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Abstract
The Nigerian banking sector has undergone thordugimendous changes in the last decade, its financia
stability and performance being paramount in thieieeement of a stable and sustainable economic throw
Thus, the study examines usefulness of accountiagry and practices on banking sectors in Nigetiié w
empirical evidence from Basel Accord using timeieeedata from 1983 to 2016. The study adopt regness
analysis to empirically examine usefulness of antiog theory and practice on banking sector in Nagavith
and without implementation of Basel Accord. Thedgtdound that the implementation of Basel Accord 1
strengthens the effect of liquidity on the capialequacy of Nigerian banking sectors and conclutiad
accounting practice and theory has positive effattthe Nigerian banking sectors. In view of this,isi
recommended that Nigerian banking sectors shoulgt aomply with the implementation of guidelines as
specified in the Basel Accord |I.
Keywords: Accounting practices, Accounting theory, Bankingt®es, Basel Accord.

1.0 Introduction

Accounting practice is the procedures and conthat tvarious organizations to create and recordnbssi
transactions in order to produce consistently ddidinancial statements. It is a routine in nate complies
with the accounting guidelines and policies. Howg@aecounting theory and practice are used intexgbably
as principle that guide business transaction irelotd assess the financial stability, strength e tapital
structure and the inner worth or the real worthihef business. In view of this, Emerson, Karim andldRige,
(2010) confirmed that 20th century has witnessegthifl in the accounting practice, from the repagtientity
unilaterally setting its own generally acceptedoacting practice (GAAP) to an independent body/dcsatting
the financial reporting standards, in a bid to sfgtithe users of accounting information, and enbatie
‘information to be disclosed and comparison neddhe financial statements. This shift is greatlyésponse to
the dynamism in the business environment and it pasly responsible for the birth of the Accountant
International Study Group (AISG) in 1967 and sulbesly, the formation of the International Accoungti
Standard Committee (IASC) in 1973 eventually bexéine International Accounting Standard Board (IA8SB
2001 (Emerson, etal 2010).

The International Accounting Standard Board wasldisthed to develop and issue accounting standheds
should guide the preparation and presentationnainfiial statements globally. Since the establishroéthis
Board, it has been able to issue not less thay-tmé (41) statements or pronouncements botherngeositive
accounting topics like depreciation, constructiamtcact, deferred taxation, business combinatiooperty
plant and equipment (ICAN, 2010). In the year 2068, Accounting world witnessed the widespread atign
(adoption/adaptation) to a ‘capital market-orienti@@ncial reporting standards’ i.e. the InternatibFinancial
Reporting Standards (IFRS) (Epstein & Mirza, 2006)e adoption/adaptation of IFRS in 2005 madegtfirst
time the services of IASB, are packaged to satiséyneed of direct client(s) i.e. International @nrigation of
Securities Commission (IOSCO), Basel Committee @ankihg Supervision, International Association of
Insurance Supervisors (Epstein & Mirza, 2006). Téason for the introduction was that IFRS shouldhee
common denominator for companies that wish to lmepted for secondary listing into the InternatioB&dck
Exchange (Epstein & Mirza, 2006).

The International Financial Reporting Standard&®@J- including International Accounting StandardsS) are
a set of accounting standards that can be usedng &bout uniformity in financial reporting on #&bal basis.
IFRS is one of the accounting practices basedfs&tandards as against the rule based standards warmits
the judgement and subsequently choice of the rieygoentity, on the accounting principles that best the
reporting entity, provided they are within the sthiallowable principle and practice of reportingafice and
financial activities. However, the adoption BaselcArd in banking sector justify full compliancegtome part
of the IFRS which affect output of their financi&thtements and their performances. This corroboitatehe
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findings of Institute of Chartered Accountant Emglaand Wales (2011) which shows that there areslink
between Basel accord and IFRS in the following sinsluation critical to measurement of capital htecal
interaction of provisioning with internal modelspial calculation, consolidated Financial Stateraemtportant

to banking supervision, offsetting or netting raed hedging among others. For instance the conudianf
banking sector to the implementation of Basel Adcearious method of accounting practices of vadumaare
adopted such as fair value measurement, (as poudd-RS 13), prudent valuation adjustments, aisatibn

of assets cost among others and this may signtficarfluence the ability to report profit of theabking sector
and this is line with the findings of (Bessong &&tles, 2012).

In the light of this, the main objective of thisugdy is to examine the determinants of capital adeguwf
Nigerian banking sectors in the period of pre andtmdoption of Basel accord in Nigeria. In linghnthis
objective, the research question is how does therméant factors have capital adequacy of Nigebanking
sectors? In consonance with this, the research thgpis is formulated as; determinant factors hawe n
significant effect on capital adequacy of Nigerismking sectors during pre and post Basel accorigaria.

2.0 Literature Review

2.1.1 Accounting Theory concept

Riahi-Belkaoui (2014), views accounting theory asset of scientific hypotheses is a scientific tigeb and
only if it refers to a given factual subject matted every member of the set is either an inigauanption or a
logical consequence of one or more initial assuomgti In the same token, Unegbu (2014), opines shate
accounting theories are either rejected or accemte@dntinually being revised or modified in otherkeep the
pace with the increasing complexity of businessraipens and risks. Knowledge of accounting theayyigs a
person to exercise independent judgement with denfie besides enabling him to react according ¢o th
circumstances. Accounting theory literature is uktf accounting policy makers who are interestedhaking
the accounting information useful. Empirical eviderand investigation can be used and incorporayetthdo
policy makers in formulating accounting policieshebries are helpful as they apprise policy makérthe
underlying issues and clarify the trade-offs imiplic various theory approaches.

2.1.2  Accounting Practices Concept

Accounting practice is the procedures and contnat an accounting department uses to create amddrec
business transactions. Accounting practice shaiddlly be extremely consistent, since there agelaumbers
of business transactions that must be dealt withxiactly the same manner in order to produce camlig
reliable financial statements. It is routine irtura but complies with the accounting guidelined aolicies.
Auditors rely on consistent accounting practice svb&amining a company'’s financial statements. Q@eeper
level, to remain competitive while adhering to aértstandards of business conduct, accountingipeactvill
implement accounting systems. These systems héfyergatore and process financial and accounting teat

is used by decision makers throughout an organizathccounting practices and attached systems peodu
financial reports can be used by management aretredtusers including other stakeholders like itoess
creditors, tax collectors, e.t.c. Accounting infation systems, when paired with accounting prasticee
designed to support all accounting functions aniies including auditing, financial accountingdreporting,
management accounting and tax.

2.1.3 Banking Sector in Nigeria

Banking sector are financial intermediaries thaernmediate between the ultimate lenders and ulémat
borrowers (Jhingan, 2009). Funds flow from ultimksieders to ultimate borrowers either directly mdirectly
through financial institutions. The essential fuoistof banks as a subset of financial institutionthe financial
system is to satisfy simultaneously, according twl€ and Shaw (1960) as cited by Jhingan (20@@)tfolio
preferences of two types of individuals or firms @e one side are borrowers who are nonfinandifidjt)
spending units. Their principal function is to pucd and purchase current output and not to buytyp® of
security by issuing another’. They wish to expameirtholdings of real assets like inventories, esdhtes, plant
and equipment e.tc. They finance these by issuimaf Wurley and Shaw term primary securities.

The banking sector in Nigeria has the Central BainKigeria called the Apex bank as the monitor,esusor
and regulator. There are deposit-money banks im fof Commercial banks, merchant banks, development
banks/ specialized banks and Micro finance bankiseiOnon-banks financial institutions like discotnuiuses,
finance houses abound. They also play dominantinallee financial system. Banking sector is prewhiea the
fact that they are the foremost channel of savargsallocations of credits in an economy (Ariccidi@rquez,
2004). Nigerian banking sector is very importantthe developments of the economy. It is respondibte
financing the real sector of the economy. Howebegcause of the nature of their deposits, to avordfgio
mismatch most of the deposit- money banks engaghkdrt term lending.
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2.1.4 Capital Adequacy Concept in Nigerian Banks

The impact of adequate capital on banks’ perforraacannot be over-emphasized since it will autorafiyic
influences the quantum of funds available for itwemnts, which in effect affects the degree of snatality to
absorb shocks in term of risks. Gardner (1981) @sddn and Bashir, 2004) as cited by Jalloh (2Gt®ssed
that ‘despite its many roles and diverse functiahg clear that bank capital is acting as a pitve cushion
against losses precipitated by certain kind of tagaties.” Enhanced capital base helps to avoier arading
and curbing malpractices by the managements. Prgdéatelines of the capital adequacy system havienpact
on bank capital, costs and profitability. Adequatpital creates an opportunity for better standandany
business establishment and this will improve bussingerformance. Deposit money bank are encouraged t
maintain a higher level of capital which is commanase with their risk profiles. The existing defion of the
constituents of capital, deductions from total ¢fyadg capital and restrictions within and betwgamary (Tier
1) and (Tier 2) capital are generally consisterth\Biasel accord.

The importance of capital adequacy lies in helgmgpread the cost of prudent business conductiatats the
criminally minded.

2.1.5 Implementation of Basel Accords in the Nigesin Banking Sectors

Basel Accords are series of recommendations forréiglation of banking industry internationally. éh
prescribe standards accepted globally for improwiagks’ ability to absorb economic and financiabaits,
improving risks management practices in banksngttening transparency and disclosure requiremiemts
banks and have been adopted by more than 140 @msunorldwide. The Basel Committee on Banking
Supervision (BCBS) has since inception, introdutte@e guidelines, each of the subsequent onesrgpéki
review the previous in line with global best andrentecent market realities and practices.

Basel 1 Accord came into effect in 1988. It is kmoas Capital adequacy Accord because its mainttfoassed
on ensuring the stability of international bankisgstems by addressing the inequalities resultiognfthe
variations in capital adequacy requirements forkban different jurisdictions. It provides a minimucapital
ratio of capital to risk weighted assets of 8 pantdthat is, banks are required to maintain iiir tresserve at least
8 per cent of the value of their off balance stegtosures). There were amendments to Basel 1 ih 466
1996 respectively to deal with issues of bilatesting and market risks.

The Basel Il Accord commonly referred to as ‘mgament of capital and standards framework of 2004’
expanded its focus to include internal assessmegtedures to determine capital adequacy compliamce
external disclosure requirements to encourage moed improvement in risk measurement and conttol. |
introduced a systemic framework for assessing treatirket and operational risks. The Basel Il Adceiill
retained the minimum capital ratio of 8%of risk-gleied assets as provided in Basel | but requireédso rely
on standardized assessment methodologies of ektatiay agencies in the calculation of their riskighted
assets. Basel Il uses a three pillar concept ofnmim capital requirements (addressing risk), supery review
and market discipline to promote greater stabilitthe financial system. The first pillar dealswihaintaining a
regulatory capital calculated for three major comgras of risks that a bank faces: credit risk, apenal risk
and market risk. Other risks are not considerely fyliantifiable at this stage. The second pillaaldevith a
regulatory response to the first pillar. It alsoyides a framework for dealing with all the othisks that a bank
may face such as systemic risks, pension riskgesdration risks, strategic risks, reputation rigkgidity risks
and legal risks which the accord combines undettitleeof residual risks. It gives banks the powamreview
their risk management systems (Olalekan & Adeyi2kd,3; Van-Greuning & Bratanovic, 2009).

The Basel Ill Accord establishes more stringentitehpequirements, tripling the amount of capitanks must
keep on hand to absorb losses during financialsciisalso requires banks to maintain higher comraquity
than before, including a capital conservation buffe2.5% of their assets. Basel Ill introducechtey capital
requirements in comparison to Basel | and BasdBahks’ regulatory capital is divided into Tier acaTier 2
while Tier 1 is subdivided into common equityTieafhd additional Tier 1 capital. The distinction mgpiortant
because security instruments included in capitaéhbe highest level of subordination. Common Bqtier 1
capital includes instruments that have discretiprtividends and no maturity, while additional Tiercapital
comprises securities that subordinated to mostrsiiteted debt with an original maturity of at lefigé years.
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2.1.6 Accounting Theory and Practices on Banking $tors in Nigeria

Dependent Independent nt
Dummy Variable Variables
Variable l ¢
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Source: Authors’ Accounting Theory and Practices onBanking Sectors in Nigeria
Model

2.2 Theoretical Framework
The study is anchored with three theories comprisednative theory, anticipated income theory and th

stakeholders’ theory.

2.2.1 Normative Theory

Deductive approach to formulation of theory begwith propositions and assumptions and finally enith
logical conclusion about the subject under consiifen. It helps in developing new accounting praagi
keeping pace with the dynamic world. It stressesmrat ought to be done’. It helps in formulatingrmative
theories, which helps in solving crucial problemigeccountants. It guides accountants towards batissunting
practices. It suggests what an accountant ‘shooldadher than explaining ‘what he does’ It aimsvéwds full
disclosure of the information to the users to sa&ed their interest in the firm. The method of fotation of
Normative theory involves determining the objectbfepreparing financial statement, assumptionsastydates
are made, new principles are evolved on the bddtose postulates and new accounting techniquedenived
from such principles. The deductive approach ocotpheénade under this approach is compatible witghey
circumstances. It is also useful when logic is seagy for building up new models. Another area wher
normative approach can be helpful in the currenhemic and business scenario is social accounBaggam,
Peter & Christopher, 2006).

2.2.2 Anticipated Income Theory

The theory explains the theoretical underpinningt aslates to banks’ performance. The theory ddpam the
loan and advances portfolio as a liquid source. thieery recognizes that liquidity can be structuaedording
to maturity profile of the banks’ assets and ligigis. Mis-match of banks’ portfolio should be @ed. The

major drawback of this theory is in installment doand advances repayments. Since installment loan
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repayments provide a regular flow of liquidity, yhmay not be adequate for meeting unstructuredrgencies
in terms of cash requirements in the banking se®osede, Olowe and Uwuigbe (2013) as cited byolall
(2017) opine that banks’ managements need to niaiatame capital as cushion to absorb uncertaiiti¢be

business environment.

The stakeholder Theory

This theory is of organization management busirethgs that addresses morals and value in manaing
organization (Freeman 1994). The theory identifieel models the groups which are stakeholders of a
corporation, and both describes and recommendsoaetin which management can give due regard to the

interests of those groups. The theory attemptsldvesss the ‘principle of who or what really counts.

2.3 Empirical Review

Podpiera (2004), examined the relationship betveeenpliance with Basel core principles for effectbanking
supervision, introduced in 1997 by Basel Committ@eBanking Supervision, and performance of banking
sector. The study found that compliance with BaSete Principles has positive impact on banking aect
performance. The study concluded that Basel CoreiBles aim to strengthen quality of banks regalaiand
supervision by setting twenty-five principles fdifeetive supervision system, capital adequacy regoénts,
information requirements and accounting standartle. study recommends that Basel Il promotes thetamo

of minimum capital adequacy standards, empowernipgvisory agencies, and strengthening marketpdisei
mechanisms. In a similar study, Lin, Penm, Garg @hdng (2005) conducted a study on the pre- ant pos
implementation stages of capital adequacy in Taisvdranking industry. The study found that thereais
significant positive relationship between capitalequacy and financial performance, thus, after the
implementation of the new regulatory measures, dinkncial performance has improved. Moreovenethe a
significant positive relationship between capitdequacy and insolvency risk index, and they ardna in
context of capital management, when capital adggomemagement tends to be strict this will lead Isaoktake
greater risk. The study concluded that the relatigm between insolvency risk index and financiafgenance

is significantly negative relationship. Also, BartiCaprio and Levine (2008) examined the regulatory
environment in the banking systems of 142 countrfid® study tests whether the changes in the regula
reforms in order to comply with the regulatory framork of Basel Committee improve development, &fficy
and corruption in lending. The study concluded thate is an improvement and better reformatioa eesult of
the regulatory environment.

Naceur and Kandil (2009) examined the impact of dsipg minimum capital adequacy ratio on banks’
performance using two measures of performance: @bsitermediation and profits during the period8%9
2004, while controlling for the effect of bank-spg®cand macroeconomic variables on cost of intetiagon
and bank profits in Egypt. The study found thathieigcapital requirements have a positive impacbamnks’
profitability. The study concluded that higher dapto-assets ratio, an increase in managementiafty
(measured by ratio of earning assets to total sissmtd a reduction in inflation are experiencedbayks after
post-capital regulations period. Cosimano and HakR011) conducted a study on bank behavior inorespto
Basel Ill. The study found that higher lending sabecause higher capital requirements lead to higbst of
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funding. The study recommend that when banks iser¢heir equity-to-asset ratio by 1.3 percent goititey
will increase their lending rates by 16 basis poimnd their loan growth in the long run will degedy 1.3
percent.

Olalekan and Adeyinka (2013) conducted a studyffatieof capital adequacy on profitability of defiaroney
banks in Nigeria. The study adopt Ordinary leastsgs (OLS) estimation technique for examiningetffect of
independent variables/loans and advances (LA)-esladders’ funds, total assets and customer depasits
dependent variables-earnings per share (EPS) stindgerted a major influence on a banks’ perfoceaiihe
study found that the impact of the Nigerian monetuthority on new capital requirements was completed
by the adoption of Basel Accord Framework. The wtadncluded with the recommendation that the CBN
should not rely solely on capitalization of banks @ determinant of banks’ performance but shousd al
concentrate on efficient and effective bank sumémm and risk management. Gavalas and Syriopo@i@$4)
conducted a study on Basel Ill and its Effects anlBng Performance with an emphasis on investigatin
lending rates and loan quantity. The study fourat there are differences in loan demand elastaitg an
increase of 1.3 percent point in the capital ratiplies decrease in the volume of loans by 4.9%qar for
banks in countries that experienced a crisis antid§7 percent for banks in countries not expeiiena crisis.
The study adopted simultaneous equations modelsiangple of 594 banks in the European Union durieg t
period from 2006 — 2011, and found that level @& is decreased by 2 per cent only because lérgting
rates are increased by only 18.8 basis points ffierpercent point increase in the capital ratiopséc most of
the European banks are already complying with #pgtal requirements, and third the elasticity ofndad for
loans is low in the EU.

From the literature reviewed, it was found that tadshe studies made were conducted in Abroadvang few
studies exist in Nigeria country on examinatiorBasel accord in the Nigerian banking sector. Bamedhis,
there is a need for further research in this arehthis justify the importance of this researcmgdime series

data.

3.0 Methodology

Expos-facto research design is adopted in thisystubich is characterizes with quantitative or nuimer
description of historical data. The total populataf this study comprises of 21 banks (which isduae proxy of
Nigerian banking sector) that are currently fungitig out of 89 banks which were in existence aBetember
2004, following the recapitalization exercise. B®commercial banks also is an off-shoot of the Haiks that
emerged after the liberalization of the financigdtem in 1986 (Somoye 2008). The sample for thidysivas
drawn through census and the data employed isderies data which were extracted from the CentaalkBof
Nigeria Statistical Bulletin from 1983 to 2016. Theodel specification incorporates liquidity variabdnd

capital adequacy variable. The models are spedifédoiw:
CAR = m +ALDR +A,LOA +¢&,° (1)
CAR = m + A LDR* BSA + A,LOA* BSA + &” 2)

Where CAR is the capital adequacy ratio, LDR regpmés Liquidity ratio, LOA is the loan to assetsaat,-A,
represent the coefficients of the variablesepresents the error terns represent the constant, t is the time

frame in the study. The capital adequacy was adojptehis study as one of the popular measure ak&a
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performance represented by CAMEL approach whiatkeisve from five main segments of a bank operations

Capital adequacy, Asset quality, Management qualigrnings ability and Liquidity. It is also oneetimost

important aspect emphasised in the Basel Accord.t@hle below shows how the variables are mesutbdin

study.

Table 1: Measurement of Variable

SIN Variables Types of Measurement Source
Variables
1 Capital Dependent Equity divided by total asset Romana, aBdrgu,
adequacy (2013)
2 Liquidity ratio | Independent Index CBN Statistica
variable 1 Bullletin (2016)
3 Loan to assetIndependent Loan divided by total asset Dufera (2010)

ratio

variable 2

4 Basel Accord

Dummy Variable

Taking O for pre-atimp and 1 for

post- adoption

Source: Authors’ computation

4.0 Results

4.1 Descriptive Statistics
The researchers employ various statistics to exartia shapes of the distribution of these datatantheck
whether the data series follow a Gaussian proCHss. statistical description is based on mean, maxim

minimum, standard deviation, skewness, kurtosid, Jamque-Bera statistics, while the visual desorptentres

on line graphs. Table 2 gives the results of thtstical method.

Table2: Statistical Description of Data

Statistics CAR LDR LIR

Mean 0.028650 67.00333 0.386255
Median 0.019397 67.76250 0.378677
Maximum 0.132737 85.66147 0.659766
Minimum 0.004405 38.00000 0.266409
Std. Dev. 0.034422 12.67117 0.076011
Skewness 1.961600 -0.542934 1.288142
Kurtosis 5.654076 2.577224 6.191178
Jarque-Bera 31.78380 1.923620 23.82954
Probability 0.000000 0.382200 0.000007
Observations 34 34 34

Source: Authors’ com

putation

As shown in table 2 above, it is remarkable thahlibe median and average values are positivedh ease. |
also observe that there is a significant marginvbet the median and mean. This means these variable
displayed an increasing tendency through the perfadvestigation. More so, the liquidity ratio hidee highest
volatility as shown by the coefficients of the stard deviation. Coefficient of skewness in eacthefvariables

is approximately larger than zero except for lidyidatio indicating that all the variables are piosly skewed,
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and asymmetric in nature except liquidity risk @afl his simply means throughout the sampling perilod raw
data exhibit much more low values than high valxeept liquidity risk ratio. The kurtosis values shthat
capital adequacy has low volatility of volatilitgnd it is plytokurtic, with flat tail, while liquitly ratio and loan
to asset ratio are leptokurtic with high volatilibf volatility. This leptokurtic characteristic sggsts that in
future time, these variables would manifest higluea or there would be occasional outliers in thtere. The
JB statistic of liquidity ratio is large with probiity value larger than alpha value at 5 per cérnig implies that
the distribution pattern is normal while the disttion pattern of loan to asset and capital adegimaot

normal.
4.2 Correlation Matrix
The correlation matrix simply reveals the directioh movement between capital adequacy and liquidfty

banking sector in Nigeria. The result is preseimebable 3 below;

Table 3: Correlation Matrix

Variables CAR LDR LIR BSA
CAR 1 -0.3424 0.1963 0.6113
LDR -0.3424 1 0.4989 -0.2024
LIR 0.1963 0.4989 1 0.3069
BSA 0.6113 -0.2024 0.3069 1

Source: Authors’ computation

In table 3 above, the interpretation of the Peactswrelation would follow Guilford rule of thumb wdh is < 0.2
is a negligible correlation, 0.2 to 0.4 is low adation, 0.4 to 0.7 is a moderate correlation,t6.0.9 is a high
correlation, > 0.9 is a very high correlation. Tiatrix shows that the correlation coefficient betwecapital
adequacy and liquidity ratio is -0.3424, while ¢dapadequacy and loan to asset ratio is 0. 1968sd lvalues
reveal that there is weak correlation between abpitlequacy and liquidity of banking sectors in é¥ig.

However, these weak correlation coefficients retbat there is absence of multi-collinearity. Irdaidn, the

researcher uses line graph to illustrate the pattethese data and the results are shown below;

In figure 1, visual evidence shows that capitalcadey has been very low and stable from 1983 td 20

increases sporadically from 2010 to 2011 and resnafable from 2011 to 2016. This implies that sitiee
adoption of Basel Accord 1 in 2004, the full coniplia to this rule was effective in 2010 and sinlcent the
banking sectors have not yet fully adopt the Basebrd 2.

131




Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) i-li,l
\ol.9, No.16, 2018 IIS E

Figure 1: Line graph showing capital adequacy ofkbay sectors in Nigeria.

CAR

12

.10 1

.08 1

.06

.04 -

.02 1

00 +—trr+t+rrrTrrrrr+rrrrrTrrrrrt—
1985 1990 1995 2000 2005 2010

T
2015

Source: Authors’ Capital adequacy of banking sectors ige\ia.

Figure 2: Line Graph showing liquidity ratio of bang sectors in Nigeria
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In fig. 2 above, visual evidence shows that ligyidatio has been increasing and falling intermite In 2011,
liquidity ratio of the banking sector reached thealp and fell immediately in 2012. The liquidityicaélso rises
in from 2015 to 2016.
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Figure 3: Line graph showing loan to asset ratibarfking sectors in Nigeria
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Source:Authors’ loan to asset ratio of banking sectorbligeria

From the fig.3 above it is clear that the loan $3ed ratio of banking sectors in Nigeria is highlystable.

However, it increased immediately and got to thakga 1999; fell again, but remain stable since2201

4.3 Regression Results
The regression results are estimated based omwthmbdel specification in the methodology. Thetfirodel is

estimated without the interaction of Basel Accordl dhe other model is estimated with interactiorBakel

Accord.

Table 4: Dependent Variable (Capital Adequacy)

Variables Coefficients | Probability Coefficients Prdoability
C 0.046949 0.2157 -0.000632 0.9044
LDR -0.001490 0.0095 -0.003366 0.0000
LIR 0.181674 0.0396 0.631878 0.0000
R-squared 0.219625 0.637729

Adjusted R-squared 0.169278 0.614357

F-statistic 4.362237 27.28563
Prob(F-statistic) 0.021414 0.000000

Source: Authors’ computation

The table 4 above shows the result of the specifiedels. The result shows the determinant of clagitaquacy
before and post adoption of Basel accord in theehdg banking system. The result of the model lgetoe
adoption of Basel shows that the coefficient oedaination is 0.2196 which implies that 21.96 pentoof the
explanatory variables (liquidity ratio and loan deset ratio) account for changes in the dependetidble
(capital adequacy). Also the liquidity ratio hagative but significant effect on capital adequatthe Nigerian
banking sectors while loan to asset ratio exeritigesand significant effect on the capital adequaé the
Nigerian banking sectors. Probability of F-statistis less than 5 per cent which implies that treaeh is
statistically fit. In the same token the resulttbé model when Basel accord is adopted by Nigdoemking
sectors reveal that the coefficient of determimats0.6377 which implies that 63.77 per cent ef éxplanatory

variables (liquidity ratio and loan to asset rat@jcount for changes in the dependent variableitédap
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adequacy). This show that the interaction and impletation of Basel accord by the Nigerian bankiegtars
increased the explanatory power of the coefficehtetermination. More so, liquidity ratio has nega but
significant effect on capital adequacy of the Nigerbanking sectors while loan to asset ratio epesitive and
significant effect on the capital adequacy of thgddian banking sectors. Probability of F-statsiie less than 5

per cent which implies that the model is statidityci.

4.4 Discussion of Findings

The increase in the level of explanation of theepehdent variables to the dependent variable fitwenpte
period to the post period is 0.445079. This diffiee=in the cumulative correlation results for pne post Basel
Accord which is an indication that the banks liqyicexplained capital adequacy better after thepida of
Basel Accord one in Nigeria. The impact of Baset@érd 1 adoption strengthens the effect of liqyidit the
capital adequacy. This could be as a result of wwtang practice through international financial ogjng
standard implemented to facilitate the measurerm&bnk liquidity which does not only focus on shimrm
ratio but also enable banks to carry out stockighf lgquality liquid asset which enables them to safor 30
days stress scenario. This conforms to the obgaiBasel Accord | to strengthen the soundnessstatality
of banking sectors and this is in tandem with @mp@xpectation or paradigm and the paradox isdfiethe
Nigerian banking sectors. This finding conformsthie finding of Lin, etal. (2005), who found thateaf the
implementation of the new regulatory measures, §apkrformance improved. Also, the study found that
liquidity ratio has negative but significant effemt capital adequacy of the Nigerian banking sectord this
also is in line with the finding of Lin, etal. (26D More so, the loan to asset ratio exerts pas#ind significant
effect on the capital adequacy of the Nigerian.sTdonforms to the finding of Cosimano and Hakui@l(@®,

which explained that higher lending rates becairgeeh capital requirements lead to higher cosuafifng.

5.0 Summary and Conclusion

The study examines usefulness of accounting thaodypractices on banking sectors in Nigeria witlpigical

evidence from Basel Accord using time series daim 1983 to 2016. The study adopt regression aisalgs
empirically examine usefulness of accounting theorg practice on banking sectors in Nigeria witt asthout

implementation of Basel Accord which is limitedBasel Accord 1. Findings revealed that the impletat@m

of Basel Accord 1 strengthens the effect of ligtyidin the capital adequacy of Nigerian banking asctlt is

concluded that accounting practice and theory lusdtipe effect on the Nigerian banking sectorsview of

this, it is recommended that Nigerian banking sacstiould fully comply with the implementation afidelines

as specified in the Basel Accord I, 1l and Il Bstwill improve their performance.
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