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Abstract

In this paper the concept of risk management
and its applicability to business operations in
Nigeria with a view to raising the banking
firm's performance was brought into sharp
focus. We employed three research
methodology approaches: descriptive,
industry and economic analysis models in the
study to investigate the applicability or
otherwise of risk management techniques and
corporate governance principles that affect
banking sector's performance in Nigera.
Findings showed that (1) Nigerian banks
indulged in excessive risk taking and never
cared to apply risk management techniques
over the vears thereby leading to total collapse
of majority of them (2) Causes of hank
failures arising [rom poor risk management
are giving loans without proper appraisal and
documentations, giving loans to public
(political) office holders with their positions
(status) as collaterals, poor internal control
system, insider abuses, poor corporate
governance practice, financing illicit
contracts, etc and (3) Banks carry various
kinds of risks in their normal business of
banking such as lending and borrowing and
other financial services activities. We
therefore recommend that if full application of
risk management techniques and concepts
like risk identification. evaluation, control.
elimination, minimization and transfer,
embedded in the basic principles of corporate
governance and revival of culture of trust in

our society and among bankers and their
customers are brought to bear (applied) in the
business of banking in Nigeria, the banking
sector's performance will greatly improve
thereby raising the economic growth of
Nigeria in the years ahead. If our
recommendations in the paper are applied to
the letter they will reduce, to the barest
minimum, corruption and lack of application
of risk management techniques and corporale
governance in the Nigerian business
environment, 5o to speak.

| £ Introduction

Profit maximization or rather maximization
af sharcholder wealth has been regarded as the
main driving force of any business
organization (Philippatos, 1974). A firm with
sood management will certainly make
continuous efforts to ensure that it chooses the
right combination of investments, financing
as well as dividend policy decisions that will
maximize its value to its shareholders (Azeez,
2010). This drive affects its expected risk-
return characteristic, Given the fact that the
return to stakeholders is not known with
certainty, risk is always imminent.

Van Horne (2001) views risk as the possibility
that actual return will deviate from that which
was expected. Expectalions are continually
revised on the basis of new information about
investment, financing and dividend decisions
of the firm. In other words, on the basis of
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information  about these three decisions,
investors formulate expectations as to the
return and risk involved in holding a particular
stock.

Rational investors have the habit of seeking to
know what the compensation for an
investment is likely to be before they put their
capital in that investment. The expected return
is termed as return. Risk arises from the
uncertainty of the actual return which may not
be the same as the expected return.

A lot of factors contribute to this deviation
from expected returns which include change
in government or fiscal policies that can result
to interest rate going high or low, increase in
taxes, advances in technology, threats of
competitors, terrorism threats and so forth.
As a result of these challenges, business firms
face one form of risk or the other in their
operations (Azeez, 2010).

However, where these risks are not properly
managed, there is every possibility of the
investors' income or capital being lost or even
in some cases both are completely erroded.
To cover or tackle this uncertainable there is
need for investors to devise risk management
techmiques in order to effectively manage the
risks that they face in the day to day operations
of their businesses. As once said by Carter
(1995) in Azeez (2010) "we bankers must
develop cultures that foster and reward the
management of rivk.  We must continually
update our risk management policies 1o
ensure that they reflect changing indusiry
dynamics "

According to Dickson (1991), the concept of
risk management requires the identification.
evaluation and economic control of those
risks, which threaten the assets or earnings
capabilities of a firm. The adoption of risk
management techniques (or models) makes it
possible for the exposure of the business to
different risks to be managed properly. This
means that given certain promised return, a
less risky investment will be favoured over the
more risky investment. In this dynamic and

unstable global business environment of
loday, investors may not be advised to put risk
management technigues in place (more
especially in most developing economics of
the world like Nigeria where nol many
companies have risk management techniques
in place) to ensure the survival of their
investment and returns.

1.1 Statementof the Problem.

All kinds of businesses whether banking.
finance, retail, construction, oil and gas, name
it, are surrounded by one form of risk or the
other, In other words, business firms cannol
exist without some form of risk surrounding
them. Not all businesses in Nigeria put nisk
management techniques and practicesin place
not minding the volume of risks they arc
surrounded with in the business environment,
necessitating our embarking on this study.
The investors or business managers are not
proactive cnough in in their practices, in other
words, they do not plan against these nisks.
They just wait for the eventualities to oceur
then they start to contemplate on how 1o
overcome these eventualities. This is fire-
fighting kind of management style as put
forward in{Hicks and Gullett, 1981).

We therefore state that Risk management 1s
relevant to business operations in Nigeria like
the banking firms. The reason is that not all
business firms understand risk management
to be one of the most important functions or
objectives to be pursued in the course of
piloting the affairs of their companies. even
the big players in the Nigerian economy like
banks and telecommunication companies are
in this category. It is due to this fact that the
Central Bank of Nigeria has put practice of
risk management and corporate governance o
be a must but not all practiioners have been
abiding by it. Yet they have not been
complying with the regulation in some cases
{ake, for instance. the credit risk issue in
which the government had to bail out eight
commercial banks such as Oceanic Bank of
Nigeria Plc, Intercontinental Bank Ple, and
others in 2009 during the most recent global
financial crisis. And just recently three of the




former eight troubled banks again had 1o be
rescuced from total failure through an abridged
bank model arranged by the Central Bank of
Nigeria (CBN), 10 redeem them. to be
spectlic

1.2 Research question.

Three questions will therefore need to be
answered by this study.

1. Has rnsk management and corporate
governance any relevance in
managing banking [irms in Nigeria?
Why do business firms need to devise
risk management techniques usually
encapsulated in the principles of
corporate governance in managing
banking firms

Can risk management practices be
incorporated into corporate
governance principles  in the process
of managing Nigerian firms
(including the banks) and how?

12
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By the time these questions raised in this study
are critically analyzed and tackled. answers to
them would have led to discover as (o how o
tackle the issue of relevance of risk
management in the Nigerian business
operations in general, and in the banking
seclor, in particular,

1.3 Objectives of the Study

The major objectives articulated for this study

aim o achieve are:

I. to identify the relevance of risk
management in Nigerian banking firms by
identifying the various classes of risks
likely to be faced by Nigerian banks, their
consequences on income and capital if not
managed and then make
recommendations on the application of
risk management concept or model if
found vuseful. This will also be based on
enshrining principles of corporate
governance in all our banking operations
and practice.

2. Methodology Adopted for the Paper
In this paper, we adopted three approaches
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employed by Uremadu (2003)'s work: the
descriptive. industry and economic
analysis models 1o discuss meanmng.
nature, scope and [leatures ol risk
management (embedded in corporate
governance principles) asapplicable to the
business of banking in Nigeria. in
particular and globally, in general. Study
also utilized Azeez (2010)'s data to pursue
a comprehensive analysis of the work in
hand especially. from the explorative
angle of the discourse. This is becausce his
work is very novel and data relevant to the
study in hand. Specilically, the paper pave
a basic definition and meaning of nsk
management and as it applies to the
practice of banking in the linancial
services sector of the Nigenan economy,
reviewed relevant body of literature on the
concept of risk management in the
banking industry as well as different
methods of risk management in
commercial banks to obtain an effective
and efficient operations that will lead to
an increased banking performance
depicted in high expected returns and or
higher profitability, It also centered
discussions around core risks surrounding
the financial institutions, established
findings from the study and proffered
solutions that will lead to an improved
banking system in the Nigerian economy
via proper application of risk management
principles to the increased growth of the
domestic economy via betler performance
of Nigenan banks in the 21" century world
of our time.

3. Literature Review
Here we explanatively and
analytically review a body of
literature relevant (o the study.

31 General Descriptive, Economic and
Industry Analvsis of Risk
Management in Commercial
Banks: A Review

In all human endeavours not only business,

one thing that is constant 1s risk for there 15 no
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certainty of success in that endeavour. As a
matter of fact, different views/delinitions of
what risk is exist. In other words, we have no
one single definition for risk. According 1o
the Concise Oxford Dictionary as contained
in Azeezr (2000) risk is “the chance or
possibility of damage, loss. injury or other
adverse consequences”. According to Sanusi
(2007). risk can be defined as the probability
that outcomes vary from our expectations, He
further argued that it is the threat or possibility
that an action or event will adversely or
beneficially affect firm's ability to achieve 118
objectives. Risk is exposure 1o uncertainty of
outcome { Cade, 1999).

In general, risk entails two essential
components, which are exposure and
uncertainty.  Risk then is exposure to a
proposition of which one is uncertain. In the
case of a business firm, the presence of risk
brings about the uncertainty of profit and or
success in every investment. On the other
hand, uncertainty as argued by Cade (1999)
can also be reflected in the wvolatility of
potential outcomes plotted on a probability
distribution curve, for which the normal
measure of dispersion could be either the
variance or the standard deviation. In this
case, the wider the standard deviation, the
greater the volatility.

Uncertainty based on a common usage is a
state of not knowing whether a proposition is
true or false. In this case. probability is often
used as a metric of uncertainty.  Sull,
according to Cade (1999), outcome is the
consequence of a particular course of action.

For a business to succeed or survive products
must be sold and debts must be collected
natural hazards such as floods, earthquakes,
etc. are there to be confronted, so also
corporate governance issues, corruption,
terrorism acts, systems failures, etc are to be
considered too. Ontelevisionand radios, one
frequently hears these kinds of events
happening almost on a daily basis more
especially in places such as Nigeria where
there are weak laws and regulations. It is also
common to see headlines carrying aboul news

of robberies, oil spillage, Kidnapping of
foreign workers in the Niger-Delta region of
Nigeria, and so many other similar incidents
of like fashion. Therefore, It has become
imminent for organizations more especially m
the banking industry that is by nature very
debt massive in its capital structure
{Uremadu, 2009) to prepare for such events
which if {they) happen to occur could hinder
the normal operations of the business, This
can only be achieved by putting in place
contingency plans such as devising nsk
management techniques in every operation of
the banking business. As has already been
mentioned elsewhere in this study, risk is not
always bad. It was Suzanne Labarge in Azeez
(2010) who argues that risk is mismanaged,
misunderstood, mispriced or unintended.
Whereas, Cade (2007) emphasized that risk s
to be respected not shunned. He went further
to argue thal enterprises can achieve anything
without engaging in sk and the business of
hanking is characterized by the way in which
it underpins the financial risks of the
community too often it must be admitied, at un
adequate rate of return. The globalization and
for the fact that the banks' capital structure 1s
debt massive and so forth (Uremadu, 2009
and Azeez, 2010). These kinds of risks
include, credit nisk. hquidity risk, political
risk. market risk, operational risk, interest rate
risk. amongst others. These components of
risk variables will be considered, in detail, on
a future study that will involve determining
factors influencing corporate management
and risk manapement among the Nigerian
banks. Previous works cited in Azeez(2010)
generally identify between three and ten basic
risk categories. depending on which they
consider being primary and which they
consider to be secondary which they are
similar but the emphases often differ (Azecz.
2010).

First, Angelopoulos and Mourdoukoutas
(2001) in Azeez (2010), the risks that
surround the financial institutions can be
categorized into two, which are; traditional
and non-traditional categories.




L Traditional financial risks are risks
arismg from the basic function of hanks and
therr inlermediaries. that 1s, as barrowers,
lenders and inventors funds.  They went
further to argue that traditional banking risks
can be classified into four categories. namely:
ligudity nisk. credit risk, political and legal
risk and operational risk. (i) Non-traditional
financial risks on the other hand, are risks
associated with the liberalization of foreign
exchange and domestic financial markets, the
domestic and overseas expansion ol banks
and their venturing to other segments of the
financial service sector.  Non-traditional
banking nsks imclude market nisks, interest
rate risk. liquidity risk, price risk and others.

On the other hand, Cade (1999) views
solvency risk. liqudity risk, credit risk,
interest rate risk, price risk and operating risk
as the most important tvpes of banking risks.
This 15 because these types of risks arise from
the business of banking (Uremadu, 2000},

From the foregoing, one will be wondering
where are the other types of risks such as
systemic risk. market risk, legal risk. and so
forth, But, in his (Cade's) argument all it mto
the six risks broad types. Far instance, he
argued that “the uvmbrella termed
‘market/position risk’, which bridges some of
the interest rate and price nsks mentioned
above, has found favour in dealing and
regulatory circles as a 'ternitorial pateh' and
conceptual counterpoint to credit risk (e.g. in
the dialogue on capital adequacy on
emanating from Brussel and Basel). One is
therefore attempted to adopt it as the lingua
franca the objection is that it 15 simply too
sweeping as title, that it oversimplifies and is
likely to be misinterpreted by the general
reader as embracing many things that itisdoes
not entail(Cade, 1999),

Whereas, Robinson (2009) argues that it 1s
generally accepted that there are three main
categories of risk in the financial services
industry. These three#ain categories include:
credit risk, market risk and liquidity risk. It
could be inferred that he summarized these

———
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risks around well known shades of financial
risks.

According to Pyle (1999) risk, mn this contexl,
may be defined as “reductions in the {irm
value due te changes in the business
environment”. He went further to argue that
the major sources of value loss are identified
as market risk, credit nisk, operational risk and
performance risk.

33 Riskand Reward

From what we have seen previously in this
study. 1t is now apparent that banks and other
major operators i the financial services
mndustry like merchant banks. linance houses.
insurance companies, mutual funds, ene.,
operate in a high-risk business.  In other
words. financial institutions are highly geared
financial nsk takers. Also taking these risks
responsibly ean be said to be the business of
the management of the banks,

Financial institutions that run on the prnciple
of avoiding all risks will be stagnant and will
not adequately service the legitimate eredit
needs of the society (Sanusi, 2007), A banker
or an institution doing a banking business
cannot just avoid taking risks. This is because
the business of banking involves a trust level
and the trust is very relative as it differs and
cannat be fully puaranieed. Besides, it
involves human elements whose hearts are
prone to or rather filled with several devices 1o
outwit one another m a compettive world
(Uremadu, 2000)., The Holy Bible
established that “The heart of man is deceitiul
and desperately wicked: who can know (trust)
i? Jeremiah 17:9 in King James (2007)
version, the answer to this question (s

"Nobody',

Again, according to  Azeez (2010) banks
make money by taking risks and lose money
by not managing risks effectively. He argued
that for banks to produce superior sharcholder
returns in current markets, they must take on
higher levels of risks than in the past. Sharpe
and Alexander(1990), Okafor( 1983) and
Uremadu(2000), collaborated this view.
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Sanusi (2007), on the other hand. savs with
proper risk management can lead w o bank
running into murky waters.  This 15 evident
from so many bank's losses and in some cases
even hankruptey.  Typical example of these
isstes can be traced hack 1o 1980s. Merill
[yrich lost $377million n 1987 through
trading mortgage-backed securities i an
imnovative form; Midland Bank also lost a
reported £116million by guessing an wrong
interest rates movements. In 1991, Bank of
New Enpland made a huge bad debt
provisions. suffered a run on deposils and had
{0 be supported by the government to the tune
of §2hillion. In 1992, Barclays Bank provided
for bad debt of £2.3billion, which made 1t to
declare ite first loss in the history of ifs
operations, Barving Bank, London's oldest
merchant bank collapsed as a result of losses
of $830million on speculative proprietary
position in Nikkei 225 stock index futures. the
collapse of Lehman Brothers and the
subsequent issues that led to the most recent
hanking crists of 2007/2008-2009, which is
still yvet 1o fullv recover from that singular
SCEnurio.

Banks over the past few vears have taken
excessive risks in their business activities
order o compete. more especially the Nigeria
banks have also over indulged in this
uncontrolled act leading 1o collapse ol many
of them as earlier cited elsewhere in this paper.
He further argues that these issues ranged
fram piving loans to public office holders with
their positions as collaterals. poor
managenient styles, poor intermal controls.
insiders abuses, corporale governance 15sues,
financing illicit contracts among others
Azeez, 2010).

In the process of the provision of their service,
that is. the dav-to-day activities of the

husiness. the banks assume various kinds of

risks as seen earlier in this paper. It is also
important to note that the risks that surround
the bankers' principal activities ie. those
imvolving its balance sheet items and other
busie business of banking are not all borne by
hanks. Banks should therefore endeavour to

Wﬁ

alwavs adequutely diversity the risks they
carry in the normal business of banking

34  ConceptofRisk Management

At this juneture 1t is important that we
introduce the concept of risk management
proper in this discourse. Overthe last decades
we have seen a marked development in what
has become known as risk management
Technigues and methods have been
developed and redefined which allow lor nisks
to be identified. their effects evaluated and the
most eflicient means of control discovered.

According to Jobst (2007), risk management
takes a broad view of the problems posed by
risk. He went further to argue that it starts by
asking basic question such as what risks 15 the
orpanization exposed 1o, [Lmoves down from
there to evaluate the likely impact on the firm
by looking at the severity and frequency of
occurrence of the risk. Having identified the
risk., and evaluated it, nisk management
techniques are then applied to decide how the
risks that have been indentified can be
mitigated. This is the long and short of a risk
management concept or framework thal
business organizations like the banking firm
should adept in its operations to shore up its
performance.

From the foregoing. we can establish that the
concept of risk management is embedded in
the following process:

(a) Risk ldentification risk management
takes the view that the firm is exposed to risk
ina variety of wavs and any one such way may
cause finaneial loss (Dickson, 1999). Several
steps are therefore taken vsing established
risk management lechnigues to highlight all
areas where the company is likely 1o sufler.
(b) Risk Evaluation this is the second staze
in this management process of evaluating the
impact of risk on the firm, Dickson (1995)
states that often this evaluation is made n a
quantitative manner. that is, without the use of
quantitative analysis. In this case, a nsk
manager could, for example. study a
flowchart {which is a statistical instrument
anyway) and make certain quantitative




evaluations as to the effects which speceific
events may have. This kind of qualitative risk
evaluation is something which benelits from
cxperience and those involved in risk
management invariably falls back on their
own experience of similar events or situations
in measuring potential impactofrisk.

(¢) Risk Control Dickson (1991) identifies
risk control 1o be the final stage of the
risk management process. in which he
describes it to be in two forms. which are
physical and financial. At the end. it is
the economic control of risk that is the
main objective of the risk management
department.  After identifying and
evaluating the risks faced by the firm, the
final stage is the most important where
all the information received will be used
in order to mitigate (or control) as
Dickson (1991) calls it the risks faced by
the business. The techniques
highlighted are on three tiers.
Elimination: whichsimply relers to not
undertaken the project that is associated
with the risk, for instance, to include
another factory into the project. Which
could be climinated by not undertaken
the project.

ii. Minimization: this 15, In MOSL cases,
when the risk cannot be eliminated; we
are thercfore left with the option of
minimizing its impact. Dickson (1991)
further states that less prevention is
primarily concerned with minimizing
risk, oruncertainty of loss.

jii. Transfer: this is another risk measure
also identified as seen in (Azeez, 2010).
This is a way of transferring the risk of
loss to another party. A typical example
is the insurance in which insurance
premiums are paid o insurance
companies (o cover a particular thing say
a building against fire, which in the event
of fire the insurance company will cover
all the expenses incurred on the building
or repairing that particular building
depending on the contract.

il
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34 Risk Manugement in the Banking
Industry

Risk management is the process by which
managers satisfy those needs by identifving
key risks. obtaining consistent,
understandable. operational risk measures,
choosing which risks to reduce and which 1o
increase and by what means and establishing
procedures to monitor the resulting risk
position (see Pyle, 1999). The foregoing
treatise could be termed concept of nisk
management in a nutshell. Risk management
has become a hot topic in the financial sector
world for some time now. However, the
recent banking crises of late 2007 and early
2008 till date have made both regulators and
institutions to rush into major efforts 1o
upgrade their risk management systems, and
focus the management atiention towards
appropriate process for due consideration of
the trade-off between risk and return in
financial management decisions or issues
(Okafor, 1983 and Uremadu. 2000).

To explain the techniques used by the
financial institutions, one must begin by
explaining the risks within the banking
industry and those that the institutions have
chosen to manage. At this point, itis imporiant
to mention that not all risks that surround the
industry are being managed. According to
Santomero (1999) in Azeez (2010). have
recognized that they should not engage in
business in a manner that unnecessarily
imposes risk upon them: nor should they
ahsorb risks that can be efficiently transferred
to other participants. In this case, he argues
that banks should accept only the risks that are
uniquely a part of bank's array of unique
value-added services.

According 1o Azeez (2010), it has beenarpued
that risks facing all financial institutions can
be segmented into three (3} separable types
from a management perspective. These
include:-

i. Risks that can be eliminated or
avoided by simple business practices.

ii. Risks that can be transferred to other
participants, and
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ik, Risks that must be actively managed
at the firm level,

In the first case, the practice of risk avoidance
involves actions o reduce the chanees of
losses from banking activities by eliminating
risks that are superfluous to the institutions
business purpose.  These risk avoidance
practices comprise ol three types ol actions.
These actions include the standardization of
processes and  procedures 1o prevent
metlicient or ncorrect financial decisions.
The sccond 1s the construction of portfolios
that bhenefit from diversification across
borrawers and that reduce the eflects of
anvone loss experience 15 another. Lastly, the
implementation of contracts with
management that require emplovees to be
held accountable.

In the second case, it is the technigue of risk
transler or reduce hghly the inherent nsks in
their positions.  Different markets exist for
many of the risks borme by banks. A typical
example ol this can be casily transferred by
rale sensitive products such as swaps and
other derivatives (Azeez, 20100, 1Lis now lelt
tp the Nigerian banking firms to take
advantages and opportunities otfered by these
markets in a bid to utilize and or apply better
sk management methods embedded in the
preseriptions of corporale governance
principles. Itis high time the Nigerian banker
re-orders his properties aright in the business
of banking practice in the 217 century world.

5 Corporate Governance and Risk
Management Agenda
This apenda sets out the corporate governance
and risk managemenl principles and aims
which inform and guide the work of ACCA's
Corporate Governance and Risk Management
Committee(Chambers, 2008). The Agenda is
designed to be applicable internationally so as
to reflect the global reach of ACC A, [taims to
provide the policy framework to be used by
the Committee. and ACCA more generally in:
in developing its specific policies on
corporate governance and risk management
for different sectors and regions enabling it o

respond coherently on corporate governance
and risk management issues as they anse.

The Agenda is in three parls bul we are
concerncd here with Parts A & B as follows:
Part A sets out ACCA's views of the purpose
of corporate governance while Part B contains
10 principles which ACCA considers
fundamental w all systems of corporaic
governance and risk management.

According to Chambers(2008). "we see this
document as being a statement of intent that
will be refined and developed over time as
knowledge and understanding improve
venerally. To this end, further research
providing empirical evidence of best practice
in carporate governance and risk management
is needed. There is no evidence to support
many of the gencrally accepted tents of
corporale governance. These tenets should be
gquestioned in an open and constructive
manner and ecvidence sought to justify,
improve orrefute them.”

The main body responsible for corporale
governance within an organization, can be
known by a number of different labels: eg
board, supervisory board, management board,
council. authority, and commuttee. Sumlarly,
the members of these bodies are also known
by different labels: eg director. trustee, senior
manager, member, governor, and oflicer. For
consistency and simplicity. this Agenda refers
to the bodies with responsibility for directing
and controlling the organization as "boards’
and members ol these bodies as 'directors'.

3.5.1 The purpose of corporate governance.,
Fundamental to this Agenda is ACCA's view
of the purpose ol corporale governance.
According to Chambers(2008). "Our rescarch
suggests there is a divergence of view: somc
Se€  COrporate  governance as improving
effectiveness. some sce il as protecling
stakeholders while, unfortunately, a number
regard corporate governance as a compliance
exercise with little intrinsic value."

ACCA's view 15 that there are three
complementary purposes of corporate
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povernance. This paper will adopt them
as also operationally in the banking and
finance profession

|, Toensure the board, as representatives of
the arganization’s owners, protecls
resources and allocates them (o make
planned progress towards the
oranization’s defined purpose.

2. Toensure thosé governing and managing
an organization account appropriately to
its stakeholders.

3. To ensure sharcholders and, where

appropriate. other stakeholders can and
to hold boards to account.

Although none of the above purposes refer
explicitly 1o it. we regard effective risk
management as fundamental to good
cOrporale fovernance,

3.5.2 ACCA's General corporate
governance and risk management
principles.

The principles of set out below are matters
that ACCA believes are fundamental to all
systems ol corporate governance that aspire Lo
being the benchmark of good governance
I'hey are intended to be relevant to all sectors
plobally, and to any organization having a
significant degree of separation between
ownership and control. Many of these
principles are also relevant to organizations
where ownership and control lie with the same
people(ACCA, 2008). These principles are
summanzed as follows below:

|. Boards, sharcholders and
stakcholders share a common
understanding of the purpose and
scope of  corporate governance.
There should be a clear understanding
of what corparate governance 1s for.

2. Boards lead by example. Boards should
set the right tone and behave accordingly,
paying particular attention to ensuring the
continuing e¢thical health of their
organizations. Directors should regard

Lad

one of their responsibilities as being
guardians of corporate conscienee: non-
executive directars should have a
particular role in this respeet. Boards
should ensure they have appropriate
procedures for monitoring their
organization’s 'ethical health'.

Boards appropriately empower executive
management and  committees.  Boards
should set clear goals, accountahilities,
appropriate structures and  comiittees.
and delegated authorities and policies.
loards should provide suflicient
respurces lo enable executive
management to achieve the goals of the
oreanization through effective
management of day-day operations, and
monitor management's progress towards
the achievement ol these poals,

Boards ensure their strategy actively
considers both risk and reward over
time. All organizations face nsk: sucoess
in achieving their strategic objectives will
usually require understanding’ accepling,
managing and taking risks. Consideration
of risk should therefore be a key part of
strateey formulation. * 1sk management
should be embedded within organmizations
so that risk is considered as part of
decision making at all levels in the
organization. To avoid creating a risk
averse culture. risk should be about both
threats and opportunities. Boards need to
understand the risks faced by the
organization, satisly themselves that the
level of risk is acceptable and challenge
executive management whenappropriale,

Boards are balanced. Boards should
include hoth outside non-executive and
executive members in governance of
organizations, Outside members should
challenge the executives bul in a
supportive way, No single individual
should be able 1o dominaw decision
making. It follaws that the board should
work as a team with oulside members
contributing to strategy rather than simply
having a monitoring or policing role.
Boards need to comprise of members who
possess skills and experience appropriate
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for the Grgamization. All board menibers
should endeavour to acquire a level of
understanding of financial matlers that
will enable them to participate in
decisions regarding the financial direetion
and control ol the organization.

Executive remuneration promaotes
organizational performance and Qs
transparent, Remuneration
arrangements should be aligned with
individual performance in such a way as
o promote organizational performance,
Inappropriate arrangements should,
hewever, can promole perverse incentives
that do not properly serve the
organization’s sharcholders or  other
prineipal stakeholders.

Disclosures of director and semor
executive pay must be  sulliciently
transparent to enable shareholders or the
principal stakeholders to be assured that
arrangements are appropriate. | should be
noted here that failure to apple this aspect
of principles of corporate governance in
most Nigerian banks led o failure of a
good number of them between 2005 and
201 1H{Ewulu, 2007).

The organization's risk management
and control is objectively challenged,
independently of line management.
Internal and external audit are potentially
important sources of ohjective assessment
and assurance. Internal and external audit
should ke able to operate independently
and objectively. free [rom management
mfluence. Neither internal nor external
audits should subordinate their judgment
an professional matters to that ol anyone
else.

Internal audit should be able to report to
the board and should be properly
resourced with stafT of suitable calibre to
work effectively at all levels of the
arganization including the hoard.

Boards account to shareholders and,
where appropriate, other stakeholders
for their stewardship. In acting as good
stewards, boards should work lor the
organization's success. Boards should
also appropriately prioritize and balance

10.

the interests of the-organization's different
stakeholders. In a sharcholder owrned
company, sharcholder interests are
paramount but their long term interests
will be best served by considering 1he
wide interests of society, the environment
. emplovees and other stakeholders as
well,

I'he type of organization, its ownership
structure and the culture within whicli it
operates will determine how  boards
should account to their owners and or
significant stakeholders. No single model
of accountability will be appropriate lor
all orpanizations in all regions. Universal
requirement, however. is Lo disclose
suflicient, appropriale. clear. balanced,
relinble and timely financial and other
information to those 1o whom boards
should be aceountable. Such information
should cover the organization's
objectives, performance. prospects, risks.
risk management strategy. internal control
and governance practices.

Sharcholders and other significant
stakeholders hold boards to account.
Owners and, in some cases, other
significant stakeholders need o take an
interest in the organization and hold the
board to account for s performance,
behavior and financial results. This paper
recognizes thal in many socicties, the
owners of organizations will have to take
olher stakeholder interests into accounl.

Corporate governance evolves und
improves over tfime. Orgamisations o
different sectors and across the world
operate in diverse environients in erms
of culture. regulation, legislation and
entorcement. What is appropriate. i
terms of governance, for one type of
organization will not be appropriate 1o all
organmzations.

To assist innovation and improvement in
gorporate  governance and in sk
management, there should be flexibility in
practices and structures. Corporate
governance and nisk management will
never be fully evolved and may always be
improved upon. 1L is important, therelore,
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that requirements do not create a
straightjacket which prevents in the ways
organizations conduct themselves. The
banking firms in Nigeria 18 nol
different(Chambers. 2008 and ACCA.
2008).

Summary of Findings and
Recommendations for Policy

Here we are going (o summary our
lindings and discoveries from the paper
and simultaneously state
recommendations  alongside them  for

policy action.. These areas tollows:

We discovered rom the study that banks
and other operators in the linancial
services imdustry engaged in high-risk
businesses, that is, they are risk-takers.
Consequently, it is here and
recommended that they should try 1o
moderate their risk taking positions, and
always apply the three main weehniques of
risk performance and profitability,

We found that three main categories of
risks inherent in the financial services
industry or sector are (i) credit risk (i)
market risk and (111) Liquidity risk. 1t 15
therefore advisable that Nigenan bankers
be mindful of these risk categories,
identify, diversify, manage or avoid them
where possible (o raise performance and
profitability in the economy.

Evidence from the study also reveals that
financial institutions do not completely
avoid risks rather they manage risks
towards growing returns and of
profitability. This is encouraging as well
as instructive to all operators in the
industry that what is imporfant is
positively managing or avoiding risks but
notcompletely avoiding them.

I'hat Nigerian banks indulged (engaged in
excessive risk-taking and never cared to
apply risk management techniques over
the vears thereby leading to total collapse
of majority of them. It is therefore
recommended that banks should
henceforth take moderate position their
risk management posture in business of
banking in Nigeria to enable them avoid

LY
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constant bank latlure.

Study established causes of bank failure
arising {rom poor risk management are:
viving loans without proper appraisal and
documentations, giving loans to public
office holders with their positions as
collaterals, poor management styles, poor
internal control systems, insider abuses.
corporate governance issues, linancing
illicit contracts and so forth.

In this we make quick to recommend that
banks should avoid or abstain from all
improper activities during Jending (hat
often lead to credit defaults and or non
performing loans, such as improper
documentation/appraisals, poor
management sty le. poor internal controls,
insider abuses. “spinning”. illicit
trade/contracts and avoid round tripping.
Above all, they should nstill practice of
good corporate governance in themsclves

Risk management techniques. concepls
and principles have been discovered over
the vears for proper bank management
practices.

It is therefore recommended that nsk
management technique should be
properly employed in the business of
hanking to achieve direct results and or
refurns.

Banks carry various kinds of risks in their
normal business of banking such as
lending and borrowing and other financial
services activities,

It is therefore expected that banks should
always adequately diversify the risks they
carry inthe normal business banking.

Finally. paper established that risk control
process involves (a) risk elimination (b}
risk minimizationand (c) risk transfer

We recommend application of amix of the
three processes of risk management
technigues by bankers and other operators
in the financial services sectoror financial
institution in a bid to elimmate, minimize
and transfer risks in lending and
borrowing activities to raise their
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performance and growth of the national

ecanomy, ingencral,

5. Cuonclusion

In this paper, we have discussed the concept of
risk management iechnigues and corporate
povernance and thewr applicability to busmess
operations in Nigerna with a view to raising
hunk's performance in particular and national
productivity, in general. Using descriplive
industry and ecomomic analytical methods we
investigated nnd established that Nigerian
banks engaged inexcessive risk-taking; bank
failures dre caused by lack of applicauon of
risk munagement lechniques by hankers and
that banks carry various kinds of risks in theis
normal business of banking. We therefore
conclude that if Nigedan banks fully apply
risk management techniques and concepls
embedded 1 thie basie principles of corporate
povernance, banking seclor pérfurmance will
significantly miprove thereby leading (o
growth of the domestic economy in the 21"
century emerging cconomy to which Nigena

belongs.
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