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CHAPTER ONE
INTRODUCTION
1.1	Background to the Study
Risk is an unexpected variation in the future occurrence that could affect in growth process of an organization (Khan and Ahmed, 2001). The idea of banking business involves high level of risk and uncertainty which can impact the profit of the business. In recent times, the business of banks have increase in risk exposure as they no longer simply collect deposit and grant loan, they also function in a challenging and highly vulnerable environment which likely increase the pressure on their profit. Today, credit and liquidity risk are the major challenges affecting their performance and in most case resulting to insolvency if not adequately managed in the banking sector (Ongore & Kusa, 2013). However, the management of risk practices of banking mainly focus on liquidity, credit and capital risk on the growth of the business of banking. Thus, according to Soyemi, Ogunleye &Ashogbon (2014), the nature of banking activities around the world have a element of risk inherent, this makes the sector more risk which cannot be eliminated or diversified but can only be managed in other to reduce its effect on operational efficiency.
Risk management is a significant issue especially in the period ofworld economic imbalance that has affected the international financial institutions. Risk management involves assessment of and control of risk and screening of the possibility of unforeseen event that may likely affect the performance of the business. Furthermore, due to the immense role played by financial institutions over the years, the study of risk management is important in the current activities of the banking sector. The role banking sector plays in any economy facilitates the provision of finance for development of business in the economy (Njogo, 2012).
Risk Management is a stepwise process of ensuring that the risk banks are opened is minimized. It ensures the risk exposure of the banking sector portfolio is minimized. The management of risk helps to prevent the variability of return and ensures that the financing activities of banks are safe. Importantly, the risk management optimizes the trade of decision of risk and reward and not to eliminate the total risk exposure of the banking sector (Njogo, 2012).
The banking sector serves as the backbone of any economy, facilitating financial intermediation, mobilization of savings, and allocation of resources. However, the dynamic and volatile nature of the financial environment exposes banks to a wide array of risks. These include credit risk, operational risk, market risk, and liquidity risk, all of which can adversely affect their profitability and long-term viability if not properly managed. As a result, effective risk management has become an indispensable aspect of banking operations globally.
In Nigeria, the banking sector faces additional challenges stemming from macroeconomic instability, regulatory demands, and market fluctuations. For banks like First Bank of Nigeria Plc, the ability to navigate these risks effectively determines their ability to sustain profitability and maintain stakeholder confidence. Despite the significant role of risk management, questions remain regarding its practical impact on profitability, particularly in the context of specific risk categories.
This study seeks to address these questions by exploring the relationship between risk management and profitability in First Bank of Nigeria Plc Ilorin. By evaluating the effectiveness of risk management practices, this research aims to contribute to the understanding of how Nigerian banks can optimize their strategies to enhance financial performance in an increasingly complex economic environment.
1.2	Statement of the Problem
Risk management plays a critical role in ensuring the stability and profitability of banks. In Nigeria, the banking sector faces various challenges, including fluctuating economic conditions, regulatory changes, and increasing levels of non-performing loans. These challenges expose banks to credit, operational, and market risks, which, if not effectively managed, can lead to significant financial losses and even insolvency. Despite the implementation of various risk management frameworks by banks, cases of financial instability and declining profitability persist, raising questions about the effectiveness of these practices in the Nigerian banking sector. The lack of a robust understanding of the relationship between risk management and profitability has left a gap that needs to be addressed.
Specifically, in First Bank of Nigeria Plc, the need to balance risk mitigation with profitability objectives is paramount. Inefficient credit risk management may lead to high default rates, while poor operational risk management can result in increased operational costs and reduced customer confidence. While the bank has established risk management policies, the extent to which these practices influence profitability remains unclear. This study, therefore, seeks to investigate the impact of risk management practices on the profitability of First Bank of Nigeria Plc, focusing on credit and operational risk, to identify areas for improvement and provide actionable insights for the bank and the broader financial sector.
 1.3	Research Questions
i. What are the risk management practices adopted by First Bank of Nigeria Plc?
ii. How does credit risk management influence profitability?
iii. What is the effect of operational risk management on the bank’s performance?
1.4	Objectives of the Study
The main objective is to assess the impact of risk management on the profitability of First Bank of Nigeria Plc Ilorin. Other specific objectives is to:
i. Identify the risk management practices adopted by First Bank of Nigeria Plc.
ii. Evaluate the relationship between credit risk management and profitability.
iii. Examine the effect of operational risk management on the bank’s performance.
1.5	Research Hypotheses
H₀: 	There are no significant risk management practices adopted by First Bank of Nigeria Plc.
H₀: 	There is no significant relationship between credit risk management and profitability in First Bank of Nigeria Plc.
H₀: 	Operational risk management has no significant effect on the bank’s performance at First Bank of Nigeria Plc.

1.6	Significance of the Study
This study on the impact of risk management on the profitability of banks in Nigeria, using First Bank of Nigeria Plc Ilorin as a case study, is essential for various stakeholders in the banking industry. For bank management, the findings will provide valuable insights into the effectiveness of their risk management practices and their direct and indirect influence on profitability. By identifying areas of strength and weaknesses in credit and operational risk management, the study will offer actionable recommendations to improve financial performance while mitigating potential losses. Furthermore, the study will serve as a reference for policymakers and regulators in formulating more robust guidelines for risk management to ensure the stability and resilience of Nigeria’s banking sector.
For academics and researchers, this study will contribute to the existing body of knowledge on risk management and its economic implications within the Nigerian banking sector. It will highlight specific challenges and successes associated with implementing risk management frameworks in a developing economy, thus bridging a critical gap in literature. Moreover, the study’s findings will aid investors and stakeholders in making informed decisions by understanding how risk management influences bank profitability, ensuring better resource allocation and strategic planning in the financial industry. Ultimately, this research is pivotal in fostering sustainable growth and stability in Nigeria’s banking sector.
1.7	Scope and Limitations of the Study
This study focuses on the impact of risk management on the profitability of banks in Nigeria, with First Bank of Nigeria Plc, Ilorin branch, as the case study. It examines specific aspects of risk management practices, including credit and operational risks, and their effects on financial performance. The study covers data and activities within a specified period, as determined by the availability of relevant records. 
However, the research is limited to one branch of First Bank, which may not fully represent the practices and outcomes of the entire organization or the broader Nigerian banking industry. Additionally, constraints such as access to proprietary financial data and reliance on secondary sources may affect the comprehensiveness of the findings.
1.8	Definition of Terms
Risk Management: The process of identifying, assessing, and controlling threats to an organization's capital and earnings, including credit risk, operational risk, and market risk.
Profitability: A financial metric used to assess the ability of an organization to generate earnings relative to its revenue, assets, or equity over time.
Credit Risk: The possibility of a loss resulting from a borrower's failure to repay a loan or meet contractual obligations.
Operational Risk: The potential for loss resulting from inadequate or failed internal processes, people, systems, or external events.
First Bank of Nigeria Plc: One of Nigeria's leading financial institutions, offering various banking and financial services.



1.9	Plan of the Study
The study is structured into five chapters:
Chapter One: Introduction
This chapter provides the background of the study, the statement of the problem, research objectives, research questions, and hypotheses, significance of the study, scope and limitations, and definitions of terms.
Chapter Two: Literature Review
This chapter reviews existing literature relevant to the study, including theoretical frameworks, empirical studies, and the conceptual framework of risk management and profitability in the banking sector.
Chapter Three: Research Methodology
This chapter outlines the research design, population, sample size, sampling techniques, data collection methods, and methods of data analysis.
Chapter Four: Data Presentation, Analysis, and Interpretation
This chapter presents and analyzes the collected data and discusses the findings in relation to the study's objectives and research questions.
Chapter Five: Summary, Conclusion, and Recommendations
This chapter summarizes the key findings, draws conclusions, and provides recommendations for improved risk management practices and profitability in banks.


CHAPTER TWO
LITERATURE REVIEW
2.1	Conceptual Review
2.1.1	Concept of Risk Management
Risk management is a systematic process used by organizations to identify, assess, and mitigate potential risks that could adversely impact their operations and objectives. According to Culp (2001), risk management involves the continuous assessment of risk exposure and the implementation of strategies to reduce or control those risks. This process is crucial in the banking sector, where financial institutions are exposed to various types of risks, including credit risk, market risk, and operational risk (Hull, 2018).
The primary objective of risk management in banks is to ensure financial stability and profitability while safeguarding the interests of stakeholders. As Jorion (2007) explains, effective risk management practices enable banks to minimize potential losses and optimize their risk-return profile. This involves not only identifying and assessing risks but also prioritizing them based on their potential impact and likelihood of occurrence (Lam, 2014).
Risk identification is the first step in the risk management process. It involves recognizing potential risks that could affect the bank's operations. These risks can arise from various sources, such as external economic conditions, regulatory changes, and internal operational inefficiencies (Bessis, 2015). Once identified, these risks need to be thoroughly analyzed to determine their potential impact on the bank's performance (Choudhry, 2018).
Risk assessment and measurement involve evaluating the identified risks to understand their significance and potential consequences. This step often requires quantitative tools and models to estimate the probability of risk events and their potential financial impact (Saunders & Cornett, 2019). Banks use various metrics, such as Value at Risk (VaR) and stress testing, to quantify and manage their risk exposures (Hirsch, 2020).
Risk mitigation strategies are then developed to address the assessed risks. These strategies can include diversifying the bank's asset portfolio, implementing robust internal controls, and establishing contingency plans for potential risk events (Rejda & McNamara, 2021). According to McNeil, Frey, and Embrechts (2015), a proactive approach to risk mitigation helps banks to prevent or reduce the adverse effects of risks on their operations.
Finally, risk monitoring and reporting are essential for ensuring that risk management practices remain effective over time. Continuous monitoring allows banks to detect emerging risks and adjust their strategies accordingly (Fraser & Simkins, 2016). Regular reporting to stakeholders, including regulatory authorities and shareholders, ensures transparency and accountability in the bank's risk management efforts (Power, 2009).
2.1.2	Types of Risks in Banking Sector
The banking sector is exposed to various types of risks that can significantly impact its operations and profitability. Here are some key types of risks, complete with in-text citations:
1. Credit Risk: Credit risk refers to the potential for a bank's borrower or counterparty to fail to meet its obligations in accordance with agreed terms. This risk is a major concern for banks as it directly affects their loan portfolios and overall financial health (Jorion, 2007). Managing credit risk involves assessing the creditworthiness of borrowers and diversifying the loan portfolio to mitigate potential losses (Bessis, 2015).
2. Market Risk: Market risk is the possibility of financial losses due to adverse movements in market prices, such as interest rates, foreign exchange rates, and equity prices (Hull, 2018). Banks are particularly vulnerable to market risk due to their exposure to various financial instruments. Effective market risk management strategies include hedging and the use of derivatives to mitigate potential losses (Choudhry, 2018).
3. Operational Risk: Operational risk arises from the potential for failures in a bank's internal processes, systems, or policies, as well as from external events. This includes risks associated with fraud, legal risks, and system failures (Saunders & Cornett, 2019). Banks manage operational risk by implementing robust internal controls, conducting regular audits, and investing in technology to enhance operational efficiency (Fraser & Simkins, 2016).
4. Liquidity Risk: Liquidity risk is the risk that a bank will not be able to meet its financial obligations as they come due without incurring unacceptable losses (Bessis, 2015). This can occur if the bank is unable to liquidate assets quickly enough to meet short-term liabilities. To manage liquidity risk, banks maintain sufficient liquid assets and develop contingency funding plans (Lam, 2014).
5. Compliance Risk: Compliance risk, also known as regulatory risk, arises from the potential for a bank to incur legal or regulatory sanctions due to non-compliance with laws, regulations, or internal policies (Rejda & McNamara, 2021). Effective compliance risk management involves staying updated with regulatory changes and implementing policies and procedures to ensure adherence to legal requirements (Power, 2009).
6. Reputational Risk: Reputational risk is the potential for negative publicity, whether true or false, to harm a bank's reputation, leading to a loss of customers and revenue (McNeil, Frey, & Embrechts, 2015). This type of risk is managed by maintaining high ethical standards, transparent communication, and prompt response to any negative events (Hirsch, 2020).
2.1.3	Risk Management Strategies 
Risk management strategies in the banking sector are essential for maintaining financial stability and ensuring long-term profitability. Effective risk management involves a comprehensive approach to identifying, assessing, mitigating, and monitoring risks. According to Hull (2018), the primary goal of risk management strategies is to minimize potential losses while maximizing opportunities. This process is crucial for banks, as they operate in a highly volatile and regulated environment where various risks can impact their operations.
One of the key risk management strategies is diversification. Diversification involves spreading investments and loan portfolios across different sectors, geographic regions, and asset classes to reduce exposure to any single risk (Bessis, 2015). By diversifying their portfolios, banks can mitigate the impact of adverse events in one area and enhance their overall stability. Saunders and Cornett (2019) emphasize that diversification helps banks avoid concentration risks and improves their ability to withstand economic shocks.
Hedging is another important risk management strategy used by banks. Hedging involves using financial instruments, such as derivatives, to offset potential losses from adverse market movements (Choudhry, 2018). For example, banks may use interest rate swaps, options, and futures contracts to hedge against interest rate fluctuations, currency risks, and commodity price changes. Jorion (2007) notes that effective hedging techniques can significantly reduce a bank's market risk exposure and protect its profitability.
Implementing robust internal controls is critical for managing operational risks. Internal controls include policies, procedures, and practices designed to ensure the accuracy and reliability of a bank's financial reporting and operations (Fraser & Simkins, 2016). These controls help prevent fraud, errors, and other operational failures that could lead to financial losses. Lam (2014) highlights the importance of regular audits and continuous monitoring to ensure that internal controls remain effective and up-to-date.
Capital adequacy management is a strategy that focuses on maintaining sufficient capital to absorb potential losses and meet regulatory requirements. Banks are required to hold a minimum amount of capital to ensure their solvency and protect depositors (Hull, 2018). By maintaining adequate capital buffers, banks can enhance their resilience to financial stress and reduce the likelihood of insolvency. Rejda and McNamara (2021) suggest that capital adequacy management also involves stress testing and scenario analysis to assess the impact of adverse events on a bank's capital position.
Liquidity management is essential for ensuring that banks can meet their short-term obligations without incurring significant losses. Banks must maintain sufficient liquid assets to manage cash flow needs and unexpected withdrawals (Bessis, 2015). Effective liquidity management involves monitoring liquidity ratios, diversifying funding sources, and developing contingency funding plans. According to McNeil, Frey, and Embrechts (2015), liquidity management helps banks avoid liquidity crises and maintain confidence among depositors and investors.
Credit risk management is crucial for minimizing the potential for borrower default. Banks must assess the creditworthiness of borrowers and implement strategies to mitigate credit risk, such as credit scoring, collateral requirements, and credit limits (Saunders & Cornett, 2019). By carefully managing credit risk, banks can reduce the likelihood of loan defaults and protect their financial health. Choudhry (2018) emphasizes the importance of continuous credit monitoring and periodic reviews to ensure that credit risk management practices remain effective.
Finally, compliance risk management is essential for ensuring that banks adhere to regulatory requirements and avoid legal penalties. Compliance risk management involves staying updated with regulatory changes, implementing compliance policies, and conducting regular compliance audits (Power, 2009). Effective compliance risk management helps banks avoid regulatory sanctions, reputational damage, and financial losses. Hirsch (2020) highlights the importance of fostering a culture of compliance within the organization to ensure that all employees understand and adhere to regulatory requirements.
2.1.4	Impact of Risk Management on Bank Performance 
The impact of risk management on bank performance is a multifaceted topic that underscores the importance of effective risk management practices in ensuring the stability and profitability of financial institutions. According to Bessis (2015), risk management plays a crucial role in safeguarding a bank's assets and maintaining its financial health, which in turn positively affects its overall performance.
One significant impact of risk management on bank performance is the enhancement of financial stability. Effective risk management practices help banks identify, assess, and mitigate potential risks that could lead to financial losses. This proactive approach reduces the likelihood of unexpected losses and contributes to the bank's long-term stability (Jorion, 2007). By maintaining a stable financial position, banks can better weather economic downturns and continue to operate efficiently.
Another important aspect is the improvement in profitability. Banks that implement robust risk management strategies can minimize their exposure to credit, market, and operational risks, which directly impacts their bottom line (Hull, 2018). For instance, by assessing the creditworthiness of borrowers and managing credit risk effectively, banks can reduce the incidence of loan defaults and enhance their profitability. Saunders and Cornett (2019) argue that risk management practices that mitigate market risks, such as interest rate and currency fluctuations, can also prevent significant financial losses and contribute to sustained profitability.
Risk management also fosters regulatory compliance, which is essential for maintaining a bank's reputation and avoiding legal penalties. Compliance with regulatory requirements ensures that banks operate within the legal framework and adhere to best practices in risk management (Power, 2009). This not only protects the bank from legal and regulatory sanctions but also enhances its credibility and trustworthiness in the eyes of stakeholders. According to Rejda and McNamara (2021), a strong compliance culture within the bank promotes transparency and accountability, further strengthening its performance.
Furthermore, risk management supports better decision-making and strategic planning. By identifying and analyzing potential risks, banks can make informed decisions that align with their risk appetite and strategic objectives (Lam, 2014). This enables banks to pursue growth opportunities while managing potential threats effectively. Choudhry (2018) highlights that risk management practices, such as stress testing and scenario analysis, provide valuable insights that inform strategic planning and help banks navigate uncertain environments.
The impact of risk management on bank performance is also evident in improved operational efficiency. Effective risk management practices streamline internal processes, reduce the likelihood of operational failures, and enhance overall efficiency (Fraser & Simkins, 2016). By implementing robust internal controls and monitoring systems, banks can detect and address issues promptly, minimizing disruptions and ensuring smooth operations. McNeil, Frey, and Embrechts (2015) emphasize that operational efficiency contributes to better resource allocation and cost management, further improving the bank's performance.
Finally, risk management enhances stakeholder confidence and trust. Banks that demonstrate strong risk management capabilities are perceived as reliable and resilient, which attracts and retains customers, investors, and other stakeholders (Hirsch, 2020). A positive reputation built on effective risk management practices can lead to increased customer loyalty, higher investor confidence, and ultimately, better financial performance. Bessis (2015) argues that stakeholder confidence is a key driver of a bank's success and long-term growth.
In conclusion, the impact of risk management on bank performance is profound and multifaceted. Effective risk management practices enhance financial stability, improve profitability, ensure regulatory compliance, support better decision-making, enhance operational efficiency, and build stakeholder confidence. By prioritizing risk management, banks can achieve sustained success and navigate the complexities of the financial environment.
2.1.5 Profitability in Banking Operations
Profitability in banking operations refers to a bank's ability to generate earnings relative to its expenses and other relevant costs. It is a key indicator of financial health and is driven by various factors such as interest income, fee-based income, operational efficiency, and risk management strategies. In Nigerian banks, profitability is heavily influenced by both internal and external factors. Internal factors include effective management of assets and liabilities, while external factors include macroeconomic conditions, regulatory environment, and competitive dynamics.
Effective risk management practices are crucial for enhancing profitability in banks. When banks proactively identify, assess, and mitigate risks, they can prevent financial losses, which in turn ensures that they maintain a steady stream of income and manage their operational costs effectively. For example, Nwaogu and Chigozie (2017) argue that effective risk management practices such as credit risk assessment, liquidity management, and market risk control significantly contribute to banks’ profitability by safeguarding their financial stability and optimizing returns on assets.
Moreover, profitability in banking can also be evaluated through various performance metrics like return on assets (ROA), return on equity (ROE), net interest margin (NIM), and cost-to-income ratio. These metrics provide a clearer picture of how efficiently banks are translating their operational activities into earnings. According to Okafor and Onuoha (2016), banks that adopt prudent risk management strategies tend to exhibit higher ROA and ROE, which directly impacts their profitability.
Additionally, the macroeconomic environment in Nigeria, characterized by fluctuating inflation rates, currency devaluation, and interest rate adjustments, plays a significant role in shaping the profitability of banks. Studies such as that of Adegbite and Adegbite (2015) show that banks operating in volatile economic conditions must adopt robust risk management frameworks to cushion against potential losses, thereby safeguarding profitability.
2.2	Theoretical Review
2.2.1	Agency Theory  
Agency  theory  developed  by  Jensen  and  Meckling  (1976)  seeks  to  explain  the  relationship  that exists  between  the  management  of  an  organization  and  the  owners  of  the organization  who  are usually  the  people  holding  stocks  of  the  organization.  The theory posits that there is an agency conflict.  The  management  of  an  organization  is  usually  considered  as  an  agent  who  has  been contracted  by  the  stockholders  to  work  towards enhancing  the  stockholder  value  through  good financial  performance.  The  management  is  therefore  expected  to  act  in  the  best  interests  of  the shareholders  and  enhance  the  profitability  of  the  banks.  However, the theory suggests that the managers who are agents may be involved in activities that are aimed at serving personal interests at the expense of the interests of owners of the organization. Thus, Agency theory states that when this happens, the bank profitability may easily suffer.  So  stockholders  therefore  can  employ  a number  of  strategies  to  ensure  the  management  acts  in  the  interest  of  the  organization.  It also suggests that management can be rewarded financially in order to motivate them to work for the interests of the company.  The  owners  can  also  issue  threats  such  as  hostile  takeover  to  force management to perform the required duties. In addition, the principal may also incur agency costs such as the audit fee to monitor the activities of the management in order to mitigate the risks.
2.2.2	Anticipated Income Theory
Anticipated Income Theory developed by H. V Prochanow.Prochanow (1945) arguesthat bank’s management can plan its liquidity based on the expected income of the borrower and this enables the  bank  to  grant  a  medium  and  long-term  loans,  in  addition  to  short-term  loans  as  long  as  the repayment of these loans are linked by the borrowers expected income to be paid in the periodic and regular premiums, and that will enable the bank to provide high liquidity when the cash inflows are regular and can be expected. Deposit moneybanks can manageliquidity through appropriate credit management,that is,directing of granted loans, and ensuring that these loans are collected as  at when  due  to  minimise  the  possibility  of  delays  in  repayment  at  the  maturity  date  (Okoh, Nkechukwu & Ezu, 2016).
2.3	Empirical Review
Gitonga  (2011)  examined  risk  management  and  profitability  among  the  commercial  banks  in Kenya using data from 2002 to 2007 annual reports of selected banks in Kenya. He employed a regression model to carry out the analysis and found that credit risk indicator has a negative effect on banks’ profitability in Kenya. The findings of this research, which was based on now-stale data set, cannot be readily relied upon in today’s world due to the significant changes that have occurred in the financial sectors, particularly the global financial meltdown of 2007. It is not unlikely that a similar study that is based on more recent data would yield a different result.
Musyoki and Kadubo (2012) assessed various parameters pertinent to credit risk management as it affects banks’ financial performance. They sourced data from commercial banks in Europe to determine the amount of credit, level of non-performing loans and profits for the period of 2006 to 2011.  They concluded that all these variables have inverse impact on banks’ financial performance.  However,  the  study  failed  to  adequately  take  into  consideration  country  specific effects which could have influenced the outcome of the research.
Akindele  (2012)  examined  the  effect  of  risk  indicators  and  corporate  governance  on  banks ‘performance.   In  carrying  out  the  study,  he  administered  four  hundred  and  eighty  (480) questionnaires to employees of Wema Bank Plc. and extracted data from the annual reports of the bank for the year 2008 and 2009using financial ratios. The study revealed that there is a positive relationship between risk indicators and bank performance. However, the use of questionnaire is not a robust method of data collection in this type of study as it might reflect the opinions of the respondents which might not necessarily reflect the actual situation.  Also, this study employed only one bank and spent two years in arriving at its findings, implying that its findings cannot be generalized for the entire financial sector in Nigeria.
Some authors, however, found mixed results. These include Adeusi (2013) who reported a study that focused on the effects of risk indicators on bank financial performances in Nigeria, using a secondary  data  sourced  from  a  4-year  progressive  annual  reports  and  financial  statements  of  10 banks and a panel data estimation technique. The author found that the effect of capital asset ratio is  positive  and  significant  on  bank  performance  and  therefore  concluded  that  a  significant relationship exists between banks’ performance and the risk indicators. However, the period of only four (4) years on which the study was based is not sufficient to capture the effects of micro-economics and  macro-economic  factors  that  could  have  influenced  the  association  between  the risk indicators and bank performance. A longer period is likely to yield a better and more reliable result.
Also, Zou (2014) investigated the relationship between credit risk management and profitability of commercial banks in Europe using ROE and ROA as proxies of profitability while the proxies for bank risk are non-performing loan ratio (NPLR) and capital adequacy ratio (CAR). The author employed data for the largest 47 commercial banks in Europe from 2007 to 2012 and performed a series of statistical tests in order to examine the relationship. It was found that credit risk indicators have positive effects on profitability of commercial banks. Between the two proxies of credit risk management,  NPLR  has  a  significant  effect  on  the  both ROE  and  ROA  while  CAR  has  an insignificant effect on the two performance indicators.
Likewise, an examination of the effect of risk management on banking performance banks in Ghana between the times of 2007 to 2014. The examination utilized some performance indicators, for example, return on assets and equity being the explained variable while the explanatory variables are comprised of some firm specifics and the risk of macroeconomic factors which incorporate size of bank, solvency risk, bank liquidity, non-performing credits, changes in price level, and the rate of exchange. The investigation uncovers a positive connection between the management of risk and performance of banking firms (Ofosu-Hene and Amoh, 2016).
Likewise, in the study conducted by Angote, Malenya and Musiega (2015) on the evaluation of the effect of enterprise financial risk management on performance of banks employee in Kenya. The investigation examined three hundred and eight four (384) staff of thirty (30) parts of deposits money banks in Kenya. Nonetheless, the performance of employee was dependent variable and leverage of finance, product diversification and credit arrangement were the independent variables. Information was gathered with an organized survey and the theory was broke down utilizing regression strategy. Discoveries uncovers that there is a direct positive and significant relationship between enterprise risk finance and the performance. 
Critically, another study by Arif Hussain, Ihsan and Hussain, (2016) review the effect of management of risk on the performance of Large and small banks from 2005-2014. The study adopted a regression estimated techniques to ascertain the nexus in the relationship between the risk indicators and performance variables. It was revealed that among the large banks, capital adequacy proportion, non-performing loan, financing cost rick and liquidity risk are key determinants of profitability also the non-performing advance and the adequacy of capital are the fundamental determinants of profitability of small banks in Pakistan.
2.4	Literature Gaps
Despite the extensive research on risk management and its impact on bank performance, several gaps remain in the literature. One significant gap is the lack of empirical studies focusing on the specific context of developing countries, such as Nigeria. While much of the existing literature emphasizes risk management practices in developed economies, the unique challenges and opportunities faced by banks in developing countries are often overlooked. These challenges include differing regulatory environments, economic volatility, and varying levels of financial infrastructure. As a result, there is a need for more region-specific studies that address the peculiarities of risk management in developing countries and provide tailored recommendations for financial institutions operating in these contexts.
Another notable gap is the limited exploration of the long-term effects of risk management practices on bank performance. Most studies tend to focus on short-term outcomes and immediate impacts, with less attention given to the sustained benefits and potential drawbacks over an extended period. Additionally, there is a scarcity of research on the integration of advanced technologies, such as artificial intelligence and machine learning, into risk management frameworks. As these technologies become increasingly prevalent in the financial sector, understanding their implications for risk management and bank performance is crucial. Addressing these gaps through comprehensive, longitudinal studies and incorporating technological advancements into research will provide a more holistic understanding of the dynamics of risk management in the banking sector.











CHAPTER THREE:
RESEARCH METHODOLOGY
3.0 	Introduction to Methodology
This chapter outlines the research methodology employed in the study to examine the impact of risk management on the profitability of banks in Nigeria, focusing on First Bank of Nigeria Plc, Ilorin. The methodology includes the research design, population, sample size, sampling techniques, data collection methods, data analysis methods, and limitations of the methodology.
3.1 	Research Design
The study adopts a descriptive research design to provide an accurate representation of risk management practices and their impact on bank performance. A descriptive design allows for a comprehensive analysis of the relationship between risk management and profitability, using both quantitative and qualitative data.
3.2 	Population of the Study
The population of this study comprises employees of First Bank of Nigeria Plc in Ilorin. This includes senior management, risk management officers, and other staff involved in the bank's risk management processes. The total population is estimated to be around 200 employees.
3.3 	Sample Size and Sampling Techniques
A sample size of 100 respondents will be used for this study, representing 50% of the total population. The sampling technique employed is stratified random sampling. This ensures that various strata (e.g., management level, department) within the bank are adequately represented, providing a more accurate and comprehensive analysis.
3.4	 Method of Data Collection
Data will be collected using structured questionnaires and interviews. The questionnaire will contain both closed-ended and open-ended questions to gather quantitative and qualitative data. Interviews will be conducted with key personnel to gain deeper insights into the risk management practices and their perceived impact on profitability.
3.5	 Method of Data Analysis
Data analysis will involve both quantitative and qualitative techniques. Quantitative data from the questionnaires will be analyzed using statistical tools such as SPSS (Statistical Package for the Social Sciences). Descriptive statistics (mean, median, and mode) and inferential statistics (correlation, regression analysis) will be used to examine the relationship between risk management and profitability. Qualitative data from the interviews will be analyzed using thematic analysis to identify common themes and patterns.
3.7 Limitations to Methodology
Several limitations were encountered during the research process:
· Time Constraints: Limited time available for data collection restricted the sample size to 100 respondents.
· Response Bias: Some respondents may have given biased responses, consciously or unconsciously, affecting the reliability of the data.
· Access to Information: Due to confidentiality and operational sensitivity, access to specific financial data from the bank was limited, impacting the depth of analysis.




CHAPTER FOUR:
DATA PRESENTATION, ANALYSIS AND INTERPRETATION
4.0 	Data Presentation, Analysis and Interpretation
This chapter presents, analyzes, and interprets the data collected from the 100 respondents using the questionnaire. The analysis is organized according to the structure of the questionnaire, with tables summarizing the responses to each question, followed by a detailed analysis of the data.
4.1 	Data Presentation
Section A: Demographic Information
Table 1: Age Distribution of Respondents
	Age Group
	Frequency
	Percentage (%)

	Under 25
	10
	10

	25-34
	40
	40

	35-44
	25
	25

	45-54
	15
	15

	55 and above
	10
	10

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
The majority of respondents (40%) fall within the 25-34 age group,indicating a relatively young workforce at First Bank of Nigeria Plc, Ilorin.
Table 2: Gender Distribution of Respondents
	Gender
	Frequency
	Percentage (%)

	Male
	55
	55

	Female
	45
	45

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
The gender distribution shows a fairly balanced representation, with a slight majority of male respondents (55%).
Table 3: Educational Qualification of Respondents
	Educational Qualification
	Frequency
	Percentage (%)

	High School Diploma
	5
	5

	Bachelor's Degree
	50
	50

	Master's Degree
	35
	35

	Doctorate
	10
	10

	Other
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
Most respondents (50%) hold a Bachelor's degree, indicating a well-educated workforce.
Table 4: Job Position of Respondents
	Job Position
	Frequency
	Percentage (%)

	Junior Staff
	25
	25

	Senior Staff
	40
	40

	Management
	25
	25

	Executive
	10
	10

	Total
	100
	100


Sources: Administration Questionnaire, 2025
A significant portion of respondents (40%) are senior staff members, reflecting their involvement in risk management practices.
Table 5: Years of Experience in the Banking Sector
	Years of Experience
	Frequency
	Percentage (%)

	Less than 1 year
	5
	5

	1-3 years
	20
	20

	4-6 years
	25
	25

	7-10 years
	30
	30

	More than 10 years
	20
	20

	Total
	100
	100


Sources: Administration Questionnaire, 2025
The majority of respondents (30%) have 7- 10 years of experience, indicating a seasoned workforce.
Section B: Risk Management Practices and Bank Performance
Table 6: The bank has an effective risk management framework in place.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	40
	40

	Agree
	30
	30

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0


Sources: Administration Questionnaire, 2025
A majority of respondents (70%) either strongly agree or agree that the bank has an effective risk management framework, indicating a positive perception of risk management practices.
Table 7. Risk management policies are well-communicated to all employees.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35

	Agree
	45
	45

	Neutral
	10
	10

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
Most respondents (80%) agree or strongly agree that risk management policies are well-communicated, highlighting effective internal communication.

Table 8. Regular training on risk management is provided to employees.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	25
	25

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	15
	15

	Strongly Disagree
	0
	0


Sources: Administration Questionnaire, 2025
The majority (65%) agree or strongly agree that regular training on risk management is provided, indicating ongoing efforts to educate employees.
Table 9. The bank conducts regular risk assessments.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	50
	50

	Neutral
	15
	15

	Disagree
	5
	5

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
A  high  percentage  (80%)  of  respondents  agree  or  strongly agree   that  regular  risk   assessments  are  conducted,  showing  a  proactive  approach  to  risk  management.




Table 10.  Risk management  practices  have  positively  impacted  the  bank’s  profitability.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	5
	5

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
Most  respondents  (75%)  believe  that  risk  management  practices  have  positively  impacted profitability, underlining their effectiveness.
Table 11.  The  bank  uses  financial  derivatives  to  hedge  against  market  risks.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	25
	25

	Agree
	45
	45

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0


Sources: Administration Questionnaire, 2025
A significant portion (70%) agrees or strongly agrees that financial derivatives are used for hedging, indicating sophisticated risk management techniques.




Table 12.  The  risk  management  team  is  effective  in  identifying  potential risks.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total 
	100
	100%


Sources: Administration Questionnaire, 2025
The majority (70%)  agree  or  strongly  agree  on  the  effectiveness  of  the  risk  management team, suggesting confidence in their capabilities.
Table 13.  The  bank  has  sufficient  capital  buffers  to  absorb  potential losses.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
Most respondents (70%) believe the bank has sufficient capital buffers, indicating a robust financial position.



Table 14. Operational risks are well-managed within the bank.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	25
	25

	Agree
	45
	45

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
The majority (70%) agree or strongly agree that operational risks are well-managed, reflecting effective internal controls.
Table 15.  The  bank  maintains  adequate  liquidity  to  meet  its  financial obligations.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
A significant portion (70%) agrees or strongly agrees that the bank maintains adequate liquidity, ensuring its ability to meet obligations.




Table 16. Credit risk assessment procedures are thorough and effective.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	35
	35

	Neutral
	25
	25

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
The majority (65%) believe credit risk assessment procedures are thorough and effective, indicating strong risk management.
Table 17.  The bank  complies  with  all  regulatory  requirements  related  to  risk management.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35

	Agree
	45
	45

	Neutral
	10
	10

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
A significant portion  (80%)  agrees  or  strongly  agrees  that  the  bank  complies  with  regulatory  requirements  related  to  risk  management,  indicating  adherence to legal and regulatory standards.



Table 18.  The  bank's  risk  management  practices  contribute  to  better  decision-making.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100


Sources: Administration Questionnaire, 2025
The majority  (70%)  of  respondents  agree  or  strongly  agree  that  risk  management   practices contribute to better decision-making,  highlighting  the  strategic importance of these practices.
Table 19.  Employees are encouraged  to  report  potential  risks  and incidents.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	25
	25

	Agree
	40
	40

	Neutral
	20
	20

	Disagree
	15
	15

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
Most respondents (65%) agree or strongly agree that employees are encouraged to report potential risks and incidents, indicating a proactive risk culture within the bank.



20. The overall risk culture within the bank is strong and proactive.
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30

	Agree
	45
	45

	Neutral
	15
	15

	Disagree
	10
	10

	Strongly Disagree
	0
	0

	Total
	100
	100%


Sources: Administration Questionnaire, 2025
A significant portion  (75%)  agrees  or  strongly  agrees  that  the  overall  risk  culture  within  the  bank  is strong  and  proactive, suggesting a well-embedded risk management ethos.
4.2 Data Analysis
The data collected from 100 respondents provides comprehensive insights into the demographic characteristics of the employees and their perceptions of risk management practices and their impact on bank performance.
Demographic data reveals that the majority of respondents are young (25-34 years old), well-educated (with a Bachelor's degree), and have substantial experience in the banking sector (7-10 years). This demographic profile suggests a knowledgeable and experienced workforce that is likely to have informed opinions on risk management practices.
The responses to Section B of the questionnaire indicate a generally positive perception of risk management practices at First Bank of Nigeria Plc, Ilorin. A significant majority of respondents believe that the bank has an effective risk management framework, well-communicated policies, and regular training. Furthermore, most respondents agree that regular risk assessments are conducted and that these practices positively impact the bank's profitability.
The data also shows that the bank uses financial derivatives to hedge against market risks and has an effective risk management team. Additionally, respondents believe that the bank has sufficient capital buffers, manages operational risks well, maintains adequate liquidity, and complies with regulatory requirements. These responses suggest robust risk management practices that contribute to the bank's stability and performance.
4.3 	Data Interpretation
The positive perception of risk management practices among the respondents underscores the importance of these practices in ensuring the bank's stability and profitability. Effective risk management frameworks, regular training, and well-communicated policies are critical components that enhance the bank's ability to identify, assess, and mitigate risks.
The use of financial derivatives and the effectiveness of the risk management team indicate a sophisticated approach to managing market and credit risks. The belief that the bank has sufficient capital buffers and maintains adequate liquidity reflects a strong financial position that can absorb potential losses and meet financial obligations.
The overall positive assessment of the bank's risk culture suggests that a proactive approach to risk management is well-embedded within the organization. This culture encourages employees to report potential risks and incidents, contributing to a comprehensive and continuous risk management process.



CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 	Summary of Findings
This study aimed to examine the impact of risk management on the profitability of banks in Nigeria, with a specific focus on First Bank of Nigeria Plc, Ilorin. The research utilized a descriptive design, surveying 100 respondents, including employees at various levels within the bank. The data collected was analyzed to understand the perceptions and effectiveness of risk management practices and their influence on bank performance.
The findings indicate that a majority of respondents perceive the bank's risk management framework to be effective, with policies well-communicated and regular training provided. Most employees agree that regular risk assessments are conducted, and these practices have positively impacted the bank's profitability. The use of financial derivatives for hedging and the effectiveness of the risk management team were also highlighted as key strengths.
The data further suggests that the bank maintains sufficient capital buffers and adequate liquidity, ensuring its ability to meet financial obligations and absorb potential losses. Operational and credit risks are well-managed, and the bank complies with regulatory requirements, reflecting a robust risk management environment.
Overall, the study reveals a positive perception of risk management practices among employees, emphasizing their significance in enhancing the bank's stability and profitability. The findings underscore the importance of a proactive and comprehensive approach to risk management in ensuring the long-term success of banks in Nigeria.
5.2 	Conclusion
The findings of this study indicate that First Bank of Nigeria Plc, Ilorin, has implemented effective risk management practices that positively impact its profitability and overall performance. The bank's risk management framework, communication, and training efforts are well-received by employees, contributing to a strong risk culture. The use of financial derivatives and effective risk assessment procedures further enhance the bank's ability to manage market and credit risks.
The positive perception of the bank's capital buffers, liquidity management, and compliance with regulatory requirements suggests a robust financial position and adherence to best practices. Overall, the study highlights the importance of comprehensive risk management strategies in ensuring the stability and profitability of banks.
5.3 	Recommendations
Based on the findings of this study, the following recommendations are proposed to enhance risk management practices at First Bank of Nigeria Plc, Ilorin:
i. Regular and updated training programs should be provided to all employees to ensure they are well-informed about the latest risk management practices and tools.
ii. Continuous improvement of internal controls and periodic audits should be conducted to identify and address any weaknesses in the risk management framework.
iii. Transparent and effective communication of risk management policies and procedures should be maintained to ensure that all employees understand their roles and responsibilities.
iv. The bank should invest in advanced risk management tools and technologies to enhance its ability to identify, assess, and mitigate risks more efficiently.
v. Encourage a proactive risk-aware culture by incentivizing employees to report potential risks and incidents, fostering a collaborative approach to risk management.
vi. Conduct regular and comprehensive risk assessments to identify emerging risks and adjust risk management strategies accordingly.
vii. Implement robust compliance monitoring systems to ensure ongoing adherence to regulatory requirements and best practices in risk management.
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