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Abstract 

The global financial crises over the past three years should make everyone concerned about recent significant 
levels of bad debts on the books of banks in the Ghanaian financial sector. It calls for thorough assessments of 
the structure and components of the risk management frameworks and practices of banks by regulators, analysts 
and financial watchers from time to time, to ascertain the adequacy of the systems, policies and procedures for 
managing risks as well as their conformity to current best practices. As a contribution to this exercise, this study 
is focused on Ecobank Ghana Limited (EGH) with the aim of evaluating the bank’s risk profile as well as 
assessing its risk management framework to ascertain its soundness and conformity to international best 
practices. Both the computational based and analytical based approaches were adopted in assessing the risk 
condition of EGH. By applying analytical tools such as ratios and tables to the bank’s 2012 financial statements, 
and those of years 2010 and 2011 serving as references for comparison. Trends and relationships in the financial 
statements and other financial data were also established. This helped in making well-reasoned analysis of the 
bank’s capital adequacy, balance sheet structure and composition, profitability and reliability of earnings, credit 
exposure size and quality, liquidity, interest rate and currency risks situations. A review of the EGH’s risk 
management structure and policies, vis-à-vis recommendations by the Basel Committee on Banking Supervision, 
helped in establishing the soundness or otherwise of the bank’s risk management practices. The study revealed 
that EGH’s has a good risk profile in the face of challenging global economic and business environment.  
Keywords: Risk, Ecobank Ghana Limited, Basel Committee, Volatile Liabilities, Interest Rate 
 

1.  Introduction 

Developments in the global financial sector within the past decade have given stakeholders in the Ghanaian 
banking industry cause to not only consider the returns made in the sector but also critically examine frameworks 
used to manage risks in the sector and safeguard their interests. This is because the failures faced by the industry 
in recent times have been blamed largely on the weaknesses of the regulatory frameworks and the risk 
management practices of the financial institutions. The greatest impact of the crisis has been on the banking 
industry, where some banks which were hitherto performing well suddenly announced large losses with some of 
them going burst. Some reasons  put forward for the failures in risk management in this regard include the 
limited role of risk management in the granting of loans in most banks as they are unable to influence business 
decisions and the fact that their considerations are subordinate to profitability interests and lack of capacity to 
adequately make timely and accurate forecasts. This has resulted in the flouting of basic risk management rules 
such as avoiding strong concentrations of assets and minimising the volatility of returns. 
The impact of the global financial crisis on the banking sector in Ghana has been quite minimal such that it did 
not threaten the survival of banks in the sector. This is largely because the sector has little exposure to complex 
financial instruments and relies mainly on low-cost domestic deposits and liquidity. However, the deterioration 
of asset quality (impairment charge / gross loans and advances) of the banks in Ghana, from about 1.5% to 4.2%, 
in the past three years due to significant balances of bad and doubtful debts on their books is an indication that 
all is not well with the sector. Various reasons have been put forward by analysts as accounting for the 
deterioration in the quality of bank’s loans and advances. These include increased cost of funds, inflation, 
depreciation of the Cedi and the delay by government in paying contractors and other service providers. Unlike 
the case in developed countries, questions have not been raised about weakness or otherwise of the risk 
management practices of the Ghanaian banks which have resulted in significant financial losses, although there 
have been a few reported cases of fraud, theft and other operational occurrences.   
The general believe is that banks in Ghana have good risk management structures since there have not been any 
complaints or adverse findings against them by the regulators, that is, Bank of Ghana and Securities and 
Exchange Commission of Ghana (in the case of listed banks) concerning significant weaknesses in their risk 
management systems. The banks are believed to be generally compliant with major regulatory requirements 
which are basically in line with international standards set by the Basel Committee on Banking Supervision. 
These requirements include rigorous risk and capital management requirements designed to ensure that the banks 
hold capital reserves appropriate to the risk they expose themselves to through its lending and investment 
practices. However, in order to ascertain the resilience of the Ghanaian banking sector to withstand serious 
economic shocks, there would be the need for thorough assessments of the structure and components of the risk 
management frameworks and practices of the banks from time to time. This study was therefore a contribution to 
this exercise with a focus on Ecobank Ghana Limited (EGH). 
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2. Literature Review 
2.1 Risk Management in Banking   

Risk management is described as the performance of activities designed to minimize the negative impact (cost) 
of uncertainty (risk) regarding possible losses (Schmidt and Roth, 1990). Redja (1998) also defines risk 
management as a systematic process for the identification and evaluation of pure loss exposure faced by an 
organisation or an individual, and for the selection and implementation of the most appropriate techniques for 
treating such exposure. The process involves: identification, measurement, and management of the risk. Bessis 
(2010) also adds that in addition to it being a process, risk management also involves a set of tool and models for 
measuring and controlling risk. 
The objectives of risk management include to:  minimize foreign exchange losses, reduce the volatility of cash 
flows, protect earnings fluctuations, increase profitability, and ensure survival of the firm (Fatemi and Glaum, 
2000). According to Pyle (1997), risk management is the process by which managers satisfy these needs by 
identifying key risks, obtaining consistent, understandable, operational risk measures, choosing which risks to 
reduce, which to increase and by what means, and establishing procedures to monitor resulting risk positions. 
Bessis (2010) indicates that the goal of risk management is to measure risks in order to monitor and control 
them, and also enable it to serve other important functions in a bank in addition to its direct financial function. 
These include assisting in the implementation of the bank’s ultimate strategy by providing it with a better view 
of the future and therefore defining appropriate business policy and assisting in developing competitive 
advantages through the calculation of appropriate pricing and the formulation of other differentiation strategies 
based on customers’ risk profiles.   
According to Santomero (1995), the management of the banking firm relies on a sequence of steps to implement 
a risk management system. These normally contain four parts which are standards and reports, position limits or 
rules, investment guidelines or strategies, incentive contracts and compensation. These tools are generally 
established to measure exposure, define procedures to manage these exposures, limit individual positions to 
acceptable levels, and encourage decision makers to manage risk in a manner that is consistent with the firm’s 
goals and objectives. 
2.1 Rationales for Risk Management in Banking 

The main aim of management of banks is to maximise expected profits taking into account its 
variability/volatility (risk). This calls for an active management of the volatility (risk) in order to get the desired 
results. Risk management is therefore an attempt to reduce the volatility of profit which has the potential of 
lowering the value of shareholders’ wealth. Various authors including Stulz (1984), Smith et al (1990) and Froot 
et al (1993) have offered reasons why managers should concern themselves with the active management of risks 
in their organisations.  
According to Oldfield and Santomero (1995), recent review of the literature presents four main rationales for risk 
management. These include managers’ self-interest of protecting their position and wealth in the firm. It is 
argued that due to their limited ability to diversify their investments in their own firms, they are risk averse and 
prefer stability of the firm‘s earnings to volatility because, all things being equal, such stability improves their 
own utility.  Beyond managerial motives, the desire to ensure the shouldering of lower tax burden is another 
rationale for managers to seek for reduced volatility of profits through risk management. 
2.2 Categories of Risk Management 

As Merton (1989) noted, a key feature of the franchise of financial institutions (including banks) is the bundling 
and unbundling of risks. However, not all risks inherent in their business should be borne directly by them; some 
can be traded or transferred whiles others can be eliminated altogether.  It is therefore useful to defragment the 
risks inherent in their activities and assets into three distinctive subgroups in accordance with their nature so that 
the appropriate strategies can be adapted to mitigate them. Oldfield and Santomero (1995) argue therefore that 
risk facing financial institutions can be segmented into three separable categories from a management 
perspective. These are risks that can be eliminated or avoided by simple business practices, risks that can be 
transferred to other participants, and risk that must be actively managed at the firm level.  
2.3 Key Bank Risks 

The risks associated with the provision of banking services differ by the type of service rendered. Different 
authors have grouped these risks in various ways to develop the frameworks for their analyses but the common 
ones which are considered in this study are credit risk, market risks (which includes liquidity risk, interest rate 
risk and foreign exchange risk), operational risks which sometimes include legal risk, and more recently, 
strategic risk.   
 

3. Methodology 

3.1 Data Source 

The study relied mainly on secondary data. This was obtained from the annual reports and other reports issued 
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by the bank and other organisations. Some of these external secondary data comes from the regulators, industry 
watchers and other financial analysts. The bank‘s policy documentations and guidelines concerning the 
management of the various risks are also a major source of information for determining whether the bank‘s 
structures and risk management tools are adequate in handling inherent risk in their business activities. 
3.2 Benchmarks 

The major benchmarks used for this assessment are the various documents released by the Risk Management 
Group of the Basel Committee on Banking Supervision regarding principles which ensure sound management of 
risks in banks. This helped in evaluating the adequacy of the EGH‘s risk management framework as the essential 
components of the recommended guidelines were mirrored to those in the banks policies in respect of its 
structures, processes, procedures and tools put in place to manage risks. According to the main regulators of the 
banks in Ghana (Bank of Ghana), the Basel principles for ensuring sound management of risks have been 
incorporated in Ghana‘s Banking Act, Act 673 and should therefore be adhered to by all banks operating in 
Ghana. To assist in assessing the performance of EGH vis-à-vis that of the Ghanaian banking industry, the 
Financial stability reports issued by the Bank of Ghana on periodic bases were relied upon for industry data. 
Also, the 2010 Ghana Banking Survey report issued by PricewaterhouseCoopers Ghana in collaboration with 
Ghana Association of Bankers provided some peer ratios and industry averages and served as useful benchmarks 
for assessing the risk profile of Ecobank Ghana. 
3.3 Analytical Tools 

The analysis in this report relied heavily on excel models. These consisted of a series of spreadsheet-based data 
input tables that allowed data to be collected and manipulated in a systematic manner. The spreadsheet allowed 
for the generation of relevant tables, ratios and graphs which assisted in the interpretation and analysis of the 
data collected to help measure the bank‘s performance as well as judge the effectiveness of its risk management 
process. 
3.3.1 Ratios 

The ratios covered the areas of risk management in varying degrees of detail using the balance sheet, income 
statement and cash flow schedules. Some of the areas of risk where ratios helped in expressing useful 
relationships include profitability, liquidity, debt and leverage and capital adequacy. Ratios, however, do not 
provide a complete picture of a bank‘s performance and should be considered in conjunction with other 
qualitative information and contextually.  
3.4 Analytical Techniques 

These refer to the ways in which the data is interpreted. Some of the common analytical techniques used in this 
report include ratio analysis, common-size analysis, and trend analysis. 
3.5 Analytical Components   

The analysis of the EGH‘s risk profile was based two types of financial risks it is exposed to, which are: Balance 
sheet structure and Income statement structure risks. These risks are inter related as one can give rise to another 
or a transaction aimed at reducing one of the risks can end up shifting the risk to another area. In this regard, the 
analysis took cognizance of this interrelationship and adopted a holistic approach.  
 

4. Results and Discussion 

4.1 Assets 

It is important to evaluate the composition and structure of a bank‘s assets risk to ascertain any inherent risks in 
them. The table depicts an expansion in Ecobank Ghana’s balance sheet by 50.94% over the year to 
GH¢1,388,193. This was an improvement of the previous year’s growth of about 38%. This expansion was 
mainly due to the increase in the amount of government securities held as well as the operating accounts 
balances and placement with other banks. Meanwhile, the growth in the expansion of the Ghana banking 
industry’s balance sheet was relatively slower as the 31.3% growth it experienced in 2012 fell behind the 37.2% 
growth it recorded in 2011. Analysts believe that this was largely underpinned by a reduction in the growth rates 
of total loans and fixed assets. As at December 2012, -Held-to maturity investmentsǁ constituted the largest 
portion of the bank’s assets with about 51%. This was in contrast with the case in 2010 and 2011 where the bank 
adopted more aggressive strategies and grew its loans and receivables to total assets ratios to 43.2 % and 43.7% 
of respectively making it the biggest contributor to the bank’s asset size. The general industry trend also 
reflected a similar situation where banks’ investments in bills and securities in 2009 grew by 93% compared to 
the 13% growth in 2011, bringing their stake in total assets to 21% from 15% in 2011. 
Consequently, the proportion of the industry’s net loans and advances in total assets also declined from 52% in 
2008 to 44% in 2012. The shift in the allocation of resources from credit purposes to investments was because 
the slowdown of the country‘s macro-economic condition resulted in deterioration of the bank‘s loan books. 
Meanwhile, returns on short term instruments became attractive and for that matter captured the bigger chunk of 
the bank’s funds. This shift in growth and composition in assets resulted in the reduction in risk inherent in the 
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bank’s assets. A decrease in the proportion of loans and receivable reduces the level of credit risks in the bank’s 
assets. Held-to-maturity investments are safer than loans and receivables since the probability of default and 
variations in interest rates are lower. Therefore shifting concentration from loans and receivables to customers, to 
investments in more government securities and loans and advances to banks result in lower credit and market 
risks whiles maintaining adequate liquidity cover for the bank. It appears therefore that the bank was more 
cautious in its growth approach in 2012 and this is reflected in the asset-liability and risk management decisions. 
4.2 Liabilities 

Total deposits of the bank accelerated in its growth by about 45% in 2012 compared to the 40% growth recorded 
in 2011. This was in contrast with the industry trend which saw an aggregate slowdown in the growth of total 
deposits. The total deposits of the industry grew by some 29.1% which fell short of the growth of 41.4% 
recorded in year 2011. It, however, maintained its position as the main source of funding constituting 73% and 
63% of both EGH‘s and the industry’s funding base respectively. Deposits from banks and other credit 
institutions saw the highest growth rate of about 532% by year end 2012 even though it contributed only about 
6.5% to total liabilities and equity. Such funds are regarded as volatile and prone to funding risks and therefore 
an increase in its volume and value over the past year signified an increase in inherent funding risk but their 
relatively low proportion in the bank’s funding base kept the risk under control. The bank’s largest contribution 
to funding still came from deposits to customers with 66.4% even though the percentage contribution fell below 
the 74% recorded in the previous year. As reported in the 2012 annual report, the bank’s twenty largest 
depositors constitute 20% of the total deposits at the year end. This is lower than the 29% figure that the twenty 
largest depositors contributed the previous year indicating that the bank is taking steps to reduce the reliance on 
large corporate deposits which are less stable and expensive to effectively manage their concentration risk. The 
reduction in the reliance on large corporate depositors and shifting to more retail and standard deposits reduces 
uncertainty and liquidity risk associated with the deposits as well as cost of deposits which involves active 
management and attracts higher rates of interest. 
A trend analysis of the balance sheet items confirmed a 33.5% increase in the borrowings of the bank in year 
2012. The banking industry in Ghana also registered a general growth of 37.6% in total borrowings at the end of 
year 2012 compared with 29.5% growth in 2011. The ratio of borrowings to total liabilities for EGH lagged 
behind that of the industry with EGH recording 6% whiles the industry increasing in its proportion to 13.3% 
from 12.7%. This general industry trend of a decline in the dominance of total deposits coupled with the share of 
borrowings gradually gaining prominence increases the likelihood of an increase in cost of intermediation. With 
respect to EGH, the foreign currency denomination of such borrowing exposes the bank to foreign currency risk 
even though it provides an indication of international confidence in the bank. It appears from the liquidity gap 
analysis as presented in the 2012 Annual Report of the bank that the bank is funding quite a substantial amount 
of its long term loans with short term deposits which creates maturity mismatch and liquidity concerns. There is 
also indication of currency mismatch due to the fact that deposits and borrowing in the various currencies traded 
in by the bank are not adequate to fund the lending in those currencies. The value of interest rate sensitive 
financial assets which matures within one to five years falls short significantly of the value of interest rate 
sensitive financial liabilities giving rise to significant interest rate risk.  

 

Figure: 4.1: Changes in the composition of liabilities over the past two years. 
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Source: Own construction with data from comparative common-size analysis of balance sheet of the years 2011 

and 2012 

4.3 Equity and Capital Adequacy 

Capital Adequacy and off-balance sheet 

EGH INDUSTRY GROWTH 

2010 2011 2010 2010 2011 2012 EGH INDUSTRY 

  % % % % % % 2010 2011 2012 

Core Capital Adequacy(CAR-Tier 1) 13.1 12.57 16.82 15.7 12.8 17 -4.1 33.83 32.81 

CAR 18.06 16.48 22.62 13.6 13.8 18.2 -8.75 37.26 31.88 

Off-balance sheet items as % of Total Assets 9.76 14.49 16.79 18.67 16.37 10.53 48.44 15.92 -35.69 

Risk-Weighted assets/Total Assets 71.96 71.93 81.34 73.2 70.1 69.8 -0.04 13.08 -10.63 

Source: 2011 & 2012 annual reports of EGH & February 2012 Financial Stability Report of Bank of Ghana 

Shareholders’ funds increased tremendously at a rate of 142% in 2012 compared to the 31% growth recorded in 
the previous year. This increased its share in the bank‘s funding base in the year under review to 14.8% from 
about 9% in the previous year. The bank took steps to boost its capital significantly through a rights issue in its 
attempt to meet the new capital requirements of GHS60 million set by the Central Bank of Ghana’s for 
commercial banks operating in the country. Consequently, the bank has been able to maintain a good balance 
between regulatory capital requirements and its total assets and risk-weighted assets. EGH’s regulatory capital 
adequacy ratio (CAR) increased by about 37% to 22.6% in year 2012. This was significantly higher than the 
industry average capital adequacy ratio of 18.2%. A 34% growth in the bank‘s core capital adequacy ratio (tier 
1) in year 2012 contributed hugely to its growth in regulatory CAR. 
Table 4.1 also indicates that the ratios of off-balance sheet items and risk-weighted assets to total assets of the 
bank increased marginally whiles those of the industry declined. This means that the bank needed more capital 
than its peers to cover for contingent liabilities and increasing levels of risk-weighted assets on its books. 
Though the increase in the level of contingent liabilities presented the bank with additional financial risk, the 
corresponding trade fees appeared to provide adequate compensation for it. Greater attention should however be 
given to these items and adequate risk management system should be put in place for such exposures to ensure 
they do not get out of hand.   
4.4 Income Statement Risks 

Ecobank Ghana Limited is still enjoying high levels of profitability in 2012, recording a growth of about 44% 
from the previous year’s profit. Even though there was a slowdown in the growth of its after tax profit in 2012, 
EGH still towered above it peers about 6 times in its earnings growth as average industry growth rate for the 
same period was about 7%. The consistency in the bank‘s profitability growth enabled it to maintain a stable risk 
profile as well as providing a cushion against short term problems. Profit margin (post tax) increased marginally 
from 31% in 2011 to about 34% in 2009%. This performance was still about 4.5 times above the industry 
average of 7.5% which experienced a significant fall from the previous year‘s figure of 28.5% as a result of the 
general decline in loan asset quality of banks in Ghana.  Return on Assets (ROA) remained stable over the past 
three years while Return on Equity (ROE) saw a decline in the year under review from about 40% in 2008 to 
26% in 2012. The marked decline in ROE was primarily as a result of the sharp increase in the bank‘s equity 
through a rights issue undertaken at the later part of the year. It is instructive to know that in the case of both 
after tax ROA and ROE, EGH surpassed the performance of its peers with the average industry figures about 
1.7% and 13.8% respectively in 2012.  
About 51% of the bank’s total income was obtained from interest on loans and advances in 2012. This 
performance fell below the average industry contribution of 58.7%15 but was an improvement of the 2011 figure 
of 43%. Getting its main source of income from returns on loans and advances ensured the stability of the bank‘s 
earnings. Fees and commission incomes as well as trading income saw marginal increases in their contributions 
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to total earnings from about 18% to 26%. This was good for the bank given that there is no provision on non-
funded income as opposed to interest on loans and advances which can be provided for if those assets are 
impaired in future. Stiff competition in the Ghanaian banking industry coupled with the drop in interest rates due 
to the reduction of the prime rate by the Central Bank of Ghana, put pressure on interest income. This situation 
compelled the bank to look at increasing its non-traditional businesses like international trade finance and trading 
operations as viable options to maintain its profitability. Emphasis on fee- generating income reduces the bank’s 
exposure to lending risk which is inherent in increasing interest margins in a stable market environment as that 
of Ghana. There are however higher levels of volatility surrounding these sources of earnings because they 
depend on general economic conditions and trading performances. In addition to them being less stable, these 
non-traditional sources of earnings are subject to market risk which can be substantial if not closely monitored.   
It appeared the bank had made some strides in its cost reduction effort as there was a slowdown in the growth in 
operating expenses resulting in operating expenses as a percentage of gross operating income declining 
marginally to 49% in the year under review from 53% the previous year. Though a further improvement would 
be preferred, this performance was quite commendable as it fell below the 55% industry average. EGH has been 
efficient in the use of its funds as it recorded an impressive increase in its return on loans and advances from 
11% in the previous year to 17% in 2012 which was also above the industry average of 14%. The bank however 
lagged behind the industry performance in the utilization of its capacity in generating interest income with the 
ratio of interest income to total assets of 5.9% compared to 6.9% for industry. It is also worth noting that whiles 
the bank is increasing its loan portfolio, the level of non-performing loans is also increasing. This indicates an 
increase in credit risk and the bank has responded by beefing up its remedial and collections unit to intensify the 
recovery of doubtful debts.    

Figure 4.2: Asset invested compared with income sources 

 

Source: Own construction with data from comparative common-size analysis of balance sheet of the years 2011 

and 2012 

Ecobank Ghana’s total cost of doing business increased due to significant increases in operating expenses and 
taxation. The increase in operating expenses over the past year, though at a reducing rate, was mainly due to 
increases in staff cost as a result of the bank’s branch expansion drive. The enactment of the National 
Stabilisation Levy Act, 2009, brought about the charging of an additional 5% levy on profit before tax and 
caused an increase in taxation and levy significantly (about 82% of previous year). Since this class of cost cannot 
be controlled by the bank, it will have to factor it into its expected expenditure and consequently profit target. 
Operating income adequately covered operating expenses and with the exception of year 2011, interest income 
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has been enough to meet operating expenses since 2010. This also confirmed the stability of the bank’s 
profitability and shields the bank from funding (liquidity) risk. 

 

5. Conclusion and Recommendation 

The impressive financial performance of the Ghanaian banking industry coupled with the absence of any major 
complaints or adverse finding against banks in Ghana gives the impression that the banks are generally stable. 
The implications of this belief are that the banks have relatively good risk profiles as well as sound frameworks 
for managing risks inherent in their business activities. The extent to which this can be verified relies on 
thorough assessments of the nature and quantum of risks confronting the various banks in the country and an 
evaluation of their risk management structures and systems. I have no knowledge of any previous work on 
Ghana banks in this area of study and therefore this study provides an initial contribution to this exercise with a 
focus on Ecobank Ghana Limited. It provides an empirical indication of the types and levels of risks the bank is 
exposed to and its capacity to effectively manage them as at the end of the financial year 2012. The evidence 
from the study suggests that the risk profile of Ecobank Ghana Limited was good based on the following 
observations: 

i. Though there was a significant expansion of the size of the bank‘s balance sheet, the resulting structural 
changes lead to a healthy asset mix balancing liquidity with profitability. The consecutive approach 
taken by the bank in 2012 saw its investments in government securities constituting the largest portion 
of its asset mix so as to avoid increasing lending risk. The growth in assets was also backed by stable 
funding sources from customer demand deposits and adequate capital base which saw a huge increase 
through additional capitalization by shareholders. 

ii. Expanded credit exposure with significant concentration levels to few large corporate in the service 
sector of the economy creates some worry for the bank‘s credit risk. However, the loan quality 
improved as the level of non-performing loans in the loan portfolio declined with tightened lending 
processes and increased monitoring and recovery activities. The bank‘s capacity to absorb credit losses 
was also improved with adequate collateral cover and allowance made for impairments.   

iii. Finally, the high level of profitability ensured that the bank had enough liquid assets to meet unexpected 
short term mismatches. With a funding structure dominated by core customer deposits coupled with 
majority of its cash flow generated from operating activities, the liquidity situation of the bank was 
health as at the end of financial year 2009. 
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