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Abstract

This paper presents the fdings of the investigation af
it iy Detwes cargorile governaned vgriabies

auid corparate performanc of Nigeriaf banks, Prafil
Before Tax and Earnings Per Share were used o

FEIRCEENT CORpOTale. PeTiormange, while coarporite

goveniance vaviables examined are: the Size of the
HBouid of Divectors, Independence of ithe - Audif
Conmitttes, ladependénce of the Board of Divectors,

awd the Pay ef the Chief Execitive Giffieer [hata for
the sty was colfecied from the 2009 arnual peporis
andd aecownts of a sasple of Hivieen out of 4

payptlation of rwenty-twa baiks in the Nigerian fanrks.

Thedinre wiees ana fesed with ptefriple regeession e
with (e se of SPSS sofhvare, The residis of
esression analyses stienw that the size af the: Board
Directors s not a sigaificant determinant of
comporate performance of Nigertin hunks. On the
ather hand, fndependence of e Audit Clanntiiies,

Inelegendence of the Boomd of Lirectors, el itfe Pey
af the Chief Exceutive Cfficer were Jiiped e he
slonificant derermnanis of corgoriie perfurmanes of z
Nigerian Banix

Introduction

The value of shates of Nigerian banks plumimeted by
about T0% with the glebil economic melidown. This
has lefi many investors in shaes of banks very
disuppointed, and has erented loss of ¢onlidence in the
chare marker This development came on the heels of

distress of several hanks afier
consalidacian in 2004, Specifically, ten banks Luled
siress test conducted by the Central Bank in 2009, OF
relevamee to this paper is the assertion by the CBN
governor, Sanusi (20101 that poor corporile
governance wis one of the major fctors 1 virtundly
all cuses of distress in the banking sector, particulirly
the ten banks that had serious hauidity erisis, Five ol
the ten banks had their beard of direcors sacked by
the Central Bank and their chief executive oflicers
and some directors wese detamed and have been
facing eriminal proceedings. This shert summaty of
the stale of the Migerian hanking industry suggests
that i i nmperative W examing the issue of corperate
povernanee in the Migerian bimking industry and
establish if it has impact on the petformunce of
Migerian banks.

the bank:ng

Corporaie Governance

Comparate governance has been the subject of many
definitions in tanagemient litersure.  Scletfer and
Vishiy (1907 atates Lhat Teorporsie gOVCITRINGS
denls with the ways in which supplicrs of finance to
computations assure themselves of petling d return on
their investment™, The Organjzation for Feonumic
Cooperation and  Development  (OECD, 2006,
deseribies 10 hrozder terms corporate govermmes as
aset of relationships between a company's board, it
sharehelders and other stakeholders: 1 also provides
the structure through which the objectives ol he
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campany. e sl and the means of atamning thise
objectives, and monitoring perfonmunce, are
determined™

I'he mamn purpose of Corporaiec goverpance
mzchamsms, interanl aod external aceording 1o
Apmennr et nl., (2003). 18 to respond 10 the problem
wmaocimed with the sepurabon of owneship and
contral which essenbally is the agepey problém
iwentified by Berle and Means (1932), Iirelules also to
the problems associted with the opportunities given
i managers 1o further ther own personal gouls at the
capense of sharcholders { Shleder and Vishoy, 1997),
The lundmmental concern of corporale governance
lierefore 19 o cusure the means by which a linn's
ik rers e beld accountable to capnal providers for
the use of their fimds Under sood wrpernte
auyvernance, there (5 an effective and tndependent
hoard with an indeperdent and responsive chatimman
that drives the hoard through proper and appropriare
apenda. The board embraces relevant Govemanee
codes and conducts s business througly appropriate
agenda. The Board embraces relevant commitloes
with emphisis on strugture, composition, size and
hoard  processes, while accountability, integrity,
clificiency, iransparency and risk swareness remain its
kiew underlying valpes (Mardjono, 2005: Letza,
2007). The Cadbury report delines corporale
governanee & the 'system by which compames are
directad and controlled' (Cadbury Reporr 1992). In
the preamble 1o this report, Sir Adrian Cadbury, b
normally refened 10 & the ‘father of modem
corporite governance, sms up i rmmistakuable
manner both the concept and purpose of corporate
sovernance in the TIK in these very temarkable
wirchs:

the conney S ecoony depends on the drive
and efficiency of i companies. Thas the
efficiency with which their Bodards
dischuree thefe responsibilities determines
Britain's canipeiiive pasition. | Gy it Be
free to deive thelr companies forward, b
exercisethat Feedonn within a framenonl aff
effirctive poconntahilitn Thos i the essenoe
afanv svremof eood severmeace, (Cadbn

Repapr 19492)

The subfect —of -corporale governaned— hus- bén
evalmted from dilerent dimensions singe Berle and
Meuns (1932) adentified she gap ergated by the
separation ol wwnership and conirol, and the lates

became concentrated in e bands of few ndividizals
theough the agency theoretical approach. Global
rutatives to provide governance prncples for the
gffective munagement and control of these
corporations have originated frotm and  fentured
prominently in developed ceonomies, The Berle and
Means trentise, owimg 10 its arigmiality, relevance and
pioneering effect indeed penerated a lot of very
interesting management [nerature pactieniarly from
Rawmal {19599, Penrose | 1959, and Galbronh's very
thoughtful ™New industrial Stute! (1967), and mueh
lateron Macklin's theory of the Firm!' (19763,

Iese writers agreed broadly with the image of
dispersed ownesship and consequent loss of contral
identified by Berle and Means but loter on, other
writers  reviewed nnd guestioned the empirical
validity of this notion, notably Fisenberg (1976),
Demser (19833, Shletfer and Vighuy (1956) These
writers note some concentiation of ownership and
disagree with Berle and Means aotiion of the
cotporation and alsi their conclusion of o neganve
ellect on demoeracy of the separation of ownership
and contral, The works of La Porta et al (19958), md
mast especially ‘corporate ownerstup around the
world' (1999}, are particularly enlightening: the later
ireatise indicales empirically that in many countries,
larse corpurations have large stukeholders that are
active in corporate governance, and thist widely-lwld
firms as & dominant ownership structore 1n1he workd
i5 misleading: mstead, family ownership s more
prevalent. From the ceonomic theoretival angle.
carporate govemance concerns became significant
with the perspectives of  Scout (1979), and
Willigmmson [ 1964),

These authors corroborale the growth polentials ol
corporations, murket processes and v size,
Feonomic theeretical perspeciives progressed o the
ransactional cost model and the ecomplimentary
gpency theary which led wo suggestions for
aligament fncenlives' o be created so thar firm
managers would he in position 1o remder proper
accountabaiily. The achievernent of this ohjzetive wis
critieal henoe thésuggestion by Jensen and Meclling
(19763 for effective monttoring of the firm which
renders imperative o plural executive and the
mstitutionalization of the Board of Dirests. The
daseourse on corparale povernaice conlinues . he
dvnaimie and research reveals findings frorn differen
cultural backorounds nhowl sovernance proetices amd
problems emanating therelore, One cannot ignore the
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wistks of Prowse {1992 Edwards and Fischer (19941
and 6f coutse La porty et al (1999 1w mention a few.
These rescarchers x=tay several contending 1ssues and
their implications for appropriate corporate
govemance withi different jurisdictions and sectods,
The forepoing perspeclives sugpest that the relevanee
of corpornte governance is universal,  Howeyer,
erigtuh research appents nat 1o have been done 10
developing countries particularly n Africa. despite
(he Fact that globalization has rendered the
ek e and prachice if corporate povernanoe
mandatory insuch economies. The dearth ol literature
i perhaps due 1o factors that chavaetenze business
environment in Afriea.

Corporate Governance and Performance
Corporate povernance research is pre-occupied with
the pecformance implications of corporate
povernange praclices. Some veseurchers elamm that
comparate govermnee has a direct lirtkage Lo corpote
performance; athers have not found such evidence
(Traltom etal, 20037, Some researchers arg ol the view
thiat the linkage is o lrger enyironment within which
firms operate (La Porta [9498), while others:snggest
fhat the depree ol regutations and compel! veness has
an interactive effeet on the relationship between
EOTpRraLE  governance and [irm  performance
(Udayasankar and Das, 2007) Strenvois wEEmpts
have been made by various researchers o link boad
cirictuce charactenstics with corporate  Limancial
serfarmunee but no seceplahle linkages seem 1o hive
boen establishod. nor has any consensts cinerped
from such studies: Board size ( Johnsonetal., L9,
independent and cutside directars ( Wesplal, 20025
bemrd  composition and  struclure,  separation of
chamman gnd CEO (Daily and Dalton, 194971, and
Non-Exccttive directors (Amoako-Adu gnd Smith,
1HU3].

Corporate Governance Mechanisms

Corpornte-goversiance mechansms assure INyestors
i eprporations that they will recetve adequate ratumms
ari their investiments (Selimid and Emmens, 1999) if
these mechanisms did not exist or function properly,
onitsidle tnvestors would not lemd to firms or buy their
ejlily seenrities. Business firms would by forced Lo
rely entirely on their own internally generated cash
(e anid tecumlated [inancial resources 1o linanee
onpoing operations us well as prefitable myvesiment
opportunitics, Ovezall ceonomie performance likely
would suffer because many good business
opportunitics would he missed and lemporary

et Gravevnoree o Fefformaieg i Miaerion Bunddee fodasiev
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Sinancial problems at imdividual firms would spread
quickly to other firms. employees and consumers.
Some of 1he vardsticks or mechasisms by which
corporale govermmnee can be mieasured inoun
arganization inelude

Boardsize

Limiting board size 1o a particular kevel is generally
beligved 1o improve the performance of a finm
because the benefits of Jarger haarids of increased
monitoring are ouiweighed by the peor
communication and decision making of larger
EroLps.

Fmpirical studies on board size seem 1o provide the
same coneclusion: a fairly clear negative relationship
appears W exist between board size el e wale.
Too big a board is likely to be less effective 1n
substantive  discussion of  major  issues  mmond
dizectors i their supervision ol management. Whena
board gets too big, 1 becomes too difficull o
coordinate and for it 1o process and tackle stratezic
problems of the arganization and hence can be @n
ohstacle ta change. Yemnck [ 1990), using data from
Finland found newitive correlation between board
size and profitability, and propesed an optimal brard
size of ten or lewer A MNigerinn study, Sanda,
Mukaile, and Garba{2005) report that i
perfurmance is posinvely cormelated with small ox
ppposed to large boards:

A second reason for Uie support for small board size s
that direetors varely erticive the policies of top
managers and that this prohlem lends Lo incrense with
the number of diréclors (Yemack, 1996, Lipton and
Lorseh, 1992),

Ao dedured in same research resulls is the need 10
minaain a board syee of 1en persons or less, thus 1he
feed o encouraze fims o achieve a reasonuble
board  size since overly larpe hoards may e
detrimental to the firm

Composition of Beard of Direetors

Erlanced director independence, acgording o
Young (2003) s muwitively appealing becaise 2
divector with ties wou frm or s CEO would find it
e difficult 1o turm down an excessive pay packet,
challenge the rationale behind o propassd merger or
bring to béar the skepticism necessary Lo eflevtive
menitorng.
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% positive relationship 15 expecled berween firm
pertormaner and the proporbon of outside directars
sitting on thie board, Unhke mside directors, outside
direetars are better able w chullenge the CEOs. s
petlps i ccegnition of the role of owtside direetors
Lt n the LI a mimimum of three outside directors 1s
tequired on the board; while in the USA, the
regulation requires that they constitute 4t least two-
thirds afthe board { Bhiagat and Black, 2001},

Empirical studies of the effect of board membership
i structure on firm value or performance generally
show mixed results, Some studies foond betler
performances for finns with hoards of direciors
dominated by outsiders { Rosenstein and Wyatt, 1930
Mehran, 1995 und Johr and Senbet 1998)

Studics using fipancial statement data and Tobin's O
find no Link berasen boord mdependence and {finm
perlormance, while those that are used stock returns
data Tound o positive relationship. In the case of 4
sample of 228 small, private firms in Ching, Liang
and L (1999 report thin the presence of outside
directurs is positively asseciated with higher returns
I mvesiment

Unlike the preceding argumem in support of board
structures, Liang and Weir (1999) found no such
relatiomship m lenns of accounting profit or fimm
vitlug; their analysis played down the imporance,
siressing  instead  tHse mpeirtance of business
expericnocand entreprencirship

According o them, finms managed by dyramic CEOs
terad tovperfonm better than other categories of inns.
Ot assumption that foreign firms ore managed by
more exparienced CEOg, Estrim et al (2001)
mvestigaiod whether foreign firms perform better
than domestic ones in Bolgaria, Romania and Poland
Using panal data for the three countries For the period
| G4-1998, they found thal imrespective af s
estimation teclnigue. foreign linms perform better
M private domestic firms, They attribote this
finding 1o the possibility that fereign finms might
[y some superier knowledge, which leads them to
be more efficient. A commoen thene ruining trongh
the two studies i3 the important role thal the
gxperience and skills of chiel executives could play as
s for improving firm performance.

Cwpership concentration ! Block holding
Mhis element of govermanes mechanism exmings

ownership coneentration, which refers 1o the
proportion of a fiem's shaves owned by o given
numbar of the |lpreest sharcholders. A high
concentration of sharés tends th creale more pressong
on munagers [0 béhave in ways that are value-
mi umirzng, In support of this argument, Gorton and
Schmid {1996), Shleder and Vishny (1997} suggest
thit at low levels of ownership concentration, an
nerease.in concentration will be associated wiihan
inereaso i Tem valoe, but that beyond aeertam level
of coneentration, the relationship might be oeoative
Using a set of variables sugpested by Agrawal and
Knoeher {(1996), the study reporied no evidence to
support the hypothesis of & positive relatonshup
between firm perfarmunce and ownership
concentriation,

Auadit committee

Different studies hove shown dilferent conelusians
on the relationship between performance and audil
commitiee independence. The elTect of the existence
of audit committecs on e frm's performance is
indelerminate, Sanda, Mikailu, and Garba (2005)
shows that the relationship between the audit
comumitize and firm-perfommance measures is nof
statishically sipnificant while the study of Klein
(2002), and Anderson, Mansi, and Rech [2004)
teported astoong positive relationship between aodil
committee and the performance vanables they used
intheir studies.

Kléin (2002) reports a nesative corrclation belween
carnings  management and audit committee
mdependence. Kajols2008)  however  linds no
sigmificantrelationship between a firm's periormance
and wudil comnmitiees. Anderson, Mansi, and Reeh
2004y Pnd that entirely  independent aundit
commmnitfess have lower debl Gnanciig  costs;
Hiere fore anandicect positive effect on perfimiance.

CLEO stalus

Several studies have examined the separation ol CEO
and chanrrman of the board, positing thul agency
problems ure higher when the same person vocupies
thie two positions, Lsing a sample of 452 firms in e
ammual Farbes Magazine rankings of the 500 larges
LUSA public firms between 1954 and 1991 Yermack
(1996) shows tha Tiros are mare viluable when the
CEO and the clmman of the board positions are
oecumed by differemt persons, Kaols 1), (2008)
usige 20 Migerian Gros posil a posiive relahonshp
Betwern Returns and CEO atatis. However Liakge




aned Li (1999) do not ind a positive relation between
firm performance and the separation of the position of
CEOand board chamrman,

Apart from supporting the view that separaning the
posts of CED and chairman works in favour of the
firm, results in some studies unplies that regulatory
agencies should encourage finms that have notatready
doneso; to separate the 1wo posts.

The result of the relutionship belween the chief
executive status with all the performance proxies are
positve and significant. I\ implies that the sampled
firms, in the pertod under study, have separite persons
occupying the pests of ehief executive and the board
chair This has influence on the financial performance
of the sampled firms and in line with the lenet of the
code of corporate governance besl practices of
Migena. This outcome is consistent with previous
empirical studies (see Yemack, 1996 Brown el gl
2004 and Bokpin ot 2l 2006).

Code of Corporate Governance for Banks and
Other Financial Institutions in Nigeria

The retention of public confidence through the
enthronement ol good corporate governance remains
the utmost importance in Ve financial sector; given
the role of the industry in the mobilization of funds,
the allocation of credit 1o the neady sectors of the
cconomy, the payment and setthement and the
implementation of monetary policy.

The strategies for addressing the challenges of
corporale governance have luken various forms al
both the national and intermational levels and have
citlminated manitiatives such as, the OECD code: the
Cadbury report; the Basel Committee Guidelines on
Corporate Governance; and the King's Report of
South Africa, In MNigena, the Secunties and Exchange
Commuission (SEC) set upthe Peterside Committee an
corporale governance m public companres, which has
since submutied its repert, incorporiting & code of best
practices

In addressing the issue of corporate governance in the

financial sector, in April 2003 the Bankers'
Committee set up the sub-committee on corporate
povernance o make recommendations and propose a
draft code for adoption by linancial institutions. This
wais n realtzation of the need to amplify the report of
the Peterside Commiltee on corporate governance 1o
address the peenliarities of the financial secior

Coeprermarte Goverfranee atid Perfornmance in Nigerian Buabg Indnsiry

The code of corporate povernance for banks and
other financial institutrons m Migeria are explici in
its recommendations on best practice. including
constituting an effective board und identifving the
principal responsibilities of the board, remuneration
of Directors. Board performance assessment and 1he
Audit committee. The code also considers factors
relevant to depositor and investor confidence given
the importance of these stakeholders to the stability
of the financial sector.

According to the Chartered Institute of Bankers of
Nigena's sub-commitiee on corporate povernance
consisting of the Central Bank of Nigeria (CBN),
Migenia Deposit Insurance Corporation (NIDC), and
nine other financial nstitutions, the code for
corporate  povernance for banks and  financial
mstitutions in Nigeria mclude;
1. The responsibilitics of the board of
directors; both executive and non-executive
2. Structure ol the board of directors
3. The roles of the chairman and the Chief
Executive Dfficer clearly defined
4. Procedures on the appoiniment of new
thirectors on the board
Proceedings onthe board of directors
Palicies on directors assessment
Board performance remuneration
Rask management
Financial acequntability degree of
accountability of directors 1w shareholders
and other stakeholders and other
stakeholders of the institution and of the
ranagement of the board.
10, Relahons with stakehaolders
1. Establishment of Audit committees
accordance with the requirements of (e
provisions of the companics and allied
matlers act 1994,

WG W

The code was created to enhance a svstem that
combines enterprise witle integrity that will promale
eood corporile governance without stifling initiative
and creativity or posing a threat to entreprencurial
drive and spirit,

Sound corporate governance rests ultimately with the
hoard of directors competence and integrity, though
standards of probity and liduciary responsibility in
the wider business environment is equally critical.
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Corporate Governance Issues in the Nigerian
Banking Induostry

The saying that “recessions reven| what auditors did
miot™ has not been truer than durmg the erisiy in e
Migarian financial Seetor in 2009 The Migerian
gxperience was categonically that of failures and
wedkness 0 COIPOMIE  LOVEMANCE  Arrangomenls
which encouraged excessive risk taking ina number
of banks,

Conseludaton crested higger banks but fauled 1w
overcome (he [undamemtal weakness i corporzle
povernunice o many ol thesg banks. 1t 5 well known
i the industry that since consolidation, some banks
were engaging in unethical and patentially fraedulent
business practices; but the scope and depth of these
activities were documented ir recent CBN
EXANNTAIONS,

Giovernanes malpractice within banks, unchecked at
consolidaiion, became a4 way of life in large parts of
the privide sectoer, ennching a few ol the expense of
many depositors und investors. Governanee in many
banks failed because boards ignored these practices
for reasons including beme masled by executive
imanagement, participating themselves: in obtaming
utt-secured loans at the expense of deposiiors and not
having the qualifications o enforee good gavernance
om bank management. Inaddition, the audit process at
all banks zppeared nat to have taken fully mte account
the rapid detenioration of the ceonmny and henee the
need for aggressive provisioning agunst nsk assels.

Ag banks grew m size and complexity, bank boards
often did not ulfll their funetion nd were lulled into
o sense of well-being by the apparént year-over vear
growth in assets and priofits. In hindsight, boards and
excvubive management insome imapor banks were not
equipped o run their anstitutions, The bank
charman/CEC ofen had an everbeanng influence on
the board. and some bhoards lacked independence;
directors often filed o make meaningful
contributions to safeguard the growth and
development of the bank and had weak elhical
standards; the board commmtices were also ofien
melfective ordormant,

The Central Bank of Nigeria in 20049 published detals
of the extent of imsider abuse 1o several of the banks
andd disnmissed the manapement of Eight Nrgenan
banks because they claimed poor corporate praclices,
Inx credit admmstration processes and the absence or

non-gdlerence to credit nisk manugement practices 1)
these banks led 1o excessively lugh level of non
perfonning loans The total toxic portfelio of these &
banks wis estimsted at N1 2 trilliea

Some ol the major weaknesses of corporai
povernance in banks as stated inthe code of corporate
governance by the Central Bank of NMigerin (2006)
inelude:

L Owerbearing anfleence of chamrman ol
MDATED, especially m faonly-conteolled
banks.

i, Weak internal controls

jil.  Mon-compliance with laid-down nternal
cantrols and aperation procedures

v, lgnorance of and non-compliance ‘with
rules, laws and regulations guiding banking
husiness

v.  Passivestakeholders

vi.  Poor sk management practices resulting o
largre quantum ol non-performing credils
including insider trading.

Wi Abuses in lending, ncluding lending n
excess ol singleobligor it

viil, Sit-tight direetors-where diveetors fail 1o
muke meaningiul contributions ta the
growth and development ofthe bank.

% Swccumbing to pressure from  other
stekeholders exp sharcholder's appetite for
high dividend and deposiiors quest for high
mterest on deposls.

& Techmical incompetence, poor lzadership
and administrative ability,

¥, Inability to plan and respond to changing
business circunsiances.

wi. InefTective management information systen

¥ii. Disagreements between Board and
Management giving rise to Board squabbles

gy, Ineflective Board oversight functions

2. Fraudulent and sel Cserving praciices among
members of the board, mapagemen and
staff.

Purpose ol Study
Theprimary abpectives of dus stody are 10
(1} Determine the practice ol corporate
governance inMNigerian bankingindustey,
(2} Determine the impact of corporale
governance on the financial performance o
Migerian hanks.
The conventional measures of corporale




performatce include: Trofitubitlity measures such as
Profit-Before-Tax, Profd-Alter-Tax, and Earmings
Per Share. In tns siudy, Profit-Before-Tax (I"BT)
and Earmings Per Share (ERS) ssall be used as
measures of comparate perlormance. The cholee of
PET is informed by the fael that i relects the eamings
performance of a company without the etfect of tax
O the gther hand, EPS reflects the eftect of tax and
the nuimber of shares of a commpany

There are several measures of Corporate Governance
pracices of o company. Important  indices of
Corporate Governance include the following: Size of
the Board of Threctors, the Independence of the Board
af Threctors in tenms ol the proportion ol Non-
exceutive Diregiors, the Independence of the Audat
Commitlee o lerms of the propomion of  the
Representatves of Sharcholders, the Separation of
the positions of the Chiel’ Execative Olficer and the
Chairman of the Board of Directors, and the Tenure of
the Chicl Executive Officer.

Estimiution Muodel

The delenmination of the effect of Cotpotale
Coyvernanee oo The Performance of companies has
been done i thas study with two molvarmie
repression models, using Profit Belore Tax amd
Garmings Pér Shire, respectively @ eriterion
virrnahles

Y= PaXop & Py + BaXs + PaXy

Where:

Yo wProfi Belore Tax;

X, istheSizeof the Board of Directors,

X, sthe Camposition of the A udit Commiitee,

X, dathe Compesition o the Board ef Thirectars,

X, 15 the Compensation of the Chief Executive
Ofleer, ond

B dsthe Eerde Terin

e second model estialed uséd Bamings Per Share

aathe eoiterion vaciable

Y= Xt BaXy+ BaXy + PaXyy 5

Where:

¥ 8 Faronias Per Share:

X, isthe Sizeof e Board of Direclors,

Mo wmthe Composition of the Audit Commitiee,

X, mitheComposition of the Board of Directors,

X, isothe Compansation of the Chief Executive
e hicer, and

£ isthe Bovor Tenm

Car gt Governance oo Peeformance in Nigivian Baaking Tndusir

The estimation of the above two regression models
was donewsing the version 15 of the PSS software,

Sampling

TheNigeran banking industry has twenty-two bunks
alter the banking consolidation exercise. For ithe
purpose of this study a sratified random sample of
thirteen banks was selected. The sample consisis of
ten bunks that passed and three banks that fuled ihe
stress test comdueted by the Central Bank ol Migera

Sources OF Data
Data onall the variables were colleetsd from the 24109
Financial Year Annual Report and Accounts of the
sampled companies. Data were collected on the
tollowing variables:

Profit Before Tax;

Earninps Per Share;

Size ofthe Board of Diractors,

Composition of the Andit Commitice;

Composition of the Board of Diectars;
Compensation of the Chief Executive Officer, and
Status of the Chief Executive Officer {Separation of
CECand Chairman posiiions),

Hesults

Twao repression resully were obtained. The [rst
regression result has Profit Before Tax as explioned
varable and Size of the Board of Dirvectors;
Compesition of the Audit Committee; Composition
ofthe Board of Directors; Compensation ofthe Clhief
Exceative Officer; and  Buatus of the Chied Exceunive
Olheer {Separation of CEO and Charmman positions)
gs e explanatory varsbles. All the banks hove
different persons as Chiel Exécutive Olficer snd
Chairman of the Board of Dhrectors. Hence, the
eaplanatory vanable, Status of the Cluel Exeeunyve,
have walues thal are constonl. [t was, therelore
dropped from the model estomation by the SP55
software:

The estimated regression RESULLS are as shown
Below, The results of the two models fexpliined
variable as Profil Before Tax and Earmmggs Per Share,
respeclively) are similar Hence, only the resulls of
the model with Profit Before Tax as exploined
vanableis discussed.

Board Size and Profitability

The model presented below examines the effeet of
key corponute governance vanobles on Lhe profit
before s of Migeran baoks, The corporate

Nreervn Acedemy of Wammeesrent Soaemal 4
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governance variables examined are: the Size of the
Roard of Direetors { X, ), Independence of the Board
of Directors (X}, Independence of the Audi
Comymittee (X}, and the Pay of the Chiel Executive
Cfficer (X,). The estmated model is sitistically
significant (p value is 0.052). However, the
coeflicient of the Size of the Board of Directors
(variable X)) 15 not sigmficant in the model,
suggesting that it is not an important determinant of
the profitability of a company. Some previous studres
had evidence that 2 negalive relationship sppesss to
exist hetween the size of the board ol directors and the
profitability of w company (Liang and Li, 1999). Inthe
results of this study, the repression coeflicient of the
size of the Board of Directors (variable X|) has a
negative sign but it is not significant. The size of the
board of direclors of the sample companies range
from 4 low of Seven members to a high of Twenty
members, and median value of Fifteen membaers.

Independence of the Audil Committee and Firm
Performance

The composition of the Audit Committee to include
representatives of the sharcholders is enshrined
Section 359(6) of the Companies and Allied Matters
Act TheAudit Committee thus serves as " puardian of
public mterest”. The Comminee's primary fiunctions
ared 1o review and ensure the effoetiveriess of
accounting systems and intemal controls: review the
scope and planmmge ol aodit requirements; make
recommendations to the board regarding the
appermtment, removal amd  remuneration of the
external suditors; and to ensure that the accounting
policies of the bank are in accordance with l2gal
requirements and agreed ethical primciples, (Annual
Report and Accounts of Dinmond Bank, 2009), Qutof
the (hirteen hanks surveyed, two banks had Audit
Commitiee comprised of only shareholders while
eleven banks had Audit Committees which had fifly
percenl sharcholders' representatives,

The coefficient of the proportion shareholders in the
audit commuttee (variable X} is significant but has 3
negative value. This fnding suggests thut the
presence of shareholders in the andil committes hay
negative effect on firm performance.  Empirical
evidence from other studies is mixed. For example,
Kajola(2008), and Sanda and Garba {2003) found ne
sipntlicant relationship between finm performance
and audit committee, while Klein(2002) and
Anderson, Mansi, and Reeb (2004) found positive
refationship  between audit commnittee and  finm

performance. It seems thal the represenianon of
shareholders in the sudit committee 15 relevant to the
extent that the sharcholders representatives have
adequate knowledie of auditing. Otherwise | i1 turns
ot 1o be wind ow dressing process.

Independence of the Board of Direclors and
Profitability,

Independence of the Board of Dircetons 18 imeasured
by the propertion of the Board constiuted by the
Mon-Executive [Ouiside) Directors. The wvalue
ranged from a nunimum proporticn oF 36 per cont to g
mza mumvalue ol 58 percent witha median value of
50 per cent. The coefficient of the independence of
the Board of Directors (variable Xy iz significant at 4
p value of 0.025, This finding 1z consisient with the
intuitive expectation that a positive relatienship
exisls belween firm performance and the propertion
of outside direetors on the board. Young (2003) sums
up this expeetation by stating that “a director with lies
tea firm or its CEQ would find stmare difficul 1o turn
down an excessive pay packet, challenge the
ratonale behind a proposed merger or bring 1o hear
the scepticism necessary {or effective monitoring”. I
15 perhaps in recognition of the rele of outside
directors that in the UK a minimonyef three outside
directors is requzred on the board and m the USA,
repulation regquires that ourside directors constitule at
least two-thirds of the board (Bhagst ond Black,
2001). The finding i this study emphasizes the
importance of outside directors for the performance
af compames. It 15 pertinent, however, 1o state that the
quality of outside directors and the process of their
appaintment are important i the fulliment of therr
role in corporale governance. In particular, i the
process of appointment of e non-executive
directors compromises  thenr ndependence.  he
expected positive relationship between  their
presence on the board and the performance of the
firmwill be absent.

Ceo Pay And Firm Performanee

Agpency theory suggests that o sirategy 16 mitigite the
apency problem created by separation of ownership
and management s 1o adequately remumerate
munagement executives. This concept was ¢ramined
m this study by including the pay of the Cluel
Execulive Cfficer (CEO) i the regression analvsis.
The regression coefficient of the CEQ FPAY variable
s muargimally stansteally similicent (py ealue is
0.065). This result, therefore, appedrs to support the
aeency theary proposition.




Regression Model Summary
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Mode | R R Square | Adjusted R Square | Std. Error of the Esumate | Durbim: Watson
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Predictors. (Constant], VAR X, VAR X, VAR X, VAR X,
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Pl H Siel. Lot Hetn B Sid, Errur

(Conutanl) ~1D2R5R | 44799 -1.286 070

i VAR X, AT 25 = [H1H - Al B

VAR X -RO.TEY IRATL BTG -3 585 T

VAR X in A IGn. w7 A e [y 1125

VAR X, 707 0K 537 1353 DS

Ieprrader Yarwtrle: PET

Canelision

This paper has presented the findmgs of the
wvestigation of relatioaship  between  corpornte
governines varubles st corporate performance of
Migeriin banks. Profit Before Tax and Earnings Tet
Share were used o Tepresent carporite perlormanee,
while 1he corporare povernance vanables examined
the Size ol the Board of Direcors (X, 1
Independence of the Audit Committes (X,

e

Independence of the Board of Directirs (X,), and the

Pay of the Chief Executive (ficer (X.). The results
ol regression analyses show that the size of the Bourd
Dhireelors i< not i siginificant determimant of corpioraie
perfurmimee of Nigerinn banks. On the other lani,
Independence of 1the Audit Committec,
Independence of the Beard of Directors, and the Puy
of the Chief Executive Officer were found o be
significant determinants of corporate performance of
Migerian Banks. These findings imply that Nigeran
Bunks should aphold the ideals of comioraie
I_L'J""FL'ITI'LL“E"."

Appendix
Corporate Governance And BEarnings Per Share
Anovi
Ml Sumr ol Sguaees | D Meun Soquare | F Sig.
| Regression 247002 A i HETSRBIG 3557 (L83
[siilesl] (332 45 & [ 7335 408
Tatal 35234.91 10

d, Meedivios; (Comttans), VAR X, VAR X_ VAR X VARX

It Dlgpiemaliznt Virahle: VAR: TS
W Aguue = 700 Adjusted 18 Squine
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Coeflicientsia)
Unstandardzed Stapdardized
Coefficients Corfficients " Sip
Muade] £ Stel. Error Hewn i sul Frro
{ ot ) H18.761 | 345252 2371 M55
i VAR X, -] N9 13496 - 4132 =24 bl
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