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[bookmark: _bookmark5]CHAPTER ONE
INTRODUCTION
1.1 [bookmark: _bookmark6]BACKGROUND OF THE STUDY
Risk management is a critical function in the operations of financial institutions, particularly Deposit Money Banks (DMBs), which operate in environments characterized by inherent uncertainties. According to the International Organization for Standardization (ISO 31000, 2009), risk management involves identifying, assessing, and prioritizing risks, followed by coordinated efforts to minimize or control their impact to ensure organizational objectives are met. In the context of DMBs, risks such as credit risk, liquidity risk, market risk, operational risk, and interest rate risk pose significant threats to financial stability and performance. Effective risk management ensures that these institutions can safeguard their assets, maintain liquidity, and achieve sustainable profitability, thereby protecting stakeholders’ interests and fostering economic stability (Carey, 2001). 
Deposit Money Banks, also known as commercial banks, are pivotal in Nigeria’s financial system, acting as intermediaries that mobilize deposits and extend credit to individuals and businesses (Forbes, 2002). These banks are licensed by the Central Bank of Nigeria (CBN) to provide a wide range of financial services, including deposit collection, loan issuance, and other innovative financial products under the universal banking model (Central Bank of Nigeria, 2013). However, the volatile economic environment in Nigeria, marked by fluctuating interest rates, inflationary pressures, and currency instability, heightens the exposure of DMBs to various risks. Poor risk management has historically led to significant financial distress, as evidenced by the collapse of banks such as Dubai Bank, Imperial Bank, and Chase Bank between 2015 and 2016 due to liquidity deficiencies and mismanagement of credit exposures (Central Bank of Nigeria, 2016).
The linkage between risk management and financial performance in DMBs is well-documented. Financial performance, typically measured through metrics like Return on Equity (ROE) and Return on Assets (ROA), reflects a bank’s ability to generate profits relative to its strategic goals (Trivedi, 2010). Effective risk management practices, such as robust internal controls, risk measurement techniques, and capital adequacy frameworks, directly influence a bank’s ability to mitigate losses and enhance profitability. For instance, a study by Oluwafemi and Simeon (2010) found that banks with strong risk management frameworks exhibited higher ROE, indicating a positive correlation between risk management and financial outcomes. In Nigeria, where economic volatility amplifies financial risks, the adoption of comprehensive risk management strategies is crucial for DMBs to achieve sustainable financial performance.
Data from the Central Bank of Nigeria’s supervisory reports (2023) highlights that inadequate risk management practices contributed to non-performing loans (NPLs), which increased from 3.7% in 2018 to 5.3% in 2022, significantly impacting the profitability of DMBs. The introduction of Basel III guidelines, which emphasize capital adequacy and liquidity management, has further underscored the importance of aligning risk management practices with global standards to enhance financial resilience (Central Bank of Nigeria, 2023). This study focuses on First Bank of Nigeria Plc, a leading DMB, to explore how risk management practices influence financial performance, providing insights into how Nigerian banks can navigate the complex interplay of risks to achieve strategic objectives.
1.2 	STATEMENT OF THE PROBLEM
The Nigerian banking sector has faced significant challenges in recent years, with several Deposit Money Banks (DMBs) experiencing financial distress due to poor risk management practices. Between 2015 and 2016, the Central Bank of Nigeria (CBN) placed three banks—Dubai Bank, Imperial Bank, and Chase Bank—under receivership due to liquidity deficiencies, capital inadequacies, and irregularities in operations (Central Bank of Nigeria, 2016). These incidents highlight a critical gap in the ability of DMBs to effectively identify, measure, and mitigate risks, which has led to substantial financial losses and eroded stakeholder confidence. The recurring nature of these failures underscores the need for a comprehensive examination of how risk management practices influence the financial performance of DMBs in Nigeria.
Empirical studies on risk management in Nigerian DMBs have primarily focused on specific risks, such as credit risk or financial risk, often using limited variables like Return on Assets (ROA) or Return on Equity (ROE) to measure performance (Kithinji, 2010; Wanjohi, 2013). However, these studies have not adequately incorporated additional variables such as liquidity adequacy and investment guidelines, which are critical in reducing the error term in regression analyses and improving the precision of results. The omission of these variables limits the understanding of the holistic impact of risk management on financial performance, particularly in the context of Nigeria’s volatile economic environment, where high inflation rates and currency fluctuations exacerbate banking risks (Forbes, 2002).
Furthermore, the adoption of global risk management standards, such as Basel III, remains inconsistent across Nigerian DMBs, with many banks relying on outdated or less sophisticated risk measurement techniques (Omondi, 2015). This gap in adopting advanced risk management practices, coupled with insufficient budget allocations for risk management functions, hampers the ability of banks to proactively address emerging risks. For instance, the CBN’s 2015 report noted that non-performing loans (NPLs) significantly impacted profitability, with some banks reporting NPL ratios as high as 10%, largely due to ineffective risk mitigation strategies (Central Bank of Nigeria, 2015). This study seeks to address these gaps by incorporating additional variables and examining their impact on the financial performance of First Bank of Nigeria Plc.
The failure to establish a clear relationship between comprehensive risk management practices and financial performance leaves DMBs vulnerable to economic shocks and regulatory penalties. Without a robust framework to assess how risk management influences profitability, bank managers lack the tools to allocate resources effectively or design strategies that enhance financial resilience. This study aims to fill this knowledge gap by investigating the interplay between risk management practices, including capital adequacy and investment guidelines, and financial performance, providing actionable insights for policymakers, bank managers, and other stakeholders in Nigeria’s banking sector.
1.3	OBJECTIVE OF THE STUDY
1. To set up the relationship between risk administration and financial performance of Money Deposit Banks in Nigeria.
2. To investigate the impact of risk Management on the profitability of banks in Nigeria
3. To examine the effect risk management has on the profitability of banks
1.4	RESEARCH QUESTIONS
In order to carry out the primary objectives of this research works the following questions were raised to guide the conduct of this research work.
1. Are there relationship between risk administration and financial performance of Money Deposit Banks in Nigeria?
2. What are the effects of risk management in Money Deposit Banks in Nigeria?
3. Does risk Management have impact on the profitability of banks in Nigeria?
1.5	RESEARCH HYPOTHESIS 
Ho:	There is no relationship between risk administration and financial performance of Money Deposit Banks in Nigeria
Hi:	There is relationship between risk administration and financial performance of Money Deposit Banks in Nigeria
Ho2:	Risk management does not have effect on Money Deposit Banks in Nigeria?
Hi2:	Risk management has effect on Money Deposit Banks in Nigeria
Ho3:	Risk Management does not have impact on the profitability of banks in Nigeria?
1.6 [bookmark: _bookmark13]SIGNIFICANCE OF THE STUDY
In the theoretical contribution, the study will fill the knowledge gap on the problem of relationship between risk management and financial performance in Money Deposit banks. In addition to the above, the study can add more comprehensive knowledge to the readers in the financial sector. Another addition and contribution is that, the study will make the basis for other researchers who would wish to dig into further studies of the area.
From a practical area, the information in this research will offer a comprehensive guideline to bank managers, investors and other Money Deposit banks employees, depending on the conclusions and results of this research paper. Money Deposit bank managers could use the information and concentrate to improve banks’ performance by working on the risks in banks. Money Deposit banks can now better and allocate their resources in line with the position of risks.
This research will add to the ever growing number of policies, measures and regulations to be implemented by policy holders. Institutions such as the Capital market Authority, central Banks and financial institutions can adopt our findings for smooth operations and boost investors’ confidence. The study shall be used for reference purposes by the financial institutions for implementation of policies in line with risk management. Appropriate risk management in all organizations is associated with good performance due to tight control measures.
1.7	SCOPE AND DELIMITATIONS OF THE STUDY 
The scope of the project had been narrowed down to First Bank of Nigeria Plc. By so doing, it is believe that data collected will still be represented enough to yield a truly valid and reliable result.
There are many limitations that may hinder this project work. The most common among them are time and fund. Time and fund are the major limitations to this project work.
Another significant limitation is the human factor to the contest with since this project involves interviewing and asking question from officers of the company. Their responses may not reliable as good as possible because of certain official confidentiality and security constraints.
Also the problem of data collection may occur, officer whose support maybe required also they may not cooperate until they are persuaded adequately that data obtained from them will be treated confidentially and used for the purpose of this research work only.
1.8	OPERATIONAL DEFINITION OF TERMS
Below are the definitions of the major terms as used in this research work:
Bank: A bank is a company incorporated by the corporate Affairs Commission and licensed by the central bank of Nigeria to carry on the business of collecting and repaying deposits into various types of accounts and the granting of money loans and overdrafts to its customers. With the inception of Universal Banking in Nigeria, banks now act as financial supermarkets by offering wide range of financial services.
Internal Auditing System: internal auditing is defined as a process, affected by an entity’s board of directors, management, and other personnel, designed to provide reasonable assurance regarding the achievement of objectives in the following categories: effectiveness and efficiency of operations, reliability of financial reporting, and compliance with law and regulations.
Fraud: is described as an act of deliberate deception with the intention of gaining some benefit, in other words it is the act of dishonesty pretending to be something that one is not (Chamber English Dictionary, 2002).
Risk Management: refers to a systematic process of identifying and analyzing of risks and selecting the most appropriate method to treat the risk has been acknowledged to minimize losses and at the same time increased profitability (Aris, 2009).
Audit Quality: it is the process of systematic or systematic evaluation of a quality system carried out by an external or internal audit team.
Auditor Independence: refers to the independence of the internal auditors or of the external auditor from parties that may have a financial interest in the business being audited.
Fraud Management: This refers to the strategy or process use to detect the prevent fraud in a banking sector.
[bookmark: _bookmark14]COSO Reports: these are reports issued by the National Commission on Fraudulent Financial Reporting (better known as the Tread way Commission) to guard against financial reporting scandals which started during the 1980s.
1.9	PLAN OF THE STUDY
The plan of the study is divided into five chapters
Chapter One: deals with the introduction which contains background, statement of the problem, objectives of the study, significance of the study, research question, research hypothesis, and scope of the study, definition of terms and plan of the study.
Chapter Two: It deals with literature review which contains Literature Review, Conceptual framework, Theoretical framework, and Empirical Review.
Chapter Three: deals with research methodology, data analysis, population and sample size, method of data collection.
Chapter Four: deals with presentation, analysis and interpretation of data.
Chapter Five: Consist of the summary, Conclusion and recommendations.
CHAPTER TWO:
[bookmark: _bookmark15]LITERATURE REVIEW
2.1 [bookmark: _bookmark16]INTRODUCTION
This chapter discusses on the conceptual review, theoretical review of the study whereby the main theories on risk management will be discussed. The chapter also highlights on the determinants of financial performance in Money Deposit Banks, Empirical review and further conclusions on the chapter. Conclusion on this chapter will be on how this research intends to cover the knowledge gap and the ways in which this research paper intends to fill the knowledge gap.
[bookmark: _bookmark17]2.2	CONCEPTUAL REVIEW
2.2.1 	Risk
Risk is a multifaceted concept that represents the potential for adverse events or outcomes that could hinder an organization’s ability to achieve its objectives. According to ISO/IEC Guide 73 (2009), risk is defined as the combination of the likelihood of an event occurring and the magnitude of its consequences. In the context of financial institutions, particularly Deposit Money Banks (DMBs), risk manifests in various forms, each with distinct characteristics and implications for operational and financial stability. These include credit risk (the possibility of borrower default), liquidity risk (the inability to meet short-term financial obligations), market risk (fluctuations in market variables such as interest rates or foreign exchange rates), operational risk (failures in internal processes, systems, or human error), and interest rate risk (changes in interest rates affecting profitability) (Carey, 2001). Each type of risk poses unique challenges, requiring tailored strategies to mitigate their impact.
The significance of risk in DMBs is amplified by the interconnected nature of the banking sector, where a single risk event can trigger systemic consequences. For instance, credit risk, often the most significant risk for DMBs, arises when borrowers fail to repay loans, leading to non-performing loans (NPLs) that erode profitability. Data from the Central Bank of Nigeria (CBN) indicates that NPLs in Nigerian DMBs increased from 3.7% in 2014 to 5.3% in 2015, highlighting the pervasive impact of credit risk on financial performance (Central Bank of Nigeria, 2015). Similarly, liquidity risk can precipitate bank failures, as seen in the case of Chase Bank, which was placed under receivership in 2016 due to liquidity deficiencies (Central Bank of Nigeria, 2016). Market risks, driven by Nigeria’s volatile economic environment, including currency depreciation and inflation, further complicate the risk landscape for DMBs (Forbes, 2002).
Understanding risk also involves recognizing its dual nature as both a threat and an opportunity. While uncontrolled risks can lead to financial losses or insolvency, calculated risk-taking is inherent to banking operations, enabling banks to generate returns through lending and investment activities. The Modern Portfolio Theory (Markowitz, 1952) underscores this duality by suggesting that risks can be managed through diversification to optimize returns. In DMBs, this principle applies to loan portfolios, where spreading credit across diverse sectors reduces exposure to sector-specific downturns. However, the presence of information asymmetry, as highlighted by the Moral Hazard Theory (Krugman, 2009), can exacerbate risks when bank managers or borrowers engage in reckless behavior, expecting external parties (e.g., regulators or depositors) to bear the costs. This study, therefore, views risk as a critical determinant of financial performance, necessitating robust management practices to balance risk and reward effectively.
2.2.2 Risk Management
Risk management is a systematic and structured process aimed at identifying, assessing, prioritizing, and mitigating risks to ensure an organization achieves its strategic objectives while minimizing potential losses. As defined by ISO 31000 (2009), risk management involves coordinated activities to direct and control an organization with regard to risk, encompassing the establishment of policies, procedures, and systems to address uncertainties. In the context of Deposit Money Banks, risk management is paramount due to the inherent volatility of financial markets and the critical role banks play in economic stability. Effective risk management enables DMBs to safeguard assets, maintain liquidity, comply with regulatory requirements, and enhance financial performance (Santomero, 1997).
The risk management process in DMBs typically includes several key components: risk identification, risk assessment, risk mitigation, risk monitoring, and internal controls. Risk identification involves recognizing potential sources of risk, such as credit defaults or operational failures, while assessment quantifies the likelihood and impact of these risks. Mitigation strategies, such as diversification, hedging, or maintaining capital buffers, aim to reduce the adverse effects of risks, while monitoring ensures ongoing evaluation of risk exposures. Internal controls, including audits and compliance checks, provide assurance that risk management practices are effective (Central Bank of Nigeria, 2013). For example, the Basel III framework, adopted globally and partially implemented in Nigeria, emphasizes capital adequacy and liquidity coverage ratios to enhance banks’ resilience against financial shocks (Omondi, 2015).
In Nigeria, the volatile economic environment, characterized by high inflation rates (reaching 18.3% in 2016) and currency fluctuations, underscores the importance of robust risk management practices (Central Bank of Nigeria, 2016). Poor risk management has historically led to significant financial distress, as evidenced by the collapse of banks like Dubai Bank and Imperial Bank due to inadequate liquidity and credit risk management (Central Bank of Nigeria, 2016). Furthermore, risk management is closely linked to financial performance, as effective practices reduce losses from NPLs and enhance profitability metrics like Return on Equity (ROE). A study by Oluwafemi and Simeon (2010) found that banks with advanced risk management systems reported higher ROE, highlighting the positive impact of risk management on financial outcomes. This study focuses on seven risk management practices—risk management environment, risk measurement, risk mitigation, risk monitoring, internal controls, capital adequacy, and investment guidelines—to assess their influence on the financial performance of First Bank of Nigeria Plc.
2.2.3 Deposit Money Bank
Deposit Money Banks (DMBs), also referred to as commercial banks, are financial institutions licensed by the Central Bank of Nigeria (CBN) to accept deposits, provide loans, and offer a broad range of financial services under the universal banking model (Central Bank of Nigeria, 2013). DMBs are central to Nigeria’s financial system, acting as intermediaries that mobilize savings from depositors and channel them into productive investments through credit facilities. They facilitate economic activities by providing payment systems, supporting trade, and promoting financial inclusion, particularly in underserved regions. As of 2015, Nigeria had 42 licensed DMBs, with First Bank of Nigeria Plc being one of the largest and most established, serving as a key player in the country’s banking sector (Central Bank of Nigeria, 2015).
The operations of DMBs are inherently risky due to their exposure to economic, regulatory, and market volatilities. Credit risk, stemming from borrower defaults, is a primary concern, with the CBN reporting that non-performing loans in Nigerian DMBs rose to 5.3% in 2015, significantly impacting profitability (Central Bank of Nigeria, 2015). Liquidity risk, as demonstrated by the 2016 receivership of Chase Bank, can lead to an inability to meet depositor demands, while market risks, driven by fluctuations in interest rates and foreign exchange rates, further complicate operations (Central Bank of Nigeria, 2016). These risks necessitate robust risk management practices to ensure financial stability and sustained performance, typically measured through metrics like Return on Assets (ROA) and Return on Equity (ROE) (Trivedi, 2010).
DMBs operate under stringent regulatory oversight by the CBN, which enforces compliance with guidelines such as the Basel III accords to enhance capital adequacy and liquidity management (Omondi, 2015). The universal banking model, introduced in Nigeria in the early 2000s, allows DMBs to offer diverse financial services, including investment banking, insurance, and pension services, thereby increasing their risk exposure but also their potential for revenue diversification (Cameron & Trivedi, 2005). The financial performance of DMBs is influenced by their ability to manage risks effectively, as well as external factors such as economic conditions and corporate governance structures. This study focuses on First Bank of Nigeria Plc to examine how risk management practices, including capital adequacy and investment guidelines, impact financial performance, providing insights into the broader Nigerian banking sector.
2.2	THEORETICAL REVIEW
	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.
[bookmark: _bookmark18][bookmark: _bookmark21][bookmark: _bookmark26]2.2.1	Modern Portfolio Theory (MPT): proposed by Markowitz (1952), emphasizes diversification to optimize returns for a given level of risk. In the context of DMBs, MPT suggests that banks can enhance financial performance by diversifying their loan portfolios and investment strategies to minimize exposure to specific risks, such as credit or market risks. This aligns with the study’s inclusion of investment guidelines as a variable influencing financial performance.
2.2.2Moral Hazard Theory (Krugman, 2009): highlights the risks arising from information asymmetry, where one party takes excessive risks because another bears the cost. In DMBs, moral hazard can occur when bank managers engage in risky lending practices, expecting regulatory bailouts or deposit insurance to mitigate losses. This theory underscores the importance of robust internal controls and risk monitoring, which are key variables in this study, to ensure accountability and prudent risk-taking.
2.2.3	Merton’s Default Risk Model (Merton, 1974): is particularly relevant as it focuses on assessing credit risk and capital adequacy, critical factors for DMBs. The model suggests that a bank’s financial stability depends on maintaining asset values above liabilities to avoid default. This study adopts Merton’s model as its theoretical foundation, as it directly relates to capital adequacy and risk management practices, which are central to understanding the financial performance of First Bank of Nigeria Plc. By linking these theories to the study’s variables, the research provides a robust framework for analyzing the impact of risk management on financial performance.
2.3	EMPIRICAL REVIEW
Internationally a good number of studies in the research area have been done; Mohd and Salina (2010) investigated on 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 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 of the firm, Risk Measurement procedures, Risk Mitigation, firm Risk Monitoring and firms Internal Control. The components 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 on the effect of credit risk administration practices on the profitability performance of Money Deposit 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 ratios. The independent variable used in the study was none performing Loans Ratio (NPLR) and Capital Adequacy Ratio (CAR). The study inferred that there 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 banks in Europe. This study has therefore researched on the relationship between risk management practices as whole and financial and monetary performance in Nigeria
Study by Oluwafemi and Obawale, (2010) on the Risk Management and Financial Performance of Money Deposit Banks in Nigeria. Data for the study was derived from annual observations of ten Nigeria banks between the period 2006-2009. Profitability of the institutions 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 risks administration. The study also concluded that better 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 Money Deposit banks have sufficient risk administration practices.
Locally Kithinji (2010) did a study on Credit Risk Management and Profitability of Money Deposit Banks in Nigeria. This study aimed at assessing the degree to which the credit risk management in practice had contributed to profitability of Nigerian Money Deposit banks. Data on the credit, levels of loans and profits were collected and tested for the period 2004 - 2008. The  results  of  regression and the  study  showed  that,  there  was no relationship between the variables under study such as profits, measure of credit and the level of advances. The study therefore concluded that Money Deposit 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 Money Deposit and financial performance.
Mohd and Salina (2010) investigated the relationship between risk management practices and financial performance in Malaysian Islamic banks from 2006 to 2008. Using five components from the Basel Committee (risk management environment, policies and procedures, risk measurement, risk mitigation, and internal controls), they found a positive correlation between robust risk management and higher ROA and ROE. However, the study focused only on Islamic banks, limiting its applicability to conventional DMBs in Nigeria. 
Yijun (2014) examined the impact of credit risk management on the profitability of European DMBs, using Non-Performing Loans Ratio (NPLR) and Capital Adequacy Ratio (CAR) as independent variables. The regression analysis revealed a significant relationship between CAR, NPLR, and ROA, indicating that effective credit risk management enhances financial performance. This study’s focus on credit risk alone leaves room for a broader analysis of risk management practices, as proposed in this study. 
Oluwafemi and Simeon (2010) studied risk management and financial performance in Nigerian DMBs from 2006 to 2009. Using liquidity, credit, and capital risks as independent variables, they found a significant positive relationship between risk management and ROE. Their findings emphasize the need for comprehensive risk management to improve profitability but did not include variables like investment guidelines, which this study incorporates. 
Kithinji (2010) explored credit risk management and profitability in Nigerian DMBs from 2004 to 2008. The study found no significant relationship between credit risk measures (e.g., loan levels) and profitability, suggesting that other risk management practices may have a greater impact. This finding highlights a knowledge gap, as this study includes additional variables like capital adequacy to provide a more holistic analysis. 
Wanjohi (2013) investigated the relationship between financial risk management and financial performance in Nigerian DMBs from 2008 to 2012. Using five risk management components (risk management environment, measurement, mitigation, monitoring, and internal controls), the study found a strong positive correlation with ROA. The limited scope of variables used in this study justifies the inclusion of liquidity adequacy and investment guidelines in the current research to reduce the error term. 
Kamau (2010) examined the adoption of risk management practices by Nigerian DMBs. The study revealed that banks with advanced risk measurement and mitigation strategies reported higher financial performance, measured by ROE. However, the study did not explore capital adequacy, which is critical in the context of Basel III guidelines and is addressed in this research. 
Ongore (2013) analyzed the determinants of financial performance in Nigerian DMBs, including risk management, corporate governance, and economic conditions. The study found that effective risk management significantly influenced ROE and ROA, particularly in banks with strong internal controls. This supports the current study’s focus on internal controls as a key variable. 
Muteti (2014) studied the relationship between financial risk management and financial performance in Nigerian DMBs. The findings indicated that risk mitigation and monitoring practices positively impacted profitability, but the study overlooked liquidity adequacy, which this research includes to enhance the precision of results. 
Mwangi (2007) explored factors influencing financial innovation in Nigerian DMBs listed on the Nairobi Securities Exchange. The study found that risk management practices, particularly those aligned with global standards, improved financial performance. However, the study’s focus on listed banks limits its generalizability, which this study addresses by focusing on First Bank of Nigeria Plc. 
Omondi (2015) conducted a survey on Basel Accords and risk management in Nigerian DMBs. The study highlighted that banks adhering to Basel III guidelines exhibited better financial performance due to improved capital adequacy and liquidity management. This finding supports the inclusion of capital adequacy in this study to align with global standards.
[bookmark: _bookmark27][bookmark: _bookmark29]Wanjohi (2013) did a study on relationship between financial risk management and financial performance of Nigerian Money Deposit 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 Measurement skills, Risk Mitigation procedures, Risk Monitoring and Adequate Internal controls 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 Nigerian Money Deposit 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 Money Deposit banks in Nigeria. The study used only five independent variables as compared to this study which has employed more independent variables hence reducing the error term












[bookmark: _bookmark30]CHAPTER THREE: 
RESEARCH METHODOLOGY
[bookmark: _bookmark31]3.1 	INTRODUCTION
This chapter outlines the methodology used to investigate the relationship between risk management practices and financial performance in Nigerian Deposit Money Banks, with a focus on First Bank of Nigeria Plc. Given the reliance on secondary data, the chapter details the research design, data sources, population, and analytical techniques employed to achieve the study’s objectives.
3.2 	RESEARCH DESIGN
The study adopts a quantitative research design, utilizing secondary data to examine the relationship between risk management practices and financial performance. According to Bryman and Bell (2007), a research design provides a framework for data collection and analysis to address research questions. The quantitative approach is suitable for analyzing historical financial data and risk management metrics, enabling statistical inferences about the study variables (Cooper & Emory, 1995).
3.3 	POPULATION OF THE STUDY
The target population comprises all 42 Deposit Money Banks in Nigeria, as listed in the Central Bank of Nigeria’s records (Appendix 1). Secondary data from these banks, particularly First Bank of Nigeria Plc, were used to ensure representativeness and generalizability of findings within the Nigerian banking sector.
3.4 	DATA SOURCES
Secondary data were sourced from the Central Bank of Nigeria’s Bank Supervision Annual Reports (2011–2015) and financial statements of First Bank of Nigeria Plc. These sources provided data on financial performance (measured by ROE) and risk management practices, including risk management environment, risk measurement, risk mitigation, risk monitoring, internal controls, capital adequacy, and investment guidelines. The use of secondary data ensures reliability and consistency, as these reports are audited and standardized (Central Bank of Nigeria, 2015).
3.5	DATA ANALYSIS
Data analysis involved descriptive and inferential statistical techniques. Descriptive statistics, including means, standard deviations, and frequency distributions, were used to summarize risk management practices and financial performance. Inferential statistics, specifically correlation and regression analyses, were employed to examine the relationship between risk management practices and ROE. The analytical model is represented as:
Y = α + b1X1 + b2X2 + b3X3 + b4X4 + b5X5 + b6X6 + b7X7 + ε
Where:
· Y = Financial performance (average ROE, 2011–2015)
· α = Constant
· X1 = Risk Management Environment
· X2 = Risk Measurement
· X3 = Risk Mitigation
· X4 = Risk Monitoring
· X5 = Adequate Internal Controls
· X6 = Capital Adequacy
· X7 = Investment Guidelines and Strategies
· ε = Error term
.
[bookmark: _bookmark36][bookmark: _bookmark38]

CHAPTER FOUR:
[bookmark: _bookmark39][bookmark: _bookmark40]DATA ANALYSIS, RESULTS AND DISCUSSIONS
4.1 INTRODUCTION
The chapter highlights on the data collected during the research study on risk management and financial performance in the Nigerian Money Deposit banks. This study has therefore made use of Likert scale in collecting and analyzing risk management practices, whereby a scale of 1- 5 points was used in calculating the means and data standard deviations. The findings of the study were presented in tables and charts and suitable explanations were given. The results of financial performance for the Money Deposit banks were presented in a table and an explanation given in prose form. To measure the relationship between risk management practices on the financial performance, regression analysis was carried out as well as correlation analysis. The data has also been displayed using other methods such as graphs and pie charts. This chapter has been concluded by looking at a detailed interpretation of the findings of this research paper.
4.2 [bookmark: _bookmark41]RESPONSE RATE
The study targeted 42 Money Deposit Banks in Nigeria. Out of the target population, only 30 banks filled the questionnaires and returned representing a response rate of 71% which is within the recommended rates as per Mugenda’s (2003) accepted significant response rate for statistical data analysis which was established at a minimal of 50% as per the study. The commendable response was realized after the researcher made effort to remind the respondents to fill in the questionnaire and return. Out of the 30 banks which responded, 9% represented public banks, 21% foreign bank and 70% were local banks. The response rate is represented in the graph below.
 (
Public Banks Foreign
 
Banks 
Local
 
Banks
)

Source, Research Findings
4.3 [bookmark: _bookmark42]DESCRIPTIVE STATISTICS
In the study, the risk management practices were analyzed as per risk procedures described in the questionnaire. The mean and standard deviations of the variables under study were also analyzed with an objective of examining the effects of risk administration practices on the performance of Nigerian Money Deposit banks. The figures are given in the table 4.1 below
Table 4.1 Descriptive statistics
	Risk management Practice
	Response
rate (%)
	Mean
	%Mean
	STD
deviation

	 Risk Management Environment
	71
	4.83
	96
	.379

	 Risk Measurement
	71
	4.83
	96
	.379

	Risk Mitigation
	71
	4.66
	92
	.479

	Risk Monitoring
	71
	4.50
	90
	.508

	Adequate Internal Controls
	71
	4.33
	87
	.758

	Capital Adequacy
	71
	2.83
	57
	1.23

	Investment guidelines and strategies
	71
	4.50
	90
	.508


The table above shows the risk management practices with the mean score and the standard deviations from the means of each of the data points collected from the 30 Money Deposit banks. In the table of risk management practices, risk measurement, risk management environment and risk mitigation scored highly across all the banks under study. The standard deviations recorded by risk management, risk measurement and risk mitigation were minimal showing and indication that there was minimal variation in those risk management practices. The Capital adequacy recorded a higher standard deviation indicating a higher variability between the 30 Money Deposit banks under study.
4.4 [bookmark: _bookmark43]CORRELATION ANALYSIS OF THE VARIABLES TABLE 4.2 CORRELATION MATRIX
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Correlation coefficient varies from -1 to +1. A +1 coefficient is an indication of a perfect correlation while a –1 shows a perfect negative correlation. In this research paper, the correlation coefficient for the variables were positive and significant showing a clear indication that there is a strong correlation between risk management practices and financial performance of Money Deposit banks in Nigeria with an exception of internal controls and investment guidelines which had a negative correlation.
Table 4.3 showing the R squared of the Model.
	Model
	  R
	R Square
	Adjusted R square
	Std	error	of
estimate

	1
	.886
	.785
	.717
	1.447


Source research, Research Finding(2025)
The table above shows, R adjusted is 72% indicating how the statistical measures in the above study are closer to the fitted regression line. In this study we relied on adjusted R squared because of the numerous number of study variables in the prediction of the dependent variable.
The standard error shown in the study is 1.447 which indicates a high accuracy of the prediction made in this study. This is a clear indication that 72% percent of changes in Nigerian Money Deposit banks could be attributed to risk management practices under study. R in this study is shown by the correlation coefficient which determines the relationship between the study variables. From the above findings, we can therefore conclude that there is a positive correlation between the study variables.
4.5 [bookmark: _bookmark45][bookmark: _bookmark44]REGRESSION ANALYSIS
The detailed analysis of Variance of the risk management practices as per the study and 1financial performance is shown below

	Model
	SS
	Df
	MS
	 F
	ig

	Regression
	169.064
	7
	24.14
	11.231
	0.00

	Error
	46.09
	22
	2.09
	
	

	Total
	215.09
	29
	
	
	


Source, Research Findings(2025)
Table 4.3 above shows the ANOVA presentation. The population parameters were found to have a significance p value of 0% which is lower than the 0.001. This is a clear indication that the data used in the study was adequate and reliable for making conclusion of the variables under study since the value of significance (p-value) is lower than 5%. The F statistic critical at 5% level of confidence was 11.231, the study concludes that since F calculated in the study is greater than the F critical (value = 2.021), then the overall model is significant and that Risk measurement, Risk mitigation, Internal Controls, Risk management environment, Investment guidelines and strategies, Capital Adequacy and Risk monitoring are influencing financial performance of Nigerian Money Deposit banks.
4.6 COEFFICIENTS OF REGRESSION EQUATION
	Risk mitigation practices
	
	Unstandardized Co- efficient
	T
	Sig

	
	
	Beta
	Std Error
	
	

	Constant
	K
	0.63
	5.1
	0.123
	0.903

	Risk Management
Environment
	X1
	0.94
	0.83
	1.13
	0.271

	Risk Measurement
	X2
	0.88
	0.63
	1.39
	0.177

	Risk Mitigation
	X3
	1.4
	1.15
	1.23
	0.226

	Risk Monitoring
	X4
	-0.199
	0.739
	-0.27
	0.789

	Adequate Internal

Controls
	X5
	0.729
	0.619
	1.16
	0.25

	Capital Adequacy
	X6
	-0.186
	0.619
	0.30
	0.76

	Investment guidelines
	X7
	1.17
	0.42
	2.73
	0.281


Source, Research Findings(2025)
The established multiple linear regression equation is
Y=0.63+0.94X1 +0.88X2 + 1.4X3 - 0.199X4 +0.073X5 - 0.186X6 +1.17X7 +error.
In the above regression equation, it was established that holding the risk management practices in the regression namely: Risk management environment, Risk Measurement, Risk Mitigation, Risk Monitoring, Adequate Internal Controls, capital adequacy and Investment guidelines at a constant zero , financial performance of Money Deposit banks in Nigeria measured by simple average (ROE) would be at 0.63.
Further analysis from study and the regression indicates that, a unit increase in the organizations risk management environment would result to increase to the organizational financial performance of Money Deposit banks by a factor of 0.94, while a unit increases in firms Risk measurement would result to increase in the firm’s financial performance by a factor of 0.88. In addition, an increase in a unit of Risk mitigation would result to increase in firms financial performance by a factor of 1.4, an increase in a unit of Risk monitoring would lead to decline in firms financial performance a by 0.199, while an increase in a unit of adequate internal control would result to increase in firms financial performance by 0.73. The study also revealed that a unit increase in capital adequacy would result to decline in firm’s financial performance by 0.186 and a further unit increase in Investment guidelines and strategies would lead to increase in financial performance of Money Deposit banks in Nigeria by 1.17.
[bookmark: _bookmark46]








CHAPTER FIVE:
[bookmark: _bookmark48]SUMMARY, RECOMMENDATIONS AND CONNLUSIONS
[bookmark: _bookmark49]5.0	INTRODUCTION
The chapter gives a discussion on the, conclusions of the study and recommendations of the research paper based on the study findings. The main objective as per the study was  to determine the relationship between risk management practices and the financial performance of Nigerian Money Deposit banks. This chapter also discusses on the limitations of the study and further areas of research in this specific area of finance.
[bookmark: _bookmark50]5.1	SUMMARY
The study relied on both primary and secondary data to determine the relationship of risk management practices in Nigerian Money Deposit banks. The study used statistics such as correlation analysis and regression analysis. The study showed that all the banks in the study adopted and practiced good risk management practices with some showing need for improvements which scored as low as 1 point in the Likert rating. Capital adequacy is poorly implanted as per the research results. The mean score of the capital adequacy for the 30 banks which participated in the study was 3.65. In regard to risk measurement banks have adopted appropriate risk measurement procedures which include the use of computerized systems for estimating variability and risk management. In recommendation the banks should consider complying with the more stringent guidelines of Basel III in additional to the local CBK guidelines on risk management practices. On budget allocation to risk management sections, most banks had no stand-alone budget thus the risk management may not have been fully equipped in terms of resources.
In addition the findings reveal that Nigerian Money Deposit banks are perceived not to use high technically advanced risk measurement procedures and techniques. In the questionnaire, we established that the Money Deposit banks use a number of techniques which are not advanced. On risk mitigation practices it was established that majority of the Money Deposit Nigerian banks had limited use of derivative instruments to mitigate risks in general. For efficiency and improvement in the financial performance of the Banks the areas may need improvement.
Capital adequacy and Investment guide lines were added in the study to reduce the error term. It is worth noting that financial soundness of the Money Deposit banks serves as an ultimate protection of deposit holders and other stake holders. This is dependent on maintaining a strong capital adequacy position. Capital adequacy guidelines are in line with Basel (iii) on enabling the banking industry capabilities to absorb shocks emanating from financial and economic issues. The study revealed that measures such as reports generated by the Money Deposit banks to show cash flow levels at different levels are not generated as per the guidelines. The capital adequacy measurement techniques recommended such as CAR are not used by most of the Money Deposit banks.
[bookmark: _bookmark51]Overall the best risk management practices management as per the study is on risk management environment and risk measurement which obtained the highest mean of 96 per cent followed by risk mitigation with a mean of 90 per cent. Investment guidelines, risk monitoring, internal controls and Capital adequacy followed in that order.
5.2	CONCLUSIONS
This study has therefore concluded that adequate risk management practices in Nigerian banks will lead to positive performance financially. This has been concluded from the correlation analysis of the variables in the study. The beta coefficients realized in the regression equation were all positive which is a clear indication that an increase in any of the risk management practices would lead to positive results in ROE ratio for the Money Deposit banks.
The study also concluded that risk measurement, Risk management environment and adequate internal controls have the highest impact on financial performance of banks in Nigeria. Thus, as each shilling invested in risk measurement techniques and risk management environment techniques and internal control increases revenues generation and the financial performance of Money Deposit banks increases. Therefore Money Deposit banks need to put more efforts in risk management practices in order to improve financial performance of the banks.
The study established that the study variables i.e. risk management practices and financial performance of the banks had significant positive correlation coefficient. We can therefore conclude that the study variables i.e. risk management and financial performances of Money Deposit banks were highly correlated.
5.3 [bookmark: _bookmark52]RECOMMENDATIONS
From the findings in the study which were based on factual information from the bank Manager, we recommend the following; Nigerian banks should expound their risk measurements techniques and adopt more technical and reliable measures so as to adequately manage the financial risks resulting from the increased financial innovations in the banking sector The financial innovations have been made a reality by use of advanced information techniques.
Money Deposit banks should also check their risk management policy, Procedures and practices and streamline them with global standards such as the Basel III accords. This standards are adopted by all financial institutions hence it will be very practical to compare risk mitigation procedures and practices of different financial institutions globally. On budget allocation the banks should ensure risk management sections have a stand-alone budget to ensure resources are availed for the ever changing risk environment. By this they would efficiently manage the financial risk and consequently increase their financial performance.
[bookmark: _bookmark53][bookmark: _bookmark55]On the risk management practices, the mentioned above risks are not only the risk management practices influencing financial performance of Money Deposit banks in Nigeria. Capital adequacy and investment guidelines were added to the study due to wake of Money Deposit banks going bankrupt due to the inability to meet the financial requirements. In light to this, other risk management practices should be put in to consideration by Money Deposit banks. Capital adequacy and investment guidelines and strategies had a very low mean scores and low beta factor meaning that they were perceived as having less impact in financial performance of Money Deposit banks in Nigeria.
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