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CHAPTER ONE
1.1 INTRODUCTION 
Risk is the fundamental element that drives financial behavior. Without risk, the financial system would be vastly simplified. However, risk is omnipresent in the real word. Financial institution, therefore should manage the risk efficiently to survive in this highly uncertain word.   
Bank risk involved from the beginning when the goldsmith discovered that only a small proportion of money kept with him to save was in fact required for by the deposit at any particular point in time and that he could safely land rest to borrowers and charge interest on it. 
BANKS IN THE BUSINESS OF MANAGING RISK IS NOT AVOIDING IT.
The future of banking well doubted rest on the risk management dynamic, only those banks that have efficient risk management system will survive in the market in the long-run success of a banking institution.
	Bank risk is categorized into three namely: credit risk, market risk and operational risk. Credit is the oldest and biggest risk that a bank virtue of its nature of business inherits, is the risk of loss due to an obligation’s nonpayment of an obligation in term of loan or other lines credit, while operational risk is the risk of direct or indirect loss resulting from inadequate or failure internal processes, people and system or from external event, also market risk is the risk or losses in on and off-balance sheet positions arising from movement in market prices.
The place of deposit money bank in the national policy is so peculiar such that the banks engaging in the commercial activities are very important in the economic in the achievement of most governmental, economic and commercial and fiscal policies objectives. One of its major aspects is that of extending credit to other sector of the economy for their smooth operation.					Credit service by bank is manage in the credit and risk management system portfolio of the bank to ensure proper management, it cannot be over-emphasized. 
According to “Pandy” credit management is defined as the procedure, step and action taken in the loan recovery and credit as stated in the credit policy manual, it concerns itself with the formulation of credit policy with frameworks overall corporate objectives.
Apparently, the role of deposit money bank is basically intermediation; it involves the act of mobilizing fund from the surplus areas as deposit and passing on these fund to the deficit areas as loans and advances. The depositor that keep their money with bank, do so, based on trust they expect to collect their money on demand. More so, the credit functions also affect the profitability of banks as well as it continued existence and future survival. 	
1.2 STATEMENT OF THE PROBLEM 
These are problem in the discussion of risk management on the profitability of bank in Nigeria. These include the following. 
i.  Inconsistency and adequate of credit officer in make appropriate judgment in the allocation of loans. 
ii. Poor and incomplete knowledge of the customer on terms and rules governing credit policy. 
iii. Poor supervision of the bank on project advances and loan are collected for what they are meant for. 
1.3 RESEARCH QUESTIONS 
In spite of the fact that credit is very profitable and important to the bank and customer, it possess mush risk. Distress in the deposit money banking can be attributed to poor risk, credit management and loans have proven bad due to non-payment by the customers, inconsistency and inadequate of credit officers to make appropriate judgment in the allocation of loans. 
As a result of complexity and inefficiencies in the credit function of banks, this study is intend to examine how a well-articulated credit policy named. The study provides answers to the following research questions. 
i. What are the principles and concepts or risk banking?
ii. What significant steps and action can be taken to drastically reduce the incidence and cause of bad problem loan, and also to reduce bad credit?
iii. What are the practices of Nigeria banks in the lending function and in the management of loan andadvances?
iv. What benefits and impact can efficient and effective credit function have on bank, the customer, the banking system and the economy at large? 
v. What is the important of credit
vi. What are the important of risk management
vii. What is the relationship between the credit, risk management and profitability of banks?


1.4 OBJECTIVE OF THE STUDY
i. To examine the benefit and impacts on efficient and effective lending function can have on the bank, the customer and economy at large
ii. Discuss the important of lending and credit management 
iii. To highlight the general principle and concept of risk in banking. 
iv. To determine and know whether commercial banks follow the general acceptable and practices of credit in Nigeria. 
v. To discuss significant steps and action that can be taken to drastically reduce the cause and occurrence of bad loan or loan that customers fail to repay. 
1.5 RESEARCH HYPOTESES 
In order to find solution to research problem identified, to pursue of this study, the following hypothesis shall be tested empirically. 
HYPOTEHESIS ONE:
HO: There is no relationship between effective credit function and the overall growth of banks. 
H1: there is relationship between effective credit function and the overall growth of banks. 
HYPOTHESIS TWO:
HO: Risk management does not have positive impact of profitability of banks.
H1: Risk management has a positive impact on profitability of banks. 
1.6 SIGNIFICANCE OF THE STUDY 
Discoveries of the study will be useful to deposit money banks, in the sense that it would let the banks clearly understand and appreciate the appropriate of proper credit and risk management on bank profitability growth, as a useful means for banks to be able to meet their day-to-day obligations. 
The significance of risk management in organizations activities other than bank was surprisingly ignored for a long time. It is use to be regarded as no more than insurance. 
Also, effective risk and credit management helps in enforcing government laid down rules and regulations pertaining to lending of a certain amount of money and also at a particular point. 
This study will be beneficial to student in knowing the rules and principle guiding credit and risk management for future career. 
Finally the study will be of benefit to the public (bank customers) to let them know that there are principles of credit; this will make them to be prepared for future borrowing.    
1.7 SCOPE AND LIMITATION 
This study has chosen the UNION Bank of Nigeria s  out of the twenty for mega banks to critical examine the impact of risk management on the profitability of banks in Nigeria.
It may not be easy to conduct, it is merely the fact that there are numbers of obstacle encounter in gathering data, ranging from time factor, limitation of finance, lack of recent information and inadequate material to deliberate boarding of information poor documentation bureaucracy, doubtfulness of available data etc. 
Hence, effort has been made to ensure that the above limitations did not hinder effective completion and quality of the work. 
The relationship between risk management and growth in profitability in banks in Nigeria will be investigated in this study. 
1.8 DEFINATION OF KEY TERMS 
MANAGEMENT:This is the process of designing maintaining an environment in which individual working together in group efficiently accomplishes selected aim. 
RISK: This is the situation whereby the outcome of occurrence has a known or estimate probability. 
PROFITABILITY: is the ability of bank to make profit for its shareholders and the ability to have left over after all expenses has been deducted without a liquidity. 
BAD DEBT: There are the irrecoverable and uncollectable and no longer bankable. 
DEBT: They are debts that have not been and are not expected to be paid. 
CREDIT RISK: Is a critical component of comprehensive risk management essential for long term success of banking business. 
LIQUIDITY: It is the ability if bank to cover asset into cash with minimum risk cost and delay. 
LENDING:It involves the granting of loan and advances of the various customers if the bank.
CREDIT: It is the transaction between two parties in which one, the creditor or lender supplies goods for money in return for promised future repayment by the other known as the debtor or borrower.  


1.9 PLAN AND ORGANIZATION OF THE STUDY
This gives an insight to how the research work is designed for proper organization and arrangement. The study is categorized into five major chapters. 
Chapter one which is the foremost chapter includes the introduction and background of the study, which will enable the reader to have a fore-knowledge of the research objective and content. 
Chapter two reviews the related literature which is based on the analysis of various research work is Union Bank of Nigeria  , risk management in bank, profitability of bank, bank’s risk management, types of credit. Techniques and tools of credit management, important of credit, credit policy and objectives of bank and impact of credit risk management.
Chapter three contain the research methodology which gives information on how the data was collected that is both primary and secondary source of information. 
Chapter four comprises the data presentation, analysis of data, the hypothesis based in the result and interpretation of result. 
Finally, chapter five consist the findings of the study, summary of the study and conclusion based on the data analyzed and the recommendation of the study.  





CHAPTER TWO 
2.1 LITERATURE REVIEW 
Generally, risk is the potential of gaining or losing something of value, it is the interaction with which has a potential, unpredictable and uncontrollable outcome. It is the chance that an investments actual return will be different than expected. 
The Oxford English Dictionary states that in the spelling is risqué from it Arabic original which mean working to gain income, gain or profit and risk as the possibility of loss, injury or other adverse or unwelcome circumstances, a chance or situation involving such a possibility. 
Banks stand at the centre of the financial system performing the role of residual provider of finance to private and public sectors. 
More so, risk is often seen as an essential function of deposit money bank because of the returns and the process of major consideration and the concern is not only to recover capital loaned out, but also the interest thereon. 
Credit risk as one of the three categories or risk which others are operational and market risk, has fast become a vital function in the operations of banks even in Nigeria because if its positive effect not only on the bankers and borrowers but also on the economic growth and development as well as the business environment as a whole Osayameh (2001). 
Credit can also be defined as a situation whereby banks grants by way of crediting money to some needy customer from the pool of resources that comes to its (banks) possession through the process of financial intermediation.
There is the need to manage the bank’s funds effectively so as to meet customer’s need for loans and meeting demand deposit. 
Therefore, it is then necessary that the bank reach a bank reach a balance between its liquidity and profitability objectives. 
Richard (1981) states that banks pay a crucial role in rendering wider range of service of facilitate increase economic growth and profitability.
Onyeogecha (2001) defines credit as the transaction between two parties in which one of the creditor or lender i.e the banks supplies money in return for promised future repayment by the other that is the debtor or borrower. 
Obisesan (2008) state that “ in pursue of the objectives of lending i.e (profitability) which is the essence of banking, the formation and implementation of sound credit policy is essential to serve as a framework for lending officers in the administration of loans when formulating this policy, the overall corporate objectives of the bank must be considered. 
These include risk management, profitability growth issue, earning capacity of the bank, portfolio management etc. appropriateprocedures must be followed to ensure that the objective of the banks are realized. 
The credit policy is designed to sustain the development and growth of the bank, taking the overall corporate objectives and regulator objectives into consideration.Therefore, it is essential that the credit policy must be adequately implemented and formulated by complying with the operation of the bank because it indicates the survival of the bank to a large extent. 
Ituwe (2007) in his own view says “whatever form of lending in adopted in any given case, depends on the purpose of the borrowers and circumstances of the transaction. 


HISTORICAL BACKGROUND OF THE STUDY
In December 1992, the Nigeria Union of Teachers declare a trade dispute and embarked on strike action that lasted till January 1993 on the three main demand of the union viz:
i.	The teachers’ salary structure (NUT)
ii.	Professionalization of teaching aid
iii.	Teacher Nation Negotiation
Follow series of meeting between the Nigeria Union of Teacher and Federal Ministry of Education in 1992, it was reduce that matter be refereed to the new establishment national salary and wages review commission.
	In January 1993, The Ministry of Education formally, forwarded The Nigeria of Teacher Memorandum on Oct 7 and 8, 1993 the Nigeria Union of Teachers suspended a nationwide teachers strike to allow government time to address the demand, yet government do so.
	The Nigeria Union of Teachers wanted for one year and the government did not take positive action on the issues. At the national delegates conference in Akure in May 1994 Nigeria Union Teachers decided on an industrial action over the issues.
	On January 30th 1995, the Nigerian Union of Teacher declared a nationwide strike to force the federal government to address the three issues on January 31s 1995 a meeting was held between the federal government and Nigeria Union of Teacher (NUT) and the federal ministry of labour and productivity under the chairmanship of the Honourable minister of labour and productivity.
	Dr. Samuel O. Ogbemudia at which an inter ministerial committee have time to address the issues presented by the Nigeria Union of Teachers.
	On June 21st 1995 the Honourable minister for education Dr. M.T lian meet with the Nigeria Union of Teacher and despite of al the promises he made, the issue remained unattended to on June 26th and 27th 1995 the nation executive council of the Nigeria Union of Teachers met in Calabar on the same issue “a 30 days ultimation to the Federal Government” in which to release a white paper on the three main demands of the teacher yet the federal government remained adamant.
	On July 26th 1995, the Nigeria Union of Teacher (NUT) made a press release warning that if by August 4th 1995 the federal government did not come out with its decision on the demand. Teacher in primary and secondary school in Nigeria will embark on another nationwide strike.
	On September 13th, 1995 at an emergency National Executive Council (NEC) meeting at Ibadan the Nigeria Union of Teachers warned on the consequences of the continued shabby treatment being met to the teachers and their union and its possible effect on the education of the Nigeria child in primary and secondary schools.
	Effort made by the Nigeria Union of Teacher (NUT) to get the federal government to meet the demand of teachers.
	On July 28th 2008 a meeting between the Nigeria labour congress and Nigeria union of teachers to discuss the hungering teacher strike was took place at Kwara State Government lodge Abuja in a very cordial atmosphere. 
THE MEETING
1.	Noted the issue and circumstances that led to the unfortunate strike action by the Nigeria union of teachers.
2.	Recognize the constitutions rights of the workers to demand better condition of service and,
3.	In this particulars ease acknowledge that condition under which our teachers serve is as important in any effect to provide quality education for this country.
4.	Also recognize the wisdom and the spirit of the constitution which has scheduled our country into a federation opportunity power not notes, right and country into a federation opportunity power notes, tights and country into a federation units in relation to the center.
5.	Noted that might state have already on banked the welfare of teachers.
1.	To set up a Joint Committee of the Nigeria Governor Forum and the Nigeria Union of Teachers to Negotiate the issue of teachers salary structure which led to the strike in the first instance. 
2.	In view of Appeal from the Nigeria Governors Forum per the strike to be suspected, the union agreed to call on emergency meeting of the request.
3.	Nobody will be view dismissed for taking part in the strike action.
4.	Both parties expressed their commitment to resolving the problem expeditiously.
At the end of that meeting, a communiqué was issued (copy attached) which resolved among other things to set up a joint committee of the Nigeria Governor Forum and the Nigeria Union of Teachers to negotiate the issue that led to this strike.
The committee, which was chaired by my humble self met at the Kwara state ledge on Tuesday 29th July, 2008. Rising from that meeting, the committee decides as follows: -
1.	That the attached document report of the committee on Teacher Salary Structure (TS) of August 2002.
Presented by the NUT be circulated to the entire stake for their review.      
2.	In reviewing the document, the recommended TSS on table 4 of page 20 of the document along the following proposed allowance. 
i.	Examination allowance = 10% of basic salary
ii.	Hazard allowances = 15% of basic salary
iii.	Journal allowance = 7.5% of basic salary
iv.	Learned society = 7.5% of basic salary
v.	Responsibility allowance = 15% of basic salary
The committee has submitted its report to Governor forum but nothing was done to it.
On 26th February, 2009 Ilorin – Teachers in Kwara State yesterday began an indefinite strike action to drive their demand for the implementation of the teachers; salary structure (TSS) approved for them since last year.
The teacher’s strike which caught many unaware, come just at governor Bukola Saraki, Approved a number of Juicy political appointments.
Sakari Approved there – constitution of the boards of and the Universal Basic Education Commission with a former secretary the state government Alhaji Salam Adelohun Ibrahim a Chairman and Alhaji Sa’ad Alana as chairman respectively.
He also approved the appointment of a former local government chairman, Alhaji Kayode ha – kadir as a laison officer, Femi David Bamigboye and Nasir as Special Assistance, among others.
The teachers strike, which paralyzed, teaching activities in all primary schools in the state, was in compliance with the directive of the Nigeria Union of Teacher (NUT) South West Zone.
The union had in a communiqué issued at the end of its meeting in Ibadan on February 23, directed that “teachers where the state governments has not issued enabling circular directing the payment at 27.5 percent enhance teachers. Salary structure by midnight of February 24, 2009 should without further directives commence an indefinite stay at home strike by Wednesday 23, 2009 until further notice”.
The zone comprises Edo, Delta Ogun, Lagos, Osun Kwara, Oyo and Ekiti State Wings (Group Chairman) and Olu Abiala (Group Secretary) Affirmative commitment to commence payment of the teacher’s salary structure, other have continued to hold the groups’ ultimatum with disdain, contempt and I don’t care attitude.
On 5th March, 2009 Ilorin – the strike embark upon teachers in public primary and secondary school in Kwara State Government to pay the teacher salary scheme (TSS) to all the categories of teacher salary scheme (TSS) to all the categories of teachers in the state.
Towards this end, the leadership of the Nigeria Union of Teachers in the state has ordered the teachers in the state last week joined the counterparts in the south west comprising Oyo, Ondo, Ekiti, Kogi, Ogun, Edo, Delta and Osun to press home for their demand in the implementation of TSS as agreed upon by the Governor’s forum on August 6, 2008 in Abuja.
Worried by the situation, Governor Bukola Saraki immediately swing into action by initiating peace talk with the leadership of NUT in the state in order to agree on terms that would bring the impasse into a half.
Speaking with newsmen Yesterday after peace talks which kicked – off Tuesday in Ilorin with state government representative in attendance which include the commissioner for Education, Science and Technology Alhaji Bolaji Abdullahi, the state chairman of the NUT, Alhaji Umaru Akanbi said the peace talks had yielded fruitful result as the state government had agreed to pay up the arrears of the TSS from March while the full implementation of the payments of the TSS would start as form Month (April).
Akanbi who commended the state government for rising to the course of education in the state however called on the teachers to resume work with immediate effect in the interest of pupils and parents.      
.   
2.2 CONCEPTUAL FREAMEWORK 
Conceptual framework can be defined as a tool used in the analysis of variables in a study. Conceptual framework is to show conceptual distinctions, processes or thoughts and organize the ideas in the study. Strong conceptual framework should capture the concepts in the study in a way that is real and easy to remember and apply. The main objectives of the conceptual framework in the study is to show and improve the understanding of the concept risk management by providing a more complete, clear and updated such as the dependent and independent variables and the linkages. (Tobin, J, Brainard, 1968). 
2.2.1 DETERMINANTS OF FINANCIAL PERFORMANCE IN COMMERCIAL BANKS.
The financial performance of money related firms is of enormous significance to financial specialists the stock profit for their number of speculations is profoundly imperative and performing business can prompt higher returns for their ventures. Notwithstanding this, gainfulness of a firm will prompt increment in the salary of its representatives, better quality items and administration for the clients, furthermore better environment and benevolent environment. In these study elements, for example, financial condition, corporate administration, ownership structure, firm qualities and strategies and hazard administration will be examined. 
2.2.2 ECONOMIC CONDITION 
Monetary states of working nation can influence on association’s budgetary execution areas, for example, the accompanying. Cost of obligation and different financings can adversely influence the association’s capacity to produce benefits and put resources into future tasks (Ntim, 2009). Other incorporates prices of utilities in the territory, high expenses related in the assembly of different assets, for example, plant and apparatus because of variables, for example, money crumbling, expanded expansion rate versus low salary workers can diminish the popularity for mechanical merchandize created and consequently prompt adversely influencing the organization performance (Forbes, 2000). 
Commercial banks in Kenya have been highly affected by inflation rates and cost of borrowing and lending rates of borrower. 
Unfavorable economic conditions such high interest rates, and low income levels negatively affect financial performance of bank in Kenya. Economic conditions which have been experienced in the country have been stable despite the political disruption experienced in the postelection which occurred in the end of 2007 and early 2008.  
2.2.3 CORPORATE ADMIINISTRATION 
Corporate administration is defined as the practice and structures that guide how firm sets its destination, creates set methodologies and persistent arranging, observing and reporting its budgetary execution and deal with its given risk (Reddy, 2010). Analysis have likewise hypothesized that great corporate administration prompt upgrade of the financial performance of the firm (Chugh et., 2009).
Numerous studies hold the view that there are two models of corporate structure, the shareholder model has been found to concentrate on the boosting the riches of shareholders while the other model spread more extensive viewpoint and worries about the more extensive point of view of the firm (Maher and Anderson, 1999). According to his study (Brooks and Iqbal, 2007) discovered that corporate administration on firm performance is expanded by making files for board qualities in the association, straight forwardness and revelation in the firm and shareholder and possession attributescoupled with satisfactory management. The study therefore subsequently infers that fitting corporate management is an indication of a decent money related performance of the business substance.
2.2.4 OWNERSHIP STRUCTURE 
The theory postulates that ownership of companies rests on that, there is separation of ownership of the company and the control of the company which in most case is done by the management Berle and means, (2000) developed a classification of ownership and identified two types of ownership, whereby there is the firm controlled by the owners and the firms controlled by the management or managerially controlled firms.
In reference to agency hypothesis if directors dealing with firm have possession stake in the firm, they will probably argument shareholder riches when contracted with case with no shareholding (Dotta, 1999). The managerial risk and requirement on wealth maximizing, restrain the responsibility for in the managers ownership of the firm (Jensen et al., 1992) the number of trade partakes in an organization is controversy identified with insider possession (Lin et al., 2011) as the vast majority of the shares is an organization claimed by the management are not allowed to be traded (Born, 1998).  
2.2.5 RISK MANAGEMENT
Risk management in a firm setting can determine the financial performance of firms. Firms engaging in risky operation attract investors who like to take risks. The relationship between the risk business and returns need to be efficiently worked so that the risk tatting investor do get the returns associated with the risks undertaken (Forbes, 2002). Risk management is a key determinant in the performance of commercial banks in Kenya, since banking sector is a risk sector.
Risk administration can likewise be viewed as thestrategies and instrument put in by the business banks to keep away from danger. The monetary hypothesis proposes that managers should argument their normal benefit without respect to the variety around its esteem Santomero, (1995) recorded four method of reasoning for risk administration practices. These are administrative self-premium, the non-linearly of the organization assess structure, the cost of organization money related distress costs, and the presence of perfect capital market.
2.3 THEORETICAL FRAMEWORK 
The section covers the most applicable theories in risk management. The theories discussed are modern portfolio theory, moral Hazard theory and Merton’s default risk theory. We shall also discuss which theory we are going to base our research on. 
2.3.1 MORDERN PORTFOLIO THEORY.
The hypothesis of modern portfolio theory (MPT) is a speculation set fouth by Harry Markowitz in his paper. The hypothesis was distributed in 1952 by the journal of finance. The venture hypothesis depended on the possibility that risk disinclined financial specialist in the business can build portfolios to expand expected stock returns based on the level of market risk in a speculation, understanding that risks is an inborn and huge piece of higher reward in venture. The hypothesis came to be among the most critical and noteworthy financial speculations in the realm of fund and venture. 
The hypothesis is additionally alluded to as portfolio hypothesis and proposes that it is workable for financial specialist to build a proficient bleeding edge of ideal portfolio, which offers the most extreme and conceivable expected returns for a particular given level of risk. It encourages and recommends that, for speculators it is not sufficiently just to center at the normal risk and stock return of one particular stock. By putting resources into numerous stocks, a financial specialist can win in case of broadening, by diminishing the risks in the portfolio given. This hypothesis consequently tries to measure the advantages of enhancement. 
Foremost investors, the risk part is that any return from an investment might be lower than the expected returns or put in other words, the variations from the expected stock returns. According to the theory, each stock has its own deviation from the stock mean. This standard deviation from the mean is called risk, (Markowitz, 1952). 
The hypothesis likewise clarifies on CAPM, every single sane financial specialist ought to put the market portfolio, utilize or deleveraged with positions in the risk free resource. Notwithstanding this CAPM likewise thought of beta which relates an advantages normal return. Portfolio hypothesis is this way gives a plain setting for comprehension the connections result of orderly risks and rewards. 
It has extensively formed how monetary institutional portfolio are overseen and persuaded the utilization of dishonorable and aloof speculation method in the commercial banks. The comprehension of portfolio hypothesis and CAPM is utilized as a part of money related risks administrations systems. In connection of this hypothesis, commercial banks have a commitment to investigate all venture exercise by figuring the normal returns. 
2.3.2 MORAL HAZARD THEORY 
This theory has been widely used in economics world. This theory argues that one party takes more risks because other parties elsewhere bear the costs for those risk. This may occur where the actions of someone may change to the detriment of another party participating in an active role in economic or financial transactions (Krugman, 2009). 
The theory explains that moral hazard occurs under a situation of information asymmetry where party taking the risk in a financial transaction knows more about the transactions, its intensions than the other party paying for the problems as a result of the risk incurred in the transaction. Economist (Krugman, 2009) described moral hazard as a situation where one party comes up with decision about how and when to take the risk because another party will bear the cost in the risks. 
The theory can be seen perceived in a standard case where an agency setting in a bank or insurance companies. The company has less information about the principal and the insured person can serve as the agent. In the Automobile Insurance Companies, the theory applies to for drivers; the theory creates an additional incentive for risky and careless driving since other parties will cater a part of the cost of the agents careless driving and the accidents caused. In addition a similar case is in the presence of unemployment insurance cover, an unemployed people have other parties will cater for his expenses.          
2.3.3  MERTON’S DEFAULT RISK MODEL
The model was developed by a financial scholar Robert C Merton in 1970s and it’s used in evaluation of credit risks of cooperation and mortgage firms. The model used to determine the ability of debt owners to service their debts. The model can therefore help security analyst and officers who attempt to determine an organizations credit fault risk will utilize the model in the analysis. The model suggests that the analyst should better value the financial institutions, and also check on its ability to remain liquid through the period under analysis and debt maturity. 
In (1974) Merton did a paper on the evaluation of corporate debt securities in one of his contributions to finance. In his paper Merton be addressed several interrelated question in finance and economic. In the UNION contribution he suggested how an investor should understand and explain the credit spreads of an organization. The second issue addressed in the theory was how an investor should design a capital structure of the firm. The due for this was to determine the optimal structure of the firm. 
Based on the theories above, our study will be based on theory number 3, Merton’s default risk model. This theory is based on some simple assumptions about the capital structure of the firms finance. The event of default, the firm’s market. Value of the assets owned by the firm in relation to the liability of the firms falls below the set certain threshold and therefore the firm is considered to be in default. One of the reasons for the default in the banks is the credit risk which forms part of the risks based by banks. 
2.4 EMPERICAL REVIEW 
Internationally a good number of studies in the research area have been done; Mohd and Salina (2010) investigated the relationship between risk administration practices and financial execution of the Malaysian Islamic banks. The period under study covered 2006 to 2008. In order to measure the risk administration practices the researcher used five component used five component issues in regard to bank supervision practices as per the Basel Committee. The five components used in the study are namely, the Firm Risk Management Environment, policies and procedures if the firm, Risk Measurement procedure, Risk mitigation, Firm Risk monitoring and firms internal control. The component mentioned were then linked with the mean of ROA and ROE. Study revealed that the Islamic banks with higher ROA and ROE tend to have better risk management practices. The study focused only on the 5 independent variables as the risk management measures determining financial performance. This study therefore intends to focus on additional measures hence reducing the error term. 
Another study by Yijun (2014) studied in the effect of credit risk administration practices on the profitability performance if commercial European banks in Europe. The study used regression analysis to determine and predict the relation between the variables under study. Monetary performance of the European banks was measured by ROA and ROE. The independent variable used in the study was none performing loans Ration (NPLR) and Capital Adequacy Ratio (CAR). The study informed inferred that these is a connection amongst CAR and ROA and amongst NPLR and ROA of banks. The study focused on the relationship between risk management and financial performance of bank in Europe. This study has therefore researched on the relationship between risk management practices as whole and financial and monetary performance in Kenta. 
Study by Oluwafemi and Obawale, (2010) on the risk management and financial performance of commercial Bank in Nigeria. Data for the study was between the period 2006-2009. Profitability of the institution was in by ratios of ROA and ROE. The independent variables in the study were liquidity, credit and capital risks. The study inferred that there is a critical relationship between bank performance and risk management in such as management of funds, reducing unnecessary costs such as doubtful advances and obligation value proportion examination brings about higher financial performance. In this way, the analyst held the view that it is of high significance that commercial banks have sufficient risk administration practices.
Locally Kithinji (2010) did a study on credit risk management and profitability of commercial banks in Kenya. This study aimed at assessing the degree to which the credit risk management in practice had contributed to profitability o Kenyan commercial bank. Data on the credit, levels of loans and profit were collected and tested for the period 2004-2008. The result of regression and the study showed that there was no relationship between the variables under study such as profit, measure of credit and level of advances. The study therefore concluded that commercial banks that need high profits need to focus on different variables other than concentrating on measure of credit and advances. The relapse model used to show the outcome showed that there was no significance relationship between the variables under study the study depicts a knowledge gap since the study focused only on the credit risk administration in commercial and financial performance. 
Wanjohi, (2013) did a study on relationship between financial risk management and financial performance of Kenyan commercial banks. The study used the regression analysis equation to determine the relation between the variables. The five components of risk management used as independent variable were the risk management environment of the  institution, risk management skill, risk mitigation procedures, risk monitoring and adequacy internal control of the organization. All these five segments of risk administration were then connected with the mean of ROA for the five years (2008-2012). The study established that financial risk management strongly affected the financial performance of Kenyan Commercial banks. The study by Wanjohi identifies a knowledge gap since the study only focused on the relationship between financial risk management and financial performance of commercial bank in Kenya. The study used only five independent variables as compared to this study which has employed more independent variables hence reducing the error term.     
Kamau (2010) did a study on adoption of risk management by commercial bank in Kenya. His study was based on the 44 active commercial banks as per CBK 2010. This study sought to identify the risks encountered by commercial banks and the risk management practices adopted by commercial banks to militate against these risk. A census survey was conducted for all the licensed banks in Kenya. Questionnaires were administered to risk management staff. Data was analyzed using SPSS and presented in graphs and in tabular form. The study revealed that credit, operation reputation and compliance risks as critical and commonly encountered.
Liquidity risk was least encountered risk majority of the bank were found to use both	qualitative and quantitative risk management method. 
Muteti (2014) did a study on the relationship between financial risk administration and financial performance of Kenyan business banks. The population for this study was commercial banks in Kenya which stood at 43 as at December, 2013 which formed the target population for the study. Data analysis was done using SPSS whereby a regression model was employed. The financial performance was measured by the ration ROA while the independent variable where credit risk of the bank, interest rate of the foreign exchange risk, liquidity risk of the bank, capital management bank deposit and bank size. The study found that credit risk, interest rate risk, foreign exchange risk, liquidity risk, capital management risk, bank deposits and bank size were significantly influencing financial performance of Kenyan business banks. The study focused on ROA as a measure of financial performance. The study also focused on financial risk as independent variable. The study has focused on measures of managing risks as a whole and the relationship of financial performance of banks. 



CHAPTER THREE 
3.0 MATERIALS AND METHOD 
3.1 RESEARCH METHODOLOGY 
This state the sequence which the research will take, they produce for collecting data i.e Primary and Secondary collection of data, and presentation and analysis of data. 
3.2 SOURCE OF DATA 
The data for this research work is attained from both primary and secondary data. Primary data are data collected by the research from interview and questionnaire distribute to the respondent include secondary data are also data collected by making reference to relevant dark journals, magazines and other relevant. 
3.3 POPULATION OF THE STUDY
A population is made up of all conceivable elements, subjects or observation relating to a particular phenomenon of interest to the researcher. (Asika 2000). 
Population is also an aggregation of all elements that share common characteristic synonyms of population are universe, census, etc. (Asika, 2000). 
However, this study was carried out among the employees of UNION Bank of Nigeria  in Nigeria. 
3.4 SAMPLE SIZE
UNION Bank of Nigeria  is chosen as sample from the entire banking industry. Also simple random sample method was used to determine the sample size will be 50 respondent. Fifty (50) questionnaire were administered to the staff of UNION Bank of Nigeria , Ilorin branch out of which 35 was attended to and 15 copies returned unattended to. 
3.5 METHODS OF DATA COLLECTION
The data collected in this study were analyzed by the use of percentage and discipline method. 
Descriptive method is a method that allows the assessment of certain distributed properties or characteristics in situation prevailing at a time. Its main purpose is to describe the event is in position using the resulting data to explain and predict the given situation. 
3.6 LIMITATION OF THE STUDY 
The constraint or limitation encountered by the researcher are numerous which environmental factors, time finances and so on. 
Another constraints is time, this is because the time framed writing and submission of the research project was strictly limited. 
Difficult in obtaining the required information is one of the serious limitation encountered by the research was the luke-worm attitude of the official who are supposed to give relevant information secrecy syndrome is the problem encountered that is official not giving straight answer of data required information. Mobility is another factor to be considering the inability of the researcher during the research to be able to keep up the appointments in another limiting factors, since the researcher will have to give at the bus-stop for transportation warrant happiness to appointment. 


METHOD OF DEATA ANALYSIS
The data collection in the study was analyzed by the use of percentage and chi- square for hypothesis testing a hypothesis. The chi-square denoted by the Greek letter x2 is used in testing a hypothesis co ncerning the differences between a set of observed. Frequency of a sample and correspondence set of expected or theoretical frequencies.
The chi-square statistics is donated as x2 (oi – Ei)
							Ei
Where = chi-square   = summation o/ⁿ observed value = expected value degree of freedom =(r-1) (c-1)
R = number of rows
C =number of columns
Expected value is derived as: e =row total  column total grand total
Decision rules: If the calculated value which is 2 is less than the table valve, it means that the null hypothesis (Ho) will be accected and rejected alternative hypothesis (Hi) and vice versa.


CHAPTER FOUR
4.0 DATA PRESENTATION OF RESULT, ANALYSIS AND INTERPRETATION.
4.1 INTRODUCTION 
To efficiently analyze the result from the questionnaires, the appropriate methods of data collection was used.
This chapter focused of the analyses of the data collected from the branch office of the case study.   
4.2 DATA PRESENTATION ANALYSIS OF RESPONSE FOR THE QUESTIONNAIRE
The questions in the questionnaires, were divided into two (2) section. Section A of the questionnaires sought information about respondent’s qualification, field of study, year of experience, age and areas of specialization in presented in the tables below. 
Table 4.2.1 Distribution of respondents by educational qualification
	Qualification
	Respondents
	Percentage %

	1st degree and below
	20
	60

	Post-graduate and above 
	15
	40

	Total 
	35
	100


Sources: Field work 2024
	The above table revealed the summary of the qualification of the lending officers of the bank (UNION Bank of Nigeria  ).
	Observation showed that out of the respondent, twenty (20) making up 60% passed 1st degree and below, while only fifteen (15) of the rest making 40% have post-graduate degree and above in various field. 
Table 4.2.2 Distribution of respondents by gender 
	Gender 
	Respondents
	Percentage %

	Male 
	20
	60

	Female
	15
	40

	Total
	35
	100


	Sources: Field work 2024
	It could be observed from the table above that the percentage of male to female is higher. There are about twenty (20) male i.e 60% and fifteen (15) female making up 40% in the total population of staff in the credit department.  
Table 4.2.3: Distribution of respondent by age 
	Age range
	Respondents
	Percentage %

	20-40
	25
	70

	41-above
	10
	30

	Total
	35
	100


Source: Questionnaires based 2024
	It can be observed from the table the percentage of respondent whose age range from 20-40 years is 25 which 70% while age 40 and above is 10 which is 30%. The people in 20 years are still capable of carrying out the duties efficiently and effectively because they are still seen to be agile and capable of moving up and down.


Table 4.2.4: Distribution of respondents by years of experience
	Years of experience
	Respondents
	Percentage %

	Below 4 years
	6
	25

	4 years and above
	29
	75

	Total
	35
	100


	Source: Research Survey 2024
	It can be deduction from the above is that the duties officers have many years of experience, the larger percentage is 75% that is 29 staff represent respondents that have been in the service of the bank for four (4) years. 
Table 4.2.5: Distribution of respondent by field of study. 
	Field of study
	Respondents
	Percentage %

	Banking and finance 
	15
	40

	Accounting 
	10
	30

	Business Administration 
	4
	10

	Others 
	6
	20

	Total
	35
	100


	Sources: Research survey 2024
	It would be assumed normally that only those who studied banking and finance are supposed to work in bank. However, table 5 reveals that most of workers actually studied banking and finance, while other worker are from related including economic, English, marketing and computer science. 
	As revealed in table above 15 respondent’s i.e 40% studied banking and finance, 10 respondent’s i.e 30% studied accountings, 4 respondent making 10% studied business administration, other field 20% making 6 respondents.   
Table 4.2.6 Distribution of respondents by post held.
	Post held
	Respondents
	Percentage %

	Senior staff
	16
	46

	Middle staff
	10
	39

	Junior staff
	9
	15

	Total
	35
	100





	

Source: Research Survey 2024
Deducted from the above table shows that 46% making 16 respondents are senior staff, while 39% making 10 respondents are middle staff a while remaining 15% making 9 respondents are junior staff.





CHAPTER FIVE 
5.0 FINDINGS, SUMMARY, CONCLUSION AND RECOMMENDATION
5.1 FINDINGS 
Based on the analysis and observation of this research the following make up the list of the findings
1. That the use of risk management, credit policy reduces risk involved in lending, if property administered in operations of banks 
2. That there is relationship between effective credit, lending function and overall growth of banks. 
3. Credit activities contributes a lot to the growth and profitability of a bank. If credit facilities are not properly control and managed can leads to the liquidation of a bank if not careful. 
4. Effective credit management is a tool that can be used.
5.2 SUMMARY 
As revealed in the analysis of results in chapter four from the response to some questions, it can be seen that there is need for risk management which is influenced by monetary guidelines regulatory the limit of credit to customers and high level of supervision of loan granted. 
Proper supervision possess caution, which is well indicated in the credit policy, this is to ensure that the bad debt or losses are reduced considerably; cash revenue requirement, which is directive of the central bank over the bank must be considered before the formulation of bank risks credit policy. These factors are inevitable when using credit policy and administering loans. 
As it is deduced, if the bank is not careful in adhering to the specified credit limit, its customers may try to make the opportunity of acquiring credit above the set limit. The replacement may not be guaranteed 100% and should be customer default in repayment, the assets of the bank gradually reduced. The bank may suffer financial constraint and distress which may lead to liquidation or winding up of the bank.
After credit has been granted there, is need for proper supervision. 
The specific methodology and procedure for monitoring loans must be ascertainable in the policy. In preventing violation of the set rules of the regulatory authorities the reserve requirement and the directives that may be given from time must be adhere to, else it may lead to winding up or revocation of the bank license. 
5.3 CONCLUSION 
Risk management can be more effective when credit policy is used to reduce risk, credit policy provide a suitable guild for credit officers and administrators. Therefore, for the bank to be fulfilled in carrying out its major functions of credit operation the information and implementation of credit is very necessary. 
For the growth, profitability and liquidity the bank to attain the needed tools is a well design policy that would bring growth, sustained improvement in the development of the bank and the economy as a whole. 
Finally, in any banking industry, aiming higher and desiring the growth are profitability of the bank effective credit management or good principle of lending must be adhered to. 
5.4 RECOMMENDATIONS 
The bank needs an effective and articulated credit risk policy to be able to carry at its lending functions effectively. In doing this, the bank should put in place some planned programmers to improve the lending services of the banks, the skill level of staff and the welfare of its officers. 
From the research it could be observed that a greater percentage of the staff through seminars training and workshops for the credit officers and the bank staff as a whole. This would enable them to make good and reliable decision in administering loans improving and leave bonus etc. This encourages and boosts the moral of the staff to put in their best in carrying out the appropriate duties, risk management, credit administering involves series of evaluation and decision making, the bank is faced with a piece competition inherent in the banking sector, and it must strive to compare with its center parts, therefore, any report of default is an indication of distress to avoid distress, the bank must scrutinize and evaluate new business opportunities and adjust to the changes in the economic environment and regulatory environment. 
Also, member of the public must be enlightened about the operation of banks, new events in banking and available series. 
In calculating the necessary banking habit seminars can be organize such as public enlightenment or bank sponsored programmed on banking services in Nigeria.   
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