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Abstract 
Good Corporate governance is a key element in the attainment 
of the goals and objectives of companies including banks. 
Research has shown that two-thirds of major companies that 
fail world-wide were as a result of bad corporate governance. 
This paper therefore, examines the challenges of corporate 
governance in the • Nigerian banks post consolidation era. 
Irreconcilable differences in corporate culture, insider-related 
lending, false returns rendition and shareholder's appetite for 
high dividend among others, were identified as the major 
challenges that will face banks in the post consolidation. 
To address the situations, we recommended that a well 
committed and focused board of directors that will exercise a 
high degree of independence from management should be 
installed as well as robust risk management framework, among 
others. Adherence to these will help them to curb the emerging 
issues that will arise in the Nigerian banks post consolidation. 

Introduction 
The banking sector is the bedrock of any developed and developing economy. The 

importance of banks in the economy derives largely from their active role being the bastion of 
the financial system in promoting efficient allocation of resources. This all-important role is 
clearly depicted in the primary activities of banks in accepting deposit and on-lending these to 
borrowers in the course of these activities. Banks are in fact, engaged in pooling financial 
resources from the surplus units of the economy for the benefit of deficit units. This apparently 
simple activity of transferring financial assets from one unit to the other, however, has 
far-reaching implications for optimal allocation of resources within the economy. 
The pace of economic development depends on the volume and direction of investment 
provided by savings. The ability and propensity of banks, more than any other segment of the 
financial system, to mobilize savings and channel these funds toward investment needs of the 
economy, therefore mark them out as critical agents of economic growth and development. 
In the Nigerian banking industry, the retention of public confidence through the enthronement of 
good corporate governance remains of utmost importance given the role of the industry in the 
mobilization of funds, the allocation of credit to the needy sectors of the economy, the payment 
and settlement system and the implementation of monetary policy. Specifically, weak corporate 
governance has been identified as one of the most causative factors in almost instances of 
financial institutions distress in the country. 

In Nigeria, a survey carried out by the Securities and Exchange Commission (SEC) 
reported in a publication in April 2003, showed that corporate governance was at a rudimentary 
stage, as only about 40% of quoted companies, including banks, has recognized codes of 
corporate governance in place. With the emergence of 25 mega banks from the 89 banks in 
2006 due to the industry consolidation induced by regulation, corporate governance of banks 
will posed numerous challenges. This is because, research had shown that two-thirds of mergers 
worldwide fail due to inability to integrate personnel and systems, irreconcilable differences in 
corporate culture and management, resulting in board and management squabbles. 

What is Corporate Governance? 
Oronsaye (2006:4) defines corporate governance as a set of mechanisms through which 'outside' 
investors are protected from expropriation by insiders of their companies. Insiders include managers, 
major shareholders (individuals, corporate investors, family interest and/or government) as well as 
large creditors (e.g. banks). Outsiders on the other hand, include equity investors, providers of debt 
and minority shareholders. AkinsuJire (2006) in his contribution sees corporate governance as a 
system by which organization are directed and controlled. 

Petersides' committee on corporate governance of public companies (2003) sees corporate 
governance as the system by which companies are directed, and managers are held accountable for the 



performance of the organization. Wolfensohn (1999) in his view asserted that corporate governance is 
about promoting corporate fairness, transparency and accountability. He further stated that corporate 
governance structure specifics the distribution of rights and responsibilities of board, managers, 
shareholders and other stakeholders and also spell out the rules and procedures for making decisions 
on corporate affairs. 

Organization for Economic Corporation and Development (1999) posit that corporate 
governance is concerned with how a company is structured and controlled internally to ensure that the 
business is run lawfully and ethically with due regard to all stakeholders. It provides the structure 
through which the company's objectives are set, as well as the means of attaining and monitoring the 
performance of these objectives. 
According to Cadbury (2000) corporate governance is concerned with holding the balance between 
economic and social goals and between individual and communal goals. He asserted that corporate 
governance framework is meant to encourage the efficient use of resources and equally to require 
accountability for the stewardship of those resources. The aim is to align as nearly as possible the 
interests of individuals, corporations and society. 

The various definitions above centered on providing directions for companies, a role 
performed by the board. It seeks to establish and moderate relationship between boards and their 
shareholders, company regulations and other stakeholders. The main concern of corporate 
governance is to ensure the conditions whereby a firm's directors and managers act in the interests of 
the firm and its shareholders, and to ensure the means by which managers are held accountable to 
capital providers for the use of asset. 

Parties Involved in Good Corporate Governance 
In business organization, the shareholders delegate the right to make or take decision to the 

manager to act in their-best interest. The board of directors are responsible for the endorsement of the 
organizational strategy, development of directorial policy, appointment, supervision and remuneration 
of senior executives and ensures the accountability of the organization to its owners and authorities. 
The parties involved in corporate governance arc: 

(i)        The regulatory body such as the CBN, SEC, the board of directors, management and 
shareholders. 
(ii)       Other  stakeholders   like,   employees,   creditors,   suppliers, 'customers   and  

host community at large. 

Interest of Parties to Good Corporate Governance 
All parties to good corporate governance have an interest, whether direct or indirect in 

ensuring the effective performance of the organization. 
(a) Directors, workers and management receive salaries, benefit and reputation 
(b) Shareholders receive capital return (return on investment) 
(c) Customers are interested in quality goods and services. 
(d) Suppliers are interested in compensation for their goods or services. 
(e) The general public is interested in the value provided by the aforementioned 

groups in form of human, social and other forms of capital. 

Hindrances to Good Corporate Governance 
Good corporate governance can help to make corruption more difficult because many of the 

mechanisms for combating corruption (accounting and financial standards, capital market 
regulations, an effective independent judiciary etc.) are the same for corporate governance. 
However, there are some factors which serve as hindrances to good corporate governance. They 
include: 

Conflict of Interest 
In the pursuit of corporate interest, the individual members may from purely personal point of 
view, be acting absolutely according to their altruistic motives rather than that of the group. When 
people of diverse background come together in a group, their uniqueness as individuals with regard 
to their education, social and cultural background, professional competence and even political or 
moral learning may give rise to tension within the group. This can either be managed to enhance 
the strength and success of the group interest as a result of the intrusion of personal interest not 
totally reconcilable to the groups. 

Creative Accounting 
Manipulation of normal accounting and financial statements by moving accounts around, changing 



their locations and sub-heads, redefining accounts and even inflating accounts in order to prevent 
an unattractive picture of the state of health of an organization or to show a rosier one, depending 
on the objective being pursued is described as creative accounting. 

(c) 
Corporate Reward System 

Rewarding of enterprising and performing corporate managers have assumed various dimensions. 
This is with the bid to attracting the best brains and to enhance productivity and corporate results. 
Such incentive options include; 

* Stock option 
* Profit sharing 
* Buying- into. 

These carrots rather than producing positive results in corporate governance have sometimes been 
negatively exploited, 

Weaknesses in Corporate Governance of Banks in Nigeria 
According Central Bank of Nigeria, the following are the weaknesses in the corporate 

governance of banks in Nigeria: 
(a) Disagreements between boards and management giving rise to board squabbles. 
(b) Overbearing   influences   of  Chairman   or   Managing   Director/Chief  Executive   Officer 

(MD/CEO), especially in family-controlled banks 
(c) Fraudulent and self-serving practices among members of the board, management and staff. 
(d) Poor risk management practices resulting in large quantum of non-performing credits 

including insider-related credits. 
(e) Ignorance and non-compliance with laid-down internal controls, rules, laws and regulations 

guiding banking business. 
(f) Technical incompetence, poor leadership and administrative inability. 
(g) Inability to plan and respond to changing business circumstances. 
(h)        Succumbing to pressure from other stakeholders e.g. shareholder's appetite for high dividend 

and depositors quest for high interest on deposits,  
(i)         Ineffective management information system  
(j)        Weak internal controls  
(k)        Ineffective board oversight functions 
(1)         Passive shareholders and abuse in lending, including lending in excess of single obligor limit,  
(m)       Sit-tight directors, even where such directors fail to make meaningful contributions to the growth 
and development of the bank. 

Principles of Good Corporate Governance for Banks by CBN 
Board of Directors (Summary) 
(a)         Responsibilities of the Board of Directors: 

The board should exercise responsibility, leadership, enterprise, integrity and judgment in 
directing the institution so as to achieve continuing prosperity for the institution and act in its best 
interest, in a manner based on transparency, accountability and equity. Every institution should be 
headed by an effective board that can lead and control the institution. 

(b)        Structure of the Board of Directors: 
The board should include a balance of executive and non-executive directors (including 
independent non-executives) such that no individual or group of individuals can dominate the 
board's decision-making process. The board should include non-executive directors not less than 
20% or at least two board members should be independent when such a director has no financial or 
special ties to the management, is free from any business or other relationship with management 
which could materially interfere with the exercise of his/her independent judgment and receives 
dividends. 

(c) The Chairman and The chief Executive Officer 
There should be a clear division of responsibility at the head of the institution - the running of the 
board and the management of the institution's business - which will ensure a balance of power and 
authority such as no one individual has enfettered powers of decision making. 



(d) Appointment to the Board 
There should be a formal and transparent procedure for the appointment of new directors to the 
board. 

(e) Proceeding of the Board of Directors 
The board should meet regularly. The board should meet at least once every quarter in order for the 
directors to discharge their responsibilities properly. 

(f) Directors Remuneration: 
Institutions should establish a formal and transparent procedure for developing policies on executive 
remuneration and for fixing the remuneration packages of individual directors. No directors should 
be involved in approving his or her own remuneration. They should set up remuneration committee 
made up of executive directors. 

Challenges of Corporate Governance for Nigerian Banks in the Post Consolidation 
There were eighty-nine banks operating in the country as at December 31, 2005. With the emergence of 

25 mega banks from the merger and acquisition due to the minimum capital base of N25 billion, corporate 
governance of banks will pose numerous challenges. The challenges are: 

(a) Rendition of False Returns 
Rendition of false returns to the regulatory authorities and concealment of information from 
examiner to prevent timely detection of unhealthy situations in the Nigerian Banks will be the order 
of the day as a result of lack of transparency and pressure to boost income. 

(b) Ineffective Board /Statutory Audit Committee 
The audit committee, which comprises both directors and shareholders who are not board directors, 
may be composed of people who are not knowledgeable in accounting and financial matter thus 
rendering the committee less effective. 

(c) Insider- Related Lending 
If consideration should fail to achieve transparency through diversification in bank ownership, the 
pervasive influence of family and related party affiliation may continue, resulting in large levels of 
insider-abuses and connected lending, 

(d) Resurgence of High Level Malpractices 
To boost income as a result of intense competition and lack of enough viable projects, malpractices 
will resurface in the post consolidation era. Such sharp practices could include round-tripping of forex, 
excessive customer charges, falsification of records etc., and adoption of unethical methods to poach 
customers. 

(c)         Relationships Among Directors 
Boardroom squabbles will be an issue due to different business cultures and high ownership 
concentration especially in banks that were formerly family or "One-man" entities. The dominance 
of a "Key man" could also emerge with the attendant problems. 

(f) Increased Levels of Risks 
Very few banks have a robust risk management system in place. With the huge amount of funds 
that is available to them and the significantly increased legal lending limits, the banks will be 
financing more long-term mega projects in the real sectors of the economy as opposed to the existing 
working capital /trade financing. Given the expected significant increase in the level of operations, the 
banks will be facing various kinds of risks which if not well managed, will result in significant losses. 
The management of risks in a transparent and ethical way will thus present some issues bordering on 
corporate governance. 

(g) Transparency and Adequate Disclosure of Information. 
Transparency and adequate disclosure of information are key attributes of good corporate 
governance which the merged banks must cultivate with new zeal in order to provide stakeholders 
with the necessary information to judge whether their interests are being taken care of. Currently, 



there are many deficiencies in the information disclosed, particularly in the area of risk management 
strategies, risk concentration, performance measures etc. 

(h)        Disposal of Surplus Assets 
Some branches of the consolidated banks that are closely located and other surplus assets may be sold 
indiscriminately and the profit from the sale may be used to boost profits with the intention of 
covering operational losses and inefficiencies. 

Conclusion 
Corporate governance is a key element in enhancing investor's confidence, promoting competitiveness 

and ultimately improving economic growth. The challenge of corporate governance is to find the best ways to 
optimize wealth creation in the long-run, without imposing unnecessary costs on their parties or society as a 
whole. 

The board of directors of banks are the guardian of fairness, transparency and accountability in all the 
major financial and business dealings of the company, defending the interests of investors and wider 
stakeholders. To meet up with the post consolidation blues, directorial boards must remain active, committed and 
focused in fulfilling their responsibility. 

Recommendations 
(a) The internal control system should be documented and designed to achieve efficiency and 

effectiveness of operations; reliability of financial reporting, and compliance with applicable 
laws and regulations at all levels of the bank. 

(b) A well committed and focused board of directors should be installed to exercise its oversight 
functions with a high degree of independence from management and individual shareholders. 
The directors should be knowledgeable in business and financial matters and also possess the 
requisite experience. They should provide effective leadership in upholding sound corporate 
governance practices. It is crucial that they lead the way in complying with the code of  
corporate governance issued by the CBN. 

(c) There should be a well-defined and acceptable division of responsibilities among various 
cadres within the structure of the organization. This is important so that no individual or  
coalition of individuals has unfettered power of decision making. 

(d) There is need for each bank to develop and implement a robust risk management framework 
that would allow it to comprehensively address the variety of risks that will arise in the post 
consolidation. 

(c) The members of the audit committee should be outside directors and appointed by 
shareholders at Annual General meeting. The committee should be chaired by accountant of senior 
standing who believes in .fulfilling the committee's promises. The members should have prior 
work experience in accounting, finance and internal control processes. 

(f) The external auditor should maintain arms-length relationship with the banks they audits in 
the pursuance of their statutory attestation functions. In addition, the external auditors should 
render reports to the CBN on banks' risk management practices, internal controls and level of 
compliance with the regulatory directives. 

(g) To meet shareholders appetite for high dividend, the banks should cross border to exploit  
international market opportunities to boost their earnings. 

(h) Finally, there should be transparency and adequate disclosure of information to provide 
stakeholders with the necessary information to judge whether their interests are being taken care 
of. 
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