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Abstract 

This Paper examined risk management committee and financial reporting quality on performance of banks in Nigeria 

with objective of finding out if risk management committee and financial reporting quality affect liquidity of the 

banks in our study. The data was gotten from annual report of the banks and Central Bank of Nigeria (CBN) 

statistical bulletin. Out of sixteen deposit money banks, five banks were used for a period of five years 2012-2016. 

The hypotheses were tested and the result showed that risk management committee does not affect liquidity level of 

the banks. However, financial reporting quality affect the net assets value per share of banks in Nigeria and the 

researcher recommended that there is need to strengthen the risk management committee at every banking 

organization in Nigeria and greater focus should be given to global reporting to ensure that Nigerian banks can 

compete favourably with that of other developing economies. 
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1. Introduction 

1.1 Background to the Study 

The recent unprecedented collapse of corporations’ world over has directed the attention of corporate managers to 

effective risk management. In an attempt to provide solution to world implication of financial crisis, International 

Corporation has identified risk management as the core answer. This is because paramount to every business 

decision is risk. Risk management is imperative because various issues are put into consideration when risk 

management is involved. Suffice to say that as world development progressed, the financial systems of various 

growing economies collapsed. The crux was successive operating or financial risk undertaking by the corporations 

which necessitated various financial and economic meltdowns. In addition, the untimely intervention of world 

financial institutions to proffer solutions to nation’s money institutions and regulatory bodies prevent this from 

occurring really traumatized the world. Among the causes of crisis was unnecessary of world most valued currencies. 

This led firms with high level exposure of those risks to wind-up due to lack of fund to pay up debts. 

The 2008 financial crisis was traceable to market participants that soughed for more returns in absence of high 

interest and inflation rate environment and not duly considering the increase of the risk hence disastrous. Suffice to 

say that critical market issues were not adequately considered by policy maker and regulatory intuitions. Furthermore, 

many corporate boards also failed to effectively manage the risk that confronted them not until they were face to face 

with bankruptcy. According to New York Times of November 16 (2016), infectious greed of the CEOs is where the 

solution to these problems lies. 

Suffice to say that the way and manner in which the financial activities of a firm are communicated to members of 

the public is also a risk that will affect performance of the firm. This is owing to the fact that the world having been 
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reduced to global village through technology, efficient and effective management of risk is displayed in the financial 

statement as a prove of management efficiency. Inability and inconsistency in doing this scare investors. 

Kamaruzaaman, Mazlifa and Maisarah (2009) opine that every financial statement is expected to disclose relevant, 

comparable and understandable information. Reliability connotes that such financial information should be free from 

error, bias and correctly shows what it is intended to represent (Hassen, 2013). The quality of financial reporting is 

essential as it influences the financials and shareholders pristinely in making informed economic (investment) 

decision that enhances the overall market efficiency (IASB, 2005). 

To authenticate the crucial nature of this, the government established various bodies charged with the responsibility 

of issuing guidelines for reporting and management of corporations in Nigeria which include indigenization policy of 

1972 which is a codification of British Company legislation of 1922 (Okike, 2002), privatization and 

commercialization policy Act of 1980, Companies and Allied matters Act of 1990. Currently the Securities and 

Exchange Commission (SEC) code of 2003 regulates the management of public companies and in 2006 Central 

Bank of Nigeria issued code of governance for banks. Financial Reporting Council of Nigeria (FRCN) regulates the 

reporting of listed and none listed firms in Nigeria (Nuraden & Hasuah, 2015). Recently, the International Financial 

reporting Standard emerged as widely accepted for financial reporting.  

1.2 Statement of the Problem 

Despite the Numerous legislation and code of governance issued by regulatory authorities, it is very derogatory and 

disheartening to see that corporate failures have been very incessant all over the world and Nigeria is the hardest hit. 

The Ajakuta steel complex reduced its workforce from 5000 to 1000 in the year 2007 and few firms in business 

cannot pay dividend to their equity holders and are still in shamble despite their inability to pay and still they are 

scheduled on the floors of Nigerian stock exchange market (Madugba and Amah 2016).  

The banking sector is the hardest hit as poor risk management and financial reporting have also manifested in none 

payment of dividend by these banks to their shareholders and limited their expansion which could help broaden their 

profitability and strengthen their ability to raise capital and secure loans for expansion. 

It is against these backdrops that one begins to ask if there are legislations and codes enshrined as guides for the 

management of Nigerian banks.  

Extant literature revealed the studies of Chalaki, Dider & Riahinezhad (2012), Klai & Omri (2011) and Yetman & 

Yetman (2004), though these studies were abroad they did not consider financial performance and risk management 

committee. In Nigeria, Akeju & Babatunde (2017), Onuorah & Friday (2016) did not consider financial performance. 

In the above studies, none considered risk management committee as a variable of corporate governance and 

financial performance. Hence, the urgent need for a study of this nature to examine the effect of risk management 

committee and financial reporting quality on financial performance of banks in Nigeria.   

2. Literature Review 

2.1 Corporate Governance 

Corporate governance practices are seen to have great effect to maximization of stakeholder’s wealth and to the 

growth prospects of an economy. Paramount to governance codes is the effective increase in stakeholders’ wealth 

and decrease of risk for investor, magnetism of capital assets and recuperating operations of companies (Alalade, 

Onadeko & Okezie, 2014). It is crucial to know that the adoption of code of governance is inevitable especially 

whilst bearing in mind financial market firmness, asset and cost-effective growth. Permit to say that the essence of a 

helpful governance scheme is to establish a level of buoyancy that is crucial for the appropriate operations that will 

enhance economic growth. However, corporate governance has been defined as building credibility, transparency 

and accountability and of course establishing a valuable flow of disclosure that would engender even business 

performance (Rogers, 2005). Jenkinson and Mayer (1992) opine that corporate governance is means and structure, 

organization and dealings of institutions are rapt and controlled, as to enhance extensive shareholders’ worth by 

ornamental interest of other stakeholders. (OECD) (1999) opines that corporate governance has to do with rights and 

responsibility of individuals in the corporation such as managers, Directors Etc. Corporate performances are 

concerned with trusting and sustaining the trust within the individuals in the corporation (Rogers, 2006). (Kajola, 

2008) opine that it has to do with accurate management of the business and protection of shareholders interest. 

Corporate governance may be seen as the entire measures and structure which practically identify the rights and 

responsibilities of players in a corporation. It establishes platform for setting corporate objectives and ensuring its’ 

attainment (Akinsulire, 2006).  
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However, one crucial aspect of corporate governance that must be critically considered is risk management. This is 

because every investor is return conscious and would not want to lose his hard earned naira for anything. According 

to 2006 code of governance, every quoted bank in Nigeria establishes and maintains a risk management committee 

charged with responsibility of financial risk management of that corporation. 

The risk management committee among others is established by management to ensure that the organization operates 

effectively and effectively and complies with the regulatory requirement and to ensure that risks are evaluated before 

embarking on them as to avoid liquidation and bankruptcy of the organization. 

2.1.1 Financial Reporting Quality 

Several definitions of financial reporting quality exist in prior literature among them are the studies of Biddle, Hilary 

& Verdi (2009) as cited in Chalaki, et al (2012) opine that it is the accurateness to communicate financial dealings. 

Financial reporting is a medium through which the accountability of stewardship is rendered to shareholders and 

stakeholders of organizations. Adebayo (2005) asserted that it is a coordinated manner through which account of 

operations are rendered by managers to owners of corporations. According to him, every financial report should 

show clearly resources obtained and existing, the manner it is put to use and results of such operation. However, it is 

crucial to state that the focus of financial reporting or statement is to communicate to the shareholders and other 

stakeholders what resources are acquired and how they are applied to generate a result which defines their return and 

assist them to make informed economic decision. 

Honestly, the core objectives of financial reporting quality may be divided into two: To aid investment decision 

making and for management accountability. This is because investors need financial information in order to know 

the investment that will yield the highest return with a manageable level of risk. Investment return comprises of 

dividend and capital appreciation or depreciation. Investors in evaluation of investment opportunities try to decide on 

the quality and authenticity of a business’ future performance hence approximate their expected yields in dividends 

and assets increase. Financial reports are also used in a wider sense to determine management’s ability in harnessing 

the resources committed to them in running the enterprise. This is because management is not only responsible to 

owners of a business firm for guardianship and safety of enterprise resources, but much more for their competent and 

gainful use and for shielding them from adverse economic conditions. Organization performance is very broad and 

covers issues based on efficiency and effectiveness notion. Honestly, one core solution to ensure good accounting 

reporting quality is ability of accountants to abide by ethics of the profession. 

In this study, financial reporting quality was measured using the accrual method thus: 

Accrual model measures the extent of earnings management under existing legislation. The theorist believe that 

earnings is the most crucial in organizations and when is negatively affected, the company’s performance will be 

affected (Van Tendelo & Vanstralen, 2005). Thus is calculated as  

ΔWCit= CFOit−1 + CFOit + CFOit +1 + ΔREVit+ PPEit+ε 

Where: ΔWC= is the change in working capital accruals or current accruals from the Statement of cash flows 

CFO = the cash flows from operating activities 

ΔREV =change in revenue  

PPE is property, plant and equipment 

2.1.2 Risk Management Committee 

Emekekwue (2002) asserted that it is future uncertainty about deviation from expected earnings or expected outcome. 

Suffice to say that it is the potential of gaining or losing something of value. In 2004, COSO developed Enterprise 

risk management (ERM) critically look at risk management as it concerns organizations. The emphasis was on 

objective sitting in the entity as it relates to risk assessment as a precondition (Kinyu, Gakuru, Gekara & Orwa, 

2015). Risk assessment is made possible through a coordinated effort of effective internal control system, which 

assists to identify risk and analyse their possible effect.  

In finance and accounting, the focus of risk management entails proper identification and management financial risk 

which has to do with variations in cash flows and market values initiated by undefined changes in stock prices, 

interest rates and exchange rates (Democlan, 1997, Smith & Stulz, 1985, Ogbonna and Ebimobowei (2011)). In this 

study, risk management committee is represented with the number of members sitting on the board. 

 

 



http://rwe.sciedupress.com Research in World Economy Vol. 11, No. 5; Special Issue, 2020 

Published by Sciedu Press                        291                         ISSN 1923-3981  E-ISSN 1923-399X 

2.1.3 Liquidity Level 

Liquidity is meeting financial demands as it matures. The liquidity level, then, is a yardstick that determines ability 

of meeting up with short term debts and obligations. In basic financial analysis, liquidity ratio is crucial because a 

firm that is consistently having challenges with its short term debt is at verge bankruptcy. It is a reflective measure 

for continuance of a firm as a going concern. It is advisable for investors to always compare a company’s ratios 

against those of its rivalries, its sectors and its industry and over a period of several years. There are three major 

types of liquidity ratios the most considered by investors is the current ratio, which will be adopted in this study. It is 

calculated thus:  

                            Current ratio =   Current Assets 

                                            Current Liabilities 

2.2 Theoretical Framework 

2.2.1 Ethical Relativism Theory 

This theory holds that whether an action is right or wrong is a function of acceptable behavioural pattern of the 

society. According to Velasquez, Andre, Sharks and Meyer (2004) the theorists, there are no widely accepted 

behavioural standards. This is because different moral beliefs are held by different people since our belief is a 

function of culture so there are different morals what seen right to one looks wrong to another. This theory 

encourages one to understand the reason behind beliefs that differ from our own, while at same time it challenges us 

to investigate our beliefs and values we hold (Adegbie & Fofah, 2016). 

2.2.2 Arbitrage Pricing Theory 

The theorist argued that return on asset i are subject to a series of actors. It implies that price of a stock is influenced 

by factors which are: Macro factors and company’s specific factors. The theorists crusades that an asset’s return can 

be forecasted by considering relationship which exist between that same asset and many common risk factors. (Ross, 

1976, Sharpe 1992, Okodi 2008) 

2.2.3 Resource Dependency Theory 

Olajide and Soyibo (2001) opine that it was urbanized Pfeffer (1973) and further exposited by Pfeffer and Salancik 

(1978). The theory centres on the core function of directors in making available capital required in an organization 

for improved performance (Hillman, Canella and Peatzold 2000, Babalola & Adedipe, 2014 Pfeffer (1973)). The 

conjecture is a focus on selection of representatives of independent businesses as a way of obtaining resources 

essential to firm success (Wanyaina & Olwenye, 2013; Daily et al, 2003; Lang and Lockhart, 1990; Johannisson & 

Huse, 2000; Riana, 2008 Abdullah and Valentine, 2009) The theory is vital to firm as presence of many business 

experts will account for good counsel (Zahra and Pearce, 1989). 

This study will adopt the three theories because the theories relate to the study. That is while Ethical Relativist theory 

focuses on the attitude of people as in what should reported and what should be reported based on morals of the 

reporter, the Arbitrage Pricing Theory direct our attention to risk management as it affects investment and resource 

dependency theory is adopted because focussed on mobilizing resources to enhance performance. 

2.3 Empirical Review 

Kinyu, Gakure, Gekara and Orwa (2015) in their study on 62 firms listed on Nairobi securities exchange”.. The study 

used survey research design 62 firms and a sample of 38 firms were studied.. The data were tested using ANOVA, 

chi-square and correlation analysis with the help of (SPSS) version 21.0. The findings showed that risk management 

influences performance. The study suggested business quoted in Nairobi Securities Exchange (NSE) should establish 

risk management committee to improve their day to day operations. 

Onuorah and Imene (2016) in a study of 5 companies spread across three major sectors in Nigeria that is 

manufacturing; service and banking were judgementally selected. The result of the analysis revealed positive 

association among the variables. It was their opinion that more attention should be placed on code of governance as 

to inculcate widely accepted reporting standard in the Nigerian emerging market. 

Klai and Omri (2011) in an 11 years spanned from 1997- 2007 in Tunisian firms adopted the Nicholas (2002) model 

(Ball & Brown, 1968; Collins and Kothari, 1998). Result showed that governance mechanisms affect the quality of 

financial reporting positively. 
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Akeju and Babatunde (2017) in their ten years period study 2006-2015 and secondary data obtained from 40 quoted 

companies were used to measure financial reporting quality. A significant outcome of the test of hypotheses showed 

that correct application of corporate governance enhances reporting quality of quoted companies in Nigeria. 

Chalaki, Didar and Riahinezhad (2012) in their study which spanned form 2003 – 2011. The McNicholas (2002) 

model was adopted and multiple regressions and E-views software were employed using 136 firms. The result 

showed a negative influence among corporate governance attributes, the control variables and financial reporting 

quality. 

Hassan (2013) Data used were secondary and population of the study comprised of 59 listed manufacturing firms 

classified into four subsector namely foods and beverages (21) twenty one firms, Building materials (12) twelve 

firms, chemicals and paints (13) thirteen firms and conglomerates (13) thirteen firms. In addition, the study spanned 

from 2007-2011. Out of 59 firms, 32 firms were considered as sample of the study based on availability of data. The 

study employed longitudinal balanced panel to measure the difference in sample organizations. The result showed 

that a significant association exist between monitoring characteristics and financial reporting quality. The Housman 

specification test showed that the panel result after controlling for random, best suit the population as the fixed effect 

hypothesis was rejected by the Wald/Ch2 test.  

 

Summary of gap in literature 

Author  Topic Methodology Finding 

Kinyu, Gakure, Gekara 

and Orwa (2015) 

The Impact of Enterprise 

Risk Management on 

Firm Performance: 

Evidence from Sri 

Lankan Banking and 

Finance Industry 

Survey and ex-post-facto: 

questionnaire and 

secondary data extracted 

from annual account of 

the banks. 

Enterprise risk 

management has a 

positive impact on 

financial performance but 

the impact is not 

significant. 

Onuorah and Imene 

(2016) 

Corporate Governance 

and Financial Reporting 

Quality in Selected 

Nigerian Company 

descriptive research 

design 

The result of the analysis 

revealed positive 

association among the 

variables 

Klai and Omri (2016) Corporate Governance 

and Financial Reporting 

Quality: 

The Case of Tunisian 

Firms 

Was not mentioned, 

however adopted 

Nicholas model of (2002) 

Result showed that 

governance mechanisms 

affect the quality of 

financial reporting 

positively. 

 

Akeju and Babatunde 

(2017) 

corporate governance and 

financial reporting quality 

in Nigeria 

Ex-post-facto and 

adopted the Nicholas 

model of (2002) 

A significant outcome of 

the test of hypotheses 

showed that correct 

application of corporate 

governance enhances 

reporting quality of 

quoted companies in 

Nigeria. 

 

Chalaki, Didar and 

Riahinezhad (2012) 

Corporate Governance 

Attributes and Financial 

Reporting Quality: 

Empirical Evidence from 

Iran 

Ex-post-facto negative influence among 

corporate governance 

variables and financial 

reporting quality. 

 

From extant literature, most of the empirical studies are outside the shores of Nigeria even then, they did not consider 

risk management committee as a variable in their study. the study of Onuorah et al (2016) and Akeju et al (2017) are 
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in Nigeria only concentrated on corporate governance and financial reporting quality and of course not in the 

banking sector. But this study considered risk management committee, financial reporting quality and financial 

performance of banks in Nigeria. More so, we employed the accrual model to measure financial reporting quality, 

number of members of risk management committee as a measure of risk management committee and net assets value 

per share and liquidity ratio to measure financial performance which other studies ignored.  

3. Materials and Method 

The study adopted ex-post facto .This design allows the researcher to describe observed events using the data derived 

from such observation to investigate the association between risk management committee, financial reporting quality 

and financial performance (Hassan, 2013 and Chalaki, Didar & Riahinezhad, 2012). The data sourced from the 

published annual statement of the financial institutions in our study. The dependent variable financial performance is 

measured by liquidity ratio (LR) and net assets value per share (NAVPS) while the independent variable is risk 

management committee (RMC) and financial Reporting Quality (ARQ). The ordinary least square regression 

technique was used for analysis with the aid of SPSS the data was analyzed. 

3.1 Model Specification 

For ease of analysis, the following models were developed to guide the analysis of hypotheses in this study 

Model 1 

LRit=ƒ (RMC,)                                        (1) 

LR=(β0 + β1RMC+ et)                                     (2) 

Model 2 

NAVPSit= ƒ (FRQ)                                      (3) 

NAVPS==(β0 + β1FRQ+ et)                                  (4) 

Where LR = liquidity ratio, NAVPS = net assets value per share, RMC =risk management committee 

FRQ= financial reporting quality 

4. Data Analysis and Discussion 

Hypotheses one 

H01: The effect of risk management committee and financial reporting quality on liquidity level of listed banks in 

Nigeria is not significant. 

 

 

 

Variable 

Coefficients Standardized Coefficients  

 

T 

 

 

Sig. 

B Beta 

 

(Constant) 56.852  4.180 0.000 

RMC2 

R 

R2 

Adj R2 

F-ratio 

Sig. 

-2.183 

0.158 

0.025 

0.005 

1.223 

0.274 

-0.158 

 

 

 

 

 

-1.106 

 

 

 

 

 

0.274 

 

 

 

 

 

a. Dependent Variable: LR2 

b. Predictor variable: (Risk management committee) 

*** indicates the result is significant @5%. 

 

The table above publicized that adjusted coefficient of multiple determinations showed a statistical value of 0.025. 

Indicating that about 2.5% of the total disparity observed in liquidity level is explained by the changes in the 

predictor variable (Risk management committee) in this study. Implying that only about 97.5% of the changes is 

accounted for by other variables other than the variable in this study. The F-ratio of 1.223 further highlights the 

appropriateness of the model specification and though is not significant at 5%. We accepted null hypothesis and 
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concludes that the effect risk management committee on liquidity level of quoted deposit money banks in Nigeria is 

not significant 

Hypotheses two  

H02: The effect of financial reporting quality on net assets value per share of quoted deposit money banks in Nigeria 

is not significant. 

 

 

 

Variables 

Coefficients Standardized Coefficients  

 

T 

 

 

Sig. 

B Beta 

 

(Constant) 40.917  10.657 0.000 

FRQ2 

R 

R2 

Adj. R2 

F-ratio 

Sig.  

-0.304 

0.319 

0.102 

0.083 

5.451 

0.024 

-0.319 

 

 

 

 

 

-2.335 

 

 

 

 

 

.024*** 

 

 

 

 

 

a. a. Dependent Variable: NAVPS2  

b. Predictor variable: (Financial reporting quality) 

*** indicates the result is significant @5%. 

 

Evidence above supported that the adjusted coefficient of multiple determinations showed a statistical value of 0.102. 

Indicating that about 10.2% of the total variation observed in the dependent variable (net assets value per share) is 

explained by the changes in the predictor variable (financial reporting quality) in this study. Implying that only about 

89.8% of the changes is accounted for by other variables other than the variable in this study. The F-ratio of 5.451 

further highlights the appropriateness of the model specification and is also significant at 5%. We rejected the null 

hypothesis and affirm that financial reporting quality has a positive and significant contact on net assets value per 

share of deposit money banks in Nigeria. 

4.1 Discussion of Result 

Discussion of the result of hypothesis one 

Figure 1 and Table 1 indicate a negative and not significant association involving risk management committee and 

liquidity level of quoted money deposit banks in Nigeria This is supported by a co-efficient of regression value of 

-2.183, indicating that only 21.83% of the total variations observed in liquidity level of the deposit money banks in 

our study are explained by the risk management committee. This assertion is curious when compared to the finding 

of Kinyu, Gakure, Gekara and Orwa (2015) and Klai and Omri (2011) though their studies were not in Nigeria. The 

finding of Hassan (2013) in Nigeria was not in the banking sector and did not include risk management committee in 

the study. But this study concentrated on banking sector of Nigerian economy and also included risk management 

committee which no other previous study in this area have done. The implication of this finding is that risk 

management committee of deposit money banks in Nigeria has not been effective in the discharge of their 

responsibilities. This could because of lack of expertise (skill) on the part of members of the committee. This is 

without prejudice to the qualification of members which was included in this study. 

Discussion of result for hypotheses two 

Figure 2 and Table 2 showed that financial reporting quality has a coefficient of regression value of -0.304. This 

indicates significant but negative association involving financial reporting quality net asset value per share. This 

corroborates the study of Akeju and Babatunde (2017) , implying that quality financial reporting will improve the 

financial performance. 
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5. Conclusion and Recommendations 

We tested risk management committee and financial reporting quality on financial with the major objective of 

finding out if risk management committee and financial reporting quality affects financial performance. The outcome 

of revealed: 

-Risk management committee negatively and insignificantly affect the liquidity level of the deposit money banks in 

our study. This finding is curious when compared with the findings of Hassan (2013), though the study was in 

Nigeria, it was not in the banking sector but manufacturing and it never considered risk management committee as a 

variable in the study. 

-That financial reporting quality negatively but significantly affects the net assets value per share of deposit money 

banks in our study.  

5.1 Recommendations 

-Risk management in various banking organizations should be strengthened as least to ensure that risks are always 

evaluated. 

- Qualification should be a prerequisite for enlistment of members into the risk management committee at every 

bank. 

-Good team experts should be meant to be members of risk management committee. 

-Financial information should be reported with integrity and honesty to avoid misguiding the investing publics. 

-There should be greater focus on global standard for financial reporting in Nigerian deposit money banks to enable 

the Nigerian economy measure up with those of other developing economies.  

5.2 Contribution of the Study 

This study has established that risk management committee and financial reporting quality improves financial 

performance of banks in Nigeria. Furthermore, it is also the first study to consider risk management committee in a 

study of this nature and is the most current study. 
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