethics remain an uncompromised duty given the role of the industry in the credit to the needy sector of the economy, the payment and settlement system and the implementation of monetary policy. It is a veritable tool for ensuring corporate survival since business confidence usually suffers each time a corporate entity collapses. Most of the business failures in the recent past are attributed to failure in corporate governance and ethical practices. For instance the collapse of bank in Nigeria in the early 1990s to date was as a result of inadequate corporate governance and ethics practices such as insider related to credit abuses and poor risk appreciation and internal control failures.

To stern the tide, this ugly trend scholars and practitioners have advocated consistently different approach and theories to corporate governance and industrial ethics. A critical tool in corporate governance be adequate disclosure on the risk profile of banks in the overall interest of the stakeholder (ICAN 2006, P. 345) defined “corporate governance as the system by which the affairs of companies are directed and controlled by those charged with the responsibility” Magdi and Nadereh (2007) view corporate governance as ensuring that the business is run well and investors receive a fair return. Oyejide and Siyibo (2001) defined corporate governance as the relationship of the enterprise to shareholders or in the wider sense as the relationship of the enterprise to society as a whole.

1.2     Statement of the Problem
Corporate failures in the world, in recent time have kindled interest in corporate governance and ethics. Nigeria as a nation has suffered a lot of decadents both in the public and private sector. The political and business climates had become so worse off that by 1999 when the nation returned to democratic rule, under the leadership of Obasanjo, it was rated as one of the most corrupt nations in the world.

Most public corporation, such as PHCN, NITEL, NNSL, water board etc were either dead or simply drain pipe of public resources, while the few factories that were merely available were working below capacity. The banks with their numbers leaving a trail of woes. For investor, shareholder, suppliers, depositors employees, and other stakeholders. The falsification of financial statement of Cadbury Nigeria PLC in 2006, the liquidation of bank in 1980’s and 26 Bank in 1997 and the recent sack of CEO’s of nine banks in Nigeria after CBN’s audit and investigation are all evidence showing the sorry state of the country.

What measures should be put in place to prevent the occurrence of corporate failure in the banking industry? How can organization best practice corporate governance? How can banking industry? How can we guarantee public confident?

The need to proffer solution to the questions greatly informed this research work.

1.3 OBJECTIVES OF THE STUDY
The specific objectives of the study are to:

1. Determine ethics of cooperate governance and the extent to which commercial banks in Nigeria complied with the Central bank of Nigeria code of corporate governance. 

2. Evaluate the challenges and opportunities of banks’ compliance to CBN code of corporate governance on the performance of banks in Nigeria.
1.4 RESEARCH HYPOTHESES.
Specifically, the following alternate hypothetical statements were tested.

1. “Nigerian commercial banks significantly complied with the central bank of Nigeria code of corporate governance” 

2. Banks’ compliance to the CBN code of corporate governance has significant effect on the performance of banks in Nigeria.  
1.6 Significance of the Study
The importance of corporate governance cannot be over emphasized. It is ii important tool in regulating corporations. Corporate governance and ethics help to avoid corporate failures and scandals. Corporate governance is seen as the structure of relationship within an entity for making decision and its implementation. It is particularly important because it ensure accountability and transparency in the manner an organization is run. Stakeholder interest is best protected, there would be public confident financial scandals and fraud would eliminate if sound corporate governance and ethics are practiced.

1.7 Scope of the Study
This research work seeks to study the emerging concept of corporate governance. Its role in financial accountability and transparency, financial statements could represent a true and fair view position of them.

It also intends to study the place of ethics in our financial industry and the roles in governing corporate decision. 
However, work is limited in scope to corporate governance and ethics in our banking industry.

1.8 Limitation of the Study
The ideal cannot be attained in this research work because of some obstacles that have been encountered. Amongst these are:

•        The time duration for this research is not enough to carry out the research. The scope has been limited in respect to population as well as the findings thereof.

•        Financial difficulties have made it not possible for the researchers to meet all designated population. Therefore, various sampling techniques will be employed.

•        Difficulty in getting information from the company’s staff under study. This is so because most of the documents the researchers asked for where not made available. Also most interviews were not granted and some of the questionnaires sent out were either destroyed, returned or not answered.

1.9 Definition of Terms
Corporate Governance: This is defined as the system by which companies are directed and controlled.

Ethics: This is defines as the philosophical analysis of human morality and conduct.

Financial Statement: This are the means of communicating to interested parties information on the resources, obligations and performances of the reporting entity or enterprise.

Fraud: Can be defined as a deliberate or intentional act by a privilege individual or group of individual s within or outside the organization, which results in a misrepresentation of financial statement.

Central Bank of Nigeria: Is defined as a banking system in which a single bank has a complete monopoly in the note issue.

Corporation: This is defined as an organization or a group of organization that is recognized by law as a single unit.

Morality: Are principle concerning right and wrong or good and bad behavior.

CHAPTER TWO
REVIEW OF RELATED LITERATURE
2.1 CONCEPTUAL FRAMEWORK

2.1.1 Corporate Governance

Keasey and Wright (1993) defined corporate governance in terms of “structures, process, cultures and systems that engender the successful operation of organizations”. The topicality of corporate governance has manifested in diverse definitions depending on the interests and individuals involved. Cadbury (2000) defined “corporate governance as being concerned with holding the balance between economic and social goals and between individual and communal goals. The corporate governance framework is there to encourage the efficient use of resources and equally to require accountability for the stewardship of those resources. The aim is to align as nearly as possible the interests of individuals’ corporations and society.” Similar finding is expressed by Orham and Dumus (2009). OECD (1999) posits that corporate governance is “the system by which business are directed and controlled. The corporate governance structures specifies the distribution of rights and responsibilities among different participants in the corporation such as the board, managers, shareholders and other stakeholders and spell out the rules and procedures for making decisions on corporate affairs by doing this, it also provides the structure through which the company objectives are set and the means of attaining these objectives and monitoring performance”. Corporate governance is concerned with the intrinsic nature, purpose, integrity and identity of the institution with a primary focus on the entity’s relevance continuity and judiciary aspect. Governance involves monitoring and overseeing strategic direction, socioeconomic and cultural content externalities and constituencies of the institutions. 

From the perspective of the banking sector Srivastava and Srivastava (2010) are the view that corporate governance involves the manner in which the business and affairs of individual institutions are governed by their board of directors and senior management with depositors standing out clearly as the most important stakeholder. An essential feature of a corporation is the separation of ownership from management. To this end, the shareholders (owners) delegate decision making rights to managers to act on their behalf. However, this separation of ownership from control implies a loss of effective control by shareholders over managerial decisions. Thus, the primary objective of corporate governance is to attempt an alignment of the managerial incentives with those of stakeholders. This is to check the tendency of selfishness by managerial employees especially the top ones to ensure that delegated decisions making powers are not abused to the detriment of shareholders and other stakeholders.
The major elements of corporate governance are good board practices, control environment, transparent disclosure, well defined shareholder rights and board commitment. Although, corporate governance can be defined in a variety of ways, generally, it involves the mechanisms by which a business enterprise organized in a limited corporate form is directed and controlled. It usually concerns mechanisms by which corporate managers are held accountable for corporate conduct and performance. Several codes have been developed as a guide to corporate governance; however, the best guide to global corporate governance was developed. The Organization for Economic Cooperation Development (1999) principle of corporate governance is as shown below;

i. The rights of shareholders: the corporate governance framework should protect shareholders rights
ii. The equitable treatment of shareholders: the corporate governance framework should ensure the equitable treatment of all shareholders including minority and foreign shareholders. All shareholders should have the opportunity to obtain effective redress for violation of their rights.
iii. The role of stakeholders in corporate governance: the corporate governance framework should recognize the rights of stakeholders as established by law and encourage active cooperation between corporations and stakeholders in creating wealth, jobs and the sustainability of financially sound enterprises.
iv. Disclosure and transparency: the corporate governance framework should ensure that timely and accurate disclosure is made on all material matters regarding the corporation including the financial situation, performance, ownership and governance of the company.
v. The responsibilities of the board: the corporate governance framework should ensure the strategic guidance of the company, the effective monitoring of management by the board and the boards accountability to the company and the shareholders.

2.1.2 Corporate Governance in Banking Sector

The narrow approach of corporate governance views the subject as the mechanism, through which shareholders are assured that managers will act in their interests. Shleifer and Vishny (1997) defined corporate governance as the methods by which suppliers of finance control managers in order to ensure that their capital cannot be expropriated and that they earn a return on their investment. 

2.1.3 External Corporate Governance Mechanism

In common practices, depositors rely on the government role in protecting their bank deposits from expropriating management. It might encourage economic agents to deposit their funds into banks because a substantial part of the moral hazard cost is guaranteed by the government. In other words, even if the government may explicitly provide deposit insurance, bank managers probably still have an incentive to opportunistically increase their risk-taking, however it will bear the government’s expense. This moral hazard problem can be restored through the use of economic regulations such as asset restrictions, interest rate ceilings, reserve requirements, and separation of commercial banking from insurance and investment banking. The effects of these regulations limit the ability of bank managers to over-issue liabilities or divert assets into high-risk ventures. Thus, the special nature of banking requires not only a broader view of corporate governance but also government intervention through regulation and supervision in order to restrain the expropriating management behavior in banking sector. In this view, managers and owners are subject to the regulation.
In general, the literature on bank regulation emphasizes the stated purpose of regulation as that of maintaining the integrity of the market system. Recent attention is more focused on the role of government in the financial sector; government’s participation as the owner of financial intermediaries, government’s intervention in pricing and allocating credit, and government’s role in regulating and supervising financial intermediaries. Regulation is commonly associated with the resolution of market failure in provision of the public good of financial stability. The characteristic limitations imposed are not concerned with market structure per se (for examples barriers to entry or power of market monopoly). Instead, the constraints imposed by bank regulators in many countries attempt the opposite action. Ciancanelli and Gonzales (2000) state that in banking sector the regulation and regulator represent external corporate governance mechanism. 
In the conventional literature on corporate governance, the market is the only external governance force with the power to discipline the agent. The existence of regulation means there is an additional external force with the power to discipline the agent. The force is quite different from the market. This implies that the power of regulation has different effects to those produced by markets. Bank regulation represents the existence of interests different from the private interests of the firm. As a governance force, regulation aims to serve the public interests, particularly the interests of the customers of the banking services. An agent of the public interest, the regulator, also enforces regulation itself. This agent does not have a contractual relationship either with the firm’s principal or with the banking organisations because of different interests from the principal Ciancanelli and Gonzales (2000).

2.1.4 Internal Corporate Governance Mechanism

Although there is implicit government’s guarantee to bailout bank deposit for depositors of illiquid banks, the bailout process may take a lot of time. During the waiting time to get their money, depositors have lost time value of money and opportunities. Accordingly, they are willing to select banks which have credible commitment to depositors. Hence, it does not only rely on external corporate governance to force the management discipline, but also on the intention of bank managers and owners to inform the market about their intentions to implement the good corporate governance. This attention more relies on internal side rather than on external side, so-called internal corporate governance. Internal corporate governance is about mechanism for the accountability, monitoring, and control of a firm’s management with respect to the use of resources and risk taking Llewellyn and Rajeeva (2000).

2.1.5 Corporate Governance in Nigeria

Momoh and Ukpong (2013) citing Crawford (2007) observed that since the late 1970s, corporate governance has been the subject of significant debate in the United States and around the globe. This is owing to the wave of dismissals of Chief Executive Officers (CEOs) of corporations like IBM, Kodak and Honeywell by their board of directors. In 1997, the Eastern Asian financial crisis saw the economies of Thailand, Indonesia, South Korea, Malaysia and Philippines severely affected by the exit of foreign capital after the collapse of huge assets Momoh and Ukpong, (2013). In the early 2000s, massive bankruptcies and criminal malfeasance of Enron and WorldCom amongst other smaller corporations led to increased shareholder and government interest in corporate governance.

In Nigeria, the Company’s Act of 1968 served as the principal company law statute till the end of 1989. It contained elaborate provisions regarding the running of companies in relation to the roles of the board of directors and the members in general meeting. However, as a result of numerous criticisms from stakeholders, it was repealed and replaced in 1990 by the then Companies and Allied Matters Decree No.1, now referred to as Companies and Allied Matters Act Cap, C20, Laws of the Federation of Nigeria, 2004. Momoh and Ukpong, ( 2013). This act was the product of a rigorous process championed by the Nigerian Law Reform Commission. It contained innovative provisions such as provisions on greater and more effective participation in, and control of the affairs of a company through improved provisions in respect of meetings, alongside greater accountability by directors. 

However, when the corporate challenges around the world brought the issue of corporate governance to the limelight, Nigeria joined its counterpart in issuing corporate governance codes to address issues neither specifically nor sufficiently addressed by the previous legislation. Nigeria’s foremost corporate governance code could be traced to the Code of Corporate Governance for Banks and other Financial Institutions in Nigeria which was issued by the Bankers’ Committee in August, 2003 Demaki, (2011); Komolafe, (2007). The major weakness of this code is the fact that it was issued by a voluntary association of the chief executives of banks in Nigeria hence had little impact Momoh and Ukpong,( 2013). This code was followed closely by the Code of Best Practices on Corporate Governance in Nigeria 2003, issued by the Securities and Exchange Commission in 2003, Okene et.al., (2010). Idornigie (2010) discloses that presently there is a multiplicity of codes of corporate governance in Nigeria such as:

i. Central Bank of Nigeria (CBN) code 2006 for Banks established under the provision of the Bank and Other Financial Institution Act (BOFIA

ii.  National Insurance Commission (NAICOM) Code 2009, directed at all insurance, reinsurance, broking and loss adjusting companies in Nigeria, and
iii.  Pension Commission (PENCOM) Code 2008, for all licensed pension operators. 

These codes, though containing the same key elements of corporate governance, have disparities in the content of their provisions and enforcement mechanisms (CBN, 2006; PENCOM, 2008; NAICOM, 2009). The adoption of corporate governance is inevitable especially in the Nigerian banking industry considering the critical role of the sector to financial market stability, investment and economic growth. The presence of an effective corporate governance system helps to provide a degree of confidence that is necessary for the proper functioning of the market economy and hence, economic growth. Notwithstanding, Central Bank of Nigeria (CBN) in 2006 reports that despite the significance of good corporate governance to national economic development and growth, only 40% of publicly quoted companies including banks and insurance companies had recognized corporate governance in place.

2.1.6 Key Areas of Failure of Corporate Governance in Banks
The confidence of the public (in a bank and the entire banking system) is necessary for a proper functioning of the financial system and economy. Effective corporate governance practices are fundamental to gain and maintain this confidence BCBS, (2014). Trust is a basic prerequisite for a proper functioning of banks, therefore it is necessary to carry out fundamental reforms that will bring inner harmony and allow the recovery of the public trust. Analysis of past crisis in Nigeria indicates particularly that the rules of proper conduct of banking business exist and are not being implemented. Mainly, the blame was put on the deficiencies in corporate governance for the past financial crisis. In order to avoid a similar financial crisis in the future, regulators of the Nigerian banking industry established standards for sealing the system in the area of corporate governance. Generally corporate governance for the banking industry is streamlined along certain areas.

2.1.7.3 CBN Code of Corporate Governance Practices for Banks Post Consolidation.

The Central Bank of Nigeria (CBN) as the apex regulatory body of the Nigerian banking system issued a code of corporate governance for banks in Nigeria post consolidation with effective date of April, 3rd 2006. The code of corporate governance for banks in Nigeria post consolidation is enumerated below:
Equity Ownership

The current practice of free, non-restrictive equity holding has led to serious abuses by individuals and their family members as well as governments in the management of banks. However, to encourage a private sector-led economy, holdings by individuals and corporate bodies in banks should be more than that of governments. It is also recognised that individuals who form part of management of banks in which they also have equity ownership have a compelling business interest to run them well. Such arrangements should be encouraged. Therefore, 

- Government direct and indirect equity holding in any bank shall be limited to 10% by end of 2007.

- An equity holding of above 10% by any investor is subject to CBN’s prior approval.

Organizational Structure Executive Duality
- The responsibilities of the head of the Board, that is the Chairman, should be clearly separated from that of the head of Management, i.e. MD/CEO, such that no one individual/related party has unfettered powers of decision making by occupying the two positions at the same time.

- No one person should combine the post of Chairman/Chief Executive Officer of any bank. For the avoidance of doubt, also no executive vice-chairman is recognized in the structure.

- No two members of the same extended family should occupy the position of Chairman and that of Chief Executive Officer or Executive Director of a bank at the same time.

Quality of Board Membership

· Institutions should be headed by an effective Board composed of qualified individuals that are conversant with its oversight functions.

· Existing CBN guidelines on appointment to the board of financial institutions should continue to be observed. Only people of proven integrity and who are knowledgeable in business and financial matters should be on the Board.

· Regular training and education of board members on issues pertaining to their oversight functions should be institutionalized and budgeted for annually by banks.

· The Board should have the latitude to hire independent consultants to advise it on certain issues and the cost borne by the banks.

· The number of non-executive directors should be more than that of executive directors subject to a maximum board size of 20 directors.

· At least two (2) non-executive board members should be independent directors (who do not represent any particular shareholder interest and hold no special business interest with the bank) appointed by the bank on merit.

· A committee of non-executive directors should determine the remuneration of executive directors.

· There should be strict adherence to the existing Code of Conduct for bank directors, failing which the regulatory authorities would impose appropriate sanctions including removal of the erring director from the board.

· Non-executive directors’ remuneration should be limited to sitting allowances, directors’ fees and reimbursable travel and hotel expenses.

· In order to ensure both continuity and injection of fresh ideas, non-executive directors should not remain on the board of a bank continuously for more than 3 terms of 4 years each, i.e. 12 years.
· Banks should have clear succession plans for their top executives.
· There should be, as a minimum, the following board committees – Risk Management Committee, Audit Committee, and the Credit Committee.
· The practice of the Board Chairman serving simultaneously as chairman/member of any of the board committees is against the concept of independence and sound corporate governance practice, and should be discontinued.

Board Performance Appraisal

While adherence to corporate governance principles is recognized as necessary for successful performance of Boards, it is often not a sufficient condition. Hence, the need for Board performance reviews or appraisals as a new concept to ensure successful or exceptional performance.
Each Board should identify and adopt, in the light of the company’s future strategy, its critical success factors or key strategic objectives.

· Boards should determine the skills, knowledge and experience that members require to achieve those objectives.

· A Board should work effectively as a team towards those strategic objectives.

· There should be annual Board and Directors’ review/appraisal covering all aspects of the Board’s structure and composition, responsibilities, processes and relationships, as well as individual members’ competencies and respective roles in the Board’s performance.

· The review should be carried out by an outside consultant.

· The review report is to be presented at the AGM and a copy sent to the CBN.

Quality of Management

· Appointments to top management positions should be based on merit rather than some other considerations.

· Existing guidelines on appointments to top management of banks should continue to be observed.

· Track record of appointees should be an additional eligibility requirement. Such records should cover both integrity (‘fit and proper’ as revealed by the CBN ‘blackbook’, CRMS etc) and past performance (visible achievements in previous place(s) of work).

Reporting Relationship

· Officers should be held accountable for duties and responsibilities attached to their respective offices.

· The structure of any bank should reflect clearly defined and acceptable lines of responsibility and hierarchy.

Industry Transparency, Due Process, Data Integrity and Disclosure Requirements as Core Attributes of Sound Corporate Governance Practices.

· Where board directors and companies/entities/persons related to them are engaged as service providers or suppliers to the bank, full disclosure of such interests should be made to the CBN.

· Chief Executive Officers and Chief Finance Officers of banks should continue to certify in each statutory return submitted to the CBN that they (the signing officers) have reviewed the reports, and that based on their knowledge:

· -The report does not contain any untrue statement of a material fact.

· -The financial statements and other financial information in the report, fairly represent, in all material respects the financial condition and results of operations of the bank as of, and for the periods presented in the report.

· False rendition to CBN shall attract very stiff sanction of fine plus suspension of the CEO for six months in the first instance and removal and blacklisting in the second. In addition, the erring staff would be referred to the relevant professional body for disciplinary action.

· There should be due process in all the procedures of banks.

· All insider credit applications pertaining to directors and top management staff (i.e. AGM and above) and parties related to them, irrespective of size, should be sent for consideration/approval to the Board Credit Committee.

· The Board Credit Committee should have neither the Chairman of the Board nor the MD as its chairman.

· Any director whose facility or that of his/her related interests remains non-performing for more than one year should cease to be on the board of the bank and could be blacklisted from sitting on the board of any other bank.

· The Board Credit Committee should be composed of members knowledgeable in credit analysis.

· The practice/use of Anticipatory Approvals by Board Committees should be limited strictly to emergency cases only and ratified within one month at the next committee meeting. 

· Banks’ Chief Compliance Officers (CCO) should, in addition to monitoring compliance with money laundering requirements, monitor the implementation of the corporate governance code.

· Banks should also establish ‘whistle blowing’ procedures that encourage(including by assurance of confidentiality) all stakeholders (staff, customers, suppliers, applicants etc) to report any unethical activity/breach of the corporate governance code using, among others, a special email or hotline to both the bank and the CBN.

· The CCO shall make monthly returns to the CBN on all whistle blowing reports and corporate governance related breaches.

· The CCO together with the CEO of each bank should certify each year to the CBN that they are not (apart from above) aware of any other violation of the Corporate Governance Code.

· The corporate governance compliance status report should be included in the audited financial statements.

Risk Management

· The Board/Board Risk Management Committee should establish policies on risk oversight and management.

· Banks should put in place a risk management framework including a risk management unit that should be headed by a Senior Executive, in line with the directive of the Board Risk Management Committee.

· The internal control system should be documented and designed to achieve efficiency and effectiveness of operations; reliability of financial reporting, and compliance with applicable laws and regulations at all levels of the bank.

· External auditors should render reports to the CBN on banks’ risk management practices, internal controls and level of compliance with regulatory directives.

Role of Auditors

Internal Auditors

· Internal auditors should be largely independent, highly competent and people of integrity.

· The Head of Internal Audit should not be below the rank of AGM and should be a member of a relevant professional body.

· He should report directly to the Board Audit Committee but forward a copy of the report to the MD/CEO of the bank. Quarterly reports of audit must be made to the Audit Committee, and made available to examiners on field visits.

· Members of the Board Audit Committee should be nonexecutive directors and ordinary shareholders appointed at AGM and some of them should be knowledgeable in internal control processes. One of such appointed ordinary shareholders should serve as the Chairman of the Committee.

· The Audit Committee will be responsible for the review of the integrity of the bank’s financial reporting and oversee the independence and objectivity of the external auditors.

· The Committee should have access to external auditors to seek for explanations and additional information without management presence.

· Internal Audit Unit should be adequately staffed.

 External Auditors

· External auditors should maintain arms-length relationship with the banks they audit.

· Appointment of External Auditors will continue to be approved by the CBN.

· The tenure of the auditors in a given bank shall be for a maximum period of ten years after which the audit firm shall not be reappointed in the bank until after a period of another ten years.
· A bank’s external auditors should not provide the following services to their clients:

Bookkeeping or other services related to the accounting records or financial statements of the audit client;

Appraisal or valuation services, fairness opinion or contribution-in-kind reports;

Actuarial services;

Internal audit outsourcing services;

Management or human resource functions including broker or dealer, investment banking services and legal or expert services unrelated to the audit contract.

· Quality assurance auditing should be engaged whenever the CBN suspects a cover-up by auditors, and where proved, erring firms would be blacklisted from being auditors of banks and other financial institutions for a length of time to be determined by the CBN.

· An audit firm would not provide audit services to a bank if one of bank’s top officials (Directors, CFO, and CAO etc) was employed by the firm and worked on the bank’s audit during the previous year.

2.2. Theoretical Framework

Corporate governance research is influenced principally by the agency theory. Agency theory is traced to the landmark work of   Smith (1776), The Wealth of Nations, where he suggested that ―a manager with no direct ownership of a company would not make the same decisions, nor exercise the same care as would an owner of that company will. This view is consistent with the agency theory popularized by Berle and Means (2004) and Jensen and Meckling (1976). Agency theory argues that where there is separation of management and ownership, the manager seeks to act in self-interest which is not always in the best interests of the owner and departs from those required to maximise the shareholder‘s returns. This agency problem can take two different forms such as adverse selection and moral hazard Eisenhardt, (1989). Adverse selection can occur if the agent misrepresents his ability to perform the functions assigned and gets chosen as an agent. Moral hazard occurs if the chosen agent shirks the responsibilities or underperforms due to lack of sufficient dedication to the assigned duties. Such under-performance by an agent, even if acting in the best interest of the principal, will lead to a residual cost to the principal Jensen and Meckling, (1976). These costs, resulting from sub-optimal performance by agents, are termed agency costs. In order to mitigate the agency cost, a principal is expected to establish controls and reporting processes to regularly monitor agent‘s behaviour and performance outcomes Fama, (1980). These established controls and reporting processes could be referred to as corporate governance. However, the degree of information asymmetry between principal and agent decides the effectiveness of the monitoring mechanism. This theory has stimulated several governance researches and the adoption of various corporate governance principles and codes in several countries. 

Agency theory refers to a set of propositions in governing a modern corporation which is typically characterized by large number of shareholders or owners who allow separate individuals to control and direct the use of their collective capital for future gains. These individuals, typically, may not always own shares but may possess relevant professional skills in managing the corporation. The theory offers many useful ways to examine the relationship between owners and managers and verify how the final objective of maximizing the returns to the owners is achieved, particularly when the managers do not own the corporation’s resources. Following   Smith (1776), Berle and Means (2004) initiated the discussion relating to the concerns of separation of ownership and control in a large corporation. However, the concerns are aggregated by Jensen and Meckling (1976) into the ‘agency problem’ in governing the corporation. Jensen and Meckling (1976) identify managers as the agents who are employed to work for maximizing the returns to the shareholders, who are the principals. They assume that as agents do not own the corporation’s resources, they may commit ‘moral hazards’ (such as shirking duties to enjoy leisure and hiding inefficiency to avoid loss of rewards) merely to enhance their own personal wealth at the cost of their principals. 

To minimize the potential for such agency problems, Jensen (1983) recognizes two important steps: first, the principal-agent risk-bearing mechanism must be designed efficiently and second, the design must be monitored through the nexus of organizations and contracts. The first step, considered as the formal agency literature, examines how much of risks should each party assume in return for their respective gains. The principal must transfer some rights to the agent who, in turn, must accept to carry out the duties enshrined in the rights. The second step, which Jensen (1983) identifies as the ‘positive agency theory’, clarifies how firms use contractual monitoring and bonding to bear upon the structure designed in the first step and derive potential solutions to the agency problems. The inevitable loss of firm value that arises with the agency problems along with the costs of contractual monitoring and bonding are defined as agency costs Jensen and Meckling, (1976).

2.2.1 Agency theory and the study of corporate governance

As Eisenhardt (1989) has reminded us, even the most basic question ‘what is agency theory?’ is subject of controversy. Authors such as Kiser (1999) and Shapiro (2005) have inventoried varieties of theories of agency in the fields of economics, management, law, political science and sociology. For all these theories start from the condition that one party ‘acts on behalf of another’ Shapiro, (2005). As most of the disciplinary approaches regard this situation as problematic, there is a recurrent theme of finding solutions or alleviations to ‘the agency problem’ in the corporate governance literature. The economic variety of agency theory, which is dominant in the corporate governance literature, typically regards delegation of activities as a problem. It is centered on the agency problem between corporate shareholders and corporate management. This view proceeds from the lens of neoclassical economics, a perspective which can be described as ‘an approach which:

(1) Assumes rational, maximizing behavior by agents with given and stable preference functions, 
(2) Focuses on attained, or movements toward, equilibrium states, and 

(3) Excludes chronic information problems’ Hodgson, (1998). The thrust and characteristic use of economic agency theory is to analyze certain aspects of the relationship between collaborative individuals. Human collaboration (as in the production of goods and services, for example) potentially generates a cooperative surplus. If two or more people work together, they can produce more than any individual on their own. This cooperative surplus has three conditions for human cooperation to add value: 

· Each individual must focus on a specialized task; 
· Various specializations need to be coordinated; and 
·  Parties must agree on a standard for a fair distribution of the cooperative surplus. To fulfill the conditions of coordination and distribution individuals can contract with one another. Agency theory deals with a special case of such contracts, i.e. the situation in which one of the parties delegates responsibilities to another, while the former lacks full information about the efforts of the latter party, and the former’s wealth is dependent on the performance of the latter’s efforts.

In its economic variety, agency theory makes assumptions about people (e.g., self-interest, risk preferences), about organizations (e.g., goal conflict among members, information asymmetry; corporate objective function), and about information (e.g., information is a commodity which can be purchased). Given those assumptions, it then asks which type of contract is most efficient, a behavior-oriented contract (e.g., salaries, hierarchical governance) or an outcome-oriented contract (e.g., commissions, stock options, transfer of property rights, market governance). In its economic variety, agency theory assumes that actors are fully rational, behave according to stable risk preferences, and maximize their self-interests Jensen, (2001); Jensen and Meckling, (1976). The agency problem arises here because of the ‘separation between ownership and control’ Berle and Means, (2004). The fundamental problem is the differential interests and risk preferences of firm owners and management. Firm owners can spread their wealth across many different firms, and optimal portfolio theory suggests that it is in fact wise for them to do so Fama, (1980). Managerial wealth, on the other hand, is tightly linked to the firm by which management is employed. These differential positions make that owners and managers have different risk preferences, and therefore tend to have different interests and subsequently behave differently in similar circumstances. To solve these conflicts of interests, it is typically assumed that it is the goal of the firm to ‘maximize’ Jensen, (2001) by furthering shareholders’ interests or to ‘economize’ Williamson, (1991) by lowering transaction costs. Matters of organizational and contractual design thus must be tackled with these objectives in mind. Given that managers enjoy the delegated control over the firm, it is their influence that must be tempered. In order to avoid them making self-interested decisions with subversive effects on shareholders, a contract is typically drawn up between the firm owners (i.e. principals) and firm managers (i.e. agents), which specifies desired managerial behaviors under all circumstances. 
The purpose of this contract is to minimize residual losses for shareholders. Given that managers are expected to maximize their self-interests, they cannot be expected to abide by the contract after signing it. To ensure managerial compliance with the contract, owners have two basic instruments at their disposal. They can either monitor managerial behavior to prevent management from making the ‘wrong’ decisions, or when perfect monitoring is not possible, provide management with incentives (bonding) to act on their behalf. Since sub-optimal behavior by management cannot wholly be avoided, the efficient contract is one that minimizes residual losses for shareholders. 

In practice, this comes down to finding an optimal (i.e. efficient) balance between the costs associated with monitoring and with bonding. One important way of understanding agency theory is to assess the model of human decision making that agency theorists normally subscribe to. Seen from an agency perspective, decisions are taken on the basis of what Cyert and March (1992) call ‘the logic of consequence’. This decision making logic is grounded in a rational choice model of human behavior, in which actors are expected to ‘evaluate alternatives in terms of the values of their consequences’ Cyert and March, (1992). According to this decision making logic, the decisions of principals and agents alike are rooted in rational, calculative, anticipatory, and consequential actions Cyert and March, (1992). Agency-theoretical models produce accounts involving multiple strategically interacting actors, ‘each pursuing self-interested objectives and constrained or facilitated by the similar rational pursuit of self- interested objectives by others’ Cyert and March, (1992). One of the pillars of agency theory is the assumption that efficient market and pricing mechanisms determine actors’ decision making choices as these choices are evaluated on the basis of the market values of their consequences. This logic of consequence, facilitated by assumed efficient market forces, will rapidly lead to a ‘unique optimal that is guaranteed to be achieved’ March and Olsen, (1984).

2.3 REVIEW OF EMPIRICAL LITERATURE
2.3.1 Corporate Governance and Bank Performance.

Different scholars used different proxies of internal and external corporate governance mechanisms to view their impact on bank performance. Nevertheless, the results of previous studies were inconclusive as presented below. Al-Hawary (2011) investigated the effect of corporate governance on the performance of Jordanian commercial banks. He tested the effect of governance mechanisms such as board size, CEO duality, percentage of non-executive directors, capital adequacy, the ownership percentage of large shareholders, and the ownership percentage of the largest shareholder on the bank performance as measured by Tobin’s Q. He found that CEO duality, and percentage of nonexecutive directors had statistically significant positive effect on performance; whereas leverage had statistically significant negative effect on performance. Thus, Al-Hawary (2011) concluded that CEO duality, percentage of non-executive directors, ownership concentration, and capital adequacy were recognized as effective determinants on banking performance. 

Sunday (2008) examined the effect of corporate governance on bank performance in Nigeria and found that, board size as well as chief executive status had a positive effect on performance. Similarly, Kiel & Nicholson (2003) analyzed the relationship between board composition and corporate performance using 348 Australian listed companies. They showed that board size and the proportion of inside directors, were significantly positively related to market-based measure of firm performance. 
Okoi, Ocheni and John (2014) examined the effects of corporate governance on the performance of commercial banks in Nigeria. As a managerial tool for judicious, preservation and prudent management of resources, corporate governance contribute to the economic health of banks in Nigeria. This explained the public interest and debate on corporate issues in Nigeria they pointed out. Okoi,et al. (2014) concluded in absolute terms that corporate governance does affect banks’ performance and value of the firm. That strong governance standard was important for banks and increased governance quality led to higher levels of investment as well as greater responsiveness of investment to growth opportunities. Okoi, et al. (2014) showed that substantial part of variability in corporate governance practices of commercial banks was due to interaction of forces from regulatory authorities, capital markets, government policies, environment factors as well as asset quality.

Mwesigwa, Nasiima and Suubi (2014) determined whether in Uganda corporate governance, accountability and managerial competences were related with the financial performance of commercial banks. The motivation for the study was the poor performance of commercial banks in Uganda despite the number of interventions put in place. Mwesigwa et al. (2014) adopted a cross sectional and quantitative design where 25 commercial banks operating in Uganda were considered for the study. The study provided evidence that corporate governance, accountability, managerial competences significantly relate to financial performance of commercial banks in Uganda. However corporate governance was observed to be the most significant predictor of financial performance. The study recommended that corporate governance mechanisms should be put in place to enable the efficient and effective management of banks in Uganda in order to improve performance. 

Al-Amarneh (2014) investigated the effect of ownership structure and corporate governance on bank performance (profitability and operating efficiency). The study relied much on publicly available data for a sample of the thirteen listed banks in Jordan for the years 2000 to 2012. The study showed that ownership concentration had a positive and significant effect on bank performance (profitability) while foreign ownership positively affected the bank performance (operating efficiency). Another important finding was that as board size increased the bank performance (profitability) increased, suggesting that good corporate governance standards were imperative to every bank and important to investors and other stakeholders.
Ashenafi et al (2013) assessed the relationship between selected internal and external corporate governance mechanisms and bank performance as measured by ROE and ROA. Using commercial banks financial data covering a period 2005 to 2011, the findings indicated that board size and existence of audit committee in the board had statistically significant negative effect on bank performance; whereas bank size had statistically significant positive effect on bank performance. Similarly, capital adequacy ratio, as a measure of external corporate governance mechanism, had statistically significant positive effect on bank performance. 

Additionally, Ashenafi et al (2013) pointed out that absence of organized stock exchange; high government intervention; lack of corporate governance awareness, absence of national standards of corporate governance, as well as accounting and auditing; and weak legal framework to protect minority shareholder rights were the major factors with adverse impact on corporate governance and bank performance in Ethiopia.

Momoh and Ukpong (2013) examined the relationship between corporate governance and organizational profitability. It also investigated the level of profitability of the industry before and after the 2007 insurance recapitalization exercise in Nigeria. Data for this study were collected from five insurance companies listed on the Nigerian Stock Exchange. Reliability and statistical inference analytical tools were used. The result revealed that there was significant relationship between corporate governance and insurance industry financial performance. The paper recommended that Insurance companies in Nigeria should therefore adopt good corporate governance that will attract investment into the industry. 
2.3.2 Board Structure and Corporate Financial Performance in Nigeria.

Board composition refers to the number of independent non-executive directors on the board relative to the total number of directors. An independent non-executive director is defined as an independent director who has no affiliation with the firm except for their directorship Clifford and Evans, (1997). There was an apparent presumption that boards with significant outside directors will make different and perhaps better decisions than boards dominated by insiders. Fama and Jensen (1983) suggested that non-executive directors can play an important role in the effective resolution of agency problems and their presence on the board can lead to more effective decision-making. However, the results of empirical studies in Nigeria were mixed. 

Olayinka (2010) examined the impact of board structure on corporate financial performance in Nigeria by investigating the composition of boards of directors in Nigerian firms and analysed whether board structure had an impact on financial performance, as measured by return on equity (ROE) and return on capital employed (ROCE). Employing four board characteristics (board composition, board size, board ownership and CEO duality) which had been identified in literature as possibly having an impact on corporate financial Performance as the independent variables, the Ordinary Least Squares (OLS) regression was used to estimate the relationship between corporate performance measures and the independent variables. Findings from the study showed that there was strong positive association between board size and corporate financial performance. Evidence also existed that there was a positive association between outside directors sitting on the board and corporate financial performance while, a negative association was observed between directors’ stockholding and firm financial performance measures. Additionally, the study revealed a negative association between ROE and CEO duality, while a strong positive association was observed between ROCE and CEO duality. The study suggested that large board size should be encouraged and the composition of outside directors as members of the board should be sustained and improved upon to enhance corporate financial performance. 

Akpan, and Riman (2012) noted that the fundamental of corporate governance was to promote fairness, transparency, accountability as well as guide corporate bodies in their action and deed. This study therefore examined the relationship between corporate governance and banks profitability in Nigeria. Akpan, and Riman (2012) discovered that good corporate governance and not assets value determined the profitability of banks in Nigeria. The study recommended the encouragement of banks to have small but qualitative board size that will be made up of financial and legal professionals.

Adeusi, Akeke, Aribaba and Adebisi (2013) using a sample of 10 selected banks annual reports covering 2005-2010, examined the relationship between corporate governance and performance in Nigeria banking sector. Based on the econometric model, the result indicated that improved performance of the banking sector was not dependent on increasing the number of executive directors and board composition. It showed further that when there are more external board members performance of banks tends to be worse. The study concluded that there was a need for increase in board size and decrease in board composition as measured by the ratio of outside directors to the total number of directors in order to increase the bank performance

Adegbemi, Ofoegbu and Fasanya (2012) examined the impact of corporate governance on bank performance in Nigeria during the period 2005 to 2009 based on a sample of six selected banks listed on Nigerian Stock Exchange market making use of pooled time series data. From the findings, Adegbemi et al (2012) observed that corporate governance had been on the low side and had impacted negatively on bank performance. The study therefore contended that strategic training for board members and senior bank managers should be embarked or improved upon, especially on courses that promote corporate governance and banking ethics.
Ujunwa et. al (2012) investigated the impact of corporate board diversity on the financial performance of Nigerian quoted firms using a panel data of 122 quoted Nigerian firms. Aspects of board diversity studied comprised of board nationality, board gender and board ethnicity and the Fixed Effect Generalised Least Square Regression was used to examine the impact of board diversity on firm performance for the period: 1991-2008. The results showed that gender diversity was negatively linked with firm performance, while board nationality and board ethnicity were positive in predicting firm performance. The policy implications of their findings was that foreign board members provided a firm with better qualified candidates who had broader industry experience while, the presence of women on the board could be perceived by shareholders as a sign of impending significant change, thereby making them more confident in the company’s success, which results in increase in share price. 
Ayorinde, Amuda and Arulogun (2012) examined the effects of corporate governance on the performance of Nigerian banking sector. Data was sought from published annual reports of sampled quoted banks from which a disclosure index was developed guided by the Central Bank of Nigeria code of governance. The Person Correlation and the regression analysis were used to find out whether there was a relationship between the corporate governance variables and firms performance. The study revealed that a negative but significant relationship existed between board size and the financial performance of these banks while a positive and significant relationship was also observed between directors’ equity interest, level of corporate governance disclosure index and performance of the sampled banks. The study recommended that efforts to improve corporate governance should focus on the value of the stock ownership of board members and that steps should be taken for mandatory compliance with the code of corporate governance.
2.3.3 Corporate Performance and Executive Compensation

Much effort had been put into the question as to the descriptive/explanatory validity of the agency perspective, the argument being that agency theory had a greater predictive value. It was argued that it was better capable of predicting and explaining managerial conduct than rival theoretical frameworks and should therefore serve as a blue print for practice Hansmann and Kraakman, (2000). Several studies validated agency theory predictions in different contexts. For instance, firms’ public offer of new capital Denis, Denis and Sarin, (1999), franchisee set up Kehoe, (1996), technology strategy in the process of new product development (Krishnan and Loch, (2005), and Bratton, (2005) about explanations of executive compensation in the corporate governance literature were among a few such contexts that apply agency theoretic framework.

The discussions about executive pay in both theory and practice showes how the politics of theory has a great impact on the contemporary way the phenomenon was understood in theory and practice. First, it showed that the strength of the agency paradigm was very strong in the corporate governance literature. This can for instance be indicated by Bebchuck and Fried’s (2003) label of this theory as the ‘official story’ on executive pay. Second, it showed the possible bias of scholars to explain the phenomenon. As Bebchuck and Fried’s (2004) indicated, agency scholars came up with clever explanations for pay practices that appear to be inconsistent with the dominant paradigm Bebchuk and Fried, (2004). ‘Practices for which no explanation has been found have been considered “anomalies” or “puzzles” that will ultimately either be explained within the paradigm or disappear’ Bebchuk and Fried, (2004). Third, it showed the rhetoric used to legitimize and explain seemingly excessive pay in practice. And fourth it showed how empirical studies were based on theoretical foundations of the dominant paradigm.

A very large part of the executive literature had been occupied to find a robust relationship between executive compensation and firm performance (shareholder wealth). After all, a positive relationship would show that shareholders can write an efficient contract that ensures that management will make shareholder value maximizing decisions. Nevertheless, there were literally thousands of empirical studies dealing with this relationship and these studies typically show mixed results and overall only provide weak support for this link at best. These empirical results have triggered methodological debates about for instance estimation techniques, definitions of the variables used and the mediating effects of other determinants of executive compensation on this relationship (See for instance Conyon and Murphy, (2000); Gomez-Mejia and Wiseman; (1997). 
The agency paradigm gave however little guidance in which determinants should play a theoretical role. Subsequently, empirical studies on the determinants of executive pay mostly lack theoretical foundations and show a rather weak fit with the data Hambrick and Finkelstein, (1995); Mueller and Yun, (1997). The failure to find a robust relationship between executive compensation and firm performance led to debates and disputes still remain on whether or not executive pay provided enough incentives to trigger efficient management behavior and whether these empirical results supported the incentive alignment argument of agency theory Gomez- Mejia and Wiseman, (1997),  Murphy, (1997). Due to the strict assumptions of agency theory, actors’ discretion in the decision making process was theoretically ruled out as real possible behavior Grabke-Rundell and Gomez-Mejia, (2002) Discretion (the latitude of decision options actors had to influence the decision outcomes and the context in which the decisions are made), was theoretically ruled out because inefficient behaviour (i.e., (boundedly) rational behaviour that had sub-optimal effects for shareholder value) was instantly sectioned by others in their own rational pursuit of maximizing their self-interests facilitated by pricing and market mechanisms Otten, (2007). Because of scholars’ use and commitment to the dominant paradigm, their known biases and ideological orientation often served as the best predictors of the findings presented (Gomez-Mejia, 1994; Gomez-Mejia and Wiseman, 1997). The apparent lack of success in finding a robust relationship between firm performance and pay, in combination with the considerable number of studies seeking to find proof of this link had led Gomez-Mejia (1994) to compare this quest with the search for the ‘Holy Grail’. Subsequently, the dominant use of the agency paradigm to find this relationship was leading us into a ‘blind alley’ Barkerma and Gomez-Mejia,( 1998) to find conclusive explanations of pay practices.

2.3.4. Existence of Audit Committee and Bank Performance

Ashenafi, et. al. (2013) examined the corporate governance mechanisms and their impact on performance of commercial banks in the absence of organized stock exchange. The study assessed the relationship between selected internal and external corporate governance mechanisms, and bank performance as measured by ROE and ROA. Using structured review of documents, and commercial banks financial data collected over a period 2005 to 2011, the findings indicated that board size and existence of audit committee in the board had statistically significant negative effect on bank performance; whereas bank size had statistically significant positive effect on bank performance. Similarly, capital adequacy ratio, as a measure of external corporate governance mechanism, had statistically significant positive effect on bank performance. Additionally, absence of organized stock exchange; high government intervention; lack of corporate governance awareness, absence of national standards of corporate governance, as well as accounting and auditing; and weak legal framework to protect minority shareholder rights are the major factors with adverse impact on corporate governance and bank performance in Ethiopia Ashenafi, et. al. (2013).
2.3.5. Separation of Functions of the Chairman and the CEO and Bank Performance
CEO duality represents a situation in which the CEO (or an executive director) of a firm will also be the chairman of the board of directors. The main disadvantages of CEO duality identified in the literature came from (a) the negative impact on board’s monitoring activity Jensen (1993); Lasfer (2006), and (b) increased managerial power to influence board decisions. For instance, CEOs who also retained the position of chairman will tend to have a greater influence over the selection of board members than might otherwise be the case. In addition, they may try to appoint non-executive directors who are unlikely to question proposals and business decisions. The merging of the CEO/chairman positions could further restrict the dissemination of information to other board members Hardwick, Mike and Hong, (2011).
Recently, Dey, Ellen and Xiaohui (2011) examined both views, to which they referred to as the entrenchment theory (duality leads to increased agency costs since the board’s ability to monitor the CEO will be reduced) and the efficiency theory (board leadership is a response to the economic environment of the firm and its leadership requirements). Their analysis focused on 281 firms that switched their leadership structure either away from or to a dual structure over the period 2001 through 2009. Their results were generally consistent with efficiency-based explanations of board leadership choices.

Hardwick et al. (2011) considered the interaction of CEO duality and other corporate governance characteristics, arguing that very often more than one control mechanism may suffice for the same purpose. For example, both non-executive directors and audit committees might be used simultaneously to control agency costs. Their evidence lent support to this view. The separation of the CEO and board chairman positions was found to have little effect on profit efficiency in their sample of UK life insurance companies. However, when there was no audit committee and there was a high level of non-executive directors, the separation of the CEO and board chairman positions appeared to have a positive and marginally significant effect on profit efficiency.

2.3.6. Board Diversity and Bank Performance
Several studies focused on gender diversity, examining whether a stronger presence of women in the board affected board effectiveness and firm performance. A good example was the study by Nielsen and Morten (2010). The literature on gender-based differences asserted that women and men were different in their leadership behaviour and these differences may affect board functioning. Nielsen and Morten (2010) argued that the impact of female board members depends on the nature of the tasks performed: the ratio of female directors had a positive direct relationship with board strategic control but no direct relationship with board operational control in their research among Norwegian firms. They also found that boards with high ratios of women were more likely to use board development activities and were less likely to have conflicts. 
2.3.8 Board Size and Bank Performance

According to Upadhyay and Sriram (2011), a larger board has greater resources than a smaller board to monitor managerial performance. So directors would deliberate important corporate decisions more extensively and would demand that the managers disclose important issues to the stakeholders, leading to greater information transparency. It was often assumed that in board discussions there was full disclosure of private information, rational updating, and convergence of individual beliefs. But the social psychology literature provided many reasons to doubt that this was an accurate representation of board decision-making, with possible implications for optimal board size. For instance, individuals often fail to take full advantage of others’ opinions and they also did not seem to fully share their own information with other group members. Bainbridge (2002) pointed to social loafing, where some members choose not to actively participate in board decision making, and herd-type behaviour where a decision maker “imitates the actions of others while ignoring his/[her] own information and judgment with regard to the merits of the underlying decision.” Likewise, Westphal and Micheal (2005) found that pluralistic ignorance can occur in boards (i.e., board members fail to express concerns based on others not expressing concern).

Even if a bigger board had more information and expertise, decision-making costs increase with board size. For instance, Jensen (1993) argued that large boards were less effective at monitoring management because of free-riding problems amongst directors and increased decision-making time. A larger board size may decrease the motivation to gather and/or interpret information when information acquisition was costly Persico, (2004). Coordination losses were also more likely. These reasons were underlying the popular view that small boards were better from a shareholder’s perspective. 

CHAPTER THREE

METHODOLOGY

3.1 Research Design
The research design adopted for this research was ex-post facto.  The adoption of this research design was based on the reason that the study relied on historic data obtained from the annual reports from 2010 – 2014. Therefore, the event under investigation had already taken place and the researcher did not control or manipulate the variables.

The focal variables considered for the study include general compliance to CBN code of corporate governance, which was derived from the summation of actual board size, actual board composition, audit committee representation, power separation and board diversity of banks in Nigeria, and the bank’s profit after taxation. The dataset were also sourced from the website of ten (10) commercial banks in Nigeria comprising of annual observations ranging from 2010 – 2014. 
3.2
Nature and Sources of Data
The secondary data used in this study were extracted from the bank’s published annual reports from 2010 – 2014.  
3.3        Population Size
The Central Bank of Nigeria being the apex regulatory organ of the Nigerian banking industry maintains a list of deposit money banks currently operating in the Nigerian banking industry. Hence our population of study consisted of all the banks currently operating in Nigeria as adopted from the official website of the Nigerian Central Bank totalling 20 banks (see appendix 1 for details). 
3.4     Sample Size
The Population size of nine (9) banks was used as sample size instead of twenty (20) banks. The reason being that some of the banks did not meet the criterion of having their annual report published for the years under study and the code of cooperate governance was reported in the annual report not specifically in the financial statement 
3.5
Data Analysis Technique
This research investigated the degree of compliance by Nigerian banks to the CBN code of corporate governance and then its influence on banks profitability. 
The first objective was tested using analysis of variance (ANOVA). The data collected were statistically analyzed with Simple percentage (%) and frequency distribution to compare the mean difference between variables of compliance to code of corporate governance and profitability in Nigerian banks. Analysis of variance (ANOVA) was used to analyze the differences in the compliance with the code of corporate governance in banks. Formula for the analysis of variance (ANOVA) SSB = r ∑ (Xij – x)2, SSW = ∑∑ (Xij – x)2,
Where SSB = between sum of square, SSW = within treat sum of the square,
 Xij = individual observation around their columns mean, X = grand mean column,

 Df = degree of freedom (c – 1) (in 1), C = number of column, R = number of row, 

∑ = summation, Level of significant (0.05). Furthermore, the coefficient of correlation was employed to test the degree of relationship between variables. According to Koutsioyannis (1973), the coefficient of correlation was a measure of the degree of co-variability of the dependant and independent variables. The values that the correlation coefficient may assume vary from -1 to +1 imply that there was perfect positive correlation between independent (measures of corporate governance) and dependent (corporate governance best practice) variables.
The second objective was tested by implementing a panel technique on a longitudinal dataset. We have opted for a panel regression framework, because the observations referred to 10 different banks a period of 5 years. We importantly consider the heterogeneity across the banks selected in our sample and that are not visible in cross sections. Indeed, to different banks can correspond different strategic decisions, which can influence both governance variables and performances over the considered period. We tested a random and fixed effects model for the analysis of corporate governance dimensions on banks’ performance and the Redundant Fixed effects tests to determine if the fixed effects assumptions are adequately applied.

The panel data technique brought some advantages such as: addressing more issues, even more complex, than if we had estimated several time-series and/or cross sections, available in the data; it offered us a "dynamic" view about the relationship between variables, rather than the standard OLS; also combining cross-section and time series data increases the number of degree of freedom, which strengthened the power of the tests. Finally, structuring the model in an appropriate way removed potential problems of omitted variable bias. The panel data (also known as longitudinal or cross-sectional time-series data) was a dataset in which the behavior of entities was observed across time. Panel data allowed for the control of unobservable or immeasurable variables that changed over time and across banks. This accounted for individual heterogeneity. Panel data analysis exploited both the cross section and the time dimension of the data. Instead of estimating each group in isolation, we carried out an analysis, which took into consideration the heterogeneity, which came from belonging to a specific group. In this study we adopted the fixed effects (FE) panel estimators.

3.6
Operationalization of the Variables

The variables that are used in the analysis are 6 (5 independent variables and 1 dependent variable) and are defined thus:

Independent variables

As mentioned above, data on corporate governance dimensions have been collected from the annual report and account of each bank selected in our sample. The independent variables that we consider are: board size, board composition, composition of audit committee, power separation and board diversity (women directorship).

1. Board size (BS) was described by the number of directors on the board of each bank at the end of each examined financial year. 

2. Board composition (BC) was referred to the mix of inside/outside directors in the board room. 
3. Committee membership and the audit committee (AC) was the most relevant board committee, we decided to focus our attention on the composition of the control and risk (audit) committee. This variable was captured by total attendance of committee members to committee meetings. The number of attendance to meetings captured the extent of compliance.
4. Power separation (PS) was another independent variable captured by the representation of board members in the committees. This ensured board members’ responsibility (power) to each committee.
5. Finally, we considered as independent variable woman directorship. Board diversity (BD) and the representation of minority in the board room was one of the most debated corporate governance topics. We captured this variable considering the percentage of women in each bank board, for each of the five years observed.

Dependent variable
1. The best practice variables was built to measure the degree of compliance (or nearness) of banks’ corporate governance coefficients to the coefficient of corporate governance best practice. 
2. Concerning the profitability as dependent variable to achieve the second objective, we consided the PAT (profit after tax), which was the Net income for the year. 
These variables were constructed after taking into consideration the code of corporate governance practice requirements of Central Bank of Nigeria Code of Corporate Governance issued in 2006 as well as applied by past empirical literature. In the Central Bank of Nigeria’s Code of Corporate Governance issued in 2006 each deposit money bank must in its annual report disclose its practice of corporate governance in the following variables: Board Size (BS), Board Composition (BC), Power Separation (PS), and Audit Committee (AC). They were defined and estimated as in the table below. 
Table 3.1
Estimation of Corporate Governance Variables

	Variables 
	Definitions 
	Measurement 

	BS 
	Board Size 
	Number of people on the board of the firm. 

	BC 
	Board Composition 
	The proportion of non-executive directors on board, and was calculated as the number of non-executive directors divided by total number of directors. 

	AC 
	Audit Committee 
	The variable was captured by total attendance of committee members to committee meetings. It was assumed that number of attendance to meetings captured the extent of compliance. 

	PS 
	Power separation 
	The variable was captured by the representation of board members in the committees. This ensured board members’ responsibility (power) to each committee.

	BD
	Board Diversity
	The representation of minority in the board room was one of the most debated corporate governance topics. We captured
 this variable considering the percentage of women in each bank.


Source; Adapted from Terzungwe and Simon (2013); author’s definition of variables.
3.7
MODEL SPECIFICATION

The models for this work were structured in a way to empirically show the relationship between corporate governance variables and bank performance for Nigerian banks. This was in line with the approach adopted by Giulia and Paola (2012) who studied Corporate Governance and Performance in Italian Banking Groups. This research made use of handpicked data from the annual reports and accounts of sampled banks. 

Specifically, the stated hypotheses were modeled as follows:

For the first five hypotheses the model adopted for the study was
SSB = r ∑ (X ijklm – x)2, SSW = ∑∑ (X ijklm – x)2, 


(1)
 Where;

 i 
= 
Bank size
J 
= 
Bank composition

k 
= 
composition of audit committee

l 
= 
Power separation

m 
=
Bank diversity 
The best practice (BP) variable was adopted as dependent variable for the correlation test.

For hypothesis six which states that banks’ compliance with the CBN code of corporate governance has significant effect on the performance of Nigerian banks, the model adopted for the study was; 
PAT = f (BS, BC, CAC, PS, BD).

 Presented in a linear form, thus;
PAT = a + b1BS + b2BC + b3CAC + b4PS + b5BD + u 


(1)

Where; 
PAT 
= 
Profit after tax.
BS 
= 
Board Size
BC 
= 
Board Composition

CAC 
= 
Composition of Audit Committee

PS 
= 
Power Separation

BD 
= 
Board Diversity

u 
= 
error term

a 
= 
constant

b1, b2...
= 
parameter estimates

Apriori Expectation 
Increase in bank compliance increases bank profitability 

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1.
DATA PRESENTATION

The research work aimed at accessing bank’s compliance to central bank of Nigeria code of corporate governance. The focal variables considered for the study include best practice code of corporate governance, actual board size, actual board composition, audit committee representation, power separation and board diversity of banks in Nigeria. The dataset sourced from the website of ten (10) commercial banks in Nigeria were annual observations ranging from 2010–2014. 

For orderly presentation and description of the data used, the variables were presented in tables. 
Although the data were secondary and retrieved from individual bank’s website, they were transcribed into probity form to allow for econometric analysis. Best practice was transcribed form the CBN codes of corporate governance as it relates to the independent variables (board size, board composition, audit committee, power separation and board diversity). The independent variables were transcribed as explained in table 4.1. (See Appendix III)
The study further evaluated the compliance effect on the performance of commercial banks in Nigeria. The variables were presented in table 4.1.2. (See Appendix IV)
Table 4.1.3 presents the individual code best practice and their compliance level by commercial banks in Nigeria. CBN individual code best practices include best practice for board size (BP*BS), board composition (BP*BC), audit committee (BP*AC), power separation (BP*PS) and board diversity (BP*BD). This was transcribed in accordance to table 3.1. The dataset were also sourced from the website of ten (10) commercial banks in Nigeria comprising of annual observations ranging from 2010 – 2014. (See Appendix V)
4.2
Commercial Bank’s Compliance to CBN Code of Corporate Governance
4.2.1
Correlation Test

[image: image1.emf]AC BC BD BP BS PS

AC 1 0.19430555...0.41906352...0.35515877...0.36927123...0.27615965...

BC 0.19430555... 1 -0.0037777... 0.76556588...0.40522033...0.41101941...

BD 0.41906352... -0.0037777... 1 0.35760002...0.47512512...0.37139216...

BP 0.35515877...0.76556588...0.35760002... 1 0.69537940...0.56027098...

BS 0.36927123...0.40522033...0.47512512...0.69537940... 1 0.46318453...

PS 0.27615965...0.41101941...0.37139216...0.56027098...0.46318453... 1


Source: Author’s computation using e-views 9.5 software

The test result showed that commercial bank’s board composition (0.7656, i.e. 76.56%), board size (0.6954, i.e. 69.54%) and power separation (0.5603, i.e. 56.03%) were strongly and positively correlated with general best practice code of corporate governance issued by the Central Bank of Nigeria. Bank’s audit committee (0.3552, i.e. 35.52%) and board diversity (0.3576, i.e. 35.76%) had weak but positive relationship with best practice code of corporate governance. The positive sign implied that bank’s compliance to the code of corporate governance moved towards best practice.
4.2.2
Analysis of Variance 
4.2.2.1
General compliance to all codes of corporate governance

	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BP
	50
	186.923
	3.814755
	0.67484
	32.39232
	0.111902
	3.589761
	4.039749

	COMP
	50
	116.6748
	2.381118
	0.552325
	26.51158
	0.111902
	2.156124
	2.606113

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	50.3552
	1
	50.3552
	82.06756
	1.56E-14
	3.940163
	1.294159
	0.452721

	Within Groups
	58.9039
	96
	0.613582
	
	
	
	
	

	Total
	109.2591
	97
	1.126382
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 109.2591 and 1.126382 respectively. To measure the variation between commercial bank’s general compliance to the Central Bank of Nigeria code of corporate governance and the CBN best practice code of corporate governance, we considered the F-statistics and the F-critical. If F > F-crit, it implied that there is significant variation between the best practice code (BP) and commercial bank’s compliance to the code (COMP) and vice versa. The ANOVA reported the F (82.06756) greater than the F-critical (3.940163), implying that there was significant difference between the mean of best practice code of corporate governance (BP) and the mean of commercial bank’s compliance to CBN’s code of corporate governance (COMP). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code of corporate governance. Furthermore, the size of the variance effect as depicted by the omega square was large (0.452721).

Having considered the commercial banks’ general compliance with the Central Bank of Nigeria code of corporate governance and ascertained that there was significant variation between their compliance and best practice, we moved further to consider the commercial banks’ compliance to individual code of corporate governance as explained in chapter three of this study.

4.2.2.2

Compliance of Board Size (BS) to Best Practice code (BP*BS)

	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BP*BS
	50
	49
	1
	0
	0
	0.023358
	0.953035
	1.046965

	BS
	50
	32.95
	0.672449
	0.053469
	2.566506
	0.023358
	0.625484
	0.719414

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	2.628597
	1
	2.628597
	98.3225
	2.26E-16
	3.940163
	1.416539
	0.498266

	Within Groups
	2.566506
	96
	0.026734
	
	
	
	
	

	Total
	5.195103
	97
	0.053558
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 5.195103 and 0.053558 respectively. To measure the variation between commercial bank’s compliance to the code for banks’ board size and the CBN best practice code for the same, we considered the F-statistics and the F-critical. If F > F-critical, it implied that there was significant variation between the best practice code (BP*BS) and commercial bank’s compliance to the code (BS) and vice versa. The ANOVA reported the F (98.3225) greater than the F-critical (3.940163), implying that there was significant difference between the mean of best practice code for board size (BP*BS) and the mean of commercial bank’s compliance to CBN’s code for the same (BS). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s board size. Furthermore, the size of the variance effect as depicted by the omega square was large (0.498266).
4.2.2.3
Compliance of Audit Committee (AC) to Best Practice code (BP*AC)
	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BP*AC
	50
	49
	1
	0
	0
	0.037192
	0.92522
	1.07478

	AC
	50
	26.89
	0.548776
	0.13556
	6.506859
	0.037192
	0.473996
	0.623555

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	4.988287
	1
	4.988287
	73.5955
	1.67E-13
	3.940163
	1.22554
	0.425542

	Within Groups
	6.506859
	96
	0.06778
	
	
	
	
	

	Total
	11.49515
	97
	0.118507
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 11.49515 and 0.118507 respectively. To measure the variation between commercial bank’s compliance to the code for banks’ audit committee and the CBN best practice code for the same, we considered the F-statistics and the F-critical. If F > F-critical, it implied that there was significant variation between the best practice code (BP*AC) and commercial bank’s compliance to the code (AC) and vice versa. The ANOVA reported the F (73.5955) greater than the F-critical (3.940163), implying that there was significant difference between the mean of best practice code for audit committee (BP*AC) and the mean of commercial bank’s compliance to CBN’s code for the same (AC). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s composition of audit committee and attendance to committee meetings. Furthermore, the size of the variance effect as depicted by the omega square was large (0.425542).
4.2.2.4
Compliance of Board Diversity (BD) to Best Practice code (BP*BD)

	
	
	
	
	
	
	
	
	

	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BP*BD
	50
	25
	0.5
	0
	0
	0.010645
	0.478608
	0.521392

	BD
	50
	8.4113
	0.168226
	0.011332
	0.555249
	0.010645
	0.146834
	0.189618

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	2.75185
	1
	2.75185
	485.6941
	9.36E-40
	3.938111
	3.11671
	0.82897

	Within Groups
	0.555249
	98
	0.005666
	
	
	
	
	

	Total
	3.307099
	99
	0.033405
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 3.307099 and 0.033405 respectively. To measure the variation between commercial bank’s compliance to the code for banks’ board diversity and the CBN best practice code for the same, we considered the F-statistics and the F-critical. If F > F-critical, it implied that there was significant variation between the best practice code (BP*BD) and commercial bank’s compliance to the code (BD) and vice versa. The ANOVA reported the F (485.6941) greater than the F-critical (3.938111), implying that there was significant difference between the mean of best practice code for board diversity (BP*BD) and the mean of commercial bank’s compliance to CBN’s code for the same (BD). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s board diversity. Furthermore, the size of the variance effect as depicted by the omega square was very large (0.82897).
4.2.2.5
Compliance of Board Composition (BC) to Best Practice code (BP*BC)

	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BC
	50
	29.8125
	0.59625
	0.033328
	1.633051
	0.023056
	0.549917
	0.642583

	BP*BC
	50
	27.625
	0.5525
	0.019831
	0.971701
	0.023056
	0.506167
	0.598833

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	0.047852
	1
	0.047852
	1.800345
	0.182772
	3.938111
	0.189755
	0.00794

	Within Groups
	2.604752
	98
	0.026579
	
	
	
	
	

	Total
	2.652604
	99
	0.026794
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 2.652604 and 0.026794 respectively. To measure the variation between commercial bank’s compliance to the code for banks’ board composition and the CBN best practice code for the same, we considered the F-statistics and the F-critical. If F > F-critical, it implied that there was significant variation between the best practice code (BP*BC) and commercial bank’s compliance to the code (BC) and vice versa. The ANOVA reported the F (1.800345) less than the F-critical (3.938111), implying that there was insignificant difference between the mean of best practice code for board composition (BP*BC) and the mean of commercial bank’s compliance to CBN’s code for the same (BC). This meant that there was insignificant variation between the two variables and that commercial banks’ in Nigeria had complied with the Central Bank of Nigeria’s code for bank’s board composition. Furthermore, the size of the variance effect as depicted by the omega square was almost non existing (0.00794).
4.2.2.6
Compliance of Power Separation (PS) to Best Practice code (BP*PS)

	ANOVA: Single Factor
	
	
	
	
	
	

	DESCRIPTION
	
	
	
	Alpha
	0.05
	
	

	Groups
	Count
	Sum
	Mean
	Variance
	SS
	Std Err
	Lower
	Upper

	BP*PS
	50
	43.34
	0.8668
	0.048836
	2.392979
	0.027535
	0.811466
	0.922134

	PS
	50
	19.7728
	0.395456
	0.026982
	1.322128
	0.027535
	0.340122
	0.45079

	 
	 
	 
	 
	 
	 
	 
	 
	 

	ANOVA
	
	
	
	
	
	
	
	

	Sources
	SS
	df
	MS
	F
	P value
	F crit
	RMSSE
	Omega Sq

	Between Groups
	5.554129
	1
	5.554129
	146.5111
	3.61E-21
	3.938111
	1.711789
	0.592687

	Within Groups
	3.715107
	98
	0.037909
	
	
	
	
	

	Total
	9.269237
	99
	0.093629
	 
	 
	 
	 
	 


Source: Author’s computation using Microsoft Excel Real Statistics 2019(1)

The test conducted at 5% level of significance and 95% confidence level with degree of freedom of 97, showed the total sum of square and mean square as 9.269237 and 0.093629 respectively. To measure the variation between commercial bank’s compliance to the code for banks’ board composition and the CBN best practice code for the same, we consider the F-statistics and the F-critical. If F > F-critical, it implied that there was significant variation between the best practice code (BP*PS) and commercial bank’s compliance to the code (PS) and vice versa. The ANOVA reported the F (146.5111) greater than the F-critical (3.938111), implying that there was significant difference between the mean of best practice code for power separation in the board (BP*PS) and the mean of commercial bank’s compliance to CBN’s code for the same (PS). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s power separation in the board. Furthermore, the size of the variance effect as depicted by the omega square was large (0.592687).

4.3
General Compliance to Code of Corporate Governance (COMP) and Profit after Tax (PAT)

4.3.1
Unit Root Test (Common Unit root Process)

	Variables 
	Levin, Lin & Chu t*
	probability
	Order of Integration

	PAT
	-83.7052
	0.0000
	I[0]

	COMP
	-73.6034
	0.0000
	I[0]


Source: Author’s computation using e-views 9.5 software

Observing the common unit root test, this was desired for cross-section panel data, the result of Levin, Lin and Chu t* showed that the variables were stationary at the same order of integration, which was at level. The test fulfilled the condition for rejecting the null hypothesis, implying that there was no unit root. The signs for the variables are negative and the probability was less than 5%. We therefore rejected the null hypothesis and conclude that there was no unit root problem in the data (the data is stationary). We therefore proceeded to evaluate the causal influence on commercial banks’ compliance with the CBN code of corporate governance on banks’ profitability (performance). However, the variables were transformed in log form to take care of heteroscedasticity, which was common with cross-sectional panel data.
4.3.2`Normality Test on the Variables

[image: image2.emf]LNCOMP LNPAT

 Mean  0.703461  16.28033

 Median  0.998227  16.99716

 Maximum  1.234744  18.40754

 Minimum -2.995732 -4.605170

 Std. Dev.  0.988838  3.922759

 Skewness -3.406220 -4.915183

 Kurtosis  13.05836  26.77302

 Jarque-Bera  196.7733  882.3901

 Probability  0.000000  0.000000

 Sum  22.51074  520.9706

 Sum Sq. Dev.  30.31183  477.0291

 Observations  32  32


Source: Author’s computation using e-views 9.5 software

The log of compliance variable (LNCOMP) had a mean of 0.703461, median of 0.998227 and a standard deviation of 0.988838. Nonetheless, the Jaque-Bera test of normality is 196.7733, with a probability of 0.0000. We did not accept the null hypothesis and concluded that the log of compliance variable (LNCOMP) was not normally distributed.

Furthermore, the log of profitability variable (LNPAT) had a mean of 16.28033, median of 16.99716 and standard deviation of 3.922759. Similar to the log of compliance variable, the Jaque-Bera test of normality is 882.3901, with a probability of 0.0000. We also did not  accept the null hypothesis and conclude that the log of profitability variable (LNPAT) was not normally distributed.

This test did not constrain the ordinary least square process. We therefore proceeded to estimate the contribution of banks’ compliance to CBN code of corporate governance (LNCOMP) to commercial banks’ profitability (LNPAT) in Nigeria. 

4.3.3
Correlation Test

[image: image3.emf]LNCOMP LNPAT

LNCOMP  1.000000  0.776844

LNPAT  0.776844  1.000000


Source: Author’s computation using e-views 9.5 software

The correlation test of the magnitude and direction of relationship between variables revealed that the variables had strong and positive relationship (0.776844). This implied that the variables moved in the same direction, either positively or negatively. Therefore, increase in one variable will be followed by an increase in the other and vice versa.
4.3.4
Regression result

[image: image4.emf]Dependent Variable: LNPAT

Method: Panel Least Squares

Date: 06/28/16   Time: 10:58

Sample: 2010 2014

Periods included: 5

Cross-sections included: 10

Total panel (unbalanced) observations: 46

Variable Coefficient Std. Error t-Statistic Prob.  

C 13.49566 0.512033 26.35701 0.0000

LNCOMP 3.525406 0.430803 8.183339 0.0000

R-squared 0.603486    Mean dependent var 15.82650

Adjusted R-squared 0.594474    S.D. dependent var 4.531794

S.E. of regression 2.885888    Akaike info criterion 5.000047

Sum squared resid 366.4473    Schwarz criterion 5.079553

Log likelihood -113.0011    Hannan-Quinn criter. 5.029830

F-statistic 66.96703    Durbin-Watson stat 2.346965

Prob(F-statistic) 0.000000


Source: Author’s computation using e-views 9.5 software

The ordinary least square test conducted at 5% significance level showed that the log of commercial banks’ compliance to Central Bank of Nigeria code of corporate governance significantly impacted on commercial banks’ profitability in Nigeria [prob. of t*(0.0000 < 0.05)]. The positive sign implied a direct relationship, which in accordance to the outcome of the correlation test. The coefficient signifies that a one percent increase in LNCOMP will increase banks’ profitability (LNPAT) by 3.52%.

The f-statistics further confirmed the significance of the influence of commercial banks’ compliance to CBN code of corporate governance on banks’ profitability in Nigeria, given that the p-value of f-statistics (0.0000) was less than 0.05 (condition for rejecting the null hypothesis).

The R-squared of 0.603486 implied that the regression plane was a good fit. Therefore, 60.35% of the variation in commercial banks’ profitability (LNPAT), can be attributed to the variation in banks’ compliance to CBN code of corporate governance (LNCOMP).

4.3.5
Serial Correlation Test

[image: image5.emf]Date: 06/28/16   Time: 11:05

Sample: 2010 2014

Included observations: 50

Autocorrelation Partial Correlation AC   PAC  Q-Stat  Prob

1-0.039-0.039 0.0823 0.774

2 0.298 0.297 4.8950 0.087

3-0.012 0.008 4.9034 0.179

4-0.031-0.131 4.9572 0.292


Source: Author’s computation using e-views 9.5 software
The test of serial correlation revealed that the residual of the model was not serially correlated. This was in accordance to the probability of the Q-statistics, which were all greater than 0.05 (5%). Therefore, the model was free of serial correlation/auto correlation problem. This implied that the residual of a model in the panel was not serially correlated with itself (own serial correlation)
4.3.6
Cross-Section Dependence (Serial correlation) test

[image: image6.emf]Residual Cross-Section Dependence Test

Null hypothesis: No cross-section dependence (correlation) in residuals

Equation: Untitled

Periods included: 5

Cross-sections included: 10

Total panel (unbalanced) observations: 46

Note: non-zero cross-section means detected in data

Test employs centered correlations computed from pairwise samples

Test Statistic   d.f.   Prob.  

Breusch-Pagan LM 62.49432 45 0.0431

Pesaran scaled LM 1.844063 0.0652

Pesaran CD 0.739122 0.4598


Source: Author’s computation using e-views 9.5 software

Considering the cross-section serial correlation, the result showed that the model was also free. Although Breusch-Pagan LM test showed that the residual of a bank’s model was serially correlated with the residual of another bank’s model within the period of the study (0.0431 < 0.05), we choose both the Pesaran scaled LM and Pesaran CD tests, which rejected the null hypothesis and concluded that there was no cross-section dependence (serial correlation) problem in the panel regression (0.0652 > 0.05; 0.4598 > 0.05).
Figure 4.1
Residual Normality and Heteroscedasticity test
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Source: Author’s computation using e-views 9.5 software

Figure 4.2
Residual Graph
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Source: Author’s computation using e-views 9.5 software

The Jaque-bera test of normality conducted on the residual showed that the residuals were not normally distributed. This was in line with the probability of Jarque-bera (0.0000), which was less than 0.05 (condition for rejection of the null hypothesis). 

Studying the residual movement on the residual graph, it was clear that the residual had a constant variance. They moved around the zero line. Therefore, we can say that the reseals were homoscedastic. There was no heteroscedasticity problem in the model.

4.4
Test of Hypotheses

4.4.1
Hypothesis One

H1:
Nigerian commercial banks significantly complied with the Central Bank of Nigeria code of corporate governance”
The ANOVA reported the F (98.3225) greater than the F-critical (3.940163), implying that there was significant difference between the mean of best practice code for board size (BP*BS) and the mean of commercial bank’s compliance to CBN’s code for the same (BS). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s board size. 

The ANOVA reported the F (1.800345) less than the F-critical (3.938111), implying that there was insignificant difference between the mean of best practice code for board composition (BP*BC) and the mean of commercial bank’s compliance to CBN’s code for the same (BC). This meant that there was insignificant variation between the two variables and that commercial banks’ in Nigeria had complied with the Central Bank of Nigeria’s code for bank’s board composition. 
The ANOVA reported the F (73.5955) greater than the F-critical (3.940163), implying that there was significant difference between the mean of best practice code for audit committee (BP*AC) and the mean of commercial bank’s compliance to CBN’s code for the same (AC). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s composition of audit committee and attendance to committee meetings. 
The ANOVA reported the F (146.5111) greater than the F-critical (3.938111), implying that there was significant difference between the mean of best practice code for power separation in the board (BP*PS) and the mean of commercial bank’s compliance to CBN’s code for the same (PS). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s power separation in the board. 
The ANOVA reported the F (485.6941) greater than the F-critical (3.938111), implying that there was significant difference between the mean of best practice code for board diversity (BP*BD) and the mean of commercial bank’s compliance to CBN’s code for the same (BD). This meant that there was significant variation between the two variables and that commercial banks’ in Nigeria had not significantly complied with the Central Bank of Nigeria’s code for bank’s board diversity. Similarly, given the ANOVA result since four out of the five codes tested did not comply with the CBN code of corporate governance, we therefore  rejected the alternate hypothesis that Nigerian commercial banks significantly complied with the central bank of Nigeria code of corporate governance and conclude  that Nigerian banks have not significantly complied with CBN code of corporate governance.

4.4.2
Hypothesis two
H1:
The alternate hypothesis states that banks’ compliance with CBN code of corporate governance has significant effect on banks’ performance in Nigeria.

The ordinary least square test conducted at 5% significance level showed that the log of commercial banks’ compliance to Central Bank of Nigeria code of corporate governance significantly impacted on commercial banks’ profitability in Nigeria [prob. of t*(0.0000 < 0.05)]. The f-statistics further confirmed the significance of the influence of commercial banks’ compliance to CBN code of corporate governance on banks’ profitability in Nigeria, given that the p-value of f-statistics (0.0000) was less than 0.05 (condition for rejecting the null hypothesis). Therefore, we accepted the alternate hypothesis and concluded that banks’ compliance with the CBN code of corporate governance has significant effect on banks’ performance in Nigeria.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1
SUMMARY 

Corporate performance is an important concept that relates to the way and manner in which financial, material and human resources available to an organization are judiciously used to achieve the overall corporate objective of an organization. Unfortunately, corporate governance has become a major concern to both the public and the private sector of the Nigerian economy as the financial services industry has experienced fluctuating fortunes leading to high profile cases of corporate failure and consequent near loss of public confidence for the past two decades. The lack of effective corporate governance in Nigeria has worked to the decrement of shareholders and created a class of stakeholder who has lost interest in the banking system. Furthermore, poor corporate governance was identified as one of the major factors in virtually all known instances of financial institutions distress in the country, and hence the CBN enactment of a code first in 2006.

The study set out to appraise Nigerian banks compliance to the CBN code of Corporate Governance as well as its effect on banks performance. The study specifically considered Nigerian commercial banks’ compliance to CBN code for board size, board composition, audit committee, power separation and board diversity. The study then examined the effect of commercial banks’ compliance level on their performance (profit). The study employed a panel data ordinary least square and analysis of variance to appraise commercial banks’ compliance to CBN best practice code and the extent to which it affected their profit performance.

Nigerian commercial banks’ compliance to CBN best practice for board size was statistically insignificant. Therefore, commercial banks in Nigeria were up till the date of this study non-compliant with the CBN best practice for board size. The same was discovered for board diversity, audit committee, and power separation as the f-statistics evidenced in analysis of Variance showed a significant variance between the Nigerian commercial banks’ observed practices and the best practice code as dictated by the Central Bank of Nigeria (CBN). Nonetheless, Nigerian commercial banks significantly complied with the CBN best practice code for commercial banks’ board composition. This was evidenced in the analysis of variance as the f- calculated was less than the f- critical, signifying very little variance between commercial banks’ observed practices and the CBN best practice code for corporate board composition.

It was discovered that some Nigerian commercial banks had lesser board size than the best practice of a minimum of 20 persons in the board (Noncompliance with best practice code for board size). However, most banks followed the best practice of having 2 non-executive independent directors and more non-executive directors than the executive directors (compliance with best practice code for board composition). Considering the audit committee, a few commercial banks had exclusive board audit committee and separate statutory audit committee, which indicate a stronger audit team, while the other majority has just the statutory audit committee, comprised of three board directors and three shareholders. It was further discovered that members of the audit committees did not take seriously attendance to audit committee meetings. Most times, the statutory audit committee meeting held once a year just to read and approve the annual financial statement and accounts. Attendance to board committee meetings were considered significant compliance to best practice code on a premise that more good heads are better than fewer one. Fraud cases and errors may easily be detected by more than fewer directors or shareholders and there may be more than fewer meetings necessary for the early detection of fraud and errors.

All banks failed in compliance to best practice for board diversity, as they always had more males on the board than females. Sometimes, there were only males on the board and no female. There was never a case where there equal representative of males and females or where there were more females than males. Looking at the power separation, while different directors headed various committees, the representing membership was highly limited considering the size of the board.

Quantitatively, the Cronbach’s alpha test for reliability of transcribed data of commercial banks’ observed practices showed to be 67.8% (0.678). Although the commercial banks’ compliance to best practice regarding most of the code of corporate governance were insignificant. When tested on the banks’ profit after tax, it had significant effect. The group unit root test (best unit root test for panel data) showed that the aggregated variables of commercial banks’ observed practices and the banks’ profit after tax was stationary, qualifying the use of the variables for ordinary least square (OLS) analysis. Furthermore, the correlation test showed that both variables had 77.68% relationship with each other. This proved a strong and direct relationship with each other. The correlation test between commercial banks’ observed practices and best practice code showed that board composition (76.55%), board size (69.5%), and power separation (56%) was positive and strong. The rest were below 40% (weak) but positively related to best practice code.

The residual of the variables used for OLS analysis was not normally distributed. Nevertheless, the coefficient of determination (R2) was 60.35% (0.60348), indicating that 60.35% of the variation in the commercial banks’ profit after tax can be attributed to the variation in aggregated commercial banks’ observed practices (LNCOMP). The variables were logged o make the residual of the data used for OLS analysis homoscedastic. Panel data variables are normally heteroscedastic and therefore must be logged in order to make the residual have a constant variance. Furthermore, serial correlation was not identified in the model. Therefore, the result of this ols analysis can be used for forecasting and recommendation based on the result can be relied upon for policy formulation.
5.2
CONCLUSION

Therefore compliance to CBN code of corporate governance has direct and strong relationship with commercial banks’ profit after tax and observed commercial banks’ practices has direct relationship with the best practice, it is important for commercial banks in Nigeria to significantly comply with CBN best practice code of corporate governance in order to further strengthen their determination of the profit after tax of Nigerian commercial banks. The researchers strongly believe that compliance to CBN code of corporate governance by Nigerian commercial banks will save the financial sector from distress in Nigeria. 

In conclusion, the direct relationship between general compliance to CBN code of corporate governance and profit of commercial banks will boost the profitability of the commercial banks, and early detection of fraud cases and errors in the financial statements.
5.3.
RECOMMENDATIONS

The following recommendations were drawn from the study;

1.
The Central Bank of Nigeria should strictly monitor on an annual bases, commercial banks’ compliance to the code of corporate governance, especially board size, audit committee, board diversity, power separation.

2.
Therefore, a percentage (1%) increase in commercial banks’ general compliance with the CBN code of corporate governance causes profit after tax to increase by 3.53%, commercial banks’ general compliance to the best practice CBN code of corporate should be raised by 24.54% in order to reach the desired level of commercial banks’ profit after tax in Nigeria.
5.4
CONTRIBUTION TO KNOWLEDGE 
This study contributed to our knowledge on commercial banks compliance with Central Bank of Nigeria code of corporate governance and its effect on Bank performance.

 The result of the study contributed the body of empirical literatures in that the success achieved in this subsector will be applied on the other sectors. 

 This study will help to spur Central Bank of Nigeria into monitoring the commercial bank compliance with Central Bank of Nigeria code of corporate governance in order to achieve the desired levels of profitability for the commercial banks in Nigeria         
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