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Abstract 
This study determined the effect of Altman bankruptcy prediction model on corporate 

governance of deposit money banks in Nigeria. Specifically, the study ascertains whether 

Altman bankruptcy predicting model affect the frequency of board meetings of deposit money 

banks in Nigeria. Ex post facto research design was adopted. A sample size of 9 deposit 

money banks in Nigeria was used from the population of 22 banks. Data were collected from 

annual reports and accounts of the sampled banks for the periods from 2009 to 2019. The 

study employed regression analysis to test the formulated hypothesis with aid of E-View 9.0. 

Based on the data analyzed, the finding is that Altman bankruptcy predicting model has a 

positive effect on frequency of board meeting and this effect is significantly significant on 

deposit money banks in Nigeria. The study recommended that diverse boards such as gender 

can enhance the capacity for problem-solving as the variety of perspectives that emerge from 

a more diverse board allow more alternatives to be observed.  
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Introduction 

The importance of the Banking industry to any economy is based on its main intermediary 

role expected to be professionally, morally, legally, and statistically played as a central 

position in the financial system. Farinde (2013) posit that banks act as intermediaries for 

efficient transfer of resources from surplus to deficit units. For the banks to be able to 

perform efficiently and contribute meaningfully to the development of the economy, the 

industry must be safe, sound and stable. 

Meanwhile, Nigerian Banking Sector plays a very crucial role in the socio-economic 

development of the country and significantly contributes to the Gross Domestic Product of 

the nation. Olaniyi (2007) posit that the sector serves as the nerve centre of any modern 

economy, the repository of the people‘s wealth and supplier of credits which lubricates the 

engine of growth of the entire economic system. However, the sector has over the years 

experienced turbulence and in some cases failure. Between 1994 and 2006 according to 

Nigeria Deposit Insurance Corporation (NDIC) in 2013, the Central Bank of Nigeria (CBN) 

revoked the licenses of 45 failed banks. The federal high court issued orders for them to be 

wound up and appointed the NDIC as liquidator of the banks. Some of the liquidated banks, 

according to the NDIC report (2013) include Alpha Merchant Bank, PLC (September 8, 

1994), Abacus Merchant Bank Ltd.(January 16, 1998), Allstates Trust Bank, PLC (January 

16, 1998), Assurance Bank of Nigerian (January 16, 2006) and Lobi Bank of Nigeria Ltd. 

The Central Bank of Nigeria in August 2011 withdrew the banking licenses of Afribank Plc, 

Spring Bank Plc and Bank PHB Plc because "the three rescued banks have not shown the 

necessary capacity and ability to beat the September 30 recapitalization (of N25B) deadline." 

The NDIC stepped in, creating three bridge banks (temporary banks) to acquire the assets of 

the banks to continue operations on a fresh note (Wurim, 2013). Bridge banks are temporary 

banks set by a regulator to administer the deposits and liabilities of a failed bank. Enterprise 

Bank Limited, Keystone Bank Limited and Mainstreet Bank Limited are the bridge banks 

established to acquire all assets and liabilities of Spring Bank, Bank PHB and Afribank, 

respectively (Wurim, 2013). The CBN said it had issued banking licenses to the three new 

banks (Chima, 2011).  

Bankruptcy has often been discussed and investigated in recent years. While there has been 

attention related to corporate bankruptcy in the accounting and finance literature, the focus 

has been mainly on predicting bankruptcy based on financial data (Altman, 1986). Even 

though this phenomenon having already been observed in recent high-profile bankruptcy 

events, there are only a few researchers that include the relation of corporate governance on 

the bankruptcy risk (Fich & Slezak, 2008). Hence, it is an open empirical question how the 

relation of corporate governance to the likelihood of bankruptcy. Cochran and Wartick 

(1998) in Maassen, (1999) explain that corporate governance is focused on the connection 

between boards, stockholders, top management, regulators, auditors, and other stakeholders. 

Fich and Slezak (2008) argue that corporate governance has two potential effects on the 

probability of bankruptcy. The first reason is that after the recent scandal of Enron and 

WorldCom, it becomes clear that financial and accounting data can be manipulated to mask 

bad performance. Second, since a firm‘s governance structure represents a nexus of incentive 

contracts, the efficacy of management response to distress will depend upon the character of 

the firm‘s governance structure. Therefore, although it may be harder to avoid bankruptcy the 

greater the distress, the likelihood of avoiding bankruptcy will also depend on the 
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management‘s response to a given level of distress, which conceivably depends on the firm‘s 

governance structure. 

In the past, instability in the Nigerian financial system and the banking sector, in particular, 

was blamed on institutional failures. However, this trend has shifted to generalized failure 

which is currently sweeping the banking sector. Ogunleye as cited in Olaniyi (2007) 

corroborating this fact classified the causes of bank failure into institutional, economic and 

political factors as well as regulatory and supervisory inadequacies. Some of these 

generalized failure patterns have institutional, economic, political and socio-cultural 

dimensions. Specifically, factors like mismanagement, ineffective machinery for debt 

recovery, poor credit policy and administration, greed, corruption and fraud are some of the 

worst culprits (Ifeyinwa, 2012). 

Konstandina (2006) said that a question of explaining bank failures constitutes perhaps one of 

the greatest concerns to stakeholders in the banking sector. Erdogan (2008) also explained 

that one of the most significant threats of a national economy is the bankruptcy of its banks. 

Such bankruptcy will create a serious funding and confidence crisis that threaten the whole 

economy. The problem of distress in the financial sector, including outright bank failure, has 

been observed in Nigeria as far back as 1930 when the first bank failure was reported (CBN, 

2007). The rot in the banking system is well documented and it did not start yesterday (Odife, 

2009). It is therefore of importance for the regulatory bodies, the Central Bank of Nigeria 

(CBN) and Nigeria Deposit Insurance Cooperation (NDIC) to issue early warning signals to 

all stakeholders in the event of unpreventable insolvency or financial distress of individual 

banks or in the industry as a whole. An efficient and effective banking sector of the economy 

is essential not only for the promotion of efficient intermediary role but also for the 

protection of depositors, encouragement of healthy competition, maintenance of confidence 

in, and stability of the system and protection against systemic risk and collapse  (Farinde, 

2013). The gruesome impact of ill health in the banking sector has affected almost all facets 

of the society, the government, regulatory authorities, creditors, equity investors, bankers as 

well as the general public. In like manners, the society will be guided as to the determination 

of the probability of failure so that can easily identify the healthy and ill healthy banks. 

The problems of distress in the banking sector always have a major devastating blow on the 

whole economy. Only viable banks can ensure the stability and confidence of all stakeholders 

in the economy. Meanwhile, studies have been carried out to predict stability of banks to 

abate its bankruptcy before it occurrence. However, the majority of the studies on bankruptcy 

prediction were carried in foreign countries using Altman Z score model. Mwawughanga and 

Ochiri (2017); Ahmadpour and Shahsavari (2014); Gnyana (2015); Shilo and Arie (2010); 

Ncube (2014); Odipo and Sitati (2008) Wurim (2013) in their research concluded that, Z 

score is one of the popular and effective models and all investors should analyze the Z score 

of company before the investment decision to avoid financial loss due to financial failure.  

Also, studies carried out in Nigeria such as; Ezejiofor, Nzewi and Okoye (2014); 

Oforegbunam, (2011); Adeyeye, Fajembola Olopete and Adedeji (2012) assessed the extent 

of the reliance on Altman Model to predict the possibility of corporate bankruptcy/failure in 

Nigerian banking sector show that the Model was capable of measuring accurately the failure 

potential of banks. 

Meanwhile, there is a number of studies that support the existence of independent directors, 

for example, Nguyen and Nielsen (2010) investigate the reaction of stock price to sudden 
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deaths and conclude that independent directors are generally viewed as being beneficial to the 

firm. Byrd and Hickman (1992) reported that independent directors are more likely to remove 

CEO with bad performance. Fich and Slezak (2008) examined the association between 

independent directors and the filing of bankruptcy. They lead to the conclusion that 

independent director has a negative association with bankruptcy, which means that 

independent directors decrease the likelihood of corporate bankruptcy. They argue that 

companies with more independent directors have more effective business adjustment while 

under distress rather than a company with more inside directors.  

Having reviewed the related studies, most of these studies of this nature were carried out in 

both Nigeria and foreign countries, and most of these Nigerian studies conducted their 

research in corporate firms other than the banking sector and few of these studies in the 

banking sector stopped in 2013. Hence there have been series of reforms in the banking 

industries in Nigeria concerning the lack of corporate governance which resulted in 

bankruptcy. It is therefore sufficient to predetermine statistically and futuristically possible 

distress or insolvency in the Nigerian deposit money banks about their corporate governance 

in other to forecast effectively the direction of the national economy. The study is to 

determine whether Altman bankruptcy predicting model affect frequency of board meeting of 

deposit money banks in Nigeria. 

Review of Related Literature 

Bankruptcy Prediction 

Bankruptcy is the legal proceeding involving a person or business that is unable to repay 

outstanding debts. The bankruptcy process begins with a petition filed by the debtor, which is 

most common, or on behalf of creditors, which is less common. All of the debtor's assets are 

measured and evaluated, and the assets may be used to repay a portion of outstanding debt. 

Bankruptcy offers an individual or business a chance to start fresh by forgiving debts that 

simply cannot be paid while offering creditors a chance to obtain some measure 

of repayment based on the individual's or business's assets available for liquidation. In theory, 

the ability to file for bankruptcy can benefit an overall economy by giving persons and 

businesses a second chance to gain access to consumer credit and by providing creditors with 

a measure of debt repayment. Upon the successful completion of bankruptcy proceedings, the 

debtor is relieved of the debt obligations incurred before filing for bankruptcy. 

All bankruptcy cases in the United States are handled through federal courts. Any decisions 

over federal bankruptcy cases are made by a bankruptcy judge, including whether a debtor is 

eligible to file or whether he should be discharged of his debts. Administration over 

bankruptcy cases is often handled by a trustee, an officer appointed by the United States 

Trustee Program of the Department of Justice, to represent the debtor's estate in the 

proceeding. There is usually very little direct contact between the debtor and the judge unless 

there is some objection made in the case by a creditor (Alicia, 2019). 

 

In addition, a prediction (Latin præ-, "before," and dicere, "to say"), or forecast, is a 

statement about a future event. A prediction is often, but not always, based upon experience 

or knowledge. There is no universal agreement about the exact difference between the two 

terms; different authors and disciplines ascribe different connotations. When information is 

transferred across time, often to specific points in time, the process is known as forecasting 

https://www.investopedia.com/terms/d/debtor.asp
https://www.investopedia.com/terms/c/creditor.asp
https://www.investopedia.com/terms/a/asset.asp
https://www.investopedia.com/terms/d/debt.asp
https://www.investopedia.com/terms/r/repayment.asp
https://www.investopedia.com/terms/l/liquidation.asp
https://www.investopedia.com/terms/b/bankruptcy-trustee.asp
https://www.investopedia.com/terms/e/estate.asp
https://www.investopedia.com/alicia-tuovila-4687215
https://en.wikipedia.org/wiki/Latin
https://en.wikipedia.org/wiki/Forecasting
https://en.wikipedia.org/wiki/Event_(probability_theory)
https://en.wikipedia.org/wiki/Connotation
https://en.wikipedia.org/wiki/Forecasting
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(Cox, 2006). Forecasting usually requires time series methods, while prediction is often 

performed on cross-sectional data. 

In many applications, such as time series analysis, it is possible to estimate the models that 

generate the observations. If models can be expressed as transfer functions or in terms of 

state-space parameters then smoothed, filtered and predicted data estimates can be calculated 

(Einicke, 2012)
.
 If the underlying generating models are linear then a minimum-

variance Kalman filter and a minimum-variance smoother may be used to recover data of 

interest from noisy measurements. These techniques rely on one-step-ahead predictors (which 

minimize the variance of the prediction error).  

To use regression analysis for prediction, data are collected on the variable that is to be 

predicted, called the dependent variable or response variable, and on one or more variables 

whose values are hypothesized to influence it, called independent variables or explanatory 

variables. A functional form, often linear, is hypothesized for the postulated causal 

relationship, and the parameters of the function are estimated from the data—that is, are 

chosen to optimize is some way the fit of the function, thus parameterized, to the data. That is 

the estimation step. For the prediction step, explanatory variable values that are deemed 

relevant to future (or current but not yet observed) values of the dependent variable are input 

to the parameterized function to generate predictions for the dependent variable (Fox, 2016). 

Mathematical equations and models, and computer models, are frequently used to describe 

the past and future behaviours of a process within the boundaries of that model. In some 

cases, the probability of an outcome, rather than a specific outcome, can be predicted, for 

example in much of quantum physics. In engineering, possible failure modes are predicted 

and avoided by correcting the failure mechanism causing the failure. 

Accurate prediction and forecasting are very difficult in some areas, such as natural 

disasters, pandemics, demography, population dynamics and meteorology. For example, it is 

possible to predict the occurrence of solar cycles, but their exact timing and magnitude is 

much more difficult (see picture to right). In materials engineering, it is also possible to 

predict the lifetime of a material with a mathematical model (Garcia & Maria, 2018). 

Altman Prediction Model 

The Altman prediction Model, (Z-score) is a formula for predicting bankruptcy which was 

published in 1968 by Edward I. Altman, who was, at the time, an Assistant Professor of 

Finance at New York University. The formula may be used to predict the probability that a 

firm will go into bankruptcy within two years. Z-scores are used to predict corporate defaults 

and an easy-to-calculate control measure for the financial distress status of companies in 

academic studies. The Z-score uses multiple corporate income and Financial Position values 

to measure the financial health of a company (Will,  2019). 

The Altman Z-score is the output of a credit-strength test that gauges a publicly traded 

manufacturing company's likelihood of bankruptcy. The Altman Z-score is based on five 

financial ratios that can calculate from data found on a company's annual 10-K report. It uses 

profitability, leverage, liquidity, solvency and activity to predict whether a company has high 

probability of being insolvent. 

https://en.wikipedia.org/wiki/Time_series
https://en.wikipedia.org/wiki/Cross-sectional_data
https://en.wikipedia.org/wiki/Transfer_function
https://en.wikipedia.org/wiki/Prediction#cite_note-5
https://en.wikipedia.org/wiki/Kalman_filter
https://en.wikipedia.org/wiki/Dependent_variable
https://en.wikipedia.org/wiki/Hypothesis
https://en.wikipedia.org/wiki/Independent_variable
https://en.wikipedia.org/wiki/Function_(mathematics)#Real-valued_functions
https://en.wikipedia.org/wiki/Parameter
https://en.wikipedia.org/wiki/Estimation
https://en.wikipedia.org/wiki/Goodness_of_fit
https://en.wikipedia.org/wiki/Mathematical_equation
https://en.wikipedia.org/wiki/Mathematical_model
https://en.wikipedia.org/wiki/Computer_model
https://en.wikipedia.org/wiki/Probability
https://en.wikipedia.org/wiki/Quantum_physics
https://en.wikipedia.org/wiki/Engineering
https://en.wikipedia.org/wiki/Failure_mode
https://en.wikipedia.org/wiki/Failure_mechanism
https://en.wikipedia.org/wiki/Natural_disasters
https://en.wikipedia.org/wiki/Natural_disasters
https://en.wikipedia.org/wiki/Natural_disasters
https://en.wikipedia.org/wiki/Pandemics
https://en.wikipedia.org/wiki/Demography
https://en.wikipedia.org/wiki/Population_dynamics
https://en.wikipedia.org/wiki/Meteorology
https://en.wikipedia.org/wiki/Solar_cycle
https://en.wikipedia.org/wiki/Edward_I._Altman
https://en.wikipedia.org/wiki/New_York_University
https://en.wikipedia.org/wiki/Bankruptcy
https://en.wikipedia.org/wiki/Financial_distress
https://www.investopedia.com/contributors/53661/
https://www.investopedia.com/terms/b/bankruptcy.asp
https://www.investopedia.com/terms/i/insolvency.asp
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In this case, business failure models can be broadly divided into two groups: quantitative 

models, which are based largely on published financial information; and qualitative models, 

which are based on an internal assessment of the company concerned. Both types attempt to 

identify characteristics, whether financial or non-financial, which can then be used to 

distinguish between surviving and failing companies (Robinson & Maguire, 2001). 

Financial Ratios in Z score 

The Z-score is calculated by multiplying each of several financial ratios by an appropriate 

coefficient and then summing the results. The ratios rely on working capital, total assets, 

retained, EBIT, market value of equity, net worth. Working Capital is equal to Current Assets 

minus Current Liabilities (Milkkete, 2001). Total Assets is the total of the Assets section of 

the financial position. Retained Earnings are found in the Equity section of the financial 

position. EBIT (Earnings before Interest and Taxes) includes the income or loss from 

operations and any unusual or extraordinary items but not the tax effects of these items. It can 

be calculated as follows: Find Net Income; add back any income tax expenses and subtract 

any income tax benefits; then add back any interest expenses. Market Value of Equity is the 

total value of all shares of common and preferred stock. The dates these values are chosen 

need not correspond exactly with the dates of the financial statements to which the market 

value is compared (Milkkete, 2001). Net Worth is also known as Shareholders' Equity. 

Similarly Stepanyan (2014) used the model to analyze the US Airline business and found the 

model to be very useful. In Ghana Kingsley (2011) concluded that Altman‘s Z score is 

applicable in predicting bankruptcy for firms listed in Ghana. This is regardless of the nature 

and size of the company in question.  

 

Corporate Governance 

Corporate governance issues have received the wide attention of researchers for more than 

three decades now. The definition of the term goes along the line of who is defining the term. 

For instance, the way the investor will define the term may be different from the definition of 

a manager in the firm. Metrick and Ishii (2002) for example, define corporate governance 

from the perspective of the investor as ―both the promise to repay a fair return on capital 

invested and the commitment to operate a firm efficiently with a given investment‖. Now, 

this definition clearly states the need to raise funds and give an adequate return as the 

yardstick or guiding drive of the definition. That is why Metrick and Ishii (2002) argue that 

firm level governance may be more important in developing markets with weaker institutions 

as it helps to distinguish among firms. 

According to Cochran and Wartick (1998), corporate governance is an umbrella term that 

contains many aspects related to the theories and practices of boards of directors and their 

executive and non-executive directors. They explain that corporate governance is a nexus of 

contracts between boards, stockholder, top management, regulators, auditors, and others 

stakeholder (Maassen, 1999). Maassen (1999) explains that boards of directors are essential 

in the most definitions of corporate governance. There are numerous of previous literature 

that uses boards of directors as the proxy of their studies (Sharma, 2004), considering the 

important role of the boards of directors.  
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Core principle of corporate governance 

The core principle of corporate governance in Nigeria is on how to make those in the 

management of the companies more accountable, responsible and sensitive to the interest of 

shareholders, interest of creditors and members of the public. 

The principal legislations, which are the fulcrum of the corporate governance principles in 

Nigeria are: 

The Companies and Allied Matters Act: this establishes the Corporate Affairs Commission 

which is responsible for the supervision, formation and winding up of companies in Nigeria. 

Investment and Securities Act: This provides for the establishment of the Securities and 

Exchange Commission charged with the responsibility of regulating the capital market, 

securities investment and mergers and acquisitions. 

Financial Reporting Council of Nigeria Act 

The major parties involved in corporate governance in Nigeria are the board of directors, the 

management and shareholders, creditors, customers, and regulators or government agencies. 

The Companies and Allied Matters Act Cap c20 has been a major law regulating corporate 

governance in Nigeria. It provides some mechanisms for corporate governance for appointing 

directors of a company, removal of directors, the provisions for auditors and audit 

committees and the mandatory involvement of shareholders in making corporate decisions. 

However, the Securities and Exchange Commission (SEC) regulates and constantly enacts 

codes or rules for corporate governance in the public sector. The various sector regulators 

such as the Central Bank of Nigeria (CBN) also makes several rules for corporate governance 

in various sectors of the economy. 

Proportions of Frequency of Board Meeting and Bankruptcy 

The important role of the board is to have appropriate and sufficient time for its members for 

the achievement of board effectiveness; the board serves as an avenue where management 

collectively deliberates on issues that are of significant impact to the company. The 

effectiveness of the board is seen in the level of activities which is measured by the frequency 

of the meeting (Rokiah, Noor & Kamarul, 2018). The frequency of board meeting is among 

governance practices and the Code requires companies to disclose the numbers of their board 

meetings to the public while the Companies Act 2016 requires company to have a minimum 

of four meeting conducted in a year. The important role of the board is to have appropriate 

and sufficient time for its members for the achievement of board effectiveness; the board 

serves as an avenue where management collectively deliberates on issues that are of 

significant impact to the company. The effectiveness of the board is seen in the level of 

activities which is measured by the frequency meeting (Rokiah, Noor & Kamarul, 2018). 

Ahmed (2013) studied the association between the board of directors‘ structures and earnings 

management in Malaysia and reveals that there is a negative correlation between board 

meeting frequency and earnings management. In essence, a company with frequent board 

meeting will restrain myopic behavior of corporate managers to alter earnings. Zgarni, 

Halioui and Zehri (2014) on the correlation between board structure and earnings 

management in 29 non-financial firms listed on the Tunis Stock Exchange. Using 

Roychowdhury‘s model of earnings management, the study establishes that relationship 
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between board meeting frequency and earnings management is negative. Therefore, the more 

the frequent board meetings, the less the manipulation of sales and over production. 

Similarly, Bala and Gugong (2015 result shows that there is a negative and significant 

correlation between board meeting frequency and earnings management in Nigerian food and 

beverage industry. The study concludes that firms can restrain earnings management by 

frequent board meeting. Gonzalez and Garcia (2014) revealed that there is a negative and 

significant relationship between board meeting frequency and earnings management. It also 

indicates that corporate board meeting frequency will reduce earnings manipulation practices 

by managers. 

Review of Related Literature 

Quite number of studies has been carried out on bankruptcy within Nigeria and other foreign 

countries. Hapsari (2018) investigated the debate regarding the influence of corporate 

governance structure on the probability of bankruptcy. This paper uses sample of 190 

bankrupt companies and healthy companies during the period of 2000-2014. The result shows 

that having smaller boards reduces the probability of bankruptcy. The result of this paper is 

consistent with the belief that these types of corporate governance structure lead to better 

monitoring. Mwawughanga and Ochiri (2017) determined the financial health of banks on the 

Nairobi stock Exchange, Kenya using the Altman Z score model of 2005. This study applied 

Altman Z score, a multivariant financial analysis model to gauge the financial health of banks 

in Kenya. Data were extracted from audited annual reports and financial statements of banks‘ 

respective websites and CBK for a period from 2010 to 2015. In the analysis, Multivariate 

Discriminant Statistical techniques as used by Altman 2005 were applied. Findings indicated 

that during the period under study high percentage of Kenyan banks were on grey zone. 

Gnyana (2015) predicted the financial distress using Altman Z score for selected companies 

in India concluded that, Z score is one of the popular and effective model and all investors 

should analyze the Z score of company before investment decision to avoid financial loss due 

to financial failure. Ahmadpour and Shahsavari (2014) examined the impact of earnings 

quality management on the profitability of Tehran‘s stock exchange bankrupt companies 

using Altman model. Data for 55 companies subject to the verge of bankruptcy Altman‘s 

model, stating that these companies have a disproportionate composition and proceeded to 

increased profit management. The results of opportunistic theory of earnings management 

support and show that the future profitability of earnings quality worked. Ezejiofor, Nzewi 

and Okoye (2014) determined the extent to which we can rely on the Altman Model to 

predict possibility of corporate bankruptcy/ failure in Nigerian banking sector. Data were 

collected from annual reports and accounts of the banks. Altman prediction was applied. 

Findings show that the Model was capable of measuring accurately the failure potential of 

sound and healthy banks. Findings also show that Altman bankruptcy prediction Model could 

have successfully predicted the failure of the banks that actually went under in the Nigerian 

banking sector. The implication of this finding is that the standard rating system of regulatory 

Authorities for predicting the extent of failure in the Nigerian banks is still low, hence, 

Nigeria has had ample cases of bank failures in the past; it would have been prevented if they 

had applied a model similar to Altman‘s z-score. Ncube (2014) ascertained the predicting 

corporate failure in the financial services and banking sector in Zimbabwe stock exchange 

using Altman‘s Z score for non-manufacturing firms. Based on the analysis, the study 

observed that, despite Altman‘s model being old and despite of its limitations, it has remained 

to be the most globally used model. Arguably that various equations now exists but they all 

follow the concepts of the original one derived by professor Altman in 1968. Chiezey and 
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Onu (2013) ascertained the impact of fraud and fraudulent practices on bank performance in 

Nigeria from 2001 to 2011. The study used multiple regression analysis. They found that the 

percentage of mobilized funds lost to fraud was highest between 2001 and 2005 but which 

was significant reduced between 2006 and 2011.  Ijeoma and Ezejiofor (2013) assessed 

whether corporate governance contributes significantly in ensuring accountability and 

transparency in order to improve performances of an enterprise and to determine the extent at 

which corporate governance can facilitates the organizations in achieving their social 

responsibilities to the environment. Data for the study were collected from both primary and 

secondary sources. Data were analyzed and tested with the Two Way ANOVA for opinion 

differences, using the Statistical Package for Social Sciences (SPSS) version 17.0 software 

package. Wurim (2013) determined the potency of the Multiple Discriminant Analysis Model 

(propounded by Altman, 1968) in ascertaining the state of health of these banks. Two ‗failed‘ 

and two non-failed banks constitute the sample of the study within a five year period (1999-

2003). Adeyeye, Fajembola, Olopete and Adedeji (2012) coupled principal component 

analysis with discriminant model to predict the probability of bank failure in Nigeria. The 

analysis of the regression model indicates that the measures of profitability, liquidity, and 

credit risk and capital adequacy are the key predictive financial ratios. In other words, 

differences in profitability, liquidity, credit risk (asset quality) and capital adequacy 

(sustenance) are found to be the major distinguishing characteristics between the non-failed 

(healthy) and failed banks. It shows that the variables for management quality and other bank 

characteristics like economic conditions and staff productivity are potentially not important 

predictors of financial problems in Nigerian banks but might make a difference for the group 

of banks that are facing difficulties. Oforegbunam, (2011) studied benchmarking incidence of 

distress in the Nigerian banking industry on Altman scale using the five (5) banks among the 

banks operating in Nigeria at the time of the investigation have been declared distress by the 

regulatory authority, the Central Bank of Nigeria. The central objective was to assess the 

extent to which Altman‘s model which has found wide applicability can be used to predict 

the health state of banks in Nigeria. The study found that the financial ratios remain a valid 

index for assessing the financial health of banks as posits by Altman; Sustained decrease in 

the following ratios: working capital to total assets; Retained earnings to total assets; 

Earnings before interest and taxes to total assets; Value of equity to total book debt; Gross 

earnings to total assets are signals of distress in banks as earlier reported by Altman. Suzanne, 

Kay, and Larry (2010) on efficacy of Altman‘s Z score model to predict bankruptcy of 

specialty in retail firms doing business in contemporary times suggested that further 

exploration of Altman‘s Z score and alternative formulas is necessary.  

Most of these studies of this nature were carried out in both Nigeria and foreign countries, 

and most of these Nigerian studies conducted their research in corporate firms other than 

banking sector and few of these studies in the banking sector stopped in 2013. Hence there 

have been series of reforms in the banking industries in Nigeria with regard to lack of 

corporate governance which resulted to bankruptcy and these however form the significance 

of these study.  

 

METHODOLOGY 

Research Design  

This study adopted ex post facto research design. The study analyzed the audited accounts of the 

companies. Ex-post facto determine the factors that are associated with certain occurrence, 

conditions, events or behaviours by analyzing past events or already existing data for possible 
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casual factors (Orji, 1996). This is appropriate because the study aims at measuring the effect 

between one variable and another, in which the variables involved are not manipulated by the 

researcher. 

Population and Sample Size  

This population of this study consists of the 22 deposit money banks quoted on the Nigerian 

Stock Exchange. The study covered ten years annual reports and accounts of these banks 

from 2009 to 2019. These banks are stated in the table below: 

 

Table 1: List of Deposit Money Banks Operating in Nigeria as at September 30, 2019. 

S/N Banks Licence with International Authorization 

1 Access bank plc 

2 Diamond bank plc 

3 Fidelity bank plc  

4 FCMB plc 

5 First bank plc 

6 GTB plc  

7 Union bank plc 

8 UBA plc (M) 

9 Zenith bank plc 

   

Purposive sampling technique was applied in determining the sample size. In this method, the 

sample is chosen based on what the researcher thinks is appropriate for the study. Nine (9) 

out of the twenty two (22) deposit money banks licenced with international authorization 

were chosen during the data collection process. The other banks were excluded due to 

incomplete data for the period covered by the study.  

The data for the study were extracted from the annual reports and audited accounts of the 

companies under assessment. The data required were those of the discriminating variables that 

include: working capital, retained earnings, earnings before interest and tax, equity value, total 

assets and total book debts as required by Altman predicting Model (independent variable); and 

board independence, frequency of board meeting and board size (dependent variables). These were 

obtained from the audited accounts of the companies under assessment. 

Model Specification 

The study used Altman Model given as Zeta ―Z‖ 

Z=1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0 X5, Where: 

          X1         =       Working capital to total assets 

          X2         =       Retained earnings to total assets 

          X3      =       Earnings before interest and taxes to total asset 

          X4         =       Value of equity to total book debt 

          X5         =       Gross earnings to total assets 
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The decision rule is that: 

 (i). For Z<1.81 Bankruptcy region 

 (ii). For 1.81<Z>2.675 High bankruptcy potential 

 (iii). For 2.675<Z<2.99 Low bankruptcy potential 

 (iv). For Z>2.99 Strong (No sign of bankruptcy at all). 

The researcher modified the model to incorporate corporate governance: 

FRQBMit = a0 + μ i + β2CZVALt + t ∑it …..………………..…………….......(i) 

Where; 

CZVAL: Altman calculated Z-Value (independent variable) 

FRQBM =Frequency of board meeting (dependent variable) 

 

Method of Data Analysis  

To achieve the objectives of this study, the researcher used Altman's original model for 

public companies to extract data and the formulated hypotheses were tested with regression 

analysis with aid of E-View 9.0.  

Decision Rule 
The decision for the hypotheses is to accept the alternative hypothesis if the P-value of the 

test statistic is positive and significant at 5% significant level. P-value less than 5%, reject, P-

value greater than 5% then do not reject. 

 

Presentation and Analysis of Data 

Data Analysis 
Table 1: Descriptive analysis 

 CZVAL FRQMB  

 Mean  2.720545  4.000000  

 Median  1.781000  5.000000  

 Maximum  6.577000  5.000000  

 Minimum  0.399000  2.000000  

 Std. Dev.  2.340547  1.183216  

 Skewness  0.431382 -0.379888  

 Kurtosis  1.545168  1.459184  

 Jarque-Bera  1.311244  1.352713  

 Probability  0.519119  0.508466  

 Sum  29.92600  44.00000  

 Sum Sq. Dev.  54.78158  14.00000  

 Observations  11  11  

Source: E-view 9.0 

 

Table 1 shows the mean (average) for each of the variables, their maximum values, minimum 

values, standard deviation and Jarque-Bera (JB) Statistics (normality test). The results in table 

1 provided some insight into the nature of the selected Nigerian quoted banks that were used 

in this study. 
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Firstly, it was observed that on the average over the ten (11) years (2009-2019), the sampled 

quoted deposit money banks in Nigeria were characterized by positive Altman model (2.721). 

Also, the large difference between the maximum and minimum value of the corporate 

governance; frequency of board meeting (FRQBM), show that the sampled quoted banks in 

this study are not dominated by banks with large bankruptcy.  

Secondly, it was observed that during the period under study, that the board size was 

approximately 14%. 

Lastly, in table 1, the Jarque-Bera (JB) which test for normality or the existence of outliers or 

extreme values among the variables, shows that most of the variables are normally distributed 

at 5% level of significance. This means that any variables with outlier are not likely to distort 

our conclusion and are therefore reliable for drawing generalization. This also implies that the 

least square estimate can be used to estimate the  

 

Test of hypothesis 

HO2: Altman bankruptcy predicting model has no significant effect on frequency of board 

meeting of deposit money banks in Nigeria. 

HI2: Altman bankruptcy predicting model has significant effect on frequency of board 

meeting of deposit money banks in Nigeria. 
 

Table 3: FRQBM Regression Results 

Dependent Variable: FRQMB   

Method: Least Squares   

Date: 03/26/21   Time: 22:30   

Sample: 2009 2019   

Included observations: 11   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 2.986058 0.400608 7.453811 0.0000 

CZVAL 0.372698 0.113850 3.273591 0.0096 

     
     R-squared 0.543527     Mean dependent var 4.000000 

Adjusted R-squared 0.492808     S.D. dependent var 1.183216 

S.E. of regression 0.842656     Akaike info criterion 2.658449 

Sum squared resid 6.390620     Schwarz criterion 2.730794 

Log likelihood -12.62147     Hannan-Quinn criter. 2.612846 

F-statistic 10.71640     Durbin-Watson stat 1.981851 

Prob(F-statistic) 0.009627    

     
     

In Table 3, R-squared and adjusted Squared values were (0.544) and (0.493) respectively. 

The indicates that the independent variable jointly explain about 5% of the systematic 

variations in (FEQBM) of our samples banks over the eleven years periods (2009-2019). The 

F-statistics (10.716) and its P-value (0.010) show that the frequency of board meeting 

regression model is well specified. 

Test of Autocorrelation: Using Durbin-Waston (DW) statistics which we obtained from our 

regression result in table 3, it is observed that DW statistics is 1.982 and an Akika Info 

Criterion and Schwarz Criterion which are 2.731 and 2.658 respectively also further 

confirmed that our model is well specified. In addition to the above, the specific finding from 

the explanatory variable is provided below. 



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 1, Issue 6 (June, 2021) | www.ijaar.org 

Journal DOI: 10.46654/AJBED   

Article DOI: 10.46654/AJBED.1679 

 

83 

 

Based on the t-value of 3.273591 and p-value of 0.010, was found to have a positive effect on 

our sampled quoted banks and this effect is statistically significant as its p-value is lower than 

0.05 values. Therefore we reject null hypothesis and accept our alternative hypothesis which 

states that Altman bankruptcy predicting model has significant effect on the frequency of 

board meetings of deposit money banks in Nigeria. 

 

Discussion of Finding 

Altman bankruptcy predicting model has a positive effect on board independence but this 

effect is not significantly significant on deposit money banks in Nigeria. This finding 

therefore, supports the finding of Chang (2009); Jalan, Kale, and Meneghetti (2016) and 

negates our aprori expectation and the view of Hapsari (2018); Fich and Slezak (2008). 

Altman bankruptcy predicting model has a positive effect on frequency of board meeting and 

this effect is significantly significant on deposit money banks in Nigeria. This finding 

therefore supports the finding of Hapsari (2018); Chiezey and Onu (2013); Mokarami, and 

Motefares (2013) and negates our aprori expectation and the view of Chang (2009). 

 

Conclusion and Recommendation 

This study is to provide evidence how Altman bankruptcy predicting model has impacted on 

board independent director, frequency of board meeting and board size. Board independence, 

frequency of board meeting, and Board size, are used as the corporate governance indicators. 

The study covers the period 2009-2019, by analyzing nine deposit money banks. 

The results show that Altman bankruptcy predicting model independence director has a 

positive effect on board independence and board size but this effect is not significantly 

significant on deposit money banks in Nigeria. Meanwhile, Altman bankruptcy predicting 

model has a positive effect on frequency of board meeting and this effect is significantly 

significant on deposit money banks in Nigeria. These results prove that the board director 

serves as internal control mechanism in the corporate governance, and that governance 

structures do partially contribute to the probability of bankruptcy. 

Based on the findings and conclusion, the following were suggested that since diverse board 

such as gender can enhance the capacity for problem-solving as the variety of perspectives 

that emerge from a more diverse board allow more alternatives to be observed.  
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