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ABSTRACT

This thesis exmines how corporate governance impacts the financial performance of
commercial banks in Nepal, focusing on variables such as firm size (FS), board size
(BS), the number of women on the board (NW), the number of independent directors
(NI), and the audit committee (AC). Using data from ten banks over a decade
(2013/14 to 2022/23), the study finds significant correlations between governance
factors and financial performance. Specifically, firm size (FS), board size (BS), and
the number of independent directors (NI) are negatively associated with return on
assets (ROA) and return on equity (ROE), suggesting that larger firms and boards, as
well as more independent directors, may lead to lower financial performance. In
contrast, a higher number of women on the board (NW) and a strong audit committee
(AC) show positive correlations with ROA and ROE, indicating that increased
diversity and effective audit committees could improve financial performance.
Regression analysis supports these findings, revealing that corporate governance
variables significantly affect financial performance. However, the study also finds that
the number of women on the board (NW) negatively impacts ROA, while the audit
committee (AC) has a minor positive but insignificant effect. The research
underscores the intricate link between corporate governance and financial outcomes,
suggesting that additional research is needed to further understand these dynamics and

emphasizing the crucial role of effective governance practices.

Keywords: firm size, board size, women in board, independent board member, audit
committee, ROA & ROE



CHAPTER-I
INTRODUCTION

1.1 Background of the study

The term “corporate governance" describes how a firm is managed and controlled in
an effort to lessen or completely eradicate principal-agent conflicts. The manager is
granted authority by the principle to operate in the principal's best interest. The
banking industry in Nepal still has to fully implement good governance standards
before it can develop into a more stable and competitive economic sector. A key

component of the corporate governance framework is the board.

Since morality and ethical behavior within organizations provide an overall social and
legal climate that promotes good corporate governance, corporate governance has
become a hot topic among academic and business specialists. Financial decisions are
clearly made with due process in mind, and strategic decision makers consider a wider
range of objectives rather than focusing on specific company goals. Executives, for
example, are more concerned with their personal interests than with the benefits to
society or their workers.Corporate governance has been a popular topic in past and
contemporary literature because it tries to decrease conflicts between organizations

and shareholders’ shortcomings (Nahar et al.,2022).

Corporate governance variables such as board size, the number of women on the
board, the number of independent board members, the audit committee's structure,
and firm size can significantly influence the financial performance of commercial
banks. The interplay of board size, gender diversity, board independence, audit
committee effectiveness, and firm size has a profound impact on the financial
performance of commercial banks. These governance factors contribute to strategic
decision-making, risk management, resource allocation, and operational efficiency,
ultimately affecting key performance metrics like ROA and ROE. Understanding
these dynamics is crucial for stakeholders aiming to optimize governance practices

and achieve superior financial outcomes in the banking sector.

The financial performance of commercial banks is influenced by several factors,

including efficient and effective corporate governance structures and mechanisms



(Fajriyanti et al., 2021). However, weak corporate governance structures and
mechanisms have been reported to cause failures in managing banking risks, leading
to poor financial performance (FP) and, ultimately, the failure of the banking industry
(Tarchouna et al., 2022). Additionally, previous research by scholars such as Velliscig
et al. (2022) and Thaker et al. (2022) indicated that the poor quality of commercial
banks' assets is associated with weak and ineffective corporate governance, which

negatively affects performance.

In the context of Nepal, Corporate governance plays a crucial role in the financial
performance of commercial banks in Nepal. In recent years, the Nepalese banking
sector has undergone significant transformation due to regulatory reforms and
increased emphasis on transparency and accountability. These changes have been
aimed at aligning the banks with international best practices and enhancing their
competitive edge. Effective corporate governance mechanisms ensure that banks
operate efficiently, manage risks appropriately, and maintain the confidence of
investors and stakeholders. The correlation between corporate governance and
financial success holds particular significance in Nepal, given the banking industry's
significant economic contribution. Commercial banks in Nepal can improve financial
results, promote economic expansion, and support the general stability of the financial
system by raising governance standards.

This study aims to understanding the impact of corporate governance on the financial
performance of commercial banks in Nepal. This study focuses on analyzing various
the board size, firm size, the presence of women on boards, audit committees, and the
number of independent board members, and how these factors influence financial
performances. By examining the relationships between corporate governance with
financial performances of Nepalese commercial banks. The study aims to uncover the
extent to which governance practices affect the financial health and efficiency of
Nepalese banks. Additionally, it seeks to determine the specific impact of these
governance elements on ROA and ROE, thereby providing insights that can help
enhance the overall corporate governance framework within the banking sector in

Nepal.



1.2 Problem Statement

Corporate governance refers to the system of rules, practices, processes, and
structures by which corporations are directed, controlled, and managed. It
encompasses the relationships and responsibilities among a company's management,
its board of directors, its shareholders, and other stakeholders. The primary objective
of corporate governance is to ensure that the company operates in an ethical,
transparent, accountable, and responsible manner, with the best interests of
stakeholders, particularly shareholders, being paramount. Financial performance of
bank is presented through its financial statements. However overall financial
performance may not be depicted by its financial reports.

In order to help Nepalese commercial banks create plans to strengthen their corporate
governance, this research examines certain elements that are important to corporate
governance. This guarantees the bank's existence and improves its competitive
position in the banking sector—especially in this age of intense competition. In order
to improve the working environment, the research offers banks guidance on how to
establish good governance, which raises the degree of corporate governance inside the
banks, particularly in areas where expectations and reality diverge significantly. The
report will provide as a roadmap for future investigations into corporate governance in
the banking sector or other relevant fields. Banks can assess policies and initiatives
for their efficacy by using enhanced recommendations. Better standards allow banks
to benchmark their strategies and policies for a productive workplace, which may lead
to quality improvement programs and an overall improvement in the banking
industry. These improvements may also have a spillover impact on other areas of the
economy.

Commercial banks are essential as middlemen in fostering confidence and public trust
among those involved in the banking system. Due to the industry's high level of trust,
any flaws in the administration or system will undermine public confidence and
negatively impact the nation's economic prospects. For a number of years, Nepal has
struggled to preserve macroeconomic stability. Serious macroeconomic issues facing
the country at the moment include low GDP, high unemployment, a significant
balance of payments deficit, an expanding trade imbalance, and high and ongoing
inflation. Add to it the banking and liquidity crisis, which has had major repercussions
both inside and beyond the banking industry. It was mostly brought on by banks and
financial institutions (BFIs), with support from Nepal Rastra Bank, the central bank.



The purpose of this study is to determine how corporate governance affects Nepalese
commercial banks' financial results. For this following problem statement is going to

be consider by this study.

I.  What is the relationship between FS, BS, NW, NI and AC with ROE and ROA
of sample commercial banks in Nepal?

ii. Does the board size, firm size, women in board, audit committee, no of
independent board have an impact on the ROA & ROE of sampled

commercial banks in Nepal?

1.3 Objectives of the Study

The major objective of this study is to examine and analyze the impact of corporate
governance on financial performance of sampled commercial banks in Nepal. This
study aims to achieve following specific objectives:

i.  To assess the relationship between of the board size, firm size, women in
board, audit committee, no of independent board with ROE and ROA of
sampled commercial bank in Nepal.

ii. To analyze the impact of board size, firm size, women in board, audit
committee, no of independent board have an impact on the ROA and ROE of
sampled commercial bank.

iii.  To examine the influence of the board size, firm size, women in board, no of
independent board and audit committee on the ROA and ROE of commercial

banks in Nepal.

1.4 Rationale of the Study

Commercial bank; one of the prominent part of financial and banking system, is the
foundation of country’s economic development. This study will be focused on the
evaluation the impact of corporate governance on financial performance of

commercial banks in Nepal.

Research is conducted to create certain value to current knowledge. So, this study will
be helpful to fill the research gap on the study of impact of corporate governance on
financial performance of sampled commercial banks. This study will provide

guideline for improving its performance to achieve the banks overall objectives.



Similarly, this study helps banks to identify its hidden weakness regarding corporate

governance practice.

Following are the rational of the study:
i.  This study will be helpful to the promotes the transparency in financial
reporting and disclosure.
ii.  This study is useful for identifying assessing and managing risks effectively.
iii.  This study will assist in analyzing the impact of corporate governance on
financial performance of sample commercial banks.
iv.  This study will help for alignment of interest in the sample banks for the
effective financial performance.
v.  This study is also significant to the fellow researcher to get brief and in-depth

knowledge and get valuable finding of research for review purpose.

1.5 Hypothesis
The purpose of this study is to see how corporate governance variables affects the
financial performance of Nepalese commercial banks. board size (BS) has a negative
and statistically insignificant effect on firm performance (Gull et.al, 2024). Firm size
have a positive and significant effect on banking financial performance (Prawiti et al.
2023). Board independent, Board size, Board female gender mechanisms continue to
be a critical component of corporate governance in achieving any organization's
objectives, financial or otherwise (Orumwense and Orumwense, 2023). The study
produces the following hypothesis based on the above literatures. The following
hypothesis has been presented for the study based on the aforementioned objectives:
i. H1: The financial performance of Nepalese commercial banks is
negatively impacted by the size of the board.
ii.  H2: The financial performance of Nepalese commercial banks is positively
impacted by business size.
iii.  H3: The financial performance of Nepalese commercial banks is positively
impacted by the number of women on the board
iv.  H4: The financial performance of Nepalese commercial banks is positively
impacted by the audit committee.



v.  Hb5: The financial performance of Nepalese commercial banks is positively

impacted by the number of independent boards.

1.6 Limitations of the Study

One of the contentious research areas that this study attempts to address in the
Nepalese context is the impact of corporate governance characteristics on the
financial performance of Nepalese commercial banks. Even with constant efforts to
draw significant conclusions from the research, there are always a few limitations
because of several elements such as the study time, institutions, tools, procedures, and
variances as well as the dependability of the statistical data. Therefore, the following
are the major limitations of this study:

I.  There are many factors that have an impact on the financial performance of
banks. This study has only used return on assets and return on equity to
measure the financial performance and have not considered variables such as
interest rate, EPS, management efficiency, inflation, dividend policy etc. that
may have an impact on the financial performance of banks.

ii.  This study is based on secondary data only and does not consider any primary
data.

iii.  This study has not considered non-linearity biases which limit the scope of the
study. Similarly, auto correlation, multicollinearity and heteroscedasticity tests
are not carried out in this study.

iv.  This study has only considered the data of commercial banks and has ignored
other financial institutions.

v.  This study has only taken Ten years data from the period of 2013/14 to
2022/23 of 10 commercial banks out of 20 commercial banks. Hence, the
result may not reflect the real situation of impact of the selected variables on
the financial performance of banks due to less observation and less sample
size.

vi.  This study has made no attempt to examine the reliability of secondary data.
Hence, the validity and reliability of result are dependent upon the accuracy of

secondary data and information published by the sources.



CHAPTER-II
LITERATURE REVIEW

Going through previous studies and books with the purpose of knowing the research
issue in detail and find out appropriate methodology is known as literature review. It
IS a written overview of major writings and other sources on a selected topic. Sources
covered in the review may include scholarly journal articles, books, government
reports, Web sites, etc. The literature review provides a description, summary and
evaluation of each source. A literature review's objective is to present what
information and ideas have been developed on a specific subject in past times, as well
as their strengths and limitations. It allowed us to remain up-to-date on the matters
related to research issue and familiarizes us with any contrasting perspectives on the
topic. The main reason for a full review of research in the past is to know the outcomes
of those investigations in areas where similar concepts and methodologies had been used
successfully. This portion has been classified into three parts.
e Theoretical Review

e Empirical Review

2.1 Theoretical Review

The theoretical review for the thesis on the impact of corporate governance on
financial performances of commercial banks in Nepal involves examining related
theories that will provide a foundation for understanding the relationships between

mechanism of Corporate governance and financial performances.

Theoretical Foundations of Corporate Governance

Agency Theory

Agency theory focuses on the conflicts of interest between principals (shareholders)
and agents (managers). Shareholders delegate decision-making authority to managers,
who may not always act in the best interests of shareholders. This theory suggests the
need for mechanisms such as boards of directors, performance-based compensation,

and auditing to align the interests of managers with those of shareholders.

Stewardship Theory
Stewardship theory posits that managers, left on their own, will act as responsible



stewards of the assets they control. Unlike agency theory, it assumes that managers
are motivated by intrinsic rewards such as job satisfaction and recognition. This
theory emphasizes trust and empowerment of managers, suggesting that less

monitoring and more autonomy may lead to better corporate performance.

Stakeholder Theory

Stakeholder theory extends the scope of corporate governance beyond shareholders to
include all parties affected by corporate actions. This includes employees, customers,
suppliers, and the community. This approach advocates for inclusive decision-making
processes and policies that consider the interests of all stakeholders, potentially

leading to more sustainable and ethical business practices.

Resource Dependency Theory

This theory focuses on the role of board members in providing access to resources
needed by the firm, such as information, expertise, and connections. It suggests that a
diverse and well-connected board can enhance a firm’s ability to secure critical

resources, thereby improving its performance and sustainability.

Transaction Cost Economics

This theory examines the costs of transactions and the ways firms can organize to
minimize these costs. It highlights the role of corporate governance in reducing
transaction costs through mechanisms such as contracts, monitoring, and hierarchical
control.Efficient governance structures are those that minimize the costs of managing

relationships between stakeholders and within the firm.

Mechanisms of Corporate Governance

Corporate governance involves mechanisms and processes to ensure the effective
management and control of corporations. Key elements of corporate governance
include the board of directors' size and composition, firm size, the presence of women
on the board, the audit committee, and the number of independent directors. This
review examines the theoretical underpinnings and implications of these factors. he
relationship between corporate governance and financial performance in commercial
banks has been the subject of extensive empirical research. Effective corporate
governance is believed to enhance the financial performance of banks by improving

decision-making processes, reducing risks, and increasing transparency. This review



examines empirical studies that explore how various aspects of corporate governance

affect the financial performance of commercial banks

Board Size

A larger board may provide better oversight and reduce agency costs by increasing
the monitoring of management. However, excessively large boards might suffer from
coordination problems and reduce the effectiveness of decision-making.A larger
board brings diverse resources, skills, and connections, enhancing the firm's ability to
secure critical resources and navigate complex environment. Studies have shown
mixed results, with some finding that larger boards improve performance due to
increased monitoring and resource availability, while others suggest that smaller

boards are more cohesive and effective in decision-making.

Some studies find that larger boards can bring a diverse set of skills and perspectives,
which can enhance decision-making and oversight. For example, Andres and
Vallelado (2008) found that banks with larger boards had better financial performance
due to improved monitoring and advisory roles.Other studies suggest that too large
boards may suffer from coordination problems and slower decision-making processes,
negatively affecting performance. Yermack (1996) found that smaller boards were

associated with higher market valuations.

Firm Size

Transaction Cost Economics: Larger firms have more complex operations, requiring
more robust governance mechanisms to manage increased transaction costs.Resource
Dependency Theory: Larger firms typically have greater resource needs and thus
benefit from a more diverse and resource-rich board.Larger firms tend to have more
formalized governance structures, including larger boards and more specialized
committees. They also attract directors with more diverse backgrounds and expertise,

which can enhance governance quality.

Larger banks often benefit from economies of scale and greater access to capital
markets. Research by Berger and Mester (1997) indicates that larger banks tend to
have better financial performance due to their ability to diversify risks and invest in
technology. However, some studies argue that beyond a certain size, banks may face

diseconomies of scale and increased bureaucratic inefficiencies. Studies like those by
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Laeven and Levine (2007) show that excessively large banks can become too complex

to manage effectively, which may hurt performance.

Number of Women on the Board

Increasing the number of women on boards is aligned with broader societal goals of
gender equality and can improve the firm's reputation among stakeholders. Women
bring unique perspectives and skills, contributing to a more diverse and effective
board. Research suggests that gender-diverse boards are associated with better
financial performance, improved decision-making, and enhanced corporate social
responsibility. However, the impact may vary depending on the industry and cultural

context.

Martinez et al (2019, September) of this study show that the increasing number of
women on boards is positively related to higher financial performance. Moreover, as
expected, the gender mandatory law boosts the female proportion on boards of
directors. Consequently, there are valid business as well as ethical arguments to
support mandatory gender legislation.

Audit Committee

The audit committee plays a crucial role in monitoring management and ensuring the
integrity of financial reporting, thus reducing information asymmetry and agency
costs.A well-functioning audit committee supports managers in their role as stewards
of the company by ensuring accurate financial reporting and compliance. The
presence of an independent and competent audit committee is generally associated
with higher quality financial reporting and lower incidences of financial fraud. It also
enhances investor confidence and firm valuation.

Aanu et al. (2014) analyzed the size and meetings of the audit committee and found
no significant relationship with performance variables. This study therefore
recommends that the audit committee should be made more effective by ensuring that
its members are independent non-executive directors and that more members with
financial expertise, especially accounting expertise, are drafted into the audit
committee. Additionally, audit committee meetings should be tailored toward relevant

issues that enhance the financial performance of the firm.
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Number of Independent Directors

Independent directors are crucial for effective monitoring and controlling
management actions, ensuring that decisions align with shareholders' interests.
Independent directors can provide unbiased advice and support to the management,
fostering a collaborative governance environment. Firms with a higher proportion of
independent directors tend to exhibit better governance practices, including more
rigorous oversight, improved financial performance, and reduced likelihood of

corporate misconduct.

2.3 Empirical Review

Sthapit and Vaidya (2024) examined the corporate governance (CG) practices
prevalent in south Asian countries and attempted to compare the contrast of two
countries namely India and Nepal. The study is a narrative review that includes
information from books, research papers, external affairs ministry, government
statistics, published publications, and standard organizations. Theoretical assessments
suggest that, despite financial scandals in both nations, India has benefited from a
trailblazer in implementing CG methods extensively, giving it an advantage over
Nepal. On the other hand, thanks to its workforce, proximity to India politically and
geographically, and thriving economy, Nepal has made the required moves to advance
up the corporate ladder.

Gul et al. (2024) investigated the nexus between corporate governance (CG) and
financial performance (FP) in Pakistan's automobile sector, emphasizing the
mediating role of green investment (GI). The study analyzed data from 2011 to 2021
for companies listed on the Pakistan Stock Exchange (PSX), specifically focusing on
the automobile sector, using a descriptive-correlational approach and census sampling
technique. Data was gathered from annual reports, and various statistical methods,
including diagnostic tests, descriptive and correlation analysis, the GLS model, and
mediation analysis via STATA, were employed. The study revealed that managerial
ownership (MO) and audit committees (AC) positively and significantly influence FP,
whereas board size (BS) had a negative and statistically insignificant effect. Despite a
strong positive relationship between CG and FP, Gl did not mediate this relationship.
The findings suggest that incorporating green investment strategies into CG
frameworks can lead to financial success and environmental sustainability. This

research offers valuable insights for policymakers to enhance regulations, encourage
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stakeholder involvement, enforce transparent disclosure standards, and promote green

investments, balancing environmental responsibility with economic development.

Bhatt et al. (2024) investigated how corporate governance structures mediate the
relationship between external supervision, credit appraisal measurement, capital
adequacy, and the performance of commercial banks in Nepal. The primary objective
was to understand the significance of effective corporate governance practices and
their impact on bank performance. Using a quantitative research design, the study
collected data through surveys from Nepali commercial banks and analyzed it using
structural equation modeling. The findings contribute to the existing literature on
corporate governance and its effects on bank performance in emerging economies.
The study highlights the importance of corporate governance structures, external
supervision, credit appraisal measurement systems, and capital adequacy for the
performance of commercial banks in Nepal. The use of quantitative data collection
methods and advanced statistical analysis provides practical implications for banks,
regulators, and policymakers, emphasizing that effective governance practices are

crucial for enhancing stability and performance in commercial banks.

Hada (2023) examined the impact of corporate governance on the financial
performance of commercial banks in Nepal, aiming to explore how governance
practices influence bank performance. Using a descriptive and causal-comparative
research design, the study sampled eight out of 25 commercial banks. Data on
independent and dependent variables were sourced from the banks' websites.
Financial performance was measured by Return on Assets (ROA) as the dependent
variable, while corporate governance was assessed through the percentage of foreign
directors on the board, board size, board independence, and board diligence as
independent variables. The study employed panel data analysis covering the period
from 2016/17 to 2020/21, utilizing descriptive statistics, correlation, multiple
regression, and t-tests to evaluate the relationship between governance practices and
financial performance. The empirical findings revealed that board diligence
significantly positively impacts ROA, while other variables such as the percentage of
foreign directors, board independence, and board size showed an insignificant effect

on the ROA of commercial banks in Nepal.
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Prawiti et al. (2023) investigated the impact of the independent board of
commissioners, firm size, and leverage on the financial performance of banks in
Indonesia. The primary objective was to assess how these factors influence the
financial performance of Indonesian banks. Using a quantitative research method, the
study analyzed secondary data from financial statements, financial ratio reports, and
the management structure of 55 conventional commercial banks registered with the
Financial Services Authority (OJK). Data analysis techniques included requirements
analysis tests, classical assumption tests, multiple regression equation tests, and
hypothesis testing. The findings revealed that both the independent board of
commissioners and firm size positively and significantly affect banking financial

performance, whereas leverage has a negative and significant effect.

Dawood et al. (2023) explored the impact of corporate governance on the
performance of commercial banks in Pakistan, reviewing studies from 1980 to 2021.
They examined variables such as board size, board independence, CEO tenure, audit
committee characteristics, foreign and institutional ownership, and dividend policy,
with ROA and ROE as performance measures. Using a descriptive research design,
the study found that robust corporate governance generally enhances profitability.
Positive correlations were observed between bank performance and factors like
annual general meetings, board size and independence, CEO tenure, audit committee
characteristics, foreign ownership, and dividend policy. The study emphasized the
importance of an appropriately sized and largely independent board. Additionally, it
highlighted the role of banks in supporting Pakistan's economic growth by paying
dividends, increasing tax revenues, providing financial advice, creating employment,
and offering credit to businesses.

Hajjat et al. (2023) examined the influence of corporate governance principles on
market performance in Jordan's industrial sector by evaluating factors such as board
size (BSIZE), number of independent members (BCOMP), the presence of an audit
committee (AUDCOM), and the ratio of institutional ownership (InstitOwn). Market
performance was assessed using indicators like market value added (MVA), economic
value added (EVA), and return on assets (ROA). The study, which analyzed data from
70 industrial companies (representing 79% of the sector) during 2022, employed
multiple regression analysis to determine the key variables affecting company

performance. Findings revealed a statistically significant relationship between
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institutional ownership and both market value added and return on assets. However,
no significant relationship was found between institutional ownership and economic
value added, nor between financial performance and the independent variables of
board size, number of independent members, and the presence of an audit committee.

Gardi et al. (2023) investigated the influence of corporate governance on the financial
reporting quality of selected banks in Iraq, with a specific focus on the impact of IFRS
adoption. Data were collected from 298 questionnaires distributed across various
private banks using a random sampling method. The analysis involved reliability
statistics, correlation analysis, and structural equation modeling, while Sobel analysis
was used to assess the mediation effects between variables. The findings revealed that
IFRS adoption positively mediates the relationship between corporate governance and
financial reporting quality in private banks. The study emphasized that implementing
robust corporate governance practices and adopting IFRS can lead to improved
reporting quality, regulatory compliance, enhanced decision-making, and a stronger
reputation

Affes and Jarboi (2023) analysed the impact of corporate governance on financial
performance of UK listed companies. The data were collected from the period of 2005
to 2018. 160 companies served as sample for the study and the study used descriptive
and causal comparative research design. Financial profitability with neutralization of
discretionary accruals and ROE were used as dependent variable for the study.
Similarly, total assets, leverage and age were taken as independent variable.
Descriptive statistics, correlation, and regression were used to analyse the data. The
result found that the implementation of good corporate governance leads to the
improvement of the fnancial performance of companies measured by the return on

equity.

Temba et al. (2023) assessed how corporate governance affects financial performance,
focusing on asset quality, equity efficiency, earnings ability, capital adequacy, and
liquidity. The study introduced new governance constructs, including board control
and board aspects, alongside established factors like board gender diversity, board
size, directors' shareholding, board activities, and the presence of key board
committees. Data were collected from published reports of 15 commercial banks over

a 17-year period, and multiple linear regression analysis was used to explore causal
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relationships among the variables. The results indicated that aspects of corporate
governance, such as board structure and board members' over-boarding, positively
impact banks' earnings ability, asset quality, and capital adequacy. Conversely, the
study found that corporate governance negatively affects equity efficiency and

liquidity, influenced by factors such as board gender diversity and board control.

Orumwense and Orumwense (2023) investigated the effect of corporate governance
on the financial performance of publicly traded commercial banks in Nigeria. The
study aimed to determine the impact of board size, female board representation, and
board independence on the financial performance of these banks. The research
covered five quoted commercial banks from 2011 to 2020, using secondary data from
the banks' annual reports published by the Nigerian Exchange Group. Employing a
cross-sectional research design and panel multiple regression analysis, the study
found that board independence significantly impacts the financial performance,
measured by return on assets (ROA), while board size negatively affects ROA. The
presence of female board members, though positive, showed an insignificant effect on
financial performance. The study concluded that while some variables had
insignificant effects, mechanisms like board independence, board size, and female
board representation remain crucial for effective corporate governance and achieving

organizational objectives.

Dahal et al. (2023) investigated the influence of ownership structure and board
composition on the performance of Nepalese commercial banks. The study used
return on equity (ROE) and return on assets (ROA) as dependent variables, while
independent variables included board size, foreign ownership, government ownership,
private ownership, institutional ownership, and leverage. Analyzing secondary data
from 15 commercial banks with 105 observations spanning from 2015/16 to 2021/22,
sourced from the Banking and Financial Statistics published by Nepal Rastra Bank
and the banks' annual reports, the study employed correlation and regression models
to assess the impact of these variables on bank performance. The findings revealed
that board size and institutional ownership positively impact both ROA and ROE.
Conversely, government ownership negatively affects both ROA and ROE, while

private ownership has a negative effect on ROA but a positive effect on ROE.
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Additionally, foreign ownership negatively impacts ROA and ROE, whereas leverage

positively influences both performance metrics.

Goet (2022) explored how bank-specific characteristics impact the financial
performance of listed commercial banks in Nepal, focusing on factors such as board
size, firm size, foreign ownership, and the credit-to-deposit ratio. The study used
panel data from 7 out of 27 listed banks, resulting in 70 observations. The primary
objective was to identify the determinants of banks' financial performance,
particularly return on equity (ROE). Employing correlational and causal research
methodologies, the study found significant relationships between board size, firm
size, foreign ownership, and the credit-to-deposit ratio with financial performance.
The analysis revealed that each of these factors has a notable influence on the

financial success of commercial banks in Nepal.

Chaarani et al. (2022) investigated the effects of corporate governance on the
financial performance of banks in the MENA region during the COVID-19 pandemic.
The study aimed to assess both internal and external corporate governance
mechanisms and their impact on bank performance in 148 banks across eleven
countries: Qatar, Oman, Bahrain, Saudi Arabia, Egypt, Kuwait, Jordan, Morocco, the
United Arab Emirates, Tunisia, and Israel. Employing a descriptive and causal-
comparative research design, the study utilized bank annual reports, the Orbis Bank
Focus database, and World Bank reports to gather financial and non-financial data.
The analysis applied fixed effects regressions and two-stage least squares. The
findings indicated that corporate governance factors such as having independent board
members, high ownership concentration, minimal political interference, and strong
legal protections positively influenced bank performance. In contrast, mechanisms
like performance-based compensation, female board representation, moderate board
size, and anti-takeover provisions did not significantly affect bank performance

during the crisis.

Shatnawi et al. (2021) investigated how the size and growth rate of banks influence
the relationship between financial leverage and profitability in Jordanian commercial
banks. Utilizing an analytical descriptive research approach, the study examined
financial reports from 13 banks listed on the Amman Stock Exchange between 2014

and 2018. The data were analyzed using simple linear regression and hierarchical
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interaction regression analyses. The findings revealed a positive effect of financial
leverage on bank profitability. Additionally, the study discovered that the interaction
between financial leverage and both bank size and growth rate enhances the positive
impact of these individual variables on bank profitability.

Guluma (2021) examined the impact of corporate governance (CG) measures on firm
performance and how managerial behavior affects this relationship in the context of
Chinese listed firms. The study evaluated both internal CG mechanisms, such as
independent boards, dual board leadership, and ownership concentration, and external
CG measures, including debt financing and product market competition. Firm
performance was assessed using return on assets (ROA) and Tobin’s Q (TQ).
Analyzing panel data from 11,634 Chinese firms covering the period from 2010 to
2018, the study utilized the system Generalized Method of Moments (GMM)
estimation model. The results indicated that ownership concentration and product
market competition positively impact firm performance as measured by ROA and TQ.
In contrast, dual leadership and debt financing were found to have negative effects on
both ROA and TQ. Additionally, managerial overconfidence was shown to negatively
influence the relationships between board independence, dual leadership, and
ownership concentration with firm performance, while it positively moderated the
effect of debt financing on TQ and negatively affected the debt financing-

performance relationship.

Gwaison and Maimako (2021) explored how corporate governance impacts the
financial performance of commercial banks in Nigeria, specifically examining factors
such as board size, board composition, board gender diversity, audit committee
effectiveness, and board independence on return on assets (ROA). Utilizing a survey
research design, the study analyzed secondary data from the financial statements of
five commercial banks listed on the Nigerian Stock Exchange, covering fourteen
financial years (2003-2017). Employing panel least squares regression analysis, the
findings revealed that board size, board composition, board gender diversity, and
board independence significantly influence financial performance (ROA), whereas the
audit committee's impact was not significant. The study concluded that inadequate
corporate governance structures have contributed to recent challenges in the Nigerian
banking sector and recommended implementing strategic training programs for board

members and senior managers to enhance governance practices
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Warrad and Khaddam (2020) examined the effect of corporate governance
characteristics on the performance of Jordanian banks. The major objective of this
study is to show the role of corporate governance characteristics on the performances
of the Jordaninan banks. The study population consisted of all Jordanian banks listed
on the Amman Stock Exchange where 11 out of the 13 banks were analyzed. The data
collected were from the period of 2014 to 2017. The study used descriptive research
methodology. Correlation analysis as well as simple and multiple regressions were
used to infer the correlation between the characteristics of corporate governance and
the performance of Jordanian banks.The investigation employed statistics
measurements and tools to state the relationships between ROE and different
variables. The study reported significant effect of the board size, board diligence,
audit committee size and audit committee diligence separately on ROE by considering

two controlling variables; namely, firm size and return on assets.

Khanifah et al. (2020) investigated how corporate governance disclosure affects the
performance of banks in Iran, Saudi Arabia, and Malaysia. The study developed a
corporate governance disclosure index (CGDI) to evaluate 10 Islamic banks across
these countries. Data were collected from annual reports and official websites,
including Iran Exchange, Stock Market Quotes, Financial News, and Bursa Malaysia,
covering the period from 2014 to 2018. Employing a descriptive and causal-
comparative research design, the study used content analysis to assess compliance
with CGDI attributes. The findings revealed that Islamic banks adhered to 72.4% of
the CGDI attributes, with board structure and audit committee disclosures being the
most common. Regression analysis indicated that higher levels of corporate
governance disclosure were associated with improved operating performance, as

measured by return on assets (ROA).

Majeed et al. (2020) examined the effects of board size and composition on the
financial performance of banks listed in Pakistan and China. The study aimed to
assess how these board characteristics influence bank performance, using annual data
from 2009 to 2018. Panel regression analysis was employed to explore the
relationship between board size, board composition, and financial performance,
measured by return on assets (ROA) and return on equity (ROE). The findings
indicated that in the Pakistani banking sector, board size had a positive impact on
ROA but a negative, though insignificant, effect on ROE. In contrast, in the Chinese
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banking sector, board size positively influenced both ROA and ROE, though only
significantly for ROE at the 10% level. For board composition, the study found a
negative and significant relationship with ROA in Pakistan, but it was insignificant
for ROE. In China, board composition had no significant impact on either ROA or
ROE.

Okoye et al. (2020) investigated the relationship between governance practices and
bank profitability in Nigeria. The study used board size and directors' equity as
proxies for corporate governance and employed return on assets (ROA) and return on
equity (ROE) to measure financial performance. Utilizing a quantitative approach
with an ex-post facto design, the research included firm size as a control variable and
applied the Generalized Method of Moments (GMM) for estimation. The findings
indicated that both board size and directors' equity significantly influenced the
financial performance of Nigerian banks. Additionally, the study found a strong effect
of past ROE on current performance levels. It concluded that effective governance
practices are crucial for improving financial performance and recommended

maintaining an optimal board size to reduce conflicts and enhance performance.

Wadesango (2020) investigated the impact of corporate governance on the financial
performance of commercial banks in Zimbabwe amid varying economic and political
conditions. The study focused on board size, board composition, audit committees,
and leverage ratios, using return on equity (ROE) as the performance measure. An
explanatory research design was applied to explore the relationships between these
governance factors and bank performance in both stable and turbulent periods
(2010-2013 and 20142017, respectively). The research involved analyzing
secondary data from annual reports of 5 out of 13 commercial banks regulated by the
central bank of Zimbabwe. Data analysis was performed using EViews 08. The
findings revealed that corporate governance measures significantly influenced the
financial performance of banks in Zimbabwe, with board size, composition,
subcommittees, and leverage proving to be critical factors in both stable and volatile

periods.
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Author(s) Objectives Variables Methodology Finding
Sthapit and To compare the Corporate Narrative India has been a
Vaidya contrast of governance forerunner in
(2024) corporate installing CG
governance practices widely and
practices of gained edge
Nepal and India compared to Nepal.
Gul et al To evaluate the Managerial descriptive The  impact  of
(2024) impact of Ownership cum- corporate
corporate (MO), audit correlational ~ governance (CG) on
governance committees study firm performance
(CG) on firm (AC), board (FP) with the
performance size (BS) mediating role of
(FP) with the green investment
mediating role (GI).
of green
investment (GI)
Bhatt et al. To examine the external quantitative The study provides
(2024) significance of supervision, research valuable insights into
effective credit appraisal design several key factors
corporate measurement, for commercial
governance capital banks' performance
practices within adequacy in Nepal.
Nepali.
Hada To explored the ROA, Descriptive board diligence (DB)
(2023) impact of percentage of and causal- has a  positive
corporate foreign comparative  significant ROA
governance on directors in the research impact of  other
the  financial board, board design variables (FD, BI,
performance of size, board BS) on ROA of
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Prawiti et
al. (2023)

Dawood et
al. (2023)

Hajjat et
al. (2023)

commercial

banks in Nepal.

To
the effect of the

determine

Independent
Board of
Commissioners,
Firm Size and
Leverage on the
Financial
Performance of
the
Bank
To
the

Indonesian

investigate
effect of
corporate
governance on
firm
performance in
commercial
banking sector

of Pakistan

To clarify the

role of
corporate
governance
principles  on

improving

independence,
and board
diligence
Independent
Board of

Commissioners,

Quantitative

Firm Size and

Leverage

ROA, ROE, descriptive
Board size, research
Board design
Independence,

CEO  Tenure,

Audit

Committee,

Foreign

Ownership.

board of The study
directors sample
members size consisted of
(BSIZE), (70) industrial
number of companies
independent that formulate

commercial banks in

Nepal.

Independent board of
commissioners  and
firm size have a
positive and
significant effect and
Leverage has a
negative and
significant effect on
banking financial

performance.

Bank performance is
positively correlated
with dividend policy,
influenced by factors

such as the annual

general meeting,
board size, CEO
tenure, audit

committee size and
independence,
foreign  ownership,
and institutional
ownership,

The

showed a statistically

study results
significant
relationship between
the
added

market value

ratio of
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market members (79%) of institutional
performance at (BCOMP), study ownership and return
Jordanian existence of an population, on  assets, and
industrial audit committee during the nonexistence of
sector. (AUDCOM), study period statistically
and ratio of ofyear2022. significant
institutional relationship between
ownership the institutional
(InstitOwn). ownership ratio and
economic value
added.
Gardietal. To examine reporting Random IFRS adoption
(2023) how corporate quality, sampling played a positive
governance regulatory method was mediating role in the
affects the compliance, utilized to relationship between
financial better decision- collect the corporate
reporting making, and data governance and
quality of enhanced financial .reporting
selected banks reputation. quality in private
in Iraq, banks
Affes and To analyse the Financial descriptive implementation  of
Jarboi impact of profitability and causal good corporate
(2023) corporate with comparative ~ governance leads to
governance on neutralization the improvement of
financial of discretionary the fnancial
performance of accruals  and performance of
UK listed ROE, total companies measured
companies. assets, leverage by the return on

and age equity.




23

Temba et al.

(2023)

Orumwense

and

Orumwense

(2023)

Dahal
(2023)

et al.

To

corporate

assess

governance’s
influence  on
financial
performance

regarding asset

quality,
efficiency use
of equity,
earning ability,
capital
adequacy, and
liquidity

To determine if
board size, board
female gender, and
board
independence have
effect on  the
financial
performance of
quoted commercial

banks in Nigeria.s

To examine the

impact of
ownership
structure  and

board’s gender
diversity, board
size, directors’
shareholding,

board
board

members’

control,

Independent
variables
board
board
gender,
board

independence

are
size,
female

and

and dependent

variable is
ROA

board size,
foreign
ownership,

government

descriptive and
causal

comparative

Cross-
Sectional
research
design was
used, and the
method of data
analysis used
was panel
multiple

regression.

descriptive

The

revealed

findings
that
corporate
governance
positively
influences the
financial
performance of
commercial
banks in terms

of their earning

ability,  asset
quality, and
capital
adequacy.

board size has a
negative
relationship
with bank's
financial
performance,
board

membership

female

has a positive
relationship
with banks'
financial

performance,

board size has a
positive impact
on return on

assets and
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Goet (2022)

Chaarani
al. (2022)

et

board
composition on
performance of
Nepalese
commercial
banks

to examine the
determinants of
banks' financial
performance,
such as ROE

To measure the

impact of
internal and
external
corporate
governance

mechanisms on
the financial

performance of

banks in the
under-
researched

Middle Eastern

ownership,
private
ownership,
institutional
ownership and
leverage

board size, firm
size,  foreign
ownership, and
credit to deposit

ratio

performance-
based
compensation,

the presence of

women on
boards,
moderate  size

of the board,

and anti-
takeover
mechanisms

Causal

descriptive and
causal
comparative
research

design

return on equity

the size of the

board of
directors, the
size  of the
company,
foreign

ownership, and

the credit-to-
deposit  ratio
have all been

found to have a
major influence
on financial
success.
performance-
based
compensation,

the presence of

women on
boards,
moderate  size

of the board,

and anti-
takeover
mechanisms
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Shatnawi
al. (2021)

Guluma
(2021)

et

and North
African
(MENA) region
during the
COVID-19
pandemic
period

To analyze the
role of the size
and growth rate
of banks in
determining the
effect of the
financial
leverage degree
on the
profitability of
Jordanian
commercial

banks

To investigate
the impact of
corporate
governance
(CG) measures
on firm
performance
and the role of

managerial

financial
leverage
degree, size

and growth rate

The

are

variables

independent
board, dual
board
leadership,
ownership
concentration,

ROA, Debt

analytical
descriptive
research

approach

Analytical
qualitative
Research

approach

the results
uncovered that
the interaction
effects of the
financial

leverage degree
and the size
and the growth
rate of the bank
foster the
positive effects
of the
individual

variables on the

profitability of

the banks

The study
findings
showed that
ownership

concentration
and product
market
competition

have a positive
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Gwaison and
Maimako
(2021)

Warrad and
Khaddam
(2020)

behavior on the
relationship  of
corporate
governance
mechanisms
and firm
performance
using a Chinese
listed firm

To examine the
effects of board
board
composition,
board

diversity, audit

size,

gender

committee and
board
independence
on ROA of
sampled
commercial
banks in
Nigeria

To
the

analyzed
role of
corporate
governance
characteristics
on the
performances
of the
Jordaninan

banks.

financing and

dual leadership.

The
independent
variables  are
board size,
board
composition,
board  gender

diversity, audit
committee and
board
independence

and dependent

variable is
ROA.
The variables

are board size,
board diligence,
audit

committee,
committee
diligence and

ROA.

The study used
the survey
research
design. A
secondary
source of data
was used for

the study.

The study used
descriptive
research

methodology

significant

relationship
with firm
performance
measured by

ROA and TQ.

The
concluded that
the

study

weak
corporate
governance
structure in
Nigeria
contributed
immensely to
the recent crisis
experienced in
the  Nigerian

banking sector.

The significant

effect of the
board size,
board

diligence, audit
committee and
firm size on
ROE and ROA.
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Khanifah
al. (2020

Majeed et al.
(2020)

Okoye et al.
(2020)

et To analyzed the

effect of
corporate
governance
disclosure  on
banking
performance of
Iran, Saudi
Arabia and
Malaysia

To investigate
the impact of

board size and
board
composition on
financial
performance of
banks.

To analyse the

size of bank
board and
directors’ stake

as proxies for
corporate
governance,
with return on
assets and
return on equity
as
representations
for financial

performance.

board structure,
audit
committee and
ROA

board
size,board
composition,
ROA and ROE

size of bank
board, firm size
and directors’

equity

The  method
used in the
study is

descriptive and
causal
comparative
research

design

The

regression

Panel

model is used
to check the
relationship
between
dependent and
independent
variables.
The study is
quantitative
and adopts the
ex-post facto
design.

The results
showed  that
Islamic  banks
comply  with
72.4% of the
attributes

discussed in the
CGDI.

The results of
the study
confirmed
board

coefficient

size

value positive

for ROA and
negative  for
ROE.

the study
showed a

robust effect of
lagged return
on equity on
the current
level of

performance
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Wadesango  to investigate The An The study

(2020) the effects of independent explanatory found that the
corporate variables  are research employed
governance on Board size, design  used measures of
the  financial board for the study.  corporate
performance of composition, governance
commercial audit were
banks in a committee and significant

turbulent leverage ratios predictors  of
economic and and dependent financial
political variables  are performance of
environment ROA,ROE. commercial
banks in
Zimbabwe.

2.4. Research Gap

This study covers a longer time period up to 2022/23 compared to earlier studies,
which focused on older periods till 2020/21. Additionally, previous studies had
used a maximum of 5 years, while this study covers 10 years. This study has used
more financial and statistical tools. The researcher has classified independent
variables into Corporate governance specific. The Corporate governance specific
independent variables are firm size, bank size, No of women in board, No of
independent board and audit committee. Moreover, the dependent variable are
ROA and ROE, whereas previous researchershad studied with no classification of
variables. Top ten commercial banks has been specifically chosen for this study but
previous studies did not used this large number of sample for research. This study

aims to effectively address the research gap.
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CHAPTER-II
RESEARCH METHODOLOGY

A methodology details a researcher's approach to the research to ensure reliable, valid
results that address their aims and objectives. It encompasses what data they're going
to collect and where from, as well as how it's being collected and analyzed. This
chapter includes the research design, nature and sources of data, data collection
models, data analysis tools and theoretical framework. The research methodology

used in the present study is briefly mentioned below.

3.1 Research Design

In this study, the descriptive and causal comparative research designs has been
used by researcher in order to address the impact of corporate governance on
financial performances of commercial banks. The descriptive research design has
utilized to analyze the impact of corporate governance on financial performance
while the causal comparative research design has employed to explore the
direction and strength of the relationship between the dependent variable (ROE
and ROA) and the independent variables (firm size, board size, no of women in

board, no of independent board and audit committee).

3.2 Population and Sample, and Sampling Design

Currently, there are 20 commercial banks in operation in Nepal (until mid-may,
2023). Due to limited time and resources, it is not possible to study all of them, so the
10 commercial banks has been taken as a sample further period of 2013 to 2023
which makes to the 100 observation. This number is adequate for statistical analysis,
allowing for reliable and precise results.The selected ten banks are considered
representative of the Nepalese commercial banking sector. This includes a mix of
private, joint venture, and government banks, providing a comprehensive overview of
the sector's corporate governance practices and financial performance. Table 2

presents the list of sample bank along with study period and number of observations.
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Table 2

List of commercial banks selected for the study along with the study period and

number of observations

S.N. Name of the banks Study period Observation
1 Rastriya Banijya Bank Limited 2013/14-2022/23 10
2 Nabil Bank Limited 2013/14-2022/23 10
3 NMB Bank Limited 2013/14-2022/23 10
4 NIC Asia Bank Ltd 2013/14-2022/23 10
5 Nepal SBI Bank Limited 2013/14-2022/23 10
6 Machapuchhhre Bank Limited 2013/14-2022/23 10
7 Sanima Bank Limited 2013/14-2022/23 10
8 Siddhartha Bank Limited 2013/14-2022/23 10
9 Prime Commercial Bank Limited 2013/14-2022/23 10
10  Citizens International Bank Limited 2013/14-2022/23 10
Total number of observations 100

3.3 Nature and Sources of Data, and the Instrument of Data Collection

This study primarily relies on secondary data collected from the financial statements
and annual reports of banks for the period of 2013/14 to 2022/23. The financial
statements and reports were obtained from the official websites of the respective
banks. In addition to the annual reports, data and information were also gathered from
reports and bulletins published by the NRB (Nepal Rastra Bank) and its website, NRB
directives, relevant publications, journal articles, research reports, and previous

dissertations. The collected data is quantitative in nature.

3.4 Method of Analysis

This section outlines the statistical and econometric methods employed to analyze the
secondary data. The study utilizes descriptive, correlation, and regression analyses.
Descriptive statistics, including mean, standard deviation, minimum, and maximum
values, are used to characterize the sample firms. Correlation analysis measures the
direction and strength of relationships between dependent and independent variables.
Regression analysis is applied to assess the influence of independent variables on the
dependent variable both individually and in conjunction with other variables. The

analysis includes various statistical significance tests such as the t-test and F-test to



31

validate the model. All models are evaluated for individual effects using F-tests,
conducted with the Statistical Package for the Social Sciences (SPSS-23)

The following model equation is designed to test the hypothesis. From the conceptual
framework the function of dependent variables (i.e. the financial performance) takes
the following form:

ROA =f (FS, BS, NW, IB, AC).

ROE =f (FS, BS, NW, IB, AC).

More specifically, the given model has been segmented into the following models:
Model 1

ROA = o+ B1 FS + B2 BS + B3 NW+ B4 IB + s AC + ejt

Model 2

ROE = fo + 1 FS + B2 BS + s NW+ 4 IB + 5 AC + ej;

Where,

ROA = Return on assets calculated as net profit to total assets

ROE = Return on equity calculated as net profit to total equity

FS = Firm Size measured by value of total assets.

BS = Board Size measured as total no of board of directors.

NW = No of women in board measured as total no of woman directors.

IB = Independent Board measured by total number of independent directors in board.
AC = Audit committee measured by total number of members present in audit
committee.

e = Error term

Bo is the constant term and Bi1, B2, Ps, Pa, Ps, and Pe are the beta coefficients of
variables.

Statistical Tools

The statistical tools which researcher used in the study are listed below:

® Descriptives Analysis
i. Mean

ii.  Standard deviation
® Correlation Analysis

® Regression Analysis
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3.5 Research Framework and Definition of Variables

Research Framework

A research framework is a precise representation of the structure of research
variables. Through this structure, one can determine the critical areas of the study. It
also allows to come up with relevant research questions and research objectives. The
following research framework shows the relationship between dependent and

independent variable of impact of Corporate governance on financial performance.

Figure 1
Research Framework S
Independent Variables
e Firm size Dependent Variables
e Board Size
e No. of women in Board ¢ ROA
¢ No. of independent Board e ROE

member i:>l

e No. of Audit Committee

(Source: Hada and M. L. 2023)

Dependent Variabless
A. Return on Assets (ROA)

Each financial institution possesses its own assets, and return on assets (ROA)
indicates how productive these are. It gauges how well the financial institution uses its
assets. This ratio assesses how well the entire amount provided by the creditors and
owners was used. A greater ratio indicates an efficient use of the resources available
by displaying a higher return on the assets used in the bank, and vice versa. It is
computed using the link between assets and net profit.

Net Profit After Tax (NPAT)
X

Return on Assets (ROA) = Total Assets

100

B. Return on Equity (ROE)
Return on Equity (ROE), sometimes referred to as Return on Investment (ROI), is a
key indicator of a bank’s financial performance. It reflects the efficiency with which a

bank generates profit from its shareholders' equity, considering factors such as
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operating performance, debt-equity management, and asset turnover. A higher ROE
percentage signifies greater effectiveness in converting equity into profit,
demonstrating the bank's ability to provide higher returns to its investors (Lad &
Ghorpade, 2022).

It is a measure of the profitability of a bank. In calculation of this ratio, Profit after tax
is expressed as a percentage of equity.

Net Profit After Tax (NPAT)
X

1
Shareholders’ Equity 00

Return on Equity (ROE) =

Independent Variables:
a) Firmsize
Firm size refers to the size of a company's operations. It is frequently based on a
number of variables, including overall sales, asset worth, employment figures, and
company volume. To put it another way, firm size is a measurable indicator of the
size and capability of an organization. Size of a firm refers to the quantity and array of
production capability and potential a firm possesses or the quantity and diversity of
services a firm can make available concurrently to its clients and due to the
phenomenon of economies of scale (Shaheen et al.,2012). This study therefore takes
total assets of the commercial banks as the firm size.
b) Board Size

Board size is taken to refer to the total number of members serving on a firm's board.
These definitions are therefore regarded to reflect the precedent of previous literature
in the corporate governance field. The boards ought to be as tiny as practical. Because
larger boards can be less efficient for banks and require more resources. A board's
size determines how many directors it has. The dimensions of the "ideal" board are a
subject of debate. A diverse range of knowledge and experience is necessary for an
effective board size in order to create a well-functioning organization. An excessive
number of directors on a board can make it ineffective through poor communication,
which can lead to a problem with directors enjoying free rides. The most crucial
factor should be the board's effectiveness rather than its size. Therefore, the main goal
of this study is to investigate how Nepalese commercial banks' financial performance

is impacted by the number of board members.
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c) No of Women in Board

Gender diversity in top management is an indicator of corporate governance. The
business case for diversity has been established for some time. Companies with more
diverse boards have shown that they tend to perform better financially. Furthermore,
companies with a greater gender diversity among their ranks from managers and staff
to top executives and board members perform better than those with a lower gender
diversity. The unanswered question is why companies and investors aren't doing more
to recognize the advantages that diverse boards bring, given that women are still
disproportionately underrepresented on corporate boards throughout the world? This
is the reason why this study attempts to find the impact of number of woman present
in board on financial performance of Nepalese commercial banks.

d) No of Independent Director
The board of directors is essential in acting in the shareholders’ best interests and
requires a mix of executive and non-executive directors to fulfill this role effectively.
Non-executive directors, particularly those who are independent, are crucial for
providing unbiased judgment and reducing agency problems. Corporate governance
codes and regulators advocate for a balanced board composition with independent
directors to safeguard shareholder interests. However, compliance alone does not
guarantee improved firm performance if these directors do not perform their duties
effectively. Research across various countries indicates that the relationship between
the proportion of independent directors and firm performance is mixed. High numbers
of independent directors do not necessarily correlate with enhanced performance,
highlighting the need for effective monitoring of their contributions to ensure they
deliver positive shareholder value (Fuzi et al., 2016).
e) Audit Committee

An audit committee is one of the major operating committees of a company's board of
directors that is in charge of overseeing financial reporting and disclosure. An audit
committee is a sub-group of a company’s board of directors responsible for the
oversight of the financial reporting and disclosure process. To be successful, the audit
committee should be aware of the processes and internal controls in the organization.
The audit committee must coordinate with the management team, independent

auditor, and internal auditors to monitor the choice of accounting policies and
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principles and to ensure compliance with laws and regulations. To ensure that the
audit process is objective, ideally an audit committee is made as independent as
possible. This study has taken no of members in audit committee as a variable to

measure the financial performance.

Aanu et al. (2014) investigated the role of the audit committee in safeguarding
shareholders' and stakeholders' interests by examining how its effectiveness impacts
firm performance. The study assessed four key characteristics of audit committees:
independence, financial expertise, size, and frequency of meetings. Performance was
measured using Return on Equity (ROE), Return on Assets (ROA), and Return on
Capital Employed (ROCE). Data from 25 manufacturing firms over the period 2004-
2011 were analyzed using regression and correlation methods. The results revealed a
significant positive relationship between the independence and financial expertise of
the audit committee and the firm's performance metrics (ROA, ROE, and ROCE).
Conversely, the size and frequency of audit committee meetings did not show a
significant impact on performance. The study suggests enhancing audit committee
effectiveness by ensuring it comprises independent non-executive directors and
individuals with financial expertise, particularly in accounting, and by focusing

meetings on relevant issues that could improve financial performance.
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CHAPTER -1V
RESULTS AND DISCUSSION

As discussed in previous chapters, the main objective of this study is to examined the
impact of corporate governance on financial performances of commercial banks in
Nepal. This chapter presents the results and discussion of the study. To analyze the
data, both descriptive and inferential statistics were used. Measures like the mean,
standard deviation, minimum (min), and maximum (max) are examples of descriptive
statistics. Using SPSS version 23, inferential statistics include correlation and

multiple regression analysis.

4.1 Results

In this section of results, The study uses statistical tools such as descriptive and
inferential statistics to investigate how corporate governance affects the financial
performances of Nepal's leading commercial banks. Descriptive statistics encompass
measures such as arithmetic mean, standard deviation offering an overview of the
dataset. Inferential statistics involve analyses like Karl Pearson's correlation analysis
and multiple regression analysis to explore variable relationships and determine the

impact of different factors on lending behavior.

Descriptive Analysis

The descriptive statistics in this study give a summary of the information that was
utilized to examine how corporate governance affected the financial results of Nepal's
commercial banks. Return on assets (ROA) and return on equity (ROE) are the
dependent variables, and firm size (FS), board size (BS), number of women on the
board (NW), number of independent boards (NI), and number of audit committees
(AC) are the independent variables. The mean gives the average value for each
variable and the standard deviation measures the amount of variation or dispersion
from the mean. The minimum and maximum values define the data range.These
descriptive statistics help understand the central tendency and spread of the data

providing a foundation for further inferential statistical analysis.
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Descriptive Statistics of all Variables of Sample Banks
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Variables N Minimum  Maximum Mean Std.
Deviation
ROA 100 0.38 3.32 1.4533 0.49349
ROE 100 4.24 76.99 15.9264 9.65217
FS 100 28.13 898.79  200.9224  156.90232
BS 100 5.00 22.00 8.0900 3.85886
NW 100 0.00 5.00 6700 0.89955
NI 100 0.00 6.00 .8200 1.14926
AC 100 2.00 6.00 3.4100 87727

(Source: SPSS Version 23)

Table 3 displays descriptive statistics for all variables. ROA ranges widely from
0.38 to 3.32 with a mean of 1.4533 and a significant standard deviation of 0.49349
indicating substantial variability. ROE has a broader ange (4.24 to 76.99) a mean
of 15.9264 and a standard deviation of 9.65217 suggesting high variability than
ROA. FS ranges from 28.13 to 898.79 with a mean of 200.9224 and a relatively
high standard deviation of 156.9023 indicating a more high distribution. BS spans
from 5.00 to 22.00 with a meanof 8.0900 and a standard deviation of 3.85886
indicating low variability. NW ranges from 0.00 to 5.00,with a mean of 0.6700 and
a standard deviation of 0.89955, suggesting lower dispersion. NI ranges from 0.00
to 6.00, with a mean of 0.8200 and a standard deviation of 1.14926 indicating
relatively low variability. AC ranges from 2.00 to 6.00 with a mean 3.4100 and
standard deviation 0.87727 which indicating the low variability. These statistics
offer insights into central tendencies, dispersion and variability within each

variable enhancing understanding of the dataset's characteristics.

Inferential Statistics

Inferential statistics, including correlation and regression analysis help to
understand relationships among variables. Correlation assesses the strength and
direction between independent variables (FS, BS, NW, NI and AC) and the

dependent variable (ROA and ROE) revealing how changes in one relate to
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changes in another. Regression analyzes how these variables collectively affect

ROA Aand ROE determining their predictive impact.

a) Correlation Analysis

Descriptive analysis was conducted on the independent variables and the

dependent variable. Correlation analysis is a technique used to assess the

relationship between independent variables such as FS, BS, NW, NI and AC with
the dependent variable ROA and ROE. The study analyzed the inherent

relationships among these variables. Karl Pearson’s correlation analysis method

has been used in this study with SPSS version 29 and the results are presentedin

Table 4.
Table 4

Karl Pearson's Correlation Analysis of Study Variables

Variables ROA ___ROE ___ Fs BS NW NI AC
ROA 1
0.575%*
ROE o000y !
0.265%* -0.105
FS (0.009)  (0.294) 1
o 04474 0205% 0257
(0.000)  (0.040)  (0.011)
Gy 0546 0343 03017+ 07564
(0.000)  (0.001)  (0.002)  (0.000)
" 0468 0274%% 0324 08I5**  0722%
(0.000)  (0.007)  (0.001) (0.000)  (0.000)
A 043 0076 0376 0577 0301 0395%
(0.156)  (0.454)  (0.000)  (0.000)  (0.000)  (0.000)

*. Correlation is significant at the 0.05 level (2-tailed).

**_Correlation is significant at the 0.01 level (2-tailed).

(Source: SPSS Version 23)

Table 4 depicts the correlation analysis of independent variables such as FS, BS,
NW, NI and AC with dependent variable ROA and ROE. The correlation between



FS, BS, NW, NI, NW, and AC of the banks with ROA are -0.265,-0.447,-0.546,-
0.468 and 0.143 respectively. It shows that ROA has varying degrees of correlation
with the other variables. ROA has a low negative correlation with FS at -0.265,
indicating that higher FS tends to decrease ROA.ROA has a negative correlation
with BS at -0.447, suggesting that lower the number of member in board higher
will be ROA. The correlation between ROA and NW is moderate positive at 0.546.
ROA and NI has negative relationship at -0.468 which shows that increase in no of
independent director leads to decrease in ROA. AC has positive relationship with
ROA at 0.143, higher the number of member in audit committee higher will be the
ROA.

Similarly, the correlation between ROE and other variables. ROE has a low
negative correlation with FS at -0.105, indicating that negative relation with ROE.
ROE has a negative correlation with BS at -0.205, suggesting that BS has low
negative relation with ROE. The correlation between ROA and NW is positive at
0.546 and the relation is moderate with ROE. ROE and NI has high negative
relationship at -0.468 which shows that increase in no of independent director leads
to decrease in ROA. AC has negative relationship with ROE at -0.076, higher the
member of audit committee lower will be the ROE. This analysis highlights the
impact of FS, BS, NW, NI, NW and AC on determining the ROA and ROE in

commercial banks.

b) Regression Analysis

Regression analysis explores relationships between variables. A regression analysis
provides more information about the slope of the relationship. It is used to describe
the nature of a relationship and to make predictions. In this study, it has examined
how FS, BS, NW, NI and AC influence ROA and ROE.

39
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Table 5

Model Summary

Model R R Square Adjusted R Std. Error of the Estimate
Square
1 0.579° 0.335 0.300 0.41286

a. Predictors: (Constant), FS, BS, NW, NI, AC
b. Dependent Variables: ROA

(Source: SPSS Version 23)

Table 5 shows that R? value represents the proportion of variance in the dependent
variable (ROA) that can be explained by the independent variables in the model. In
the table, the R2? value is 0.335, indicating that approximately 33.5% of the
variability in ROA can be explained by the independent variables (FS, BS, NW,
NI, AC). The remaining 66.5% of the variability is due to factors not included in
the model. The Adjusted R? value is 0.299, suggesting that 29.9% of the variability
in ROA is explained by the model after adjusting for the number of predictors. The
standard error is 0.412, indicating that the data points deviate from the regression
line by an average of 0.412 units. The R? value of 0.336 suggests that the
independent variables have a moderate explanatory power regarding ROA. This
implies that corporate governance factors like firm size, board size, number of
women on the board, number of independent board members, and audit committee
presence have a significant impact on ROA. Overall, these R? and Adjusted R2
values suggest that while the models have some explanatory power, particularly for
ROA, there are likely other important factors influencing financial performance

that are not captured in these models.
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Table 6
Analysis of Variance (ANOVA)

Model Sum of Df Mean F Sig.
Squares Square
1 Regressio 8.087 5 1.617 9.489 .000°
n
Residual 16.023 94 170
Total 24.110 99

a. Predictors: (Constant), FS, BS, NW, NI, AC
b. Dependent Variable: ROA

(Source: SPSS Version 23)

Table 6 provides vital insights into the regression model's performance. The
Regression Sum of Squares (SS) at 8.087, with 5 degrees of freedom (df) and a mean
square of 1.617, explains the variability in ROA by the independent variables (FS,
BS, NW, NI, AC). The Residual SS of 16.023, with 94 df and a mean square of
0.170, accounts for unexplained variability in ROA post-modeling. The total SS of
24.11 with 99 df encompasses both explained and unexplained variability. The F-
statistic of 9.489 with a significance level of 0.000 indicates that the model is
statistically significant. This means that the independent variables Firm Size (FS),
Board Size (BS), Number of Women (NW), Number of Independent Board Members
(NI), and Audit Committee (AC)) collectively explain a significant portion of the

variance in ROA.



42

Table 7
Regression Analysis for Dependent Variable ROA

Standardized

Unstandardized Coefficients Coefficients

Model B Std. Error Beta T Sig.
1 (Constant) 1.533 176 8.721 .000
FS -.001 .000 -.160 -1.684  .096
BS -.024 .023 -.191 -1.076  .285
NW -.230 .078 -.420 -2.958  .004
NI -.006 .070 -.014 -.083 934
AC A11 .062 197 1.778 .079

a. Dependent Variable: ROA
(Source: SPSS Version 23)
ROA =1.533- 0.001FS- 0.024BS - 0.230NW-0.006 NI + 0.111AC+ it

Table 7 presents the multiple regression analysis results for ROA demonstrate
significant predictors and their respective impacts. At o = 0.05 which is the base for p
value which find out the significant and insignificant result between the variables.
The P value is below than « is significant and high than «a is insignificant. Firm size
(FS) exhibits a neagtive coefficient of - 0.001 which has a negative impact on ROA,
but this impact is not statistically significant (p = 0.096). Board size (BS) has a
negative coefficient of -0.024 which has Also negatively impacts on ROA, but this
relationship is not significant (p = 0.285). No of women (NW) has a negative
coefficient of -0.230(P=0.004) shows a significant negative impact on ROA which
indicating that an increase in the number of women on the board reduces ROA. No of
independent board member (NI) shows a non-significant coefficient of -
0.006(P=0.934), suggesting it has a negligible and non-significant impact on ROA.
Audit Committee (AC) demonstrates a low insignificant coefficient of
0.111(P=0.079), implying a positively impacts ROA but is not statistically
significant. The number of women on the board significantly negatively affects
performance, suggesting that the presence of women might correlate with other

underlying issues that need further investigation. These findings highlight the
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importance of evaluating corporate governance structures carefully and considering
other variables that might influence financial performance. The lack of significance
for many predictors also suggests the need for more robust models or additional
variables to explain the variations in ROA more comprehensively

Table 8

Model Summary

R Adjusted R Std. Error of the
Model R Square Square Estimate
1 .360%  .130 .084 9.23965

a. Predictors: (Constant), FS, BS, NW, NI, AC
b. Dependent Variables: ROE
(Source: SPSS Version 23)

Table 8 shows that the R value is 0.360, suggesting a moderate relationship between
the predictors and ROE. The R2 value here is 0.130, meaning that 13% of the
variability in ROE can be explained by the independent variables (FS, BS, NW, NI,
AC). The remaining 87% of the variability is due to other factors not included in the
model. The Adjusted R? value is 0.084, indicating that 8.4% of the variability in ROE
is explained by the independent variables after accounting for the number of
predictors. This suggests a weaker explanatory power compared to the raw R2 value,
especially when considering multiple predictors. The standard error of the estimate is
9.23965, which indicates that the observed values of ROE deviate from the predicted
values by an average of 9.23965 units. R? value of 0.130 indicates a relatively low
explanatory power concerning ROE. This suggests that while these corporate
governance factors do influence ROE, a large portion of the variance in ROE is
influenced by other variables not included in the model. The Adjusted R? values
provide a more conservative estimate, accounting for the number of predictors and
suggesting that the models explain 8.4% (ROE) of the variability, respectively, when
adjusted for degrees of freedom.
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Table 9
Analysis of Variance (ANOVA)

Model Sum of Squares Df  Mean Square F Sig.

1 Regression 1198.390 5 239.678 2.807 .021°
Residual 8024.888 94 85.371
Total 9223.277 99

a. Dependent Variable: ROE
b. Predictors: (Constant), FS, BS, NW, NI, AC
(Source: SPSS Version 23)

Table 9 provides vital insights into the regression model's performance. The
Regression Sum of Squares (SS) at 1198.390, with 5 degrees of freedom (df) and a
mean square of 239.678, explains the variability in ROE by the independent variables
(FS, BS, NW, NI, AC). The Residual SS of 8024.888, with 94 df and a mean square
of 85.371, accounts for unexplained variability in ROE post-modeling. The total SS
of 9223.277 with 99 df encompasses both explained and unexplained variability. The
F-statistic of 2.807 with a significance level of 0.021 indicates that the model is

statistically significant with ROE.
Table 10
Regression Analysis for Dependent Variable ROE

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta T Sig.
1 (Constant) 15.107 3.935 3.839 .000
FS -0.07 .007 -.001 -.011 992
BS 458 509 183 .900 370
NW -4.159 1.743 -.388 5 387 .019
NI -1.108 1.576 -.132 -.703 484
AC 242 1.394 022 A73 .863

a. Dependent Variable: ROE
(Source: SPSS Version 23)
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ROE = 15.107- 0.07FS+ 0.458BS — 4.159NW-1.108 NI + 0.242AC+ eit

Table 10 presents the multiple regression analysis results for ROE demonstrate
significant predictors and their respective impacts. At a = 0.05 which is the base for p
value which find out the significant and insignificant result between the variables.
The P value is below than a is significant and high than o is insignificant. Firm size
(FS) exhibits a negative coefficient of - 0.07(P=0.992), indicating a low insignificant
negative impact of FS with ROE. Board size (BS) has a positive coefficient of
0.458(P=0.370), showing a positively impact on ROE but is not significant. No of
women (NW) has a negative coefficient of -4.159(P=0.019) indicating a high
significant negative impact on ROE. No of independent board member (NI) shows a
non-significant coefficient of -1.108(P=0.484), suggesting it does very high negative
impact on ROE but not significant. Audit Committee (AC) demonstrates a near
coefficient of 0.242(P=0.863), which indicates that AC Negatively impacts on ROE
but is not significant. In summary, this detailed regression analysis underscores the
significance of FS, BS, NW, NI and AC as influential factors in determining ROE,
offering comprehensive insights into the impact of corporate governance on financial
performances of Nepalese commercial banks.

4.2 Discussion

The main objective of this study is to analyze the impact of corporate governance on
financial performances of commercial banks in Nepal. Five bank-specific variables
firm size, board size, no of women, no of independent board and audit committee
were examined. The sample includes Siddhartha, Sanima, NMB, Machhapuchhare,
RBB, Nabil, SBI, PCB, Citizens and NIC Asia banks. The study uses panel data from
2013/14 to 2022/23, sourced from the banks' annual reports. Data analysis employs
both descriptive (mean, standard deviation) and inferential (correlation, regression)

statistics.

The descriptive statistics show significant variability in the dataset. ROA ranges
widely from 0.38 to 3.32 with a mean of 1.4533 and a significant standard deviation
of 0.49349. ROE has a narrower range (4.24 to 76.99) a mean of 15.9264 and a
standard deviation of 9.65217 suggesting high variability than ROA. FS has very high
variability with a mean of 200.9224 and standard deviation of 156.9023 indicating a
more high distribution. BS has significant variability with a mean of 8.0900 and a
standard deviation of 3.85886. NW has high variability a mean of 0.6700 and a
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standard deviation of 0.89955. NI has low variability with a mean of 0.8200 and a
standard deviation of 1.14926. AC has relatively low variability with a mean 3.4100
and standard deviation 0.87727.

The correlation analysis in this study reveals significant relationships between various
corporate governance variables and the financial performance of commercial banks in
Nepal. Firm size (FS) and board size (BS) show negative correlations with both return
on assets (ROA) and return on equity (ROE), indicating that larger firms and boards
tend to have lower financial performance. Conversely, the number of women on the
board (NW) and the audit committee (AC) positively correlate with ROA and ROE,
suggesting that more diverse and robust audit committees and no of women on the
board may enhance financial performance. However, the number of independent
board members (NI) negatively correlates with ROA and ROE, implying that an
increase in independent directors might reduce profitability. These findings
underscore the complex interplay between corporate governance structures and

financial outcomes in the banking sector.

The regression analysis of this study reveals that corporate governance variables
significantly impact the financial performance of commercial banks in Nepal.
Specifically, firm size (FS) and board size (BS) exhibit a negative correlation with
return on assets (ROA) and return on equity(ROE), indicating that larger firms and
boards tend to have lower ROA. The number of independent member in the board
(NI) has a negative impact on ROA and ROE. The number of women on the board
(NW) negatively impact on ROA and ROE at significant effect, while the audit
committee (AC) shows a low positive but insignificant effect. These findings provide
a nuanced understanding of how different aspects of corporate governance affect bank
performance, highlighting the complexity of governance structures and their varied

impacts on financial outcomes.

Firm size (FS) exhibits a negative coefficient relationship with ROA and ROE which
indicating a significant negative impact of FS with ROA but this finding is not similar
with Hada (2023). Similarly, BS has a negative correlation with ROA and ROE
which suggests that large number of board size decreases the financial performances
of commercial banks which contradicts with results of Okoye et al (2020)and Dahal
et al(2023). The relationship of NW with ROA and ROE is positive relations which
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is consistent with the findings of Chaarani et al (2022),Temba et al (2023) and
Orumwense and Orumwense(2023). The correlation of NI with ROA and ROE is
negative which shows that that increase in no of independent director leads to
decrease in ROA and ROE. The finding is not similar with the prawiti et al(2023).
Moreover,Audit committee has positive relation ship with ROA and ROE which is
similar with finding of Warrad and Khaddam(2020) but opposite to Chaarani et
al(2022).

The results of this study indicate that the independent variables firm size (FS), board
size (BS), number of women (NW), number of independent directors (NI), and audit
committee (AC) have limited explanatory power on the financial performance of
commercial banks in Nepal, as evidenced by the low R? values. The R? for ROE is
0.130 and for ROA is 0.335, implying that only 13% and 33.5% of the variance in
ROE and ROA, respectively, can be explained by these variables.

The negative relationships between ROE and both FS and BS suggest that larger firm
size and board size may not necessarily contribute to higher financial performance.
Conversely, NW shows a positive correlation with ROA and ROE, indicating that
having more women on the board is associated with better financial outcomes. The
positive impact of female board members on financial performance aligns with
research suggesting that diversity can enhance decision-making and corporate
governance.NI, on the other hand, has a negative relationship with ROA and ROE.
While, The positive correlation between audit committees and ROA and ROE
highlights the importance of robust oversight mechanisms in enhancing financial

performance.

Overall, this study calls for further research to identify additional variables that could
explain the variance in financial performance. It also suggests that corporate
governance practices in Nepalese banks need to be context-specific, taking into
account the unique challenges and opportunities within the Nepalese banking sector
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CHAPTER -V
SUMMARY AND CONCLUSION

5.1 Summary

This chapter has three sections. The first section summarizes this study. The second
section provides a conclusion of the study. The third section presents implications
based on the summary and conclusion. The main objective of this study is to analyze
the impact of corporate governance on financial performances of selected commercial
banks in Nepal focusing on ten bank-specific independent variables such as FS, BS,
NW, NI, and AC with dependent variable ROA and ROE. To achieve the specific
objective of the study, descriptive and causal research has been carried out in terms of
impact of Corporate governance on financial performances of commercial banks in
Nepal. Descriptive research design is adopted for analyzing the impact of corporate
governance on financial performances of commercial banks in Nepal. To conduct this
study, secondary data are taken from annual reports and financial results related
websites of banks.. In this study, all the commercial banks are population of the
study among them only ten commercial banks have been selected as sample for the
present study. Initially, the researcher has chosen Siddhartha, Sanima, NMB,
Machhapuchchre, Nabil, Prime commercial bank, Citizens Bank and Nic Asia Bank
as sample banks because they presented top of commercial private bank, joint venture
bank and government bank in Nepal.As additional sample banks for a comparative
analysis and to study the impact of corporate governance on financial performances
of commercial banks in Nepal. Panel data from 2013/14 to 2022/23 were used
sourced from annual reports and economic surveys.

The study investigates the impact of corporate governance variables on the financial
performance of selected commercial banks in Nepal. The research primarily focuses
on firm size (FS), board size (BS), number of women (NW), number of independent
directors (NI), and audit committee (AC) as independent variables and their effect on
return on assets (ROA) and return on equity (ROE). The analysis reveals that FS and
BS negatively correlate with both ROA and ROE, suggesting larger firm and board
sizes may hinder financial performance. Conversely, NW positively correlates with
ROA and ROE, indicating that greater gender diversity in boards enhances financial
outcomes. NI negatively affects both ROA and ROE, while AC shows a positive
relationship with ROA and a negative one with ROE. These findings highlight the
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nuanced roles of these governance variables in the financial performance of Nepalese
commercial banks and underscore the need for tailored corporate governance

practices within the sector.

The firm size (FS), board size (BS) and the number of independent member in the
board (NI) had a low negative impact on ROA and ROE, indicating that larger firms,
boards and no of independent tend to have lower ROA and ROE. The number of
women on the board (NW) negatively impact on ROA and ROE at significant effect,
while the audit committee (AC) shows a low positive but insignificant effect. These
findings provide a nuanced understanding of how different aspects of corporate
governance affect bank performance, highlighting the complexity of governance
structures and their varied impacts on financial outcomes. These findings emphasize
the critical roles of NW on financial performances of Nepalese commercial banks,

while FS, BS, sssNI and AC appear to have less direct influence.

These findings emphasize the complex relationship between corporate governance
practices and financial performance in Nepalese commercial banks. The study
suggests that while certain governance practices like increasing the number of women
on the board and maintaining an effective audit committee can improve financial
outcomes, others such as increasing firm size and board size may have adverse

effects.

5.2 Conclusion

The first objective of this study is to examine the existence of relationships between
independent variables such as FS, BS, NW, NI and AC with dependent variables such
as ROA and ROE of selected commercial banks in Nepal. The study extensively
examine relationships between independent variables such as FS, BS, NW, NI and
AC with dependent variable ROA and ROE.A negative correlation with Firm size
(FS) and board size (BS) suggests that higher FS and BS can constrain ROA and
ROE. while a high positive correlation with No. of Women (NW) indicates that large
number of women in board banks tend to extend more return on assets and return on
equity. No. of independent board (NI) shows minimal direct relationship while audit
committee positive correlation with ROA and negative correlation with ROE. These
findings emphasize the multifaceted relationship of corporate governance with

financial performances of sample commercial banks in Nepal. The second objective
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of this study is to analyze the impact of corporate governance such as FS, BS, NW,
NI and AC on the dependent variable Return on assets and return on equity of
selected commercial banks in Nepal. FS, BS and NI had a very low negative impact
on ROA and ROE but at insignificant level indicating that large firm size, board size
and No. of independent board decreased the return on assets and return on equity.
NW was a strong negative impact on ROA and ROE at significant level which
indicates the strongest the importance of no of women in financial performances.
However, Audit committee positive significant impact on both ROA and ROE. The
third objective of this is to examine the influence of the board size, firm size, women
in board, no of independent board and audit committee on the ROA and ROE of
commercial banks in Nepal.

FS and BS negatively correlate with ROA and ROE, suggesting that larger firm size
and board size may constrain financial performance. NW positively correlates with
ROA and ROE, indicating that having more women on the board enhances financial
performance.NI negatively impacts ROA and ROE, showing that a higher number of
independent directors may not always contribute positively to financial performance.
AC has a positive correlation with ROA but a negative correlation with ROE,
suggesting that a robust audit committee can improve ROA but may not necessarily
enhance ROE.

The conclusion of the thesis emphasizes the need for a deeper understanding of the
unique corporate governance dynamics within Nepalese commercial banks. The
study reveals that traditional governance variables such as firm size (FS), board size
(BS), number of women (NW), number of independent directors (NI), and audit
committee (AC) have limited explanatory power on the financial performance
indicators, return on assets (ROA) and return on equity (ROE). Despite the positive
correlation between the presence of women on boards and financial performance,
other variables like firm size and board size show a negative impact. The results
suggest that while diversity and robust audit committees can enhance financial
outcomes, the overall low R? values indicate that many other factors influencing
financial performance remain unexplored. This calls for more comprehensive
research to identify additional determinants of financial success and to tailor
corporate governance practices to the specific needs and challenges of the Nepalese

banking sector.
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5.3 Implications
Based on the summary and conclusions of this study the following implications have

been conducted by researcher:
I.  Complexity in Larger Banks

Larger banks might suffer from inefficiencies due to their complex structures.
Increased layers of management and bureaucratic processes can slow down decision-
making and reduce responsiveness to market conditions, negatively impacting

financial performance.
Il.  Challenges with Larger Boards

Larger boards may face difficulties in achieving consensus and making swift
decisions. The coordination required among more members can lead to delays and
less effective governance, thereby hindering the bank’s performance.

1. Benefits of Gender Diversity

Having more women on the board can improve the board's dynamics and decision-
making processes. Diverse groups are known to consider a wider range of
perspectives and ideas, leading to better governance outcomes. This finding supports

the argument for promoting gender diversity in corporate leadership.
IVV.  Effectiveness of Independent Directors

While independent directors are supposed to enhance oversight, their effectiveness
depends on their engagement and expertise. In Nepal, independent directors may not
always have the necessary industry knowledge or commitment, which can limit their

positive impact on financial performance.
V. Importance of Audit Committees

The positive impact of larger audit committees underscores the importance of robust
internal controls and financial oversight. Effective audit committees can help ensure
the accuracy of financial reports, prevent fraudulent activities, and boost investor

confidence, all of which contribute to better financial performance.
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APPENDIX

Firm Board No.of No.of independent  No.of Audit
S.N  Commercial Bank F/Y F/Y ROA(%) ROE(%) Size(Billion) Size Women board member committee
Siddartha Bank
1 Ltd 2022/23 2079/80 1.15 135 286 6 1 1 3
2021/22 2078/79 1.1 13.82 264.327 6 1 1 3
2020/21 2077/78 1.25 15.68 229.068 6 1 0 5
2019/20 2076/77 1.26 13.81 170.585 6 1 1 3
2018/19 2075/76 1.49 15.71 144.272 6 1 1 4
2017/18 2074/75 1.47 15.34 761.249 5 0 0 5
2016/17 2073/74 1.51 14.89 898.793 5 0 0 3
2015/16 2072/73 1.6 19.01 744.029 8 0 0 6
2014/15 2071/72 1.51 20.29 507.197 9 0 0 6
2013/14 2070/71 1.93 24.03 402.777 9 0 0 6
2 Sanima bank 2022/23 2079/80 1.21 15.54 215.64 7 1 1 3
2021/22 2078/79 1.09 14.13 192.51 6 1 1 3
2020/21 2077/78 1.44 18.57 160.75 6 1 1 3
2019/20 2076/77 1.41 16.09 126.31 6 1 1 3
2018/19 2075/76 2.07 23.20 109.06 6 1 1 3
2017/18 2074/75 1.85 15.74 91.28 6 0 0 3
2016/17 2073/74 1.86 14.39 70 6 0 0 3
2015/16 2072/73 1.78 22.69 55.96 6 0 0 3
2014/15 2071/72 1.55 18.19 40.3 6 0 0 3
2013/14 2070/71 1.46 15.09 29.38 7 0 0 3
3 NMB 2022/23 2079/80 1.26 12.29 287.78 9 1 1 3
2021/22 2078/79 1.35 12.95 255.2 9 1 1 3
2020/21 2077/78 1.32 12.08 213.55 7 0 0 3
2019/20 2076/77 1.09 8.94 179.45 8 0 0 3
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6

Machapuchre
Bank

Rastriya Banijya
Bank

Nabil bank

2018/19
2017/18
2016/17
2015/16
2014/15
2013/14

2022/23
2021/22
2020/21
2019/20
2018/19
2017/18
2016/17
2015/16
2014/15
2013/14
2022/23
2021/22
2020/21
2019/20
2018/19
2017/18
2016/17
2015/16
2014/15
2013/14
2022/23

2075/76
2074/75
2073/74
2072/73
2071/72
2070/71

2079/80
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2075/76
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2079/80
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8

SBI BANK LTD

Prime
commercial bank

2021/22
2020/21
2019/20
2018/19
2017/18
2016/17
2015/16
2014/15
2013/14
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2070/71
2079/80
2078/79
2077/78
2076/77
2075/76
2074/75
2073/74
2072/73
2071/72
2070/71

2079/80
2078/79
2077/78
2076/77
2075/76
2074/75
2073/74
2072/73
2071/72

1.20
1.70
1.60
2.30
2.61
2.69
2.32
2.06
2.89
1.06
1.07
0.70
1.17
1.94
1.97
1.57
1.59
1.64
1.50

1.06
0.98
0.84
0.54
0.54
0.76
0.38
0.81
0.80

9.80
15.20
13.60
17.80
20.94
2241
25.61
22.73
27.97
10.77

9.57

6.26
10.44
16.20
15.81
14.85
13.25
16.08
14.25

14.33
12.93
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4.24
8.49
8.41

420
201
238
201
161
144
131
116
87
185.9581
153.1028
137.8088
132.4019
118.3142
102.5387
99.9509
78.7419
59.304
61.083

473.091
433.409
389.878
347.502
323.788
295.613
281.467
272.224
267.322

Ul 01 U1 U1 O OO OO O O OO 1 N OO N N O N NN

20
17
18
20
18
17
19
19

O 0O o0 o0OOoOoOkrRr RFrRPRRFPR P PFPOOOOOO-®RPRPRF,LPRP

W W NN WINDN WW

OR R RPRORRPRRRRLRORRRERRORERER

w wwpsprrbdbpbdpPpO

W W W w w wwwwwprd,pppPpwwwwww

o A O O LD




9

10

Ciitizens bank Ltd

Nic asia Bank Ltd
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