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REGULATORY ISSUES IN PRACTICE OF CORPORATE GOVERNANCE IN NIGERIAN BANKING INDUSTRY

ABDULLAHI SHEHU ARAGA
LECTURER
SCHOOL OF MANAGEMENT SCIENCES
NATIONAL OPEN UNIVERSITY OF NIGERIA
LAGOS

ABSTRACT

The study has been carried out to investigate the inherent ambiguities in the provisions of the 2006 Central Bank of Nigeria (CBN) Code of Corporate Governance
for the commercial banks in the country, which have made it easy to be circumvented by the commercial banks in the country. Evidently, the banking industry in
Nigeria has witnessed some sharp practices bordering on breaches of corporate governance (CG) best practices, which were perpetuated despite the existence of
such CBN Code on corporate governance. This leads to the distress of ten (10) out of the twenty five (25) existing commercial banks collapse of many banks in
2009. This study discovers that there are inherent loopholes in the provisions of the 2006 CBN CG Code for the banks in the country, which made the banks to
subvert them with relative ease. The ineffectual regulatory framework of CG for the banks is due to some fundamental defects, which negate best practices of CG.
The study therefore recommends, among others, that: the CBN Code for banks in Nigeria be revised to incorporateCG best practices such as: stiff penalty on
banks against victimization of insider whistleblowers to encourage bank workers to speak up on any observed breaches against best practices of corporate
governance; constant evaluation of the implementation of guidelines incorporated in the CBN Code; rigid controlover the insider related lending to directors and
the top management of banks; tenure of external auditors of banks be pegged at only five years without renewal option; tenure of the non-executive directors of
bankers be pegged at five years of only one term; and adequate regulations on transparency and disclosure of information.

KEYWORDS

Practice of Corporate Governance; Regulatory Issues; Nigerian Banking Industry; Central Bank of Nigeria Code for Banks.

INTRODUCTION
he Nigerian banking industry is, without doubt, dominated by the commercial banks in terms of numerical strength, assets base, number of customers,
and branch network which span the length and breadth of the country. The commercial banks (Jhingan, 2008) thrive on financial intermediation. On one
hand, these banks source for funds through deposits from customers while on the other hand, they lend such funds out to members of the public which
include corporate bodies, government at various levels, institutions, and individuals.
Therefore, monetary transactions constitute the stock in trade for the commercial banks. Effective management of the depositors’ funds undoubtedly
constitutes the fulcrum of their operations and business. This implies that commercial banks have the onerous responsibility of maintaining a delicate balance
between lending of funds and ensuring adequate liquidity with which to meet the daily claims of the depositors. Hence, they are under operational obligations
to determine appropriate avenues where deposit funds could be placed to generate reasonable returns while striving to maintain liquidity through pragmatic
lending policies (Adedoyin and Sobodun, 1996).
Commercial banking by its nature is highly prone to volatility and fragility, arising from exogenous shocks in the economy, policy measures by regulatory
authorities, and vagaries of economic phases, and fraudulent practices of their workers. This implies therefore, that more often than not, their operations are
subjected to regulations and supervision. These guidelines embrace statutory regulations that are imposed externally by the regulatory authorities; such
regulations are intended, by and large, to enhance their operational integrity which engenders public confidence in the banking industry generally. One of such
guidelines is the provision of the Central Bank of Nigeria (CBN) Code of Corporate Governance for Banks Post Consolidation (Olayiwola, 2010; Nworji, Adebayo,
and Adeyanju, 2011).
In the same vein, the board of directors and management of the commercial banks are under obligations to formulate relevant internal policies to guide their
efficient operations while ensuring effective implementation of the regulatory policies, on corporate governance and other operational guidelines, in respect of
the banking operations. Hence they have strategic and mandatory role in ensuring best practices of corporate governance in the operations of the banks.
The banking industry in Nigeria witnessed some sharp practices such as pervasiveness in concealment of material issues such as high magnitude of frauds,
mixing up of family and business interests, high magnitude of non-performing loans (toxic assets), and award of bogus allowances to board members, among
others during the era preceding consolidation in 2004. This led to the formulation and imposition of the CBN Code of Corporate Governance for Banks in 2006
(Sadig, Muthar, Oyebola and Abdulrasheed, 2011).
Empirical evidence portrays that the consolidated banks turned around to be circumventing the corporate governance (CG) best practices guidelines, as
incorporated in the Central Bank of Nigeria (CBN) Code of Corporate Governance for Banks Post Consolidation, not long after the Code was released by the apex
bank. This also led to the reforms of the banking industry in Nigeria in 2009 ((Sadig, Muthar, Oyebola and Abdulrasheed, 2011). Evidently, there are inherent
loopholes in the provisions of such CG Code for the bank industry that need to be investigated.

OBJECTIVE OF THE STUDY

The basic objective of the study is to investigate the pitfalls that are inherent in the regulatory policies on CG, such as those incorporated in the CBN Code of
Corporate Governance for Banks, which has precipitated their easy contravention by the commercial banks in Nigeria.In the process of the study, relevant
policies on corporate governance for banks were examined, which formed the basis of the research. Furthermore, past research works that were considered
relevant to the study were also reviewed.

METHODOLOGY OF THE STUDY

In terms of methodology of the study, content analysis of published materials has been carried out for the purpose of contextual investigation. The study made
use of secondary data extracted from academic journals and other relevant publications in related areas. Such data have been used to review related literature
and discuss the subject matter in relation to the objectives of the study.

CONCEPTUAL CLARIFICATION OF CORPORATE GOVERNANCE

Corporate governance is viewed as a term that refers to the rules, processes, or laws by which businesses are operated, regulated and controlled. This is in
tandem with the 1992 Cadbury Report which describes CG as systems by which companies are directed and controlled. According to Sadig, Muthar, Oyebola and
Abdulrasheed (2011), effective and efficient corporate governance that is put in place will assist the organization in achieving its corporate objectives easily
while impacting positively on the market value of the company.

In the same vein, corporate governance (Jenson, 1993) is a system of laws, rules and factors that control operations of corporation, which in essence refers to
the distribution of rights and responsibilities among different participants in the corporation such as the broad of directors, managers, shareholders and other
stakeholders. Relatedly, best practices of CG call for the formulation of and implementation of rules and procedures for making corporate decisions that ensure
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the protection of all stakeholders. Hence corporate governance (Denis and McConnell, 2003) is aimed at reducing conflicts of interest, short-sightedness of
writing costless perfect contracts and monitoring of controlling interest of the firm; the absence of which firm value is decreased.

Good corporate governance also involves the diligent way in which providers of corporate financial capital are guaranteed appropriate rewards in a legal and
ethically moral way, which involves both internal and external ways of achieving this (Jensen, 1993). Firstly, it is through the structure of ownership
(shareholding concentration and voting rights), and broad of directors or supervisory board in some regulatory regimes (who monitor firms and are supposed to
work in the interest of shareholders). Secondly, it is through the market for corporate control (takeover threats), regulatory intervention, and product and factor
markets. In order to ensure this, corporate governance codes have been formulated to serve as templates of achieving value to shareholders and stakeholders in
several countries.

In general terms, corporate governance, as a concept, can be viewed from at least two perspectives. The narrow view is concerned with the structures within a
corporate entity or enterprise receives its basic orientation and direction. The broad perspective is regarded as being the heart of both a market economy and a
democratic society (Oyejide and Soyibo, 2001). On the other hand, the narrow view perceives corporate governance in terms of issues relating to shareholder
protection, management control and the popular principal-agency problems of economic theory. Sullivan (2000), in support of the broader perspectives, uses
the examples of the resultant problems of the privatization crusade to prove that issues of institutional, legal and capacity building as well as the rule of law are
at the very heart of corporate governance.

Oyejide and Soyibo (2001) opine that corporate governance is the relationship of the enterprise to shareholders or, in the wider sense, as the relationship of the
enterprise to the society as a whole. Nevertheless, Mayer (1999) contends that CG refers to the sum of the processes, structures and information used for
directing and overseeing the management of an organization.

The Organization for Economic Corporate and Development (OECD) (1999) defines corporate governance as a system on the basis of which companies are
directed and managed. Hence CGinvolves the mechanism through which shareholders are assured that managers will act in their best interest. In a broader
approach, CG involves the methods by which suppliers of finance control managers in order to ensure that their capital cannot be expropriated and that they
earn some returns on their investment.

In essence, there is general consensus that all said and done, is that the broader view of corporate governance should be adopted in the case of banking
institutions because of the peculiar contractual form of banking which demands that corporate governance mechanisms for banks should encapsulate
depositors as well as shareholders. Jenson (1993) in support of the consensus by positing that the special nature of banking requires not only a broader view of
corporate governance, but also government intervention in order to restrain the behavior of bank management.

Macey and O’Hara (2001) further opine that the unique nature of the banking firm, whether in the developed or developing world, requires that a broad view of
corporate governance, which encapsulates both shareholders and depositors, be adopted for banks. They contend that the nature of banking operations firm is
such that regulation is necessary to protect depositors as well as the overall financial system.

The working definition in this paper, therefore, is that CG involves formulation and application of guidelines and regulations for supervising and regulating firms’
operations to align as nearly as possible the interest of shareholders, corporations and society at large. This is necessary in order to ensure that enterprises
survive and meet the expectations of the shareholders, creditors, stakeholders and the society while strengthening of investors’ confidence in the economy.

PRINCIPLES OF BEST PRACTICES OF CORPORATE GOVERNANCE

The OECDPrinciples of Corporate Governance, published in 1999 and revised in 2004,are considered as oneof the most influential guidelines, which serve as
reference for countries in developing local codes or guidelines. Basically, based on these OECD principles other international organizations, private sector
associations and numerous corporate entities produced corporate governance codes,under the aegis of the United Nations Intergovernmental Working Group of
Experts on International Accounting and Reporting, which have become internationally agreed benchmarksin broad categories of such as; auditing; board and
management structure and process; corporate responsibility and compliance in organization; financial transparency and information disclosure; and ownership
structure and exercise of control rights.

Furthermore, there are principles which have been recommended in the Cadbury and OECD reports (Cadbury, 1992; OECD, 1999). These principles include the
following:

i) Rights and equitable treatment of shareholders: This provides that organizations should respect the rights of shareholders and help shareholders to exercise
those rights by openly and effectively communicating information while encouraging them to participate in general meetings.

ii) Interests of other stakeholders: This provides that organizations should recognize that they have legal, contractual, social, and market driven obligations to
other stakeholders such as employees, investors, creditors, suppliers, local communities, customers, and policy makers.

iii) Role and responsibilities of the board: This provides that the board needs adequate size and appropriate levels of independence and commitment coupled
with sufficient relevant skills and understanding to appraise and challenge management performance.

iv) Integrity and ethical behavior: This provides that integrity should be a fundamental requirement in choosing corporate officers and board members while
appropriate code of conduct should be developed for their directors and executives that promotes ethical and responsible decision making.

v) Disclosure and transparency: This provides that organizations should clarify and make publicly known on the roles and responsibilities of board and
management with which to provide stakeholders with a level of accountability.

vi) In addition, organizations should also implement procedures to independently verify and safeguard the integrity of the company's financial reporting.
Disclosure of material matters concerning the organization should be timely and balanced to ensure that all investors have access to clear, factual information.
There are other relevant CG principles which have been recommended by some writers that are worthy of exposition. Such other corporate governance
principles are identified and discussed below.

The corporate governance mechanisms and controls are essentially designed to reduce the inefficiencies that arise from moral hazards and adverse selection as
inherent in banking operations particularly bank lending. There are both internal monitoring systems and external monitoring systems (Goergen, 2012).
Furthermore, the various board mechanisms provide for internal monitoring. External monitoring of managers' behaviour, occurs when an independent third
party such as the external auditor attests the accuracy of information provided by management to investors. Stock analysts and debt holders may also conduct
such external monitoring. An ideal monitoring and control system should regulate both motivation and ability, while providing incentive alignment (Douma
&Schreuder, 2013).

1) INTERNAL CORPORATE GOVERNANCE CONTROLS

Internal corporate governance controls are usually established to monitor activities and then institute corrective measures to accomplish organisational goals.
Such internal control measures (Bhagat & Black, 2010) include the following:

A) MONITORING BY THE BOARD OF DIRECTORS

The board of directors, with its legal authority to hire, fire and compensate top management, safeguards invested capital. Regular board meetings allow
potential problems to be identified, discussed and avoided. Whilst non-executive directors are thought to be more independent, they may not always result in
more effective corporate governance and may not increase performance.Different board structures are optimal for different firms. Nevertheless, the ability of
the board to monitor the firm's executives is a function of its access to information, which must be supplied by the executive directors.

B) INTERNAL CONTROL PROCEDURES AND INTERNAL AUDITORS

Internal control procedures are policies implemented by an entity's board of directors, audit committee, management, and other personnel to provide
reasonable assurance of the entity achieving its objectives related to reliable financial reporting, operating efficiency, and compliance with laws and regulations.
Internal auditors are personnel within the organization who test the design and implementation of the entity's internal control procedures and the reliability of
its financial reporting.
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C) BALANCE OF POWER

The simplest balance of power requires that the chief executive officer be a different person from the financial controller or treasurer as the case in banks. This
involves the separation of power as being practiced in most companies where separate divisions check and balance each other's actions. One group may
propose company-wide administrative changes, another group review and can veto the changes, and a third group check that the interests of the stakeholders
(such as customers, shareholders, employees) outside the three groups, are being met.

D) REMUNERATION

Performance-based remuneration is designed to relate some proportion of salary to individual performance. It may be in the form of cash or non-cash payments
such as shares and share options, superannuation or other benefits. Such incentive schemes, however, are reactive in the sense that they provide no mechanism
for preventing mistakes or opportunistic behavior, and can elicit myopic behavior.

E) MONITORING BY LARGE STAKEHOLDERS

Given their large investment in the firm, these stakeholders have the incentives, combined with the right degree of control and power, to monitor the
management. For instance, in publicly quoted corporations in the US, boards of directors are largely chosen by the CEO and the CEO often takes the Chair of the
Board position, which makes it much more difficult for the institutional owners to remove in event of sharp practices.

2) EXTERNAL CORPORATE GOVERNANCE CONTROLS

External corporate governance controls encompass the controls that external stakeholders exercise over the organization in areas such as:competition; debt
covenants; demand for and assessment of performance information (especially financial statements); government regulations; managerial labour market; media
pressure; and pressure groups in the society.

3) FINANCIAL REPORTING AND INDEPENDENT AUDITOR

The board of directors has primary responsibility for the corporation's external financial reporting functions. The chief executive officer and chief financial officer
are crucial participants and boards usually have a high degree of reliance on them for the integrity and supply of accounting information. They oversee the
internal accounting systems, and are dependent on the corporation's accountants and internal auditors.

Current accounting rules under International Accounting Standards allow managers some choice in determining the methods of measurement and criteria for
recognition of various financial reporting elements. The potential exercise of this choice is to improve apparent performance. Financial reporting fraud,
including non-disclosure and deliberate falsification of values also contributes to users' information risk. To reduce this risk and to enhance the perceived
integrity of financial reports, corporation financial reports must be audited by an independent external auditor who issues a report that accompanies the
financial statements.

THEORETICAL FRAMEWORK OF CORPORATE GOVERNANCE

The theory considered relevant for this study is the Agency Theory or Simple Finance Model,which holds that the central issue in corporate governance is to
construct rules and incentives by the firm to effectively align the behaviour of managers (agents) with the desires of principals as owners, particularly in
countries where firms are known for using unitary boards (Hawley &Williams, 1996). Institutional ownership of firms implies is that the investment managers are
fiduciary agents of the beneficial owners, which compounds agency costs of monitoring management, bonding the managers to the shareholders, and residual
losses. A basic assumption of the theory is that managers will act opportunistically to further their own interests before shareholders. Hence, the theory holds
that the value of a firm cannot be maximised because managers possess discretions which allow them to appropriate value to themselves due to the fact that
most future contingencies are too hard to describe and foresee, which makes complete contracts between managers and shareholders to be technically
infeasible. Therefore, managers obtain the right to make decisions that are not defined or anticipated in the implied contract, which thus underscores the basic
issue of how publicly traded firms with such incomplete contracts with their managers can be effective in representing the interest of the owners .

EMPIRICAL REVIEW

In a study on the practice and standard of corporate governance in the Nigerian Bank Industry, Olayiwola (2010) used baselining evaluation methodology, and
survey of relevant banking sector regulatory agencies to investigate the standard of CG in the banking sector in the country’s economy. The study reveals that:
compliance appears to be weak or nonexistent; enforcement of CG regulations appears to be weak or nonexistent; the apex bank in Nigeria (CBN) has failed
woefully to perform its oversight role; and the banking supervision department of CBN has compromised their roles. Above all, as the study revealed, banks in
Nigeria negated the basic hallmarks of banking such as high degree of professionalism, transparency, and accountability.

In another study, Sadig, Muthar, Oyebola, and Abdulrasheed (2011) investigates the agency problem that surfaced in the Nigerian banking sector following the
recapitalization exercise that took place in the industry, the breakdown in the corporate governance code, the various ways the regulatory authorities came out
to curb the problem and also the measures that are being put in place to forestall a recurrence using secondary data. The study reveals that some factors that
are responsible for failure of CG in the banking industry: include inadequate disclosure and transparency about financial position of the banks; the banks
engaged in unethical and potentially fraudulent business practices; the boards did not carry out their responsibilities of monitoring and checking of management
of the banks; overbearing influence of managing directors over the boards; manipulation of bank share prices; and conversion of non-performing loans to
commercial papers and bankers acceptances and setting up of off balance sheet special purpose vehicles to hide bank losses.

Nworgi, Adebayo and Adeyanju (2011) investigate issues, challenges and opportunities associated with corporate governance and bank failure in Nigeria in
relation to the relationship between corporate governance and bank failure based on a survey of some bank staff of eleven randomly selected commercial
banks. The study which makes use of Pearson product coefficient of correlation to determine the relationship between breaches of corporate governance and
bank failure reveals that CG breaches that were responsible for bank failure in in Nigeria include: ownership of banks by family members; overexpansion of
banks; and corruption of bank officials. There are other factors, as revealed by the study,which were responsible for bank failure in the country such as:
inadequate risk management; non-compliance of prudential guidelines; and absence of qualified, experienced and skilled professionals in the operations of the
commercial banks.

FINDINGS AND DISCUSSION

The discussion and analysis herein incorporate the exposition on the findings of the study in respect of lapses in practices of CG in Nigeria banking industry, the
CBN Code of Corporate Governance for consolidated banks in the country, and the loopholes inherent in the provisions of this CBN code, which make it
susceptible for easy breach and circumvention by the banks.

LAPSES IN PRACTICE OF CORPORATE GOVERNANCE IN NIGERIAN BANKS POST CONSOLIDATION

The study revealed that the 2006 consolidation exercise in the Nigerian bank industry, which required mergers and acquisition arising out of the mandatory
N25billion capital base for commercial banks, effectively reduced over 100 commercial banks in existence, before the exercise, to only 25 consolidated banks in
the economy (see Table | below). However, as the study revealed, the breaches in CG practices which led to the consolidation exercise still became endemic
even after the introduction of the CBN Code on CG for the banks in 2006. Hence this precipitatesthe recent reforms in the industry. Such CG breaches, as
revealed by the study, include the following.

1) INCREASED LEVEL OF RISKS

There was the absence of a robust risk management system in place in most commercial banks as considered with the huge available quantum of funds from the
new capital base of N25billion from paltry N2billion. This is besides significantly increased lending limits which precipitated financing more long-term mega
projects in the real sectors of the economy compared to the hitherto working capital and trade financing. The tremendous increased level of operations made
the commercial banks to become very vulnerable to various kinds of risks invariably manifested themselves in their operations after the consolidation.
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11) INEFFECTIVE INTEGRATION OF BANKING ENTITIES

The integration process was cumbersome for some commercial banks to the extent that merged banks continued to operate independently rather than as a
single entity, years after consolidation. For example, the COE, management team and staff of a commercial bank which operated mainly as investment bank
continued to manage their own arm of the combined business in variance with the behavior of the personnel of purely commercial banks that constituted the
other units of the new entity.

TABLE 1: LIST OF COMMERCIAL BANKS AFTER CONSOLIDATION (AS AT JANUARY 1% 2006) IN NIGERIA

S/n  Name of Bank S/n Name of Bank

1. Access Bank 14, Oceanic Bank

2. Afribank 15. Platinum Bank

3. Diamond Bank 16. Skye Bank

4, EcoBank 17. Spring Bank

5. Equitorial Trust Bank 18. Stanbic Bank

6. First City Monument Bank 19. Standard Chartered Bank
7. Fidelity Bank 20. United Bank of Africa
8. First Bank Plc 21. Sterling Bank

9. First Inland Bank 22. Union Bank

10. Guaranty Trust Bank 23. Unity Bank

11. IBTC-Chartered Bank 24. Wema Bank

12. Intercontinental Bank 25. Zenith Bank Plc.

13. Nigeria International Bank

Source: Nairaland Forum (2013). The 25 Consolidated Commercial Banks in Nigeria (http://www.nairaland.com/5117/25-consolidated-banks-nigeria).
111) POOR RELATIONSHIP BETWEEN MANAGEMENT AND STAFF
The poor relationship between the management and the staff of consolidated harmonized banks arose from knowledge gaps, restructuring of roles and
remuneration. These squabbles resulted in unhealthy relationships and indeed, competition among personnel from different and diverse backgrounds and
orientation, which was counter- productive for the new banking entities.
IV) POOR RELATIONSHIPS AMONG DIRECTORS
There was unhealthy rivalry among the directors from different banks that were consolidated. The poor relationships among many directors arose from different
business cultures and high ownership differentiation (some were of family ownership while others were of high breed ownership), which resulted in unbridle
rivalry for the control of the new banking entities; with obvious attendant problems for their operations and survival.
V) MANAGEMENT AND BOARD SUPERVISORY PROBLEMS
There arose, from consolidation, some management and board supervisory problems as a result of incompetent technical and requisite managerial skills, which
were needed to effectively redefine, re-strategize, restructure, expand and refocus the operational direction of the enlarged banking entities. Given such
unhealthy scenario, it became difficult for the new banking entities to chart defined corporate identities, competitive leverage, branch consolidation, expansion,
and product development.
VI) POOR INTEGRATION AND DEVELOPMENT OF INFORMATION TECHNOLOGY SYSTEMS, ACCOUNTING AND RECORDS SYSTEMS
Different banks that were consolidated together hitherto maintained distinct banking applications, database platforms, operating systems, human resource
applications, hard-wares, and server configuration. Furthermore, they were having different network and telecommunication infrastructure, accounting systems
and records as well as distinct personnel orientation on their operational modalities. The consolidation meant that such operational sub-systems were to be
fused together but it could not be done seamlessly due to the obvious distinctions coupled with primordial interests to be protected by different directors.
Hence diversity in operational sub-systems that would have constituted strength for enhance efficiency and quality service became impediments in the wheel of
progress for the new banking entities.
VII) RESURGENCE OF HIGH LEVEL MALPRACTICES
The foregoing problems militated against the operational efficiency of the consolidated banks to the extent that they could not generate appropriate level of
income. And in order to boost their income as result of increased competition and absence of viable projects, sharp malpractices by management teams and
boards of the new banking entities resurfaced. Such malpractices were manifested in round-tripping in foreign exchange transactions, excessive customer
charges, falsification of records, and adoption of unethical methods of poaching customers.
VIIl) PERVASIVENESS OF INSIDER RELATED LENDING
There was pervasiveness of family and related party affiliations even after the consolidation exercise in the banking industry. Relatedly, the consolidation could
not guarantee transparency through diversification in bank ownership as was envisaged, which invariably resulted in huge levels of insider-abuses and
connected lending to members of management and their directors.
IX) FALSIFICATION OF OPERATIONAL RETURNS
There was also the pervasiveness in rendition of operational returns to the regulatory authorities (Central Bank of Nigeria and Securities and Exchange
Commission) by the consolidated banks coupled with concealment of vital information from the Examiners. The detrimental practices were used to prevent
timely detection of the unhealthy situations in the consolidated banks arising from lack of transparency and pressure to boost income.
X) CONCEALMENT OF MATERIAL OPERATIONAL ISSUES
There was pervasiveness in concealment of material issues such high magnitude of frauds, mixing up of family and business interests, high magnitude of non-
performing loans (toxic assets), and award of bogus allowances to board members, among others, by the consolidated banks. Incidentally, these were among
the detrimental practices that were found to be inherent in the operations of the commercial banks during the pre-consolidated era. All these unwholesome
banking practices coupled with poor risk management strategies, ineffective board audit committees, and inadequate operational and financial controls
combined to ruin the fortunes of the consolidated banks.
THE 2006 CBN REGULATORY CODE ON CORPORATE GOVERNANCE IN NIGERIA BANKING INDUSTRY
The regulatory policies that govern the practice of corporate governance in the Nigerian banking industry, as discovered by the study and discussed herein are
essentially those regulatory guidelines as incorporated in the CBN Code of Corporate Governance of 2006, for the banks in the country. The review of the CBN
Code is structured out insome distinct perspectives as identified and presented below.
1) OWNERSHIP STRUCTURE AND RIGHTS AND EXERCISE OF CONTROL RIGHTS
The CBN Code restricts government direct and indirect equity holding in any bank to only 10% by end of 2007 and in the same vein, the Code also provides that
an equity holding of above 10% by any investment is subject to CBN’s prior approval. According to the CBN Code, these restrictions are designed to encourage a
private-sector led economy, whereby equity holdings by individual private investors and corporate bodies in ownership of banks should be more than that of
government’s equity interest. The restrictions are also stipulated by the CBN Code on the understanding that individuals who form part of management of banks
in which they also have equity ownership would have a compelling business interest to run them well.
11) EXECUTIVE DUALITY AND BOARD STRUCTURE
The CBN Code stipulates that no one person should combine the post of Chairman and Chief Executive Officer (CEO) of any bank. And the responsibilities of
Board Chairman must be clearly separated from those of the CEO such that no one individual or related party has unfettered powers of decision making by
occupying the two positions at the same time. Relatedly, no two members of the same nuclear/extended family should occupy the position of the Chairman and
that of CEO or Executive Director of a bank at the same time.
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According to the CBN Code, banks should be headed by an effective Board composed of qualified individuals that are conversant with its oversight functions.
Only people of proven integrity and who are knowledgeable in business and financial matters, as provided by the Code, should be on the Board of any bank. And
regular training and education of board members on issues pertaining to their oversight functions is to be institutionalized and budgeted for annually by banks.
The CBN code prescribes that non-executive directors’ remuneration should be limited to sitting allowances, directors’ fees and reimbursable travel and hotel
expenses. And that 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, making a maximum number of 12 years.

The board of a bank, according to the CBN Code, should have a minimum of three committees such as Risk Management Committee, Audit Committee, and
Credit Committee. And that Board Chairman should not serve simultaneously as chairman/member of any of the board committees in tandem with the concept
of independence and sound corporate governance practice, and should be discontinued.

111) INTEGRITY AND ETHICAL BEHAVIOR

The CBN Code stipulated that there should be due process in all the procedures of banks. And all insider credit applications pertaining to directors and top
management staff (AGM and above) and parties related to them, irrespective of size, should be sent for consideration and approval to the Board Credit
Committee. The Board Credit Committee, according to the CBN Code, should have neither the Chairman of the Board nor the CEO/MD as its chairman. And that
any director whose facility or that of his/her related interests remain non-performing for more than one year should cease to be 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 CBN Code stipulated that practice of Anticipatory Approvals by Board Committees should be limited strictly to emergency cases only and ratified within one
month at the next committee meeting. And the bank’s Chief Compliance Officer should, in addition to monitoring compliance with money laundering
requirements, monitor the implementation of the Code. According to the CBN 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 Code using,
among others, a special email or hotline to both the bank and the CBN.

IV) FINANCIAL TRANSPARENCY AND DUE PROCESS AND INFORMATION DISCLOSURE

According to the CBN, 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 to the CBN. And that Chief Executive Officers and Chief Finance Officers (CFO) of banks should continue to certify in each
statutory return submitted to the CBN that they (the signing officers) have reviewed the report. CEOs and CFOs should, based on their knowledge, as stipulated
by the CBN Code, ensure that the report does not contain any untrue statement of a material fact, and the financial statement and other financial information in
the report, fairly represent ,in all of operation of the bank as of, and for the periods presented in the report.

In terms of penalty as prescribed by the CBN Code, false rendition to CBN shall attract very stiff sanction of fine plus suspension of the CEO for six months in the
first instance and remover 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. Internal control system, according to the CBN Code, should be documented and designed to achieve
efficiency and effectiveness of operations; reliability of financial reporting, compliance with applicable laws and regulations at all levels of the bank.

V) QUALITY OF MANAGEMENT

Appointments to the top management positions, according to the CBN Code, should be based on merit rather than some other considerations. And that track
record of appointees should be an additional eligibility requirement; such records should cover both integrity (fit and proper) and past performance based on
visible achievements in previous places of work.The CBN Code stipulates that management officials should be held accountable for duties and responsibilities
attached to their respective officers. And that the structure of any bank should reflect clearly defined and acceptable lines of responsibility and hierarchy.

VI) RISK MANAGEMENT FRAMEWORK

The Board and Board Risk Management Committee a bank, according to the Code, should establish policies on risk oversight and management. And that bank
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.

VII) ROLE OF INTERNAL AND EXTERNAL AUDITORS

According to the Code, internal auditors should be largely independent, highly competent and people of integrity. And that the head of Internal Audit should not
be below the rank of AGM and should be a member of a relevant professional body. The Internal Auditor should report directly to the Board Audit Committee
but forward a copy of the report to the MD/CEO of the bank. And that quarterly report of audit must be made to the Audit Committee, and made available to
examiners on field visits.

Members of the Board Audit Committee, according to the Code, should be non-executive directors and ordinary shareholders appointed at AGM and some of
them should be knowledgeable in internal control processes. And that one of such appointed ordinary shareholders should serve as the Chairman of the Audit
Committee. The Audit Committee, as provided by the Code, 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. And that the Audit Committee should have access to the external auditors to seek for explanations and
additional information without management presence.

External auditors, as stipulated by the Code, should render reports to the CBN on business’ risk management practices, internal controls and level of compliance
with regulatory directives. External Auditors, whose appointment is to be approved by the CBN, are to maintain arms-length relationship with the banks which
they audit. And their tenure, as stipulated by the Code, shall be for a maximum period of ten years after which the audit firm will not be reappointed in the bank
after a period of another ten years. And that a bank’s external auditors should not provide a bank, which they audit, services such as: bookkeeping or other
services r elated to the financial records or statements of the bank; appraisal or valuation services, fairness opinion or contribution-in-kind reports; actuarial
services; internal audit outsourcing services; and management.

VIII) CORPORATE RESPONSIBILITY AND COMPLIANCE IN ORGANIZATION

Compliance in terms of quality assurance auditing should be engaged whenever the CBN suspects a cover-up by auditors, and where proved, erring firms should
be blacklisted from being auditors of banks and other financial institutions for a length of time to be determined by the CBN. Another area of compliance
required of banks is ensuring that an audit firm would not provide audit services to a bank if one of bank’s top officials (Directors, Chief Finance Officers, and
Chief Accounting Officer) was employed by the firm and worked on the bank’s audit during the previous year.

1X) BOARD PERFORMANCE APPRAISAL

The CBN Code stipulates that the board of a bank should identify and adopt, in the light of the company’s future strategy, its critical success factors or key
strategic objectives, and it should work effectively as a team towards those objectives. Furthermore, the Code requires that 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 while the review report be
presented at the AGM and a copy be sent to the CBN.

LOOPHOLES IN 2006 CBN REGULATORY CODE ON CORPORATE GOVERNANCE FOR BANKS IN NIGERIA

The assessment of the provisions of the 2006 CBN Code of corporate governance for the banking industry in Nigeria revealed some inherent loopholes which
make it susceptible to being circumvented by the consolidated banks. Such loopholes which characterized the provisions of the CBN Code, as discovered from
the study, are identified and analyzed below.

1. INEFFECTUAL REGULATORY FRAMEWORK

The recent crisis in the Nigerian banking industry,which ledto the distress of 10 commercial banks in 2009 (see Table 2 below), is precipitated by poor practices
of corporate governance by their boards and top management officials. This arose from poor regulatory framework. Hence the industry has been plagued by
weak regulatory framework due to the fact that the provisions of the CBN Code on corporate governance for banks were not strong and far-reaching enough to
deter unethical practices and other forms of breaches in the operations of the commercial banks. The banking operations in the country were found to be
characterised by poor corporate governance and recklessness on the part of the bank officials.
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TABLE 2: NIGERIAN COMMERCIAL BANKS THAT BENEFITTED FROM CBN INTERVENTION FUND IN 2009
Name of Bank
Intercontinental Bank Plc
Oceanic Bank International Plc
Union Bank of Nigeria Plc
Afribank Plc.
Finbank Plc
Bank PHB
Spring Bank Plc
Equitorial Trust Bank
Wema Bank Plc
10. Unity Bank Plc
Source:Agbana, G. (2009, October 22). Shareholders oppose nationalization of rescued banks, The Punch newspaper, Lagos, Nigeria, p. 2.
2. LACK OF PROTECTION FOR INSIDER WHISTLE BOWERS
The CBN code does not provide any form of protection for the insider whistle blowers against victimization in terms of assured tenure of their jobs, positions,
and remuneration. The Code merely provides that banks should establish whistle blowing procedures that encourage all stakeholders to report any unethical
activity or breach of the Code by the banks. For instance, an insider whistle blower (Executive Director, Finance and Risk) of ECObank Transnational Incorporated
(ETI), who reported a CG breach bordering on debts been owned by the bank’s chairman to be written off and manipulation of 2012 financial results, among
others, was suspended by the bank (Ejembi, 2012). The staff was being victimized without prompt intervention by the CBN to save her job and status in the
bank. At best, such staff of the bank would resort to court to press for her job and damages; a bitter lesson for her and deterrence for other prospective insider
whistle blowers of banks in the country.
3. UNCONTROLLED INSIDER RELATED LENDING
The CBN Code of Corporate Governance for banksin this area is ineffective. Evidence abounds to indicate that reckless and uncontrolled insider related lending is
still rampant in most banks in the country. This is corroborated by the findings of Olayiwola (2010) on defunct Intercontinental and Oceanic banks, in relation to
his study on practice standard of corporate governance in the Nigerian banking industry. Relatedly, it also corroborate with a report on insider lending involving
the Chairman of ECO Bank Translation Incorporated Nigeria whose non-performing debts was being written off instead of being compelling to repay it (Ejembi,
2013). Furthermore, this is one of the reasons adduced by the CBN for the recent reforms introduced in the country’s banking industry which reduced the
number of commercial banks from 25 consolidated ones to only 15 banks, while some other ones were acquired by the apex and renamed accordingly. There
are three other commercial banks that were adjudged to be technically depressed and therefore, acquired by CBN. See Table 3 below.
4. LACK OF QUALIFICATION FOR MEMBERS OF BOARD CREDIT COMMITTEE
The CBN Code of Corporate Governance for banks merely provides that the Board Credit Committee should be composed of members knowledgeable in credit
analysis. This is subject to abuses because the stipulations should have clearly defined the type of professionals such as Accountants and Financial experts that
would have been very useful in analyzing credit requests in relation to the bank lending. The absence of such professionals in banks’ clearly gives rise to poor
and shoddy analysis of credit request from bank customers, which creates problems of adverse selection and borrower moral hazards (Chodechai, 2004) that
leads to non-performing loans or the so-called toxic assets in the banks’ books as corroborated by Olayiwola (2010).
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TABLE 3: LIST OF COMMERCIAL BANKS AFTER 2009 REFORMS IN NIGERIA

S/n  Name of Bank S/n Name of Bank

1. Access Bank — (acquired Intercontinental Bank) 16. Enterprise Bank Limited* (formally Spring Bank)
2. Diamond Bank 17. Keystone Bank* (formally Bank PHB)

3. ECO bank Nigeria — (acquired Oceanic Bank) 18. Mainstreet Bank Limited* (formally Afribank)
4, Fidelity Bank 19. Standard Chartered Bank**

5. First Bank Plc 20. Citi Bank**

6. First City Monument Bank — (acquired Fin Bank) 21. Jaiz Bank (Islamic bank)***

7. Guarantee Trust Bank 22. Heritage Bank***

8. IBTC-Chartered Bank

9. Standard Chartered Bank

10. Sterling Bank — (acquired Equatorial Trust Bank)

11. Union Bank

12. United Bank of Africa

13. Unity Bank

14. Wema Bank

15. Zenith Bank Plc

Source: Wikipedia (2013). List of Commercial Banks in Nigeria (http://en.wikipedia.org/wiki/List_of_banks_in_Nigeria).
*Acquired by CBN after the Reforms in 2009; **Foreign banks in Nigeria; *** Banks established in 2013.
5. LACK OF CHECKS ON BANKS’ INSIDER LENDING
The provision of the CBN Code of Corporate Governance for banks is not enough to deter or serve as effective check on reckless lending to directors and
management staff by the commercial banks. The recent case of the Chairman of the ECOBank Transnational Incorporated whose non-performing debts was to
be written off as blown open by the Executive Director, Finance and Risk (Ejembi, 2013) provided an abundant evidence that the reckless insider lending is still
rife in the country’s banking industry. And instead for the chairman of the bank to resign over the non-performing debts, as required by the CBN Code, the
Director who reported the case to SEC has been suspended by the bank.
The stipulation of the CBN Code merely directs that all insider credit applications by directors and management staff and parties related to them should be sent
for consideration and approval of the Board Credit Committee. This stipulation is devoid of needed directive that such credit applications be sent to the CBN for
consideration and approval. And what about when such insider credits are not performing? The appropriate action to be taken by the banks such as reporting to
the CBN is not required. This is the more reason insider credits to directors and top management staff of the banks are still being abused.
6. LONG RETAINERSHIP OF EXTERNAL AUDITORS
The tenure of 10 years for the external auditors of a bank is unnecessary long; a period within which the audit firm has the opportunity to connive with the bank
to manipulate its financial records due to the fact that such can be compensated for in both cash and kind by the bank.This practice of long standing relationship
between the banks and external auditors has led to unethical practices in the banking industry.
Bank shareholders alleged that the external auditors are part of the unethical practices of commercial banks in country (Agbana, 2009); this is because such
external auditors never alerted the regulatory authorities that the banks which they audited were technically distressed and therefore, were almost collapsing as
at the time they audited them prior to their being pronounced distressed through the audit test carried out by the CBN.The distressed commercial banks that
benefitted from the intervention of N626billion as injected into their equity capital by the CBN in 2009 are presented on Table 2above.
7. LONG TENURE FOR NON-EXECUTIVE DIRECTORS
The tenure for the banks’ non-executive directors of 12 years as stipulated by the CBN Code of corporate governance is unnecessary long; a period of time that
would make such directors to become so close to the management team to the extent that can easily connive to defraud the banks. This position is corroborated
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by a cross section of the shareholders of the 8 banks that failed the rounds of stress tests by the CBN in 2009; as they succinctly observed that the apex bank
failed to define the tenure of the managing directors and board members of such banks (Agbana, 2009).

8. REMUNERATION OF BANK DIRECTORS NOT FIXED

Another area of weakness of the CBN Code of corporate governance for banks is the fact that the remuneration of the board directors and bonus for the top
management such as the CEO and their deputies were not explicitly determined. This unnecessary oversight on the part of the apex bank gives room for fraud
sine these bank directors utilized such loophole to award fabulous amount of allowances, salaries and bonuses to themselves; instead of working for the
fortunes of the banks they were busy enriching themselves, which contributed significantly to ruin the operations of such banks and ultimate failure.

9. UNDEFINED QUALIFICATIONS AND EXPERIENCE FOR BOARD MEMBERS

Another area of weakness of the CBN Code of corporate governance for banks is the fact that the requisite qualifications and length of experience for the board
membership or directorship of commercial banks were not explicitly determined. The Code merely makes allusion to the fact that effective boards of banks
should be composed of qualified individuals that are conversant with the necessary functions, and that only people of proven integrity and who are
knowledgeable in business and their financial matters should be on the boards of the banks.

10. ABSENCE OF PUNITIVE SANCTIONS ON BANKS’ MANAGEMENT AND DIRECTORS

The CBN Code of corporate governance does not provide necessary punitive measures for sanctioning the banks’ management and directors in the event of
committing unethical and sharp practices that can ruin the fortunes of the banks. This position is corroborated by a cross section of the shareholders of the 8
banks that failed the rounds of stress tests by the CBN in 2009; as they succinctly observed that the apex bank failed to impose adequate sanctions on the
executive directors and their board members for committing frauds, which led to the downturn on the fortunes of such banks (Agbana, 2009).

11. LACK OF REQUIREMENTS FOR CHECKS AND BALANCES ON RISK MANAGEMENT POLICIES

The CBN Code of corporate governance does not provide necessary guidelines for the management of risks in the operations of the banks. The Code merely
provides for the establishment of a risk management committee for risk oversight and management as well as a risk management unit to be headed by a senior
executive but never required the banks to submit their risk management strategies to the apex bank for scrutiny and approval for their implementation. This
gives rise to the possibility of shoddy management of risks in the operations of the banks.

Furthermore, there is no provision, in the code, for regular visitation by the apex bank to check and vet the internal control policies of the banks. Therefore, the
perceived weakness in the banks’ internal control systems ultimately resulted in weak performance and invariably collapse of some of the banks. This is evident,
as corroborated by findings of Olayiwola (2010), in huge amount of non-performing loans which amounted to billions of naira in the balance sheet of most of the
banks.

12. INADEQUATE REQUIREMENTS FOR TRANSPARENCY AND DISCLOSURE OF INFORMATION

Another serious oversight in the provisions of the CBN Code of corporate governance for the banks is lack of stringent measures, and punitive sanctions in case
of breaches, for the management teams and boards of the banks. Insider sources in most banks alleged that three sets of financial reports are usually prepared
for the banks; one set for the board, another one set for the regulatory authorities, publication and tax purposes, while the third one is for the use of the
management team. This involves multiple financial reports being prepared and approved by both internal and external auditors of most of the banks.

This corroborates the findings of Olayiwola (2010) that nearly all commercial banks in the country engage in rendition of false returns to the regulatory
authorities and concealment of information from examiners to prevent timely detection of unhealthy situations in the banks. The implication is that the
Shareholders are being fed with false information, which they can use to judge the true performance of the banks. Therefore, the interest of majority of the
shareholders, except those in the boards of the banks, is not being protected by the top management and boards of the banks. Thisis in tandem with empirical
evidence on agency problems in the banking industry (Sadigq, Muthar, Oyebola and Abdulrasheed, 2011).

CONCLUSION

The operations of commercial banks are highly prone to exogenous shocks in the economy and the fraudulent practices of their workers, which necessitate the
need for corporate governance (CG) in terms of transparent practices by their top management and boards of directors for ensuring survival of the banks and
the protection of all stakeholders. The Nigerian banking industry has witnessed some unethical practices, which border on fragrant breaches of the best
practices of (CG) over the years thus leading to the collapse of some banks. This has been the bane of the industry despite the existence of regulatory policy
measures as formulated by the apex bank (CBN) in the country to guide the operations of the banks in ensuring best practices of CG in their operations.This
study has discovered that there are inherent loopholes in the provisions of such CG Code for the banks in the country, which made the banks to subvert them
with relative ease. The ineffectual regulatory framework of CG for the banks is due to its defects in areas such: lack of protection for insider whistle blowers;
uncontrolled insider related lending; lack of qualification for members of board credit committee; lack of checks on banks’ insider lending; long retainership of
external auditors; long tenure for non-executive directors; undefined qualifications and experience for board members; absence of punitive sanctions on banks’
management and directors; lack of requirements for checks and balances on risk management policies; and inadequate requirements for transparency and
disclosure of information, among others.

RECOMMENDATIONS

Based on the findings of the study the following recommendations are proffered for strengthening the practices of corporate governance in the Nigerian Banking

industry:

1. The CBN Code for banks in Nigeria should be revised to incorporateCG best practices, as identified in this work, towards removing the salient shortcomings
inherent in the Code.

2. There should be stiff penalty on banks against victimization of insider whistleblowers to encourage bank workers to speak up on any observed breaches
against best practices of corporate governance;

3. There should be constant evaluation of the implementation of the guidelines as incorporated in the CBN Code of Corporate governance for banks in the
country;

4.  There should be rigid controlover the insider related lending to directors and the top management of banks to guide against toxic assets in the balance
sheet of banks in the country;

5.  The commercial and other banks in the country should bemandated to have only chartered accountants and financial experts as members for the board
credit committees of banks;

6.  The tenure or retainership of the external auditors of banks be pegged at only 5 years without renewal option in order to forestall collusion between them
and members of the banks’ top management and their boards;

7. The tenure of the non-executive directors of bankers should be pegged at five (5) years of only one term in order to forestall treating banks’ business as
family entities;

8.  There should be adequate regulations or requirements for transparency and disclosure of information, which should be enforced by the regulatory
authorities;

9.  Banks in the country should be compelled to institute an integrated, corporate-wide risk management system such as the Enterprise Risk Management
(ERM) framework in their operations.

10. Relatedly, banks should be required to be submitting their risk management strategies to the apex bank for scrutiny and approval before their
implementation. This requirement can be used to forestall the possibility of shoddy management of risks in the operations of the banks.
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