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ABSTRACT

Corporate governance and operational risk managenierNigerian deposit money banks are conceptudliire this

paper. The aim of this research is to see how gmodorate governance mechanisms can strengthensitaponey banks
in Nigeria improve their operational risk managerhpractices. Part of challenges facing deposit nyobanks is coping
with risk and adherence to good corporate cultBanking has seen a resurgence since the 2008 fmlasrises and the
number of commercial banks have reduced drasticdlhe study will apply mixed techniques, which waill in the

exploration of qualitative and quantitative dataorPorate governance will be measured as an independariable by
board size, board composition, audit committee, elméf executive tenure, in accordance with Baseins of corporate
governance for banks. While operational risk mamaget as dependent variable. In conclusion, risk agament
practices need to be supported by good corporategmnce culture especially in complex industrieshsas banking.

Without direct support and involvement from therdaat directors, it is more difficult to make riskanagement effective.
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INTRODUCTION

A stream of studies has shown globally that comgogvernance and risk management have received gtention in
financial institutions. The financial system's @iiem affects everyone and the economy as a wBaleking sector is the
gateway to any economy and contributes immensehyetaevelopment of the real economy (Wanke, BarBaria, 2015). It
has enormous development potential, and in ordéulfith that potential, it is critical to take edffts to build good corporate
governance and effective risk management, whichfester financial stability and allow the financiector to evolve in a
healthy manner. The health of the banking induirgtrongly dependent on the state of corporatemawice and risk

management in an economy (Justine, 2018).

Globalization necessitated drastic changes in #mkibg sector across countries and opened up nenuas for
ease of doing business and profit maximization.s€hgrospects also bring with them a variety of ldzshat must be
managed and conquered in the process of delivéinagcial services and fundamental banking acésitiExcessive and
poorly managed risk will almost always result isdes, jeopardizing the safety of a bank's depssi(enny, Jumoke &
Faderera, 2014; Olukotun, Olusegun & Olorunfemi, 20
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Corporate governance has been the topic of heateatel in the United States and around the worltestine late
1970s (Crawford, 2007). The removals of Chief Exieu Officers (CEOs) of companies like IBM, Koda&nd
Honeywell by their boards of directors triggered ttoncern again. The economies of Thailand, Indan&suth Korea,
Malaysia, and the Philippines were heavily impadigdhe exodus of foreign capital following thel faf massive assets
during the Eastern Asian financial crisis of 19Blige bankruptcies and criminal misconduct by Erand WorldCom,
among other smaller companies, sparked reneweadlsider and government involvement in corporateegmance in the
early 2000s.Countries are putting in place varimgmasures to ensure good corporate governance ealtut sound risk

management practice.

For a long time in Nigeria, good corporate govengaand risk management practice have been percawed
major challenges facing Deposit Money Banks (DMB&jard of directors are in charge of formulatindiges and
implementation of risk management. The boards eérst banks were blamed for inefficient risk marmagat practices
before and during the financial crises (Ingley & It¥Wa2008). While some CEOs set up Special Purposeidles to lend
money to themselves for stock price manipulatiotherpurchase of estates all over the world. Rod014, the industry

consensus was that the financial sector was heafttiythat expansion should be stimulated. (Sag030).

Because banks are exposed to a wide range ofiriskeir business operations, the problem has goeti to
have major negative effects for the industry (Nwuddé@keke, 2018).Despite a series of assessmentheofNigerian
financial institutions' code of corporate goverrmsmce 2003,there have been reported cases addimrence by banks.
For instance, on 29th of April 2021, the board ofdors of First Bank of Nigeria Ltd (FBN) effectechanges in
executive management that led to the removal oMBECEO without engagement and/or prior noticetlte tegulatory
authorities. The action by the board of FBN sendegative signal to the market on the stabilitjeadership on the board
and management. These problems at the bank wetritdt to poor corporate governance practicesmsiders who took
loans in the bank, with controlling influence or thoard of directors, failed to adhere to the tefonghe restructuring of

their credit facilities which contributed to thegrdinancial state of the bank.

In light of this, the apex bank (Central Bank ofghiliia) queried the board of directors on the unfoate
developments at the bank and reinstated the MD/Q®E@.CBN also ordered the immediate removal oftedldirectors of
FBN Limited and FBN Holdings Plc and appointed atward of directors in FBN Ltd and FBN Holdingsliime with its
powers under BOFIA 2020. The central bank of eamimntry enforces certain norms and regulations #flaschedule
banks must follow. Beyond these norms and regulatidbanks must adhere to a comprehensive goverrsystem
because they serve as trustees for their stakaloldkhough, the post 2014 Code of Corporate Guaece for banks
seems to be more stronger than before, but wittimett support and involvement from the board oéclors, it is more
difficult to make risk management effective AbdwHhrnan et al. (2013) cited in (Ahmed, Tarek & EH1i6).

There are instances of poor operational risk mamagéin Nigeria banking sector particularly in tigiebal era
of real-time/online banking systems. The Finan&tdbility Report (FSR) by CBN as at December 2048 phe total
number of 1,612 complaints received from consurnéfancial services between July - December 2018s indicates
an increase of 173 complaints or 12.02 per cent thee 1,439 received in the first half of 2018. i number, 1,602
complaints or 99.38 per cent were against bankslewll® complaints or 0.62 per cent were againsteOffinancial
institutions (OFIs). The complaints were in vari@maegories, such as Excess/Unauthorized chargasds; Guarantees,

Dispense errors, Funds Transfers. (CBN, 2018; F8R,8). Furthermore, customer's complaints agaimsintial
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institutions increased by 81 percent, or 2.7 pdrdeom 3,051 in 2018 to 3,132 in 2019. Complaiatminst banks and
OFIs amounted for 3,002 (95.8%) and 130 (4.2%)hef tbtal, respectively, compared to 3,032 (99.4%g &9 (0.6)
percent in 2018. (CBN, 2019).

Also, reported cases of fraud and forgeries by bangreased to 25,029 at end-December 2018 fronT 20 at
end-June 2018. Moreover, the total amount involstedd at N18.94 billion at end- December 2018 (CBSR 2019).
Out of the N18.94 billion reported cases of fraudi dorgeries by DMB’s at end- December 2018 thdofaihg were
carried out through e-channels; ATM 34.87%, Chequ&3%, e-Commerce 0.14%, Internet Banking 0.43%biM
28.21, POS 19.55%, Web 4.99% and 8.52% was domssatiie counter, while 1.42% done through oth€@BN, FSR
2019).

Among other things, The Bank Verification Numberaswntroduced to safeguard DMBs from exposure th bo
credit and operational risk, but as at December2818, the number of Bank Verification Numbers (B3YNissigned,
stood at 36,170,176 and the number of accountedinkith BVNs was 49,318,972 out of 71,214,706 a&ctiustomer
accounts. The unlinked accounts with BVNs can eréatincial risk exposure to the bank. The volurhean-performing
loans increased by 13.30 percent from 281.09 hillio2012 to N1.79 trillion as at December, 20M8D(C, 2019). This

increase in (NPLSs) is an indicator of poor creik management.

In order to address failures of corporate govereaincthe industry, the CBN reviewed the 2006 Codfle o
Corporate Governance for banks. The new code istémdbring it up to date with contemporary readitend worldwide
best practices, reduce perceived ambiguities, enmtave governance methods. The Code is expectethtance good
governance practices, engender public confidencattact investments and promote efficiency andsparency in the
sub-sector (CBN, 2014). Also, the Securities andhaxge Commission (SEC) in collaboration with tleep@rate Affairs
Commission realized the need to align with intdoret! best practices and inaugurated a 17-membemitbee on June
15, 2000. The committee's mission was to identdw$ in Nigerian business practice and recommefutmes to improve
it. Membership of the committee was selected frdinsectors of the economy. An exposure draft cods published to
elicit stakeholder input before the code was finalbproved in October 2003 (Ndanusa, 2004). Howether content of
the Nigerian code is similar to that of the UK’sdbary Report, which favors the Anglo-American mo@@kpara, 2009).

Furthermore, the Basel Committee on Banking Supemj a group of Central Banks and Bank Supervisory
authorities in 12 industrial countries, developed aresented the Basel | Accord in July 1988 (BCBX8). The Accord
was originally intended for internationally actitbanks in G10 countries, but more than 100 countreege adopted the
Accord. The Accord relates bank capital adequaquirements to credit risk exposure, thus reflectimg perception that

credit risk poses the most serious threat to bahleacy (Olajide, 2013).

The risk identified by Basel | does not expressptiypes of risks (market and operational) banks ke faced.
Basel Il addresses the gap by incorporated botkehand operational risk to mitigate deposit mohagks’ exposure to
risk. Basel Il, according to the Central Bank ofélia (CBN), will assist secure the country's ficiahsystem. Hence, the
CBN implemented the Basel Il Accord beginning fr@acember 2012 as part of measures to ensure tkiet lisk

management is adopted and maintained in the natimariking system (CBN, 2011).

A large number of researches on corporate goveenand risk management are accessible. The presiadies
could not provide concrete evidence of how effertborporate governance can influence operatioskl management
(Flavianus, 2015; Manzaneque, Priego & Merino, 2@ptal et al., 2013; Bello, 2013; Chernobai et2011; Moosa &
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Li, 2013; Li & Moosa, 2015; Wang & Hsu, 2013; Baaak& Hussainey; Aebi et al., 2012; Willesson, 20Pirson &
Turnbull, 2011; Faleye & Krishnan, 2010; CalomigisCarlson, 2016). Thus, research findings in therditure could not
transform effective corporate functioning that ebigdad to sound operational risk management. Hemisteading and

inconclusive. Reviewing the current literaturestbiudy intends to find the following major gaps:

Methodologically, the study will employ embeddedxed methods that will benefit this study in exphori
qualitative and examining quantitative findings abohallenges and predictors of a sound operatiogalmanagement
practice in the deposit money banks. Unlike previstudies that rely heavily on secondary data ddrivom document

analysis mainly from companies’ financial reportsieh are usually subject to manipulations.

Most of the previous studies often uses the agdrayry as a theoretical basis in explaining riskhaggement and
corporate governance (Halim, Mustika, Sari, Anugeri®ohd-Sanusi, 2017; Heide et al., 2007; Rosset€hoi, 2008;
Zsidisin & Ellram, 2003). The idea of agency isendively used, either by itself or in combinatioittwother ideas
(Marston & Robson 1997). The signaling theory retpgs the separation of ownership and managemegnteh as the
use of information in risk management decisionsjilar to agency theory. In this regard, this stwdjl extend and

integrate both agency theory and signaling themmxplain risk management.

Contextually, in emerging countries, there aretkihiresearches on operational risk managementeWitajority
studies on the relationship between corporate gawvexre and operational risk management are raréraibed to samples
from affluent countries. The findings of these #gdmay not be applicable to African countries udahg Nigeria which
have different regulatory and cultural environmefiise current study aims to bridge this gap by espg a first time
holistic approach to develop conceptual framewarkrélationship between corporate governance aedatipnal risk in

the Nigeria deposit money banks (DMB).

Based on the background of this study and the fastsented above that the study attempts to exjplere
conceptual relationships between corporate govemand operational risk management in the NigeNtBB. This study
is justified because operational risk is presentiitually all banking transactions and activiti@BN, 2019). Also, the
study will extend the analysis of operational neknagement to other explanatory factors such gsocate governance
mechanisms. The study of risk management in firmestitutions has been expanded to include exdtag factors such
as corporate governance characteristics and owpestiucture (Ahmed, Tarek & Ehab, 2016). Furtherndhe study
will not only add to the scarce literature on deép®ney banks' risk management procedures andcatggovernance in

emerging nations, but it will also be useful tofalhncial industry stakeholders.
LITERATURE REVIEW

The significance of emphasizing excellent corpogdgernance and preventing deposit money institgtisom being
vulnerable to risk had subjugated finance litemtand triggered scholar’s curiosity in the researaa. This concern will
continue to be in the forefront of academic dismrs&s much as corporate entities continue to dtefluthis section,
various literature and empirical studies on opereti risk management and corporate governancebeilleviewed. The
relationships between corporate governance andmehkagement in financial institutions have beerhliggted in the
previous studies like (Amzad et al, 2019; Willess@A15; Calomiris & Carlson, 2016; Aebi et al., 20Barakat &
Hussainey, 2013; Pirson & Turnbull, 2011; FaleyeK&shnan, 2010; Greuning & Bratanovic, 2003) bbre was no

consensus on the outcomes of these studies.
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Operational Risk Management

Risk Management is defined as the identificatiocsgeasment and prioritization of risks followed kpyowinated and
economical application of resources to minimizenitw, and control the probability and/or impactusffortunate events
(Njogo, 2012). Risk implies exposure to uncertaiotythreat which may adversely affect an actiorexpected outcome
(Kaye & Lowe, 2010; Kannan & Thangavel, 2008). Aating to Hillson (2002), how risk is perceived lasimpact on
how it is handled. Excessive and poorly managek wil almost always result in losses, jeopardizihg safety of a

bank's depositors. (Kenny, Jumoke & Faderera 2014).

Operational risk has been defined as direct omdéatliloss resulting from operational lapses. (F@atibbean
International Bank, 2010; Bessis, 2002). Angheladhanole, and Soare (2016) provide a basic defimitf operational
risk, outline the procedures for quantifying opienadl risk, and provide an overview of qualitatie@proaches to

operational risk measurement, such as the estaidishof a strong internal control system. Operaiioisk is stated by

external events or reputational risk”. This defimi, unlike credit and market risk, expressly ddaess both external and
internal events. As a result, when compared tordthrens of risk, the concept of operational riskynzgopear to be larger

and more complex (Wahlstrom, 2006).

In this vein, Mariem, llyes and Mohamed (2020) sddthe impact of governance frameworks on the
management of operational accidents in banks atiesglobe (United States, Australia, Canada amin@ey). A total of
1176 operational loss events from 14 banks weriesdwsing a linear model based on panel data theni4 institutions
from 2006 to 2013.The outcome shows that only sixegnance methods have a substantial impact orcdhtol of
operational risk. The number of independent dinsctm the board of directors, the number of ingtihal directors on the
board of directors, the presence of a state reptatbee on the board of directors, and the positibforeign directors on
the board of directors are all positively and statally significant factors in the severity of esptonal losses. The internal
rating variable is likewise adversely and statatic associated with the degree of operationaldssaccording to the
findings. However, turnover has little bearing gretional risk management. Because the corpocatergance codes of

these nations differ from those of Nigeria, thisdst may not be applicable.

Ahmad Bello (2013) examined the extent to whichdyeorporate culture can mitigate Nigerian banksrega
exposure to risk. The research looked at data fr8rpublicly traded banks from 2005 to 2009 andzgtil panel data logit
regression to understand corporate governance ggeseand risk levels. The empirical results obtasteow that among
corporate governance mechanisms studied; Board Gsitign, Audit Quality and Capitalization have sigrant inverse
relationships with risk. Whereas, other variablegshe model though not significant statisticallgyeal also a negative
association. The research gap identified in thidystvas that it was done prior to 2014 code of cmafe governance and a

lot of changes have taken place which might haveentlae findings obsolete.
Corporate Governance

Corporate governance is a term that is both compliest multi-faceted. Scholars and experts have greéed and
described it in a variety of ways. One of the mesiowned documents providing a deep insight intpa@te governance
is Principles of Corporate Governance released fga@zation for Economic Co-operation and Developn{®ECD) in

1999 and reviewed in 2004. It is defined by OECihgples that “Corporate Governance involves acetlationships

between company’s management, board, shareholddrsther stakeholders. It also provides the systeough which
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the objectives of the company are set, and the snefrattaining those objectives and monitoring gerniance are
determined” (OECD Principles of Corporate Goverma@604). Corporate governance has been definedsgstem by
which companies are directed and controlled (Ad€Gadbury, 1992 & Lemo, 2010).

When used in the perspective of a business orgémizecorporate governance refers to a system dfirnp
directors accountable to shareholders for effectideninistration of the firm in the company's andrsiholders' best
interests, as well as a concern for ethics andegalllayashree, 2006 & Mensah, 2003). From thegeitatefs, it can be
inferred that corporate governance is a structyretiich organizations are managed and controlle@drdiets transparency
and accountability in an organization’s processéh the aim of achieving responsibilities to shanelers, employees,

consumers and the community it exist in.

Amzad, Farid, Normah, Norazida, and Jamaliah, (ROi®vestigated the managerial perceptions on
interrelationship among good corporate governarisk,management, and ethical investment of the ceroia banks of
Bangladesh. A structured questionnaire was usgattoer perceptions of managers of the sample bdtese are a total
56 banks operating across the country with 4,88hdites scheduled. The sample size for the surveyletarmined to be
356 respondents. The results suggest that theimpsttant factors for effective CG were the boafdlicectors, auditors
and managers of the various departments. The stisdyfinds that risk taking behavior of the banknifuenced by the
direction of the board of directors. In this stutlyrporate governance variables have been catedowith some sub-
indices. Board’s structure with independent direstand well communication with supervisors enstee dfficient risk
management practices in the banks where intermid aystem and transparent disclosures of the beasdre the ethical

investment practices.

Mongiardino and Plath (2010) indicate that the gsekernance in large banks appears to have impronicto a
limited extent despite increased regulatory pressutuced by the credit crisis. They discuss besttizes in banking risk
governance, emphasizing the importance of havirgaast (1) a dedicated board-level risk committeigh (2) a majority
of independent members, and (3) the CRO being abeemf the bank's executive board. However, a sunfe20
significant banks reveals that only a small peragatof banks followed best practices in 2007.Degpi¢ fact that most
large banks had a dedicated risk committee, mot$teshh convened just once or twice a year. Thisarebewas conducted
outside of the United States, and more researchrtte®007 is required. The study did not employ aihe financial risk

proxies to measure corporate governance chardidsris

Based on the above studies, there are severakstirdihe area of corporate governance and riskagenent.
However, no research on how corporate governaneéngarove organizational risk management has beend in these

areas. As a result, this research contributesatdi¢td of scholarship and the body of knowledge.
Theoretical Framework

The theoretical relationship between the two vaesbcorporate governance as an independent varéatd operational
risk management as a dependent variable, is highligin this theoretical framework.The corporateegnance factors
toward operational risk has been explained by ag#meory (Eisenhardt, 1989; Kosnik, 1987; Demskir&ltham, 1978),
as underpinning theory and is supported with tgeading theory (Akerlof, 1970). These theories largught together in
order to explain the influence of corporate govaogaon operational risk management of deposit mbaeks in Nigeria.

Below are the detailed syntheses of the underpinthiaories.
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Agency Theory

Scholars have used the agency principle in a yagéttontexts. In accounting (Demski & Feltham, 8)7economics
(Spence & Zeckhauser, 1971), finance (Fama, 1988)keting (Basu, Lal, Srinivasan, & Staelin, 198%)litical science
(Eisenhardt, 1985, Kosnik, 1987), and sociologyc(&x, 1985, White, 1985). Economists studied risaring among
individuals or groups in the 1960s and early 19(A¥sow, 1971, Wilson, 1968). The risk-sharing issaecording to this
literature, occurs when cooperating parties hafferént attitudes toward risk. This risk-sharingglature was expanded
by agency theory to include the so-called agentgndhna, which arises when cooperating parties hiffereht goals and
Division of labour (Jensen & Meckling, 1976; Ro&98,/3). Precisely, Agency theory is focused on thraon agency
relationship, in which one person (the principadledjated work to another (the agent), who complétetdsing the

metaphor of a contract, agency theory tries toarghis relationship. (Jensen & Meckling, 1976).

The aim of agency theory is to solve two probleha may arise in agency relationships. The firéhésagency
issue, which occurs when the principal's and agetgsires or interests clash, and second it igdiffor costly for the
principal to check what the agent is actually doifige problem here is that the principal cannotfye¢hat the agent has
behaved appropriately. The second issue is riskrghavhich occurs when the principal and agentehapposing views

on risk. The issue here is that, due to differiisg preferences, the principal and the agent cafepdifferent behavior.

In accordance with agency theory, the present moflelorporate governance comprising four dimensiasis
stated below is to determine risk management medti Nigerian deposit money banks with internalcemthorization.
Outside of developing and emerging economies, the af the agency theory about corporate governamceisk
management adoption has received little attent#d@na result, there is a need to investigate agémegry in developing
countries like Nigeria. The aim of the researchoigind out how the defined variables address thshcof interest and

knowledge irregularity that arise in the middletloé principal and the agent as a result of thegisgthined relationship.
Signaling Theory

Signaling theory is useful for explaining the ansowhen two parties (individuals or organizatiohslve access to
different information. In a number of managemetetriture, including strategic management, entrequnestip, and human
resource management, signaling theory plays a pemirole.(Brian, Trevis, Duane, & Christopher, 2DIThe premise
of this argument is based on an information asymmattween management (insiders) and outside iorgsin which
insiders have confidential information about thenfs current and future fortunes that outsidersiafoT his research used
signaling theory to describe how information asyrtrgnaéffects a variety of risk management actionscdise some
information is private, there are information asyetries between those who have it and others whobwaable to make
better decisions if they did. The fact that infotima signaling influences risk management theosyifies the addition of
this theory.

Conceptual Framework

A framework is established to assess the corpg@ternance and operational risk management ofilideposit money
banks in Nigeria, based on the previous discusaiwh empirical evidence. According to Sekaran (2008) research
framework is the central foundation through whicthes research structures extend the front line wmdévkedge.
Meanwhile, the framework if properly articulateddgpresented, it assists the researcher to makeimgeahthe findings

of the study under review. It can be used to exrplla¢ possible connections and relationship betwleewariables of the
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study (Saunder, Lewis & Thorhill 2007). Hence, tiveposed conceptual structure illustrates the iogighip that may
exist between the independent variables and deperdeables of the study as presented below.

INDEPENDENT VARIABLE DEPENDENT VARIABLE
CORPORATE GOVERNANCE

Board Size
Board Composttion
Chief Execute Officer (CEOQ)

Tenure
Audit Commuttee

— Operational Risk Management

Figure 1: Conceptual Framework Model.
Proposed Research Questions
To achieve this study’s objectives, the followirgearch questions were formulated.

* To what extent corporate governance can strengiperational risk management in the Nigerian depuositey
banks (DMBs)?

e To what extent does operational risk managementnuéigate Nigerian deposit money banks (DMBs) aghain
exposure to risk.

e What are the barriers hindering the operationd nmnagement in the Nigerian deposit money bank4B§)

against exposure to risk?

* What are the possible remedies to the barriers sfuand operational risk management in the Nigedieposit

money banks?
CONCLUSIONS

This paper develops the conceptual framework fer rédationship between corporate governance andatpeal risk
management of the listed deposit money banks irfiNig The study has been able to establish a nwldieh corporate
governance will be used as an independent varigitfethe following constructs: Board Size, Boardn@msition, Chief
Execute Status and Audit Committee. While risk ngemaent will be used as a dependent variable. Theritance of an
effective governance framework in the preventionbahking risks has been recognized in financigrditure. In the
business sector, corporate governance plays anrtampaole. In a business, good governance asgheegsompany's
performance and competitiveness. Banks also sexveiatract intermediaries in the financial sectbprovides clients
with a variety of contracts from which to pick. Gbgovernance reduces agency difficulties that lbmiginess expansion.
It is especially crucial for the bank because itkgowith other monies on a trust basis. In therfaial market, the bank

serves as a contract middleman. It provides clieftts a variety of contracts from which to pick.
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