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Abstract

Corporate governance in the banking sector plays a critical role in ensuring accountability, transparency, and risk
management key elements for financial stability and longterm success. This paper explores whether a higher frequency
of board meetings, which ensures continuous oversight and strategic divection, and regular Integrated Risk
Management Committee (IRMC) meetings, which address risk challenges, lead to improved financial performance.
Accordingly, this study investigates the relationship between the frequency of board and IRMC meetings with the
financial performance of licensed commercial banks in Sri Lanka. It uses key financial metrics such as Return on
Assets (ROA) and Return on Equity (ROE) as indicators of performance. By analyzing data from a sample of licensed
commercial banks over five years, the research examines how governance practices influence these metrics. The study
applies quantitative methods, utilizing regression analysis to assess the correlation between meeting frequency and
financial outcomes, while controlling for variables such as bank size and age. The results offer insight into the optimal
frequency of governance meetings necessary to foster stronger financial results and more effective risk management in
the banking sector. The findings also have significant implications for regulatory bodies, bank boards, and shareholders,
suggesting that regular board and IRMC meetings are crucial for ensuring governance practices that enhance
performance and mitigate risks. This study contributes to the ongoing discourse on the importance of governance
structures in emerging markets, particularly within Sri Lanka’s banking industry, and offers practical
recommendations for improving oversight and risk management in licensed commercial banks.

Keywords : Board Meetings, Integrated Risk Management Committee, Financial Performance, Licensed
Commercial Banks, Corporate Governance, Sri Lanka.

1. INTRODUCTION

Corporate governance plays a pivotal role in the banking sector by establishing a framework for
accountability, transparency, and ethical decision-making. In banks, effective governance is critical not
only for maintaining regulatory compliance but also for ensuring that strategic decisions align with the
institution's long-term goals and risk management requirements. Given the complexity and regulatory
intensity of the banking industry, sound corporate governance is necessary to protect stakeholders'
interests, preserve financial stability, and mitigate risks associated with financial and operational
performance (Wickremasinghe,2018).

Frequent board meetings serve as a key mechanism to enhance governance oversight. These meetings
provide the platform for directors and executives to engage in critical decision-making processes, monitor
the institution's progress, and respond to emerging challenges. By regularly convening, boards can ensure
that management is held accountable, strategic objectives are being met, and that the bank remains agile
in addressing market and regulatory changes (Pathan & Fuff,2013).

In parallel, Integrated Risk Management Committee (IRMC) meetings are essential for assessing and
managing the diverse risks faced by banks. From credit and market risk to operational and regulatory risk,
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IRM committees work to identify, evaluate, and mitigate potential threats to the bank's stability and
profitability. Regular IRM meetings ensure that risk management strategies are not only developed but
also continuously reviewed and updated in response to changing external conditions, thus protecting the

bank’s financial health (KeyCorp, 2022).

In the context of Sri Lankan banks, both frequent board meetings and IRM meetings are particularly
important. The Sri Lankan banking sector operates within a highly regulated environment under the
oversight of the Central Bank of Sri Lanka (CBSL), which imposes stringent governance and risk
management requirements. The Banking Act Direction No. 11 of 2007 on Corporate Governance issued
under the Banking Act No. 30 of 1988, the CBSL has given directives to the banks on frequency of board
meetings and IRMC meetings. The frequency and effectiveness of these meetings can have a direct impact
on a bank’s ability to navigate regulatory challenges, respond to economic fluctuations, and ultimately,
improve financial performance indicators such as Return on Assets (ROA) and Return on Equity (ROE)
(www.cbsl.gov.lk). This study, therefore, examines how these governance practices influence the financial
success and stability of licensed commercial banks in Sri Lanka.

In Sri Lanka, Banking sector is mainly governed by the Banking Act No.30 of 1988, according to which
there are mainly two types of banks.

1.Licensed Commercial Banks (LCB)
2. Licensed Specialized Bank (LSB)

This study is specifically limited to LCBs as it dominates the financial sector by holding 45% of the total
assets (www.worldbank.org).

The Central Bank of Sri Lanka (CBSL), as the regulatory authority for the banking sector, has introduced
several directives to strengthen the corporate governance framework within the industry. The first of these
directives, issued in 2007, represented a pivotal move towards formalizing governance practices across
banks. These guidelines were designed to enhance the oversight responsibilities of boards of directors,
promote transparency in decision-making processes, and reduce risks through the enforcement of strict
compliance and regulatory standards (Hassan & Athambawa, 202 1; Wickremasinghe,2018).

Corporate governance in LCBs, as per the CBSL's directive, emphasizes several key areas, including: Board
Composition and Functioning: Ensuring that boards of directors have the necessary skills, independence,
and diversity to govern the bank effectively, Board Committees: Establishing specialized committees, such
as the Audit Committee and Integrated Risk Management Committee, to handle specific governance
functions and ensure effective oversight, Risk Management: Mandating banks to adopt robust risk
management frameworks and requiring regular Integrated Risk Management (IRM) meetings to identify,
assess, and mitigate financial and operational risks, Disclosure and Transparency: Enhancing disclosure
requirements to ensure that stakeholders, including shareholders, creditors, and the public, have access
to accurate and timely information on the financial health and governance of the bank (www.cbsl.gov.lk).

However, empirical studies on the effectiveness of these directives are few and far between. As a result,
the question remains as to whether these directives have fully achieved their intended objectives

(Weerasinghe,2019).

This paper intends to investigate whether the frequency of Board meetings and Integrated Risk
Management Committee (IRMC) meetings has any significant impact on the financial performance of

LCBs.
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While the CBSL directives aim to improve governance and risk management, there is limited evidence to
ascertain if the regularity of these meetings directly influences key financial outcomes such as profitability,
liquidity, or risk mitigation. Understanding the relationship between governance practices and financial
performance is crucial, especially in the Sri Lankan context, where the banking sector plays a pivotal role

in the economy (Hassan & Athambawa, 2021; Wickremasinghe,2018).
The absence of comprehensive empirical research raises critical questions, such as:

e Do more frequent Board and IRMC meetings result in better decision-making and risk
management, or are they merely procedural?

o Is there a measurable correlation between the number of meetings and improved financial
metrics such as return on equity (ROE), return on assets (ROA), or capital adequacy?

These are important questions that remain largely unexplored. Addressing them through empirical
research could provide valuable insights into the effectiveness of the CBSL's corporate governance
directives and their real impact on the performance of LCBs.

Therefore, this paper aims to investigate how the frequency of board meetings and Integrated Risk
Management Committee Meetings correlate with better financial performance, using key financial
indicators as a measure.

2. LITERATURE REVIEW

Section 2 (1) of the “Banking Act Direction No. 11 of 2007 Corporate Governance for Licensed
Commercial Banks in Sri Lanka” describes the principle of the “Responsibilities of the Board”. It states
that, “The board of directors should assume the overall responsibility and accountability in respect of: (a)
the management of the affairs of the bank, i.e., conduct of business and maintenance of prudent risk
management mechanisms; and (b) the safety and soundness of the bank”.

‘Section 3 (1)’ of the said direction states that,

The board shall meet regularly and board meetings shall be held at least twelve times a year at
approximately monthly intervals. Such regular board meetings shall normally involve active participation
in person of a majority of directors entitled to be present. Obtaining the board’s consent through the
circulation of written resolutions/papers shall be avoided as far as possible.

Accordingly, Sri Lankan LCBs should conduct minimum of 12 board meetings a year. However, the
productivity of these meetings largely depends on the active participation of the members.

Corporate governance mechanisms, particularly board meetings, play a critical role in aligning stakeholder
interests and improving financial performance in banks by enhancing oversight and reducing conflicts of
interest (Guney et al., 2019; Moghadam, 2015). The quality of governance, including the structure and
function of the board, is essential for decision-making, oversight, and risk management (Moghadam,
2015). Banks that conduct more board meetings, especially during times of financial turbulence, tend to
be better equipped to respond to crises and maintain shareholder confidence, leading to improved
financial outcomes (Harvard Law School, 2023). However, some studies highlight that simply increasing
the number of meetings does not necessarily correlate with better financial results. The quality and focus
of those meetings are critical. For example, board meetings that focus on risk and compliance, rather than
purely operational aspects, tend to have a more positive impact on financial performance (Guney et al.,

2019).

Kyei, S. M., Werner, K., & Appiah, K. (2022), in their study on African banks, found that board meeting
frequency has varying effects on financial performance across different regions. For instance, in Northern
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Africa, more frequent board meetings were positively associated with better bank performance, while in
Sub-Saharan Africa, fewer meetings were linked to higher shareholder value. This suggests that the
optimal number of board meetings might depend on regional governance practices and market
conditions.

A study on two-tier boards emphasized that the frequency of board meetings is influenced by the board's
structure and leadership. For example, in firms where CEOs have more power, board meetings may be
less frequent, which can hinder financial performance due to reduced oversight (Econstor, 2023).

Another study by Econstor (2022) found that in firms with long-tenured CEOs, board meetings were less
frequent, which could lead to reduced scrutiny and negatively affect performance. However, when board
leadership emphasized frequent meetings, financial performance improved due to better governance
practices and enhanced oversight (Econstor, 2022).

Vafeas (2023) revisited earlier findings and highlighted that more frequent board meetings were
associated with improved firm performance when they focused on risk management and compliance
issues, particularly in response to regulatory changes following the financial crisis.

These articles suggest that while board meeting frequency can enhance financial performance through
better oversight and strategic direction, the effectiveness of those meetings depends on the context, the
structure of the board, and the leadership dynamics within the bank.

Section 2(6)" of the “Banking Act Direction No. 11 of 2007 Corporate Governance for Licensed
Commercial Banks in Sri Lanka” and specifies that, “the board should appoint separate board committees
for audit, selection, remuneration, integrated risk management and such other subjects as determined by
the Board to ensure its oversight and control over the affairs of the bank”.

It further states, “where the board appoints a committee, it should set out the authority of the committee,
and in particular, whether the committee has the authority to act on behalf of the board or simply has
the authority to examine a particular issue and report back to the board with recommendations. Each
committee should be chaired by a non-executive director who has some expertise in the relevant subject,
and who preferably should be independent too. The majority of the members of the board committee
should consist of non-executive directors with at least one independent director in the committee. If a
need arises, professionals from outside may be invited or hired to serve in a committee. Bank staff may
be present at the board committees for advice or special assignments, on invitation”.

Section 3 (6) (i) of the direction states, “each bank should have at least four board committees. Each
committee should directly report to the board and appoint a secretary to arrange meetings and maintain
minutes and records under the supervision of the chairman of the committee. The board shall present a
report of the performance on each committee, on their duties and roles at the annual general meeting”.

4

‘Integrated Risk Management Committee:
a) The committee shall consist of at least three non-executive directors, chief executive officer and

key management personnel supervising broad risk categories, i.e., credit, market, liquidity,
operational and strategic risks. The committee shall work with key management personnel very
closely and make decisions on behalf of the board within the framework of the authority and
responsibility assigned to the committee.

b) The committee shall assess all risks, i.e., credit, market, liquidity, operational and strategic risks
to the bank on a monthly basis through appropriate risk indicators and management
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information. In the case of subsidiary companies and associate companies, risk management shall
be done, both on a bank basis and group basis.

¢) The committee shall review the adequacy and effectiveness of all management level committees
such as the credit committee and the asset-liability committee to address specific risks and to
manage those risks within quantitative and qualitative risk limits as specified by the committee.

d) The committee shall take prompt corrective action to mitigate the effects of specific risks in the
case such risks are at levels beyond the prudent levels decided by the committee on the basis of
the bank’s policies and regulatory and supervisory requirements.

e) The committee shall meet at least quarterly to assess all aspects of risk management including
updated business continuity plans.

f) The committee shall take appropriate actions against the officers responsible for failure to identify
specific risks and take prompt corrective actions as recommended by the committee, and/or as
directed by the Director of Bank Supervision.

g) The committee shall submit a risk assessment report within a week of each meeting to the board
seeking the board’s views, concurrence and/or specific directions.

h) The committee shall establish a compliance function to assess the bank’s compliance with laws,
regulations, regulatory guidelines, internal controls and approved policies on all areas of business
operations. A dedicated compliance officer selected from key management personnel shall carry
out the compliance function and report to the committee periodically”.

This study intends to measure whether the number of Integrated Risk Management Committee (IRMC)
meetings has an impact on the financial performance of the banks.

Aljughaiman and Al Naim (2024) conducted a study examining the impact of risk committees'
characteristics on the financial performance of banks in Saudi Arabia. Specifically, they focused on the
frequency of risk committee meetings and how this factor influences financial performance metrics. Their
research is grounded in the broader corporate governance framework, where the role of risk committees
is pivotal for ensuring that banks have adequate risk management practices in place.

The study highlighted that more frequent meetings of risk committees tend to enhance the oversight of
risk exposure and improve decision-making related to risk management strategies. This, in turn,
contributes positively to the financial stability and performance of banks. The authors also pointed out
that regular meetings enable risk committees to stay updated on potential risks, thus allowing for timely
interventions to mitigate adverse effects.

Jensen and Meckling (2022) discussed the role of risk management committees in mitigating agency
problems in financial institutions. Their research emphasized that frequent meetings provide greater
oversight, which improves financial performance. Stulz (2022) highlighted the importance of integrating
risk management into strategic decision-making. His findings showed that banks with frequent risk
committee meetings were better able to manage risks and enhance financial performance.

Lee et al. (2021) analyzed governance and risk-taking in Islamic banks, finding that frequent risk

management meetings contributed to better financial outcomes through effective governance. Their study
showed that more frequent meetings contributed to better financial outcomes by reducing agency costs
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and improving risk oversight. Harymawan et al. (2021) demonstrated that frequent risk management
committee meetings in Indonesian banks were positively associated with financial performance,
particularly by enhancing transparency and reducing audit fees.

Karkowska and Acedanski (2020) examined the effect of corporate board attributes, including the risk
committee, on bank stability. They found that more frequent meetings enhanced the bank's stability and
financial performance, especially in times of financial distress.

Jia and Bradbury (2021) investigated the role of risk management committees in Australian banks,
concluding that frequent committee meetings improved financial performance by strengthening oversight
and mitigating risks.

Gontarek and Belghitar (2018) examined risk governance mechanisms and found that more frequent risk
management meetings positively impacted bank performance by reducing risk exposure. Garcia-Meca et
al. (2015) found that board diversity, including in risk management committees, positively influences
bank performance through enhanced governance and oversight. Pathan and Skully (2010) showed that
risk governance, including committee frequency, plays a significant role in mitigating risk-taking behavior
in banks, which in turn enhances financial performance.

These studies offer a strong basis for evaluating the influence of IRMC meetings on bank performance,
highlighting the significance of holding frequent, well-organized meetings for effective risk oversight and
financial success.

3. THEORETICAL FRAMEWORK

3.1 Agency Theory and Stewardship Theory

Agency theory and stewardship theory offer two perspectives on governance and oversight within
organizations. Agency theory emphasizes the conflict between managers (agents) and shareholders
(principals) due to the separation of ownership and control, necessitating mechanisms to ensure
managerial accountability (Jensen & Meckling, 1976). Frequent board meetings serve as one such
mechanism, providing the board with opportunities to scrutinize managerial decisions and align them
with shareholders' interests (Fama & Jensen, 1983). On the other hand, stewardship theory posits that
managers are naturally inclined to act in the best interest of stakeholders when they are empowered and
entrusted with responsibility. Regular board oversight through meetings, therefore, not only reinforces
managerial accountability but also fosters alignment with stakeholder objectives (Donaldson & Davis,
1991), promoting trust and collaboration.

3.2 Risk Management Framework

An effective risk management framework can link regular integrated risk management (IRM) meetings to
improved risk mitigation, regulatory compliance, and financial stability. IRM meetings enable timely
identification and assessment of risks, ensuring that organizations implement appropriate mitigation
strategies (Beasley, Clune, & Hermanson, 2005). These meetings help to align risk management efforts
with broader organizational goals and regulatory requirements, contributing to a sustainable approach to
risk oversight.

3.3 Financial Performance Metrics
To evaluate the financial performance impact of governance practices, key performance indicators such

as Return on Assets (ROA) and Return on Equity (ROE) are critical. ROA measures how effectively a
company uses its assets to generate profits, while ROE assesses the return on shareholders' equity,
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indicating how efficiently management is using equity to create value (Hillman & Dalziel, 2003). Profit
margins, which reflect the percentage of revenue that becomes profit, provide insight into cost
management relative to sales. Together, these metrics offer a comprehensive view of financial health and
the effectiveness of governance structures in driving performance (Jones & Williams, 2023).

4. METHODOLOGY

4.1 Research Design

This research aims to investigate how the frequency of board meetings and Integrated Risk Management
Meetings impact the financial performance of Licensed Commercial Banks (LCBs) in Sri Lanka. The
study builds on well-established methodologies in this field, where numerous previous investigations have
utilized a positivist paradigm, adopting a deductive approach combined with quantitative techniques to
analyze secondary data. The researcher plans to follow a similar approach for this investigation.

4.2 Data Collection

Focusing on the relationship between corporate governance practices and financial performance
outcomes within LCBs in Sri Lanka, this study’s population, as of September 30, 2023, consists of all 24
licensed commercial banks operating in the country (www.cbsl.gov.lk, 2021). However, to streamline the
analysis, the researcher has excluded 11 branch offices of foreign banks, leaving a sample of 13 domestic
LCB:s for examination.

To gather the necessary secondary data, the study will review the Corporate Governance Reports, signed
by the Chief Compliance Officer, as well as the Audited Financial Statements, signed by the Chief
Financial Officer, for each bank. These documents are expected to provide critical insights into corporate
governance practices and financial performance indicators, forming the basis for the analysis.

4.3 Conceptual Framework

Number of Board

Meetings per year >
Financial Performance -« —
-Return on Asset Size of the Bank
Number of IRMC meetings " | -Return on Equity (Total Assets)
per year ?

I Age of the Bank
- - -+ (For how long the

bank has been in

4.4 Research Hypothesis operation)

H1-There is a relationship between the “ Number of Board Meetings Per Year” and “Financial
Performance” of Licensed Commercial Banks

According to the Banking Act Direction No. 7 of 2011 on Corporate Governance for Licensed
Commercial Banks, the board shall meet regularly and board meetings shall be held at least twelve times
a year at approximately monthly intervals (www.cbsl.gov.lk). The number of board meetings has a positive
relationship with the financial performance of banks.
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H2-There is a relationship between the “Number of Integrated Risk Management Committee Meetings
Per Year” and “Financial Performance” of Licensed Commercial Banks.

Integrated Risk Management Committee (IRMC) deals with the risk management framework and
profitability of the banks. According to Banking Act Direction No. 7 of 2011 on Corporate Governance
for Licensed Commercial Banks, it is mandatory to have an IRMC board sub-committee. There is a
positive relationship between the number of IRMC meetings and the financial performance of the banks.

5. DATA ANALYSIS

5.1 Regression Analysis

This study is aimed to explore the Impact of the number board meetings per year (BMT), the number of
IRMC meetings (IRMC) on the performance of the bank where the Return on asset (ROA) and Return
on equity (ROE) is taken as the proxy to measure the bank performance. For this evaluation equation 1
can be formed.

PER, = Bo + B; (BMT,) + By IRMC,) * &1 evoreerrrroon (1)
Whereas
PER = Performance represented by ROA and ROE......... (Dependent Variable)
BMT = Number of board meetings per year.......(Independent Variable )
IRMC = Number of IRMC meetings per year (Independent Variable)
€ = error term

5.2 Descriptive Analysis of secondary data

5.2.1 Behavior of variables used in the study

BOARD MEETINGS PER YEAR

<ihid
Rl

UL
BN

Fig:urez S.i - Ol;served behavior of No. of board meetings from 2017 to 2021
(Authors finding 2024)

All the banks under consideration conducted board meetings with a frequency that met or exceeded the
minimum requirement set by the Central Bank of Sri Lanka, which mandates at least one meeting per
month (as depicted in Figure 4.1). This adherence to the regulatory standard demonstrates the banks'
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commitment to maintaining robust governance practices. By holding regular board meetings, these banks

ensure continuous oversight and timely decision-making on critical issues.
INTEGRATED RISK MEETINGS

3 4

7 7

6 6

e B ) B B N B N

Figure 5.2 - Observed behavior of number of integrated risk committee meetings from 2017 to 2021

(Authors finding, 2024)

All the banks under consideration held Integrated Risk Management Committee meetings with a
frequency that met or exceeded the regulatory requirement of at least once per quarter. This regular
scheduling demonstrates the banks' strong commitment to robust risk management practices. By
consistently convening these meetings, the banks ensure continuous monitoring, assessment, and timely
addressing of potential risks. This proactive approach enables them to identify emerging threats, evaluate
risk mitigation strategies, and make informed decisions to protect their financial stability and operational
integrity. Their diligence in upholding a regular meeting schedule highlights their adherence to regulatory
standards and their dedication to fostering a culture of prudent risk management.
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<
i

—
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Figure 5.3 - Observed behavior of return on assets and return on equity from 2017 to 2021
(Authors finding, 2024)

464



International Journal of Environmental Sciences
ISSN: 2229-7359

Vol. 11 No. 9s, 2025
https://www.theaspd.com/ijes.php

Return on assets and return on equity shows fluctuations and yet growth has shown during the last year
(figure 5.3).
5.2.2 Behavior of Return on assets (ROA) with independent variables

(
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Figure 5.4 - Behavior of ROA and number of board meetings (BMT), 2017 - 2021

(Authors finding, 2024)

Left Y represents number of board meetings (BMT) held during the year and right Y represents ROA. It
is seen that there is positive correlation between two variables.
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Figure 5.5 - Behavior of ROA and number of integrated risk management committee meetings per
year 2017 - 2021.
(Authors finding, 2024)

Left Y represents number of integrated risk management committee meetings (IRMC) held during the
year and right Y represents ROA. It is seen that there is positive correlation between two variables.

5.2.3 Behavior of Return on equity (ROE) with independent variables.
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Figure 5.6 - Behavior of ROE with nu;nbgr of boa;rd meetings 2017-2021
(Authors finding, 2024)

Left Y represents BMT and right Y represents ROE. Both shows increasing trend and close positive
correlations by look.
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Figure 5.7 - Behavior of ROE with number of integrated risk management committee meetings 2017-
2021
(Authors finding, 2024)

Left Y represents IRMC and right Y represents ROE. Both shows increasing trend and close positive
correlations by look.
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5.3 Panel Data Analysis

PER, = B, + Bi (BMT,) + By (IRMCy) + £ croverrrerrrrrns (1)
PERIit: This represents the dependent variable performance of the bank i at time t.

B1,B; = are the coefficients associated with the independent variables BMT,, IRMCit, respectively. These
coefficients measure the change in the dependent variable for a one-unit change in the corresponding
independent variable, holding other variables constant.

€.: This is the error term, capturing unobserved factors or random shocks that affect the dependent
variable but are not explicitly included in the model.

5.3.1 Panel Data Analysis without Control Variables

When conducting panel data analysis without control variables, the regression equation simplifies,
focusing solely on the relationship between the dependent variable and the primary independent
variables. In this simplified model, the focus is solely on understanding the relationship between the
dependent variable and the primary independent variable across entities and time periods. Without
control variables, the analysis aims to identify the association or impact of X ; on Y, without considering
additional factors.

5.3.2 Fixed Effect Model

Estimating this model involves capturing the within-entity variation over time and obtaining coefficients
that reflect the impact of the independent variables on the dependent variable, net of the individual-
specific fixed effects.

PER, = Bo + BBMT, + B, IRMC; + 0 + € vevveveverrerenanen ()

a; is the individual-specific fixed effect for entity i. This term captures time-invariant characteristics or
factors associated with each individual or entity that are not observed but are constant over time.

Table 5.1 - Estimated Regression Coefficients (Fixed Effect Model)
Dependent Variable: ROA

Variable Coefficient  Std. Error t-Statistic Prob.
C -2.364919 0.244305 9.680175 0.0000
BMT 0.185463 0.024596 7.540255 0.0000
IRMC 0.143190 0.042708 3.352774 0.0015
R-squared 0.939647

Adjusted R-squared 0.922748

S.E. of regression 0.128949

F-statistic 55.60390

Prob (F-statistic) 0.000000

Table 5.2 - Estimated Regression Coefficients (Fixed Effect Model)
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Dependent Variable: ROE

Variable Coefficient Std. Error t-Statistic Prob.
C -40.20832 4.788746 -8.396419 0.0000
BMT 2.358017 0.482125 4.890881 0.0000
IRMC 3.861752 0.837140 4.613030 0.0000
R-squared 0.930756

Adjusted R-squared 0.911368

S.E. of regression 2.527600

F-statistic 48.00633

Prob(F-statistic) 0.000000

The applied model

PER, = Bo+ BBMT, + B, IRMC, e, (3)
PER, = Bo+ BBMT, + B, IRMC, e, (3)
ROA =-2.36 + 0.19 BMT + Q.14 IRMC ..oovioiiiiieieieiceereeeveveen s 4)

ROE =-40.21 + 2.36 BMT + 3.86 IRMC .....vovveiieiieiiieteieeeieeeieeeveeieiaan (5)

5.3.3 Random Effect Model

In the random effects model, «; is treated as a random variable. The assumption is that o; has a mean of
zero and is uncorrelated with the independent variables. The random effects model allows for the
estimation of the average effect of the independent variable across entities, capturing both within-entity
and between-entity variations.

Table 5.3- Estimated Regression Coefficients (Random Effect Model)

Dependent Variable: ROA

Variable Coefficient Std. Error t-Statistic Prob.
C -2.300645 0.171811 -13.39052 0.0000
BMT 0.180314 0.019036 9.472097 0.0000
IRMC 0.146339 0.039390 3.715147 0.0004
R-squared 0.899834

Adjusted R-squared 0.896603

S.E. of regression 0.127015

F-statistic 278.4854

Prob(F-statistic) 0.000000
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Table 5.4 - Estimated regression coefficients (Random Effect Model)

Dependent Variable: ROE

Variable Coefficient Std. Error t-Statistic Prob.

C -46.23592 3.207276 -14.41595 0.0000
BMT 2.940101 0.361458 8.133996 0.0000
IRMC 3.250264 0.763414 4.257540 0.0001
R-squared 0.884574 Mean dependent var 11.57257
Adjusted R-squared 0.880850 S.D. dependent var 7.409054
S.E. of regression 2.557462 Sum squared resid 405.5180
F-statistic 237.5697 Durbin-Watson stat 2.2778240
Prob(F-statistic) 0.000000

The applied model

PER; = Bo + BBMT; + By IRMC; .. cooeieeieiiieiereieieieteeveeeeveeeeevetese s 3)

ROA =-2.30 + 0.18 BMT + 0.15 IRMC ...ooviieieiiiieiiieiceeieesev e (6)

ROE =:46.24 + 2.94 BMT + 3.25 IRMC ...oovoviiieieiieieieieeeeieveeies e (7

5.3.4 Selecting Fixed Effect or Random Effect for Further Analysis

Hausman test was conducted to formally test whether the fixed effects model or random effects model is
more appropriate (Baltagi, 2021). The Hausman test examines whether the individual-specific effects are
correlated with the independent variables (Baltagi, 2021).

Correlated Random Effects - Hausman Test

Table 5.5 Test cross-section random effects

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 0.153575 2 0.9261

The null hypothesis of the Hausman test is:

H, = random effects are consistent and efficient.

Since the p>.05, the null hypothesis is failed to reject. Therefore, the random effect model is accepted for
further analysis.

5.4 Hypothesis Testing using Panel Data Regression Analysis with Random Effect Model

The hypothesis made in this study were;
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H1-There is a relationship between the “ Number of Board Meetings Per Year” and “Financial
Performance” of Licensed Commercial Banks”

H2-There is a relationship between the “Number of Integrated Risk Management Committee Meetings
Per Year” and “Financial Performance” of Licensed Commercial Banks”.

Return on Assets as the dependent variable

The regression equations for the hypothesis testing is;

PERit = Bo + BIBMTit + B2 IRMCIit + €; vevevrerererrieierriereiiereseierenene 3)
ROA; = Bo + BIBMT + By IRMCi + € vevevrvereriieriieieeiiiereieieseveeseienennes (8)
After inclusion of control variables,

ROA, = Bo + BBMT, + B, IRMC, + B; ASSETS, + Bs AGE, . Exeveeeeerrrrrerrrrerrone )

Whereas
PER = Performance represented by ROA and ROE (Dependent Variable)
BMT = Number of Board meetings held per year (Independent Variable)

IRMC = Number of IRMC meetings held per year (Independent Variable)
€ = error term

ASSETS = Total assets of the bank (control variable).

AGE = Age of the bank (control variable).

To test the hypothesis, the equation (8) is run and to consider the effect of control variables, the equation
(9) was run. The results are depicted in the table 4.6.

Table 5.6 Regression coefficient (Dependent variable: ROA) - with control variables

Dependent Variable: ROA

Variable Coefficient Std. Error t-Statistic Prob.
BMT 0.189676 0.019026 9.969215 0.0000
IRMC 0.143005 0.038958 3.670764 0.0005
LNASSET -0.025370 0.024037 -1.055474 0.2954
AGE -0.000543 0.000873 0.622382 0.5360
C -2.251009 0.176547 -12.75019 0.0000
R-squared 0.911046

Adjusted R-squared 0.905116

S.E. of regression 0.126933

F-statistic 153.6268

Prob(F-statistic) 0.000000

Overall Model Fit:

R-squared explains the proportion of variance in the dependent variable explained by the independent
variables. Adjusted R squared was 90% indicating a better fit.

Specific Interpretations after inclusion of control variables.
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ROAit = BO + BIBMTit + Bz IRMClt + Bs ASSETSlt+ BG AGEit+ Sit .......................... (9)
ROA = -2.25 +0.189 BMT + 0.143 IRMC -0.03InAssets +0.0005 AGE .................. (10)

e BMT has a positive coefficient (0.189) and a significant p-value (<0.05). This suggests a strong

positive impact of number of board meetings held (BMT) on the return on assets (ROA) with
control variables.

e IRMC has a positive coefficient (0.143) and a significant p-value (<0.05). This indicates a

significant positive impact of number of integrated risk management committee meetings held
(IRMC) on the return of the assets (ROA) with control variables.

e The impact of control variables the total assets (InAssets) and age of the bank statistically
insignificant (p>0.05).

Therefore, it can be concluded that the Number of board meetings (BMT), number of the integrated risk
management committee meetings held (IRMC), have positive and statistically significant impact on the
financial performance of the banks when the financial performance is measured using return on assets

(ROA).
Return on Equity as the dependent variable

The regression equations for the hypothesis testing is;

ROE, = B0 + BiBMTy + By IRMCy # £ cooerreeereoeeeeeeseoeeeeeeeeses eoeereeeesssesoe (11)
After inclusion of control variables,

ROE, = Bo + B,BMT, + B, IRMC, + Bs ASSETS, + Bs AGE, . &,
Whereas

PER = Performance represented by ROE (Dependent Variable)

BMT = Number of board meetings held per year (Independent Variable)

€ = error term
ASSETS = Total assets of the bank (control variable).
AGE = Age of the bank (control variable).

To test the hypothesis, the equation (12) is run. The results are depicted in the table 4.7.
ROE, = Bo + B;BMT, + B, IRMC, + B5s ASSETS,.+ Bs AGE, + €. ecerrn. (12)

Table 5.7 Regression Coefficient (Dependent Variable: ROE) - with control variables

Dependent Variable: ROE

Variable Coefficient Std. Error t-Statistic Prob.
BMT 2.904740 0.381693 7.610140 0.0000
IRMC 3.272080 0.772973 4.233109 0.0001
LNASSET 0.395381 0.496381 0.796527 0.4289
AGE -0.018957 0.018140 -1.045063 0.3002
C -47.36639 3.619826 -13.08527 0.0000
R-squared 0.884008

Adjusted R-squared 0.876275
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S.E. of regression
F-statistic
Prob(F-statistic)

2.557218
114.3188
0.000000

ROE = -47.37 + 2.904 BMT + 3.272 IRMC + 0.39 InASSETS-0.18 AGE

e  BMT has a positive coefficient (2.904) and a significant p-value (<0.05). This suggests a strong
positive impact of number of board meetings held (BMT) on the return on equity (ROE) with

control variables.

e IRMC has a positive coefficient (3.272) and a significant p-value (<0.05). This indicates a
significant positive impact of number of integrated risk management committee meetings held
(IRMC) on the return of the equity (ROE) with control variables.

e The impact of control variables the total assets (InAssets) and age of the bank statistically

insignificant (p>0.05).

Therefore, it can be concluded that the Number of the board meetings held (BMT), number of the
integrated risk management committee meetings held (IRMC) have positive and statistically significant
impact on the financial performance of the banks when the financial performance is measured using

return on equity (ROE).

5.5 Summary of Results

Table 5.8 Summary of Results - Impact on Return on Assets

Specific Objective Hypothesis Beta p - value Status
Coefficient
To examine whether | There is a strong positive 0.189 0.0000 Accepted
the number of board | relationship between the
meetings per year have number of board
influenced the meetings held during
financial performance the year and Financial
of Licensed Performance of Licensed
Commercial Banks in Commercial Banks in
Sri Lanka. Sri Lanka.
To investigate how There is a strong positive 0.143 0.0005 Accepted
number of Integrated | relationship between the
Risk Committee number of integrated
Meetings impacts the risk management
financial performance | committee meetings and
of Licensed Financial Performance
Commercial Banks in | of Licensed Commercial
Sri Lanka Banks in Sri Lanka.
Table 5.9 Summary of results — impact on Return on Equity
Specific Objective Hypothesis Beta p - value Status
Coefficient
To examine whether the There is a strong 2.904 0.0000 Accepted

number of board

positive relationship
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meetings per year have
influenced the financial
performance of Licensed
Commercial Banks in Sri
Lanka.

between the number of
board meetings held
during the year and
Financial Performance
of Licensed
Commercial Banks in
Sri Lanka.

To investigate how
number of Integrated
Risk Committee
Meetings impacts the
financial performance of
Licensed Commercial

Banks in Sri Lanka.

There is a strong
positive relationship
between the number of
integrated risk
management
committee meetings
and Financial

3.272

0.0001

Accepted

Performance of
Licensed Commercial

Banks in Sri Lanka.

6. RESULTS AND DISCUSSION

6.1 Board Meeting Frequency and Financial Performance

According to recent empirical data, there is a direct relationship between increased board meeting
frequency and better financial success as indicated by important metrics such as return ROE, and ROA.
Regular board meetings allowed banks to efficiently allocate resources, react quickly to changes in the
market, and keep efficient managerial oversight, all of which improved financial results. Similar
conclusions have been drawn from studies conducted in emerging countries, wherein the frequency of
board meetings is associated with improved risk mitigation and decision-making, which in turn leads to
superior financial performance (Abdullah & Page, 2020; Adams & Ferreira, 2021). These findings are
consistent with international governance norms, which state that more regular meetings lead to improved
strategic direction and performance assessment (Vafeas, 1999; Garcia-Meca et al., 2015).

6.2 Integrated Risk Management Committee (IRMC) Meetings

The effectiveness of risk management and financial performance were also directly impacted by the
frequency of meetings held by the Integrated Risk Management (IRM) committee. Banks with lower non-
performing loans (NPLs) and higher capital adequacy ratios showed more control over their risk profiles
when they followed the statutory requirement of holding at least one IRM meeting every quarter.
Consistent scheduling facilitated ongoing evaluation and prompt mitigation of developing concerns.
According to recent research, holding regular risk committee meetings is crucial for resolving possible
weaknesses in the banking industry, especially in developing nations with more volatile markets (Elamer
et al., 2019; Aebi et al., 2012). Banks that conducted IRM meetings more frequently were in a better
position to strengthen their financial position and adjust to shifting market conditions.
The combined effect of frequent board and IRM meetings proved crucial for overall financial stability.
Banks that maintained both regular board oversight and active risk management through IRM meetings
saw improvements in key financial indicators, including profitability and risk-adjusted performance. This
finding supports the growing consensus that sound governance practices require integrated oversight of
both strategy and risk. Active engagement in both areas strengthens a bank's ability to navigate complex
regulatory and financial environments (Zattoni et al,2017). Recent studies have also emphasized that a
holistic governance approach—combining strategic and risk-focused meetings—enhances corporate
performance and financial resilience (Adams & Mehran, 2012).
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The findings of this study are consistent with recent research on governance practices in the banking
sector, which emphasize the importance of frequent board and risk committee meetings. Studies
conducted in other emerging markets have similarly concluded that increased board meeting frequency
is associated with better financial outcomes. For example, in their study on African banks, Abdullah and
Page (2020) found that banks with frequent board meetings exhibited stronger financial performance,
attributed to more robust governance oversight. Likewise, Elamer et al. (2019) found that regular risk
committee meetings improve risk management practices, particularly in reducing credit risk and
maintaining financial stability. The combined effect of frequent board and IRM meetings, as found in
this study, further corroborates findings by Zattoni et al. (2017), who suggest that comprehensive
governance practices are essential for sustainable financial health.

This research adds new insights to the literature on governance in the Sri Lankan banking sector, where
the regulatory environment and market conditions present unique challenges. By focusing on both board
and IRM meeting frequencies, this study highlights the importance of regular oversight in enhancing
financial performance and risk management. These findings contribute to the broader understanding of
governance practices in emerging markets and offer practical implications for regulators and banking
institutions in Sri Lanka. Encouraging more frequent board and risk committee meetings could be an
effective strategy for improving governance standards and ensuring financial stability in the country (Johl

et al., 2015).

The findings of this study have policy implications for both regulators and banking organizations.
Regulators, such as the Central Bank of Sri Lanka, may consider modifying or reinforcing
recommendations regarding the frequency of board and IRM meetings to ensure that banks follow best
governance standards. Furthermore, banks should prioritize the development of governance frameworks
that promote regular oversight at both the board and committee levels. This would not only increase their
financial performance, but would also reduce risks and strengthen their resilience during times of
economic turmoil. Adams and Mehran (2012) argue that solid governance practices, such as frequent
meetings, are critical to ensuring long-term financial health and operational effectiveness.

7. CONCLUSION

The study's major findings highlight the importance of frequent governance meetings in driving the
financial success of licensed commercial banks in Sri Lanka. The study finds a link between the frequency
of board meetings and improved financial performance, as evaluated by measures such as Return on
Assets (ROA), Return on Equity (ROE), and total profitability. Regular board meetings provide for rapid
decision-making, effective resource allocation, and better management oversight, all of which improve the
bank's financial performance. Additionally, frequent Integrated Risk Management (IRM) committee
meetings are critical to enhancing risk management processes. Banks that met or surpassed the regulatory
requirement for quarterly IRM meetings indicated improved risk management, reduced non-performing
loans, and maintained higher capital adequacy ratios. The combination of frequent board and IRM
meetings resulted in increased financial stability and overall performance, emphasizing the need of an
integrated governance strategy.

The findings support the notion that active governance via regular strategic supervision and risk
management meetings is critical for financial stability and performance in the banking industry,
particularly in emerging nations such as Sri Lanka.
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