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[bookmark: _Toc220882940]Abstract
This dissertation focuses on the importance of financial risk management to Close Brothers Group plc’s profitability in the years 2019 to 2024. Its Top Position UK-based non-bank financial institution (NBFI). It goes into some depth on how the company manages significant financial risks - such as credit, liquidity, market and operational risks. It follows the regulatory frameworks such as those of the Financial Conduct Authority (FCA) and the Prudential Regulation Authority (PRA). The study uncovers the fact that the conservative approach to risk management and its focus on strict underwriting, good-quality collateral, and strong capital buffers have helped the firm to continue making money. Even though periods of economic disruption, such as Brexit and the Covid 19 pandemic. Through a cumulation of qualitative risk disclosure and quantitative financial ratios. The research shows that disciplined risk management practices are part and parcel to the ability of the institution to generate consistent returns and control volatility. The findings suggest more regarding the balance between risk management and profit, as they point out the conservative approach of Close Brothers. It also provides financial stability and regulatory compliance, but has limited its capacity to have high-growth ventures in more volatile sectors. However, the study also shows the power of stringent risk controls and in particular of the credit provisions and liquidity buffers by the firm. And also reveals how this has been used to ensure that the firm is not affected by financial distress due to instability in the market. In contrast, the case of the analysis depicted is that those being too risk averse encompasses a prospect of limiting profit in more favourable economic conditions. The research concludes with some practical recommendations, which include improving the management of provisioning, capital allocation and liquidity management in order to maintain long term profitability. This dissertation contributes to the body of knowledge in understanding how the NBFIs can balance between risk management and profitability and gives insights that can be applied by similar institutions that do operations with the current volatile financial landscape.
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[bookmark: _Toc220882942]Chapter 1: Introduction
[bookmark: _Toc220882943]1.1 Background of the Study
The UK financial services industry is a highly diversified and developed industry in the world. It includes large commercial banks, niche lenders, investment firms and non-bank financial institutions (NBFIs). Although banks mainly focus on taking deposits and traditional lending, NBFIs also play a very specific and, at the same time, necessary role. They provide asset-based funding, special finance and assistance to small and medium-sized enterprises (SMEs) that can experience challenges in acquiring mainstream bank credit (Qureshi and Lamarque, 2023). Their ability to lend to niche markets increases financial inclusion and strengthens economic activity. The distinction between banks and NBFIs is hence considerable. Banks use the deposits of customers, and they also have access to the central bank facilities, unlike the NBFIs. They rely on market-driven funding, wholesale borrowing and securitisation to do business. As a result, NBFIs are more vulnerable to the illiquidity pressures and market shocks. These pressures have been escalated by the 2008 financial crisis, Brexit and COVID-19 (Jahan et al., 2022). Such shocks revealed weaknesses in funding systems and highlighted the need to have strong financial risk management. At the same time, regulatory demands have gone up. The NBFIs are required by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority (PRA) to be resilient, transparent and lead responsible governance. The tension and tightened regulations affect the manner in which these institutions will deal with credit, liquidity, market, and operational risk. At the same time, financial markets are now less predictable. There is uncertainty brought about by inflation, variable interest rates, and increased funding costs (Dieste, Panizzolo and Garza-Reyes, 2021). In the case of NBFIs, such circumstances have a direct impact on profitability and stability. Thus, the academic and practical importance of the study of financial risk in NBFIs is great. It clarifies the way in which these institutions are able to stay stable when uncertain and how risk management helps sustain performance.

[bookmark: _Toc220882944]1.2 Profile of Close Brothers Group plc
Close Brother Group plc is a financial institution based in the United Kingdom and is among the most established and oldest institutions in the UK. It was established in 1878, and it has grown to be a diversified financial services group through its modest merchant banking operation. It has a business model that focuses on three main areas: asset-backed lending, motor finance, and wealth management, which is supplemented by a securities division (Dieste, Panizzolo and Garza-Reyes, 2021). These operations are directed at expert markets in which experience and disciplined lending will create a competitive advantage. One aspect that is characteristic of Close Brothers is its risk-conservative culture. The company considers strict underwriting, collateral of high quality, and careful monitoring of the portfolio. It also has a strong capital base and a consistent source of funds, and these form the basis of long-term resilience. This conservative strategy will help it to provide stable performance through economic cycles. Close Brother is thus a good example towards risk and profitability analysis (Liu and Huang, 2022). Reporting, consistent strategy, and stringent risk management offer a great deal of information on how NBFIs strike a balance between stability and performance in a regulated and unpredictable environment.

[bookmark: _Toc220882945]1.3 Problem Statement
The operating environment that non-bank financial institutions in the UK have is defined by rising uncertainty and structural change. Continuous market volatility has been caused by global events like the 2008 financial crisis, the COVID-19 pandemic and geopolitical instability (Liu and Huang, 2022). The particulars of the UK, such as Brexit, the fluctuation of interest rates, and inflation, have added further pressure. Such disruptions affect access to funds, cost of capital and customer behaviour, thus making risk management very difficult among NBFIs, which depend on market-based funding as opposed to deposits. Although the role of NBFIs is increasingly significant, according to the majority of scholarly studies, the traditional banks are still in the spotlight. Therefore, little is known regarding the effects of risk management on profitability in institutions which have different business models, funding and regulatory expectations. Available literature also demonstrates the issue of maintaining a so-called conservative risk appetite and the need to generate high returns. The governmental regulations also put pressure on these institutions further by increasing operational expenses and decreasing flexibility (Akbar et al., 2021). Close Brothers is a classic example of a conservative culture that has always existed, but it is not clear whether this risk-averse strategy is still effective in driving competitive performance in the present environment. The inherent issue, then, lies in the lack of empirical understanding as to the ability of financial risk management to influence profitability in a regulated UK NBFI. Such a gap is the reason to conduct more profound research.
[bookmark: _Toc220882946]1.4 Research Aim
To evaluate how financial risk management affects profitability in Close Brothers Group plc.

[bookmark: _Toc220882947]1.5 Research Objectives
1. To analyse major risk types faced by the firm (credit, liquidity, market, operational).
2. To examine how risk management frameworks influence financial stability and
3. profitability.
4. To assess trends in financial ratios and disclosures from 2019–2024.
5. To suggest improvements for sustainable performance.

[bookmark: _Toc220882948]1.6 Research Questions
1. How does Close Brothers manage financial risks?
2. What is the relationship between risk management and profitability?
3. Which risk factors most significantly influence financial performance?

[bookmark: _Toc220882949]1.7 Rationale for the Study
This research has been considered important based on the scarcity of academic literature on the non-bank financial institutions in the United Kingdom. The current literature mainly focuses on commercial banks, despite the huge contribution made by NBFIs in lending and credit provision. Moreover, the studies that combine qualitative risk disclosures with quantitative financial ratios are few, and thus limit the level of insight into the practice of risk management and performance (Bianchi and Bigio, 2022). A combined method could bring more obvious conclusions. The market reason is also quite strong, since NBFIs face a growing regulatory scrutiny of the FCA and PRA. At the same time, the market volatility has worsened due to inflation and changes in interest rates, as well as the post-Brexit situation. The institutions should understand the role of risk structures that support stability in the face of such dynamics. The practical instances help managers and policymakers to identify the successful practices and those that do not work (Mirza et al., 2023). There is also a longer-term economic rationale behind this, which is that NBFIs offer financial solutions to the SMEs and consumers that are not generally within the mainstream of bank finance. This stability is going to make them resilient economically and it is possible that the weaknesses of their rick systems will cause wider disruptions. Close Brothers is a perfect example to analyse the topic; its size, openness, and years of experience in a conservative model can give a good understanding of the way risky discipline can be used to create a sustainably profitable organisation in a controlled and unpredictable world.

[bookmark: _Toc220882950]1.8 Significance of the Study
This research has a significant amount of scholarly potential as there are clearly gaps in the existing pieces of literature on the subject of non-bank financial institutions, which can be filled with this research. It also provides further understanding of the role of risk management in profitability in a sector which is mostly missed in studies. The study has incorporated qualitative disclosure in terms of quantitative ratios, which makes the performance of NBFI more fully appreciated (Galankashi and Rafiei, 2022). The study is also useful to industry players, as it shows them how disciplined risk cultures can help them to be resilient in even unstable circumstances. Companies can use these insights to improve their respective models. This understanding of the impact of the PRA and FCA expectations on actual performance can be valuable to regulators to improve the process of supervision and policy choices. For the investors, the research provides information on stability, the level of governance, and the risk-adjusted returns, hence explaining the reasons why the existence of wise institutions like Close Brothers can provide more sustainable performance in the long term.

[bookmark: _Toc220882951]1.9 Scope of the Study
This paper will focus on the operations of the Close Brothers in the United Kingdom. It sees how the firm manages the major financial risks and how the practices are affecting its profitability. The study is based on only secondary data, which will be annual reports, financial statements, regulatory documents, and publicly available industry analyses. This will ensure transparency and consistency, besides evading the difficulties related to primary data collection (Aldubhani et al., 2022). The period is 2019-2024, as it is selected as it incorporates the effects of Brexit, the COVID-19 pandemic, and other recent changes in interest rates and inflation. The occurrence of these events created a lot of uncertainty, thus creating an adequate time in which to assess the risk and performance (Kago Amiel Matlhaku and Ferreira-Schenk, 2025). The research is dedicated to significant financial risks, which include credit, liquidity, market, operational, and governance-related risks. It does not analyse the customer behaviour, staff relations, or technological actions, nor does a detailed competitor benchmarking, but rather focuses on making an in-depth analysis of one properly documented case.

[bookmark: _Toc220882952]1.10 Structure of the Dissertation
	



	Chapter
	Content Summary
	Link to Research Aim

	Chapter 1: Introduction
	Presents background, problem, aims, and rationale.
	Establishes why examining risk and profitability in Close Brothers is important.

	Chapter 2: Literature Review
	Reviews theories, risks, frameworks, and empirical findings.
	Builds the conceptual foundation for analysing the risk–profitability relationship.

	Chapter 3: Methodology
	Explains research design, data sources, and analytical methods.
	Ensures a structured and transparent approach to evaluating Close Brothers.

	Chapter 4: Findings and Analysis
	Presents financial trends and risk disclosures.
	Shows how risk management practices influence profitability.

	Chapter 5: Discussion
	Interprets findings against literature and theory.
	Connects empirical results to wider academic debates.

	Chapter 6: Conclusion and Recommendations
	Summarises insights and offers improvements.
	Demonstrates how effective risk management supports sustainable performance.




[bookmark: _Toc220882953]Chapter 2: Literature Review
[bookmark: _Toc220882954]2.1 Introduction to the Literature Review
This literature review focuses on how the management of financial risk helps in the profitability of UK non-bank financial institutions. It focuses on the key risk types, management structures, and theoretical principles which explain their impact on performance. The interconnection between risks and profitability is important as NBFIs face pressure regarding funds and the increased oversight, which affects their stability (Alabdullah, 2022). Close Brothers has been chosen as the case study due to its risk culture being conservative and its operation in a highly regulated UK environment. The review is structured depending on theoretical bases, the type of risks, activities involved in managing risks, profitability, and empirical research before outlining the research gap of this dissertation.

[bookmark: _Toc220882955]2.2 Theoretical Foundations
A comprehension of the role played by financial risk management in profits requires a strict background on theories explaining the behaviour of financial institutions. In the case of non-bank financial institutions (NBFIs), these theories can shed some light on how the firms balance opportunity, prudence, and long-term sustainability (Kiptoo, Kariuki and Ocharo, 2021). There are three particularly relevant theories: Modern Portfolio Theory, Risk-Return Trade-Off Theory and Agency Theory. Together, they provide a viable map against which one can study how Close Brothers is dealing with its risks and maintaining a stable performance.
[image: ]
Figure 1: Theoretical Foundations 
Self-Made
[bookmark: _Toc220882956]2.2.1 Risk–Return Trade-Off Theory
The Risk-Return Trade-Off Theory claims that higher amounts of risk are usually associated with higher possible returns. It assumes that the companies need to make a choice on whether they should either grow or maintain stability. In the case of NBFIs, this balance is decisive as NBFIs are not dependent on retail deposits and are faced with increased funding demands. The NBFIs thus embrace low risk appetite to prevent over volatility (Caby, Ziane and Lamarque, 2022). Close Brothers is no exception to this paradigm, as the company will focus on secured lending, rigorous underwriting, and predictable income. This will reduce the risk of exposure to unexpected losses and limit the rapid growth. The theory, however, has limitations; markets are not always able to price risk correctly, and it may be undermined by mispriced credit, sudden shocks, or behavioural biases. However, the theory is useful to explain the wise risk and profitability management at Close Brothers.
[bookmark: _Toc220882957]2.2.2 Modern Portfolio Theory
According to MPT, diversification reduces risk without reducing expected return. It argues that diversifying assets in heterogeneous assets helps to reduce volatility and increase resilience. Practically, MPT is more challenging to apply to NBFIs since many of them are limited to a very specific market of lending, which has created concentrated portfolios that are focused on industry expertise (Hacini, Boulenfad and Dahou, 2021). Close Brothers follows this trend: the company focuses on asset-backed lending, motor finance, and specialist commercial loans, which results in high stability at the cost of diversification. The firm can control the concentration risk with the help of a conservative loan-to-value ratio, sound collateral and careful monitoring of its portfolio. MPT can hence explain why knowledge and discipline sometimes can replace wide diversification.
[bookmark: _Toc220882958]2.2.3 Agency Theory and Governance 
The Agency Theory investigates the tensions between the managers and shareholders. There is a likelihood that managers will be tempted to take a higher risk to improve short-term performance as opposed to long-term sustainable returns to shareholders. The governance structures balance such conflicting interests using oversight, incentives, and accountability. In NBFIs, effective governance is unquestionably essential as risks are subject to influence on the access of funds and trust of the regulators (Damilare et al., 2021). Close Brothers is advantaged by the fact that it has a conservative culture that has been established over many years and supported by active supervision by the board of directors, which has reduced the risk of taking excessive risks and helped to develop disciplined decision-making. Empirical research shows that well-governed firms have more steady profitability and react better to stress. The Agency Theory, therefore, provides a strong basis of understanding how culture and control influence the financial stability of Close Brothers.

[bookmark: _Toc220882959]2.3 Financial Risk Types in Non-Banking Financial Institutions
Financial institutions that are not banks are faced with interconnected risks that arise in the form of specialised lending, market-funding, and regulatory requirements. Such risks determine stability and profitability, hence making a detailed interpretation an indispensable tool in examining the steady performance of Close Brother in unpredictable markets.
[bookmark: _Toc220882960]2.3.1 Credit Risk
The credit risk poses the greatest threat to NBFIs since their main business is lending. It becomes a reality as borrowers default on repayment commitments, thus reducing the desired income and declining the capital base. Three main sources of credit risk, including the quality of borrowers, discipline in underwriting, and collateral character, are identified in the literature (Feng and Qu, 2022). Strong underwriting criteria would reduce the risk of default by making sure the lending decisions are based on proper evaluation of the capacity of the borrowers to repay. Empirical research reflects the fact that companies that follow the regular underwriting policies lose less of their loans in periods of economic slowdown.
One other vital thing is provisioning. Sufficient loan loss provisions help companies to absorb anticipated losses without having to disrupt profits. Excessive optimism in the provisioning, on the other hand, can prevent the arising issues which will lead to sudden write-downs that undermine the profitability. Asset-backed lending, which is largely prevalent in NBFIs, is well secured given the fact that the collateral is accessible in case of default by the borrowers (Kumar, Thrikawala and Acharya, 2022). However, this security is conditioned by correctly valuing the collateral and consistent prices in the market. In the case of organisations such as Close Brothers, credit risk has a direct effect on profitability. The company specialises in secured lending where it imposes strict tests of affordability, even low loan-to-value and constant monitoring. The practices reduce the rates of defaults and create sources of consistent income. Although this conservative could restrict the rate of growth, it is helpful to achieve predictability in performance and reduce the exposure to the shock of the market.

[bookmark: _Toc220882961]2.3.2 Liquidity Risk
The liquidity risk is a significant issue for NBFIs that do not have access to retail deposits. They are instead depending on wholesale funding, securitisation or long-term credit facilities, making them more vulnerable to market shocks. When funds are limited or are costly, borrowing power is reduced, and profitability goes low (Sandberg, Alnoor and Tiberius, 2023). It has been shown that companies that have a diversified source of funds and strong liquidity reserves are able to deal with stress in the market better. The UK experience also emphasises the value of liquidity expectations of the PRA and FCA. Close Brothers can reduce this risk through the high-quality liquid assets and the utilisation of consistent long-term funding, therefore cushioning the earnings even at turbulent times.

[bookmark: _Toc220882962]2.3.3 Market Risk
The marketing risk affects NBFIs in terms of interest-rate changes, exchange rates and revaluation of assets. Of particular significance are the interest rates that affect the cost of funding as well as the affordability to borrowers. Increasing rates can squeeze margins and increase the risk of default. Investment portfolios also become less stable, and this impacts capital adequacy and reported profits. Research indicates that the earnings in market-sensitive institutions have higher fluctuations, particularly those institutions that are exposed to unsecured assets (Zimon and Tarighi, 2021). Close Brothers deals with the market risk through conservative treasury operations and low trading volumes, thus lowering the chances of generating high returns, but enabling performance stabilisation through limiting the extent of exposure to the unexpected market fluctuations.

[bookmark: _Toc220882963]2.3.4 Operational Risk 
The operational risk has its basis in the failure of the internal processes, systems, and personnel. It consists of technology failures, cyber-attacks, fraud, and regulatory violations. Due to the digitisation of financial services, operational risk is more challenging to manage and costly in the case of failures. It has been shown in literature that companies that have poor operational risk structures incur greater losses of their finances and reputation (Syrová and Špička, 2022). Violation of compliance also translates to fines and supervision intervention, which undermines profitability. Close Brother tackles the operational risk through extensive internal auditing, training, and risk monitoring systems. Lack of these controls would increase risk, whereas the existence of these controls would reduce the disruptions and enhance the delivery of reliable services, which would enhance the financial performance.

[bookmark: _Toc220882964]2.3.5 Cultural and Governance Risks
Cultural and governmental influences determine the manner in which risk decisions are made. A strong risk culture facilitates caution, openness and responsibility, whilst a weak culture attracts the tendency of taking too many risks and imperfect controls. Oversight by the board is also important. It has been shown that companies whose boards are experienced and engaged are able to deal with risks better, and this ensures that the companies experience more stable returns (Tariq and Abdel, 2023). The compliance culture will minimise the regulatory violations and build trust with the supervisors. Close Brothers is also known to have a conservative culture and strict governance, which reduces the risks of significant failures and creates predictability in performance. This conservatism does not allow aggressive expansion, but makes it more resilient and profit-oriented in the long term.

[bookmark: _Toc220882965]2.4 Risk Management Frameworks
Risk-management frameworks help non-bank financial institutions (NBFIs) to define and manage core risks using internal systems and comply with the demands of the FCA and PRA. Without the deposit funds, such institutions are more vulnerable to shocks (Jariah and Lukiana, 2023). Strong controls, stress testing and supervision add to the stability, as is shown by the disciplined attitude taken by Close Brothers in the competitive market conditions.
[bookmark: _Toc220882966]2.4.1 Identification, Monitoring, and Internal Controls
Credit-scoring models make it possible to measure the quality of borrowers, whereas risk dashboards allow a real-time overview of the portfolio health. A large number of companies also use stress indicators that monitor fluctuation of arrears, collateral values and funding terms. Checks and balances in the day-to-day operations are created through internal controls such as segregation of duties and regular audits (Ahmad, Bashir and Waqas, 2022). The studies have shown that superior performance and quicker reaction to threats in institutions with effective monitoring systems are better. Close Brothers is no exception to the rule, and the structured reviews and oversight processes help to keep financial discipline.
[bookmark: _Toc220882967]2.4.2 Credit Risk Management Practices 
NBFIs cannot do without credit risk management, as lending is the primary activity. Companies reduce risks by the use of collateral, and efficient management of collateral involves proper valuation, clarity in law and constant monitoring. Underwriting policies are also essential; they formulate the limits by which the borrowers should be evaluated, affordability checks, and loan-to-value limits (Al Zaidanin and Al Zaidanin, 2021). Portfolio monitoring helps to ensure that the risks are within the limits that are approved and involves frequent assessment of the delinquency trends and industry trends. Research has determined that strict management of credit risks reduces the default rates and enhances profitability. Close Brothers uses strict criteria of underwriting and has focused on secured lending; this has therefore helped Close Brothers to maintain steady returns despite the fluctuating economy.
[bookmark: _Toc220882968]2.4.3 Liquidity and Capital Management
The NBFIs are protected against funding shocks in terms of liquidity and capital structures. Companies hold liquidity reserves to meet any unforeseen cash outflow and to, at a minimum, carry on the routine business. The long-term funding helps to avoid dependence on short-term markets, which can be volatile in times of crisis. Capital ratios offer protection in the event of unpredictable losses and indicate financial robustness to interested parties. It has been found in literature that companies that are well-liquid and have strong capital planning have lower volatility and higher resiliency in the long term (Abdullah, Hashmi and Iqbal, 2022). In the case of Close Brothers, the key aspects of its strategy are the conservative funding structures and high liquidity levels. The decisions limit fast growth yet brings about stability. Regulatory confidence and investor trust are also based on strong capital positions.
[bookmark: _Toc220882969]2.4.4 Stress Testing and Scenario Analysis
Stress testing and scenario analysis help to understand the performance of the firm under bad situations. Such instruments are designed to simulate market crashes, funding shocks or unexpected increases in defaults. They help in the identification of vulnerabilities before they become a big issue. The empirical findings suggest stress testing helps decision-making because it forces the managers to consider all the extreme outcomes, but realistic (Alabdullah et al., 2021). However, the tools are not very great, they're based on assumptions which might not be a complete representation of real-world behaviour, and unexpected events can be out of the scope of the model prediction. In spite of these limitations, stress testing is of invaluable use to NBFIs. It is used by Close Brothers to enhance planning, as well as operations aligned with its conservative risk appetite.
[bookmark: _Toc220882970]2.4.5 Regulatory Oversight
The FCA and PRA gives principles which establish risk management models. They require companies to be well governed, have effective risk policies as well and have strong controls. Moreover, they need to see that control is being performed effectively through detailed documentation and periodic reporting. The compliance system is cumbersome, especially for smaller companies (Murugan, T. and Marappan, 2023). However, studies indicate that a strict regulatory environment contributes to the stability of the finances. Compliance also enhances the confidence of investors and minimises the chances of there being major failures. In the case of Close Brothers, integrity with regulatory standards is incorporated in the corporate culture. The company enjoys the advantages of transparent procedures, strict governance and a reputation for responsible behaviour.

[bookmark: _Toc220882971]2.5 Profitability and Financial Performance Measures
Profitability measures give a systematic evaluation of the efficiency of an institution to convert its risk-taking activities into financial returns. In the case of non-bank financial institutions, the measures represent the effects of lending, funding, and risk decisions on the long-term performance and show how the external conditions impact earnings (Landi et al., 2022). This part discusses the key indicators that are used to measure profitability, which include the traditional indicators, risk-adjusted indicators and external factors. These indicators can provide a baseline of the performance of Close Brother over the years and help understand the way in which the risk-management decisions could be converted into measurable results.

[bookmark: _Toc220882972]2.5.1 Traditional Profitability Metrics
Conventionally used metrics are so popular due to their ability to provide explicit and similar information on financial performance. Return on Assets (ROA) is used to show how successfully a firm uses its assets to make profits. Return on Equity (ROE) is a measure of returns that are provided to shareholders (Morara and Sibindi, 2021). Net Interest Margin (NIM) is an income of the difference between income and cost of lending, which is of utmost significance to the lenders. The cost-to-income ratio is used to measure the efficiency of operation, and the lower the ratio, the better the costs are managed. These indicators collectively prove helpful in assessing whether a company is growing or is under stress due to the rising costs or shrinking margins. These metrics, in the case of Close Brother, portray a consistent performance supported by a model of conservativeness.

[bookmark: _Toc220882973]2.5.2 Risk-Adjusted Measures 
The level of risk taken to earn returns is further analysed by risk-adjusted profitability measures. Risk-Adjusted Return on Capital (RAROC) compares profit to the economic capital necessary to absorb possible losses, thus showing whether the lending processes are value-creating, taking into account the risk exposure. Sharpe ratio is the ratio that measures the ratio of returns to volatility (Siddique, Khan and Khan, 2022). Its greater Sharpe ratio is taken to illustrate a better balance between risk and returns. These indicators tend to be of great interest in the case of NBFIs because they explain that profitability is achieved by way of risk management or excessive risk-taking. In the case of Close brother, risk-adjusted indicators supplement its choice of calculated and gradual growth, where the returns are consistent with its low-risk aversion.

[bookmark: _Toc220882974]2.5.3 External Factors Affecting Profitability
The external conditions have a significant impact on profitability. The behaviour of borrowers and funding costs is determined by macroeconomic shocks. High interest rates increase the returns on loans at the same time, increasing the risk of default. Inflation impacts operating costs and the affordability of customers (Popkova and Sergi, 2021). Changes in regulations can change profitability through increasing compliance costs or changing capital requirements. In NBFIs, such external forces can increase the existing risks. Companies that have strong buffers, as well as management that is disciplined, are less likely to be shaken during the volatile times. The performance of Close Brothers shows that it is possible to overcome the pressure of the environment by careful planning.

[bookmark: _Toc220882975]2.6 Empirical Evidence Linking Risk Management to Profitability
The findings of empirical studies are contradictory on the role of risk management in profitability. Strong controls can make earnings stable, but overvaluation can restrain returns. The non-banking financial institutions (NBFIs) are even more variable due to a unique funding and regulatory environment.

[bookmark: _Toc220882976]2.6.1 Studies Showing Positive Links
According to a number of studies, risk management makes profitability effective. The institutions that have a well-ordered governance, clear policies and strict disciplined credit evaluation experience more stable returns. The studies have shown that the companies that impose strict credit checks have fewer defaults and reduced income volatility (Rahman, Reza and Alam, 2024). Lending capacity is also based on prudent liquidity planning in times of stress, thus protecting margins. Research conducted in the United Kingdom and Europe indicates that conservative companies are able to endure a recession better and take shorter durations to recover. They also develop investor confidence that subsequently leads to low costs of funds (Tömöri, Lakatos and Mártha, 2021). These results would indicate that properly implemented risk management is not only defensive, but it can actually facilitate long-term profitability, as well as enhance competitive positioning.

[bookmark: _Toc220882977]2.6.2 Studies Showing Weak or Negative Links
Other researchers argue that when risk management is strict, then profitability can be limited by an extreme application of risk management. Excessive conservatism may reduce growth opportunities and limit entry to higher-yield lending markets. By avoiding risk too much, firms deny themselves a possible payoff, especially in times of favourable market conditions. There is also empirical evidence that the high cost of running an operation could be brought about by compliance with regulatory requirements, thus reducing the net profit, particularly to the smaller financial institutions (Xu, Sun and Wang, 2024). Further studies also point out that tremendous expenses in monitoring tools, reporting systems, and stress testing could drain resources. This is an additional burden to NBFIs that already face high funding costs. Certain commentaries indicate that risk frameworks are in danger of being reduced to box-ticking practices that put more emphasis on regulatory comparison, more than on actual risk mitigation. Under these conditions, there is a loss in profitability and less value in risk management. The latter observations highlight the need to balance risk frameworks; in cases of over-control being practised, stability is maintained at the expense of financial performance by reducing flexibility.

[bookmark: _Toc220882978]2.6.3 Reason Behind Findings Conflict
The evidence contradicts itself due to a number of reasons. To begin with, researchers use different methodologies, periods and performance indicators. Others are concerned with long-term stability, and others are concerned with short-run profitability. Second, the situation in the market is quite different. During crises, conservative firms tend to perform well in comparison to aggressive competitors in stable markets, though. Third, jurisdictions have different regulatory environments (Zhu et al., 2022). Organisations with strict regimes have an increased cost of compliance when compared to more relaxed regimes. Retail banks, investment firms, and NBFIs face different risks and rewards as well; this is determined by business models. A successful strategy in one industry might not work in an ineffective one. The culture of governance also leads to variance; those firms with high governance can get better value out of risk controls compared to those with poor accountability. All in all, the mixed evidence proves the fact that risk management influences profitability in a situation-specific way, which supports the necessity to study Close Brothers in the context of the situation.

[bookmark: _Toc220882979]2.7 Synthesis and Conceptual Framework
The literature suggests that an understanding of financial risks, measurement and management is the key dimension that impact on profitability of non-bank financial institutions. Recent theories, such as the risk-return trade-off and the Modern Portfolio Theory, remind us that we have to be careful and take the chance (Ahmad, Bashir and Waqas, 2022). Empirical studies also show disciplined governance is a source of stable earnings, and too much conservatism could impede growth. As a result, risk management as a dynamic process, as opposed to a set of guidelines, has to be investigated. The varied threats of the non-bank financial institutions have an interplay with other an example would be the risk of credit risk, which affects the liquidity as an increase in the number of defaults brings about a fall in cash flow. Liquidity pressures, on the other hand, increase the market risk factor as firms might be forced to refinance at unfavourable prices. Other risks are also worsened with operational failures due to a weakening in internal controls (Abdullah, Hashmi and Iqbal, 2022). The way in which companies react to these forces is determined by governance and corporate culture. The interaction implies that a single risk does not determine profitability, but it is the way that risks interact and how they are well-managed.
Based on these insights, the conceptual model for this dissertation follows a simple flow: risk types → risk controls → profitability outcomes. The types of risks include credit, liquidity, market, operational, and governance risks. Some of the risk controls include underwriting, monitoring, stress testing, capital planning, and liquidity buffers. The output in terms of profitability includes returns, stability in earnings and shock resistance (Popkova and Sergi, 2021). This theory guides the discussion of Close Brothers. It helps to ascertain whether the culture of conservativeness and strong controls embraced by the firm is the cause of long-run profitability. It also assists in determining the risks that have the highest impact on the financial performance. The model is based on the synthesis of theory and empirical evidence that provides a clear framework within which the role of risk management to enable sustainable returns is evaluated.

[bookmark: _Toc220882980]2.8 Research Gap and Study Justification
The available literature offers little information regarding the degree to which risk management is affected by profitability in the United Kingdom non-banking financial institutions. The bulk of empirical research focuses on commercial banks or on the international marketplace, thus creating a glaring gap in our knowledge of the functioning of specialised lenders in terms of UK regulatory policies (Murugan, T. and Marappan, 2023). Additionally, the lack of studies on technology is still present, where the concept of qualitative disclosures of annual reports is combined with quantitative analysis of ratios. Many research works are based on one type of data, which limits the depth of the conclusions. This creates the need to have a combination of a narrative and a numerical approach to delivering information on the financial performance. The other gap relates to timing; to a large extent, the current evidence lacks an explanation of what happened to the market after the volatility in the post-COVID market or the regulatory adjustment after Brexit. Such incidents have changed the state of funding, risk tolerance and supervisory demands (Landi et al., 2022). It is essential to understand how the firms have reacted to gauge long-term resilience. Close Brothers is a relevant situation since the company has a conservative culture and open disclosure of risks. It has a stable, risk-sensitive, and specialised business model. Moreover, it also provides comprehensive annual reports, which makes it a perfect object of the study that requires both qualitative and quantitative data. The case analysis will address the specified gaps and offer some revelations to the broader industry.

[bookmark: _Toc220882981]2.9 Conclusion of the Literature Review 
The literature review has indicated that the profitability of the non-bank financial institutions is dependent on the successful identification, management, and alignment of various risks into strategic decision-making. The analysed theories indicate the importance of risk-return balance, and the empirical studies identify the advantages and drawbacks of risk cultures that are conservative (Morara and Sibindi, 2021). The evidence also shows that there are complex interactions and effects of risks on performance. The research gaps in the area of the UK, especially in the post-COVID era and in the post-Brexit era, condition the choice of Close Brothers as the area of particular study. In general, the review provides a solid base for the analysis of the ways risk management can contribute to the profitability that is sustainable.



[bookmark: _Toc220882982]Chapter 3: Methodology
[bookmark: _Toc220882983]3.1 Introduction to the Methodology
This chapter discusses the methodological decisions used to direct the study and provide a rigorous and valid analysis of the role played by financial risk management on profitability at Close Brothers. It is important that a systematic approach is implemented since there are a number of interacting factors that influence risk and performance (Denscombe, 2025). The Research Onion of Saunders offers the guidelines for choosing the most appropriate philosophy, approach, and research design. The research is based on secondary sources, which is a proper choice to examine the controlled financial institutions and provides credible information that is publicly checked. The chapter describes the philosophy of the research, research approach, research strategy, methodological choice, timeline, data collection methods, analytical methods, ethical concerns, and the limitations of the methodology.
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Figure 2: Research Onion model
Source: (Denscombe, 2025)
[bookmark: _Toc220882984]3.2 Research Philosophy
The outer circle of the Research Onion of Saunders deals with the philosophy of research, which defines the way in which the knowledge is interpreted and discussed. The study is positivistic because it is a philosophy that asserts there is truth outside human perceptions, and it can be quantified using observable facts. Positivism is based on numerical information, objective reality and replicable procedures (Phillips, Tichavakunda and Sedaghat, 2024). It fits well in a financial analysis that relies on published statements, regulatory reports and quantifiable measures of such elements as profitability ratios and risk measurements. This will increase the level of transparency and will enable other scientists to reproduce or confirm the findings. In its turn, interpretivism dwells upon subjective meanings and human experiences. It entails interviews or personal accounts that have not been applied in this dissertation. As the study uses purely secondary financial data, the interpretivism would not offer any extra value. The ostracism of interpretivism enhances the academic rigour because it guarantees the complete correspondence of the research purpose, the type of data and the philosophy adopted. Positivism influences the research by aiding in the quantification, comparison, and testing of theories (Habu and Henderson, 2023). It facilitates determining the trends between the risk management practices and profitability results. It is also very objective in the interpretation of the performance of Close Brothers over the period of time. This philosophical stance gives a consistent basis on which risk frameworks can be assessed on the effects of financial outcomes in a regulated UK context.
[bookmark: _Toc220882985]3.3 Research Approach
In this study, the research method employed is a deductive research method where we start with our theory, then proceed to observation and finally to confirmation. In deductive reasoning, the already known ideas are used, like a risk-return trade-off and the theory of governance, and applied to the actual data to test whether the predicted patterns are observed (Marx, 2023). This perfectly responds to the research purpose since the study assesses the relevance of theoretical conceptualisations of risk management to the financial performance of Close Brothers. It is based on hypothesis-like thinking, although it does not involve formal hypothesis testing, to provide direction for analysing and interpreting. It is consistent with quantitative financial reporting and formatted risk reporting. An inductive approach is not employed since the process of induction aims at formulating a new theory out of primary and qualitative insights. In this paper, there are no interviews, stories, or grounded-theory aspects (Delios et al., 2023). It also looks at an established institution with publicly available information, and induction does not apply in this case. Systematic comparison of the theory and financial trends is supported by the deductive approach. It assists in determining the role of conservative risk culture in Close Brothers in maintaining stable profitability in the long run. This provides a logical and theoretically sensitive base for the analysis. 
[bookmark: _Toc220882986]3.4 Research Strategy
This research takes the case study approach, which entails a thorough analysis of one organisation in an effort to learn an elaborate reality phenomenon. A case study is suitable where the researcher wants in-depth and not breadth, and he or she wants to examine the behaviours, processes and outcomes in their real-life context (Snyder, 2019). The purpose of choosing a close brother is that it is a transparent case since it has detailed annual reports, a conservative risk culture that has existed over a long period and high regulatory involvement. These characteristics render it a perfect venue that can be used to explore the influence of financial risk management on profitability. The case study method also enables the research to investigate the working mechanisms of the risk practices in the regulatory context of the UK, as opposed to being abstract and in isolation.
A one-case approach has a number of benefits. It enables deep and intensive investigation without spreading attention to various organisations. It also allows proper contextual interpretation, which allows the researcher to follow the trend of risk and profitability as time goes by. Such a level of detail is required to grasp complicated behaviour in the world of finance (Cheong et al., 2023). But one case is a constraint to generalisation. The results might not be generalizable to NBFIs. This weakness is overcome through the fact that the analysis is based on solid theoretical concepts and data interpretation.
The other research strategies were heard but were dismissed. Polls will need to have contact with the participants, which is not possible. The unsuitability of experiments is because financial institutions cannot be subjected to experiments (Ungunmerr-Baumann et al., 2022). The multiple-case approach based on comparison was also dismissed because of word limitations and the unavailability of equally detailed data in firms. The individual case study thus has the best mix of depth, relevancy, and viability.
[bookmark: _Toc220882987]3.5 Methodological Choice
This paper will take a mixed-method design under secondary data, which integrates qualitative and quantitative designs to enhance the study. The qualitative aspect will entail a narrative analysis of the risk disclosures, the governance statements, and the regulatory reports of Close Brothers (Bonyadi, 2023). This assists in determining themes of risk appetite, control mechanisms and cultural practices. The quantitative aspect applies the financial ratio and trend analysis to determine the performance in terms of profitability and risk over time. The fact that mixed methods offer triangulation, in which the knowledge gained by the narrative disclosures can be contrasted with the numerical data, is a plus (Bonyadi, 2023). This leads to a better and more trustworthy insight into risk management and its impact on profitability. It further increases the validity of the findings as it does not rely on one type of data. It does not use primary data because of the limitations of access, the lack of an ethical protocol to conduct interviews, and the limited possibility of accessing the senior managers of financial institutions. Additionally, the publicly available reports are rich enough in detail and credible enough to be used in this study.
[bookmark: _Toc220882988]3.6 Time Horizon
This paper uses a cross-sectional time horizon but with long aspects. Cross-sectional design deals with the analysis of data at one time period, and this is appropriate in the secondary research, where one pulls information based on already existing documents. Nevertheless, due to the fact that the study analyses financial and risk information between 2019 and 2024, it acquires a longitudinal view, as well. The disruptions that have been captured in this multi-year window include COVID-19, changes in interest rates, and post-Brexit market changes. Evaluation of years of data makes it easier to identify risk management and profitability trends. This is the hybrid method that is suitable for examining the changes in a regulated financial institution by secondary sources.
Gantt chart: 
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Figure 3: Gantt chart 
Source: Self-Made

[bookmark: _Toc220882989]3.7 Data Collection
The study is fully based on the secondary data, and this is what is right when analysing a regulated financial institution where publicly available information is extensive and valid (Denscombe, 2025). Objective, replicable analysis is also supported by secondary data, and it concurs with the positivist philosophy, as well as the deductive approach. The paper resorts to various quality sources to provide profundity and authority.
	Source
	Purpose

	Close Brothers Annual Reports (2019–2024)
	Risk disclosures, financial statements, governance reports, capital and liquidity data.

	FCA and PRA Regulatory Papers
	Supervisory expectations, risk-management standards, and industry guidelines (Urcia, 2021).

	Market Databases (Bloomberg, Reuters, FT)
	External commentary, market conditions, sector trends.

	Peer-Reviewed Academic Journals
	Theoretical grounding and empirical evidence on risk management and NBFIs (Urcia, 2021).


Table 1: Sources of Secondary Data
Selection Criteria: Only sources that met the following criteria were used:
1. Relevance to financial risk, profitability, or regulatory context.
2. Time appropriateness, focusing on 2019–2024 to reflect Brexit and COVID-19 impacts.
3. Reliability, using audited reports, regulated disclosures, and reputable publications (Marx, 2023).
4. Accessibility, ensuring full transparency and replicability for academic research.
Strengths of Secondary Data: Secondary data is authentic, as the company reports and regulatory documents are audited and checked in regard to compliance. Such sources can be tracked longitudinally, and thus it is possible to see how profitability, risk indicators, and strategic behaviour change over several years (Marx, 2023). The secondary data also minimises personal bias since, through this, the researcher does not have any control over the information given as opposed to direct interviews or surveys.

Limitations of Secondary Data: The secondary data has its weaknesses as well as it has its strengths. Annual reports can have managerial bias because companies tend to portray reports strategically. The lack of internal interviews implies that the insider views on risk decisions cannot be identified (Habu and Henderson, 2023). Data format also has a low level of control, thus limiting the possibility of exploring other variables other than the published ones.
[bookmark: _Toc220882990]3.8 Data Analysis
The analytic paradigm employed in the study is a combination of both qualitative thematic analysis and quantitative ratio analysis. Such a combined method helps to gain a better insight into the impact that risk management practices have on the profitability of Close Brother (Bonyadi, 2023). The results are credible and fuller because the authors have used both numbers and storytelling to reveal. 
Quantitative Analysis: Ratio Trends
Quantitative analysis focuses on year-on-year trends from 2019 to 2024. The following ratios are examined to assess financial performance and risk exposure:
	Category
	Indicators Used
	Purpose

	Profitability
	ROA, ROE, NIM, Cost-to-Income Ratio
	To evaluate how efficiently the firm converts lending activities into profit (Bonyadi, 2023).

	Risk Indicators
	Loan Loss Provisions, Impairment Rates, Liquidity Coverage Ratio, Capital Ratios (Bonyadi, 2023)
	To assess credit quality, resilience, and ability to absorb shocks.


Table 2: Ratio Trends
The comparisons every year would help to determine if variations in profitability were in line with the variations in risk conditions. As an example, provisions increase can be a clue to the low quality of credit, and the maintenance of capital ratios can be considered as a sign of resilience (Phillips, Tichavakunda and Sedaghat, 2024). This comparative analysis makes it possible to give an explicit explanation of the financial behaviour of Close Brothers in the volatile times.
Qualitative Analysis: Thematic Review of Risk Disclosures
Annual reports are reviewed to identify recurring themes within risk disclosures. Themes include:
1. Credit culture and underwriting discipline
2. Liquidity and funding strategy (Cheong et al., 2023)
3. Stress-testing practices
4. Risk appetite and governance oversight
It is a simplified process of coding. The statements are made in a list, and a similar one is outlined, and recurring patterns are made (Cheong et al., 2023). This approach reflects the way how the company discloses its risk posture, risk monitoring and governance facilitation. The analysis also provides an understanding of the strategic changes over a period of time. 

Triangulation Technique: Triangulation provides a certain level of empowerment of the research through the comparison of quantitative findings on one hand and qualitative themes on the other hand. Considering that, as an example, some of the disclosures concentrate on tight credit controls, this is counterbalanced with impairment trends (Ungunmerr-Baumann et al., 2022). If the firm is reporting good liquidity planning, the liquidity ratios are checked on the same basis. Correlation between pronouncements in a story and fiscal results increases trust, whilst in lackadaisical resonances being expressed, fields to gain more interpretations.

Ensuring Reliability and Validity: Multiple data sources, such as regulatory reports and market commentary, are used to provide Reliability. Ratio calculation and thematic coding are the steps that are transparent and replicable, which enhances validity (Ungunmerr-Baumann et al., 2022). The balanced and academically rigorous assessment of risk and profitability in the study is achieved by the combination of objective financial data and systematic qualitative analysis.
[bookmark: _Toc220882991]3.9 Ethical Considerations
This research is associated with minimal ethical risks since it is based on secondary data that is publicly available, i.e., annual reports, regulatory documents, and academic literature. No personal or confidential data is obtained. Ethical responsibility aims at proper representation and fair interpretation of all the data employed (Denscombe, 2025). The analysis is conducted according to the university ethics, referring to the appropriateness, not plagiarising, and being completely transparent in the process of data management. One reports the financial information in its purest form as it is published and does not make any alteration or manipulation. In following these standards, the study is also upright, and the results are well credible, respectful and scholarly.
[bookmark: _Toc220882992]3.10 Methodological Limitations
This research has a number of methodological constraints. First, it depends completely on secondary data, and this limits the availability of internal views on risk decisions (Bonyadi, 2023). The analysis is unable to exhaust the managerial logic or informal behaviours in Close Brothers without interviews or first-hand information. Second, the application of a single case study limits the generalisation of the results. Although the case is detailed, its conclusions might be restricted to all non-bank financial institutions (Denscombe, 2025). Third, reports that are presented annually can be biased by the managers, since the companies usually present the disclosures in a manner that supports their strategic goals or the requirements of the authorities. This can affect the representation of risks and performance. Besides, time and word constraints restrict the scope of the study and limit the possibilities to compare the sector on a larger scale or conduct a multi-case analysis (Snyder, 2019). Irrespective of these weaknesses, the study has been credible due to its triangulation, transparency, and critical interpretation of the evidence that was available.
[bookmark: _Toc220882993]3.11 Conclusion of the Chapter
This chapter described the methodological framework that led to the study by applying the Research Onion by Saunders to cover all decisions made justifiably. A deductive approach, positivist philosophy and single case strategy give a systematic basis for the analysis of how financial risk management affects profitability at Close Brothers. The study is enhanced through the mixed-method design because of the combination of financial ratios and the thematic analysis of disclosures (Habu and Henderson, 2023). Triangulation will increase validity, whereas secondary data will guarantee reliability. The approach does not have a very strong generalisability (and lacks primary insights), but the methodology is still strong enough and suitable for the research purpose. These decisions put together generate a consistent and sound academic analysis.




[bookmark: _Toc220882994]Chapter 4: Findings and Discussion
[bookmark: _Toc220882995]4.1 Introduction 
This chapter is a report on the secondary-data analysis of Close Brothers Group plc ("Close Brothers") under the period FY2019- FY2024 (financial year-ends 31 July). This is done to show how the financial position of the Group and risk management decisions result in specific performance aspects through financial evidence (Denscombe, 2025). Following the approach of Chapter 3 about the methodology of the chapter, it comprises a descriptive trend analysis and is complemented by different ratio-based calculations on the figures of audited annual reports, in the form of tables.
The review structure is based on a viable financial management reasoning. The first is the analysis of the scale and arrangement of the balance sheet, since the risk exposures (credit, liquidity and capital) of a specialist lender are much more balance-sheet exposed (Matlhaku and Ferreira-Schenk, 2025). Second, it assesses the income to profit conversion by operating income, cost-efficiency, and cost-impairment charges because the overall factor of profitability dependency in lending has frequently been credit cost and not operating cost. Third, it takes into account capital and liquidity buffers, as the quality of risk management is finally put to the test by the ability of the firm to withstand stress and regulatory headroom (Close Brothers Group plc, 2024).
In the chapter, one will follow the key figures over the years and transform them into indicators of interpretation (e.g., equity-to-assets, deposits-to-assets, loan-to-deposit, cost-to-income, impairment-to-income and capital headroom) (Liu and Huang, 2022). Where no figure appears in the extracted snapshots, the gap has been marked transparently in the chapter, and the item has been derived by getting the disclosed subtotals, or the ratio is avoided by just leaving the gap blank. The general focus is thus fiscal and analytical and not specifically narrative.
[bookmark: _Toc220882996]4.2 Overview of Close Brothers’ Balance Sheet and Funding Model (FY2019–FY2024)
The performance of the capital of a specialist lender should be interpreted given its balance sheet and funding structure. Close Brother's balance sheet is growing with its total assets going up by GBP 10.6bn in FY2019 to GBP 14.1bn in FY2024. The total equity also rose, up to GBP 1.4bn in 2019 and approximately to GBP 1.8bn handy in 2024, benefiting the base of assets and forming part of the loss-absorption potential. Nevertheless, the rate of growth in assets and equity spread over the years influences leverage, buffer capacity and the capacity of the Group to absorb unexpected losses without violating regulatory minima (Phillips, Tichavakunda and Sedaghat, 2024).
Table 4.1 also summarises balance-sheet values and computes major structural ratios. There are three features which are significant financially. Firstly, customer deposits comprise a sizeable portion of funding (usually over fifty per cent of funds where they exist), which is generally considered more secure than wholesale funding (Landi et al., 2022). Second, borrowings are significant but relatively steady as a proportion of assets, meaning that the Group has diversified its sources of funds and is not limited to deposits. Third, the equity as an asset portion is in the low-teens percentage range, so alterations in impairment charges and retained earnings may have a significant impact on the equity base and, via regulatory conformations, CET1 capital.
Applying the financial management perspective, the financing organisation can be evaluated through a financing coverage lens: Are deposits and longer-term debts comfortable enough to finance the size of the lending assets (Kumar, Thrikawala and Acharya, 2022)? The Group demonstrates that the number of loans and deposits is at a ratio above 1:1 in the years that the loans and deposits are present (FY2019, FY2020, FY2022 and FY2023). This indicates that deposits do not suffice to fund the loan book, thus the treasury operation within the Group has to operate in balance of deposits, wholesale funding and capital market instruments, as well as liquidity buffers (Dieste, Panizzolo and Garza-Reyes, 2021).
The balance sheet also reveals that the credit footprint increment has occurred between FY2020 and FY2022FY2023, as combined loans and advances to customers and operating lease assets have increased in value between about GBP 7.6bn in FY2019 and FY2020 to around GBP 9.6bn in FY2022 and 9.9bn in FY2023. This growth provides a higher base of generating income, but also exposes the borrower to a greater level of stress, collateral value fluctuations and concentration risk which is recorded in impairment charges and capital requirements.
Lastly, FY2024 reports show that the total assets and equity will keep growing compared to FY2023. This is important because it features a macroeconomic transition from the pandemic shock (FY2020-FY2021) to inflation and rising interest rates (FY2022-FY2024). They influence both borrowers' performance (credit risk) and funding costs (interest-rate and liquidity risk), and the combined management of growth, credit quality, and capital headroom has become a key theme in the Group's financial results.
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Table 4.1 Balance-sheet summary and structure ratios (FY2019–FY2024, GBP m)
	Year
	Loans & advances + lease assets
	Customer deposits
	Borrowings
	Total assets
	Total liabilities
	Total equity
	Equity/Assets %
	Deposits/Assets %
	Borrowings/Assets %
	Asset growth %

	2019
	7,649.6
	5,638.4
	2,601.0
	10,561.3
	9,154.9
	1,406.4
	13.32
	53.39
	24.63
	

	2020
	7,616.7
	5,917.7
	2,591.2
	11,071.5
	9,621.9
	1,449.6
	13.09
	53.45
	23.40
	4.83

	2021
	
	6,634.8
	2,600.9
	12,034.5
	10,465.2
	1,569.3
	13.04
	55.13
	21.61
	8.70

	2022
	9,570.8
	7,359.7
	2,733.7
	13,172.3
	11,655.6
	1,516.7
	11.51
	55.87
	20.75
	9.45

	2023
	9,930.2
	7,762.5
	2,592.9
	13,586.7
	11,942.0
	1,644.7
	12.11
	57.13
	19.08
	3.15

	2024
	
	
	
	14,100.0
	12,200.0
	1,800.0
	12.77
	
	
	3.78



Source: Close Brothers Group plc (2019; 2020; 2021; 2022; 2023; 2024).
Notes: (1) FY2024 total assets/liabilities/equity shown are in rounded (GBP bn/converted into GBP m) form to conform with disclosure presentation. FY2021 customer deposits are calculated as a residual of the liability split in the annual report: deposits = total liabilities 6 minus (borrowings + market-making liabilities + other liabilities) (Hacini, Boulenfad and Dahou, 2021). (3) There are no loans and advances or operating lease assets in the extracted FY2021 and FY2024 balance-sheet snapshots, hence the loan-based ratios in those years are blanked.
[bookmark: _Toc220882997]4.2.1 Worked Calculations from Table 4.1
Worked calculation A – deriving FY2021 customer deposits:
FY2021 table values show total liabilities of GBP 10,465.2m, borrowings of GBP 2,600.9m, market-making liabilities of GBP 690.6m, and other liabilities of GBP 538.9m. Customer deposits are therefore computed as:
Customer deposits (FY2021) = 10,465.2 – (2,600.9 + 690.6 + 538.9) = 10,465.2 – 3,830.4 = GBP 6,634.8m.
This derivation uses only disclosed line items, avoiding unverified assumptions.
Worked calculation B – equity-to-assets ratio (FY2023):
Equity-to-assets = total equity ÷ total assets = 1,644.7 ÷ 13,586.7 = 0.1211 = 12.11%.
Interpretation: approximately 12 pence of accounting equity was available to absorb losses for each pound of assets (before regulatory adjustments).
Worked calculation C – loan-to-deposit ratio (FY2023, using disclosed loans and deposits):
Loan-to-deposit = (loans and advances + operating lease assets) ÷ customer deposits = 9,930.2 ÷ 7,762.5 = 1.279 = 127.9% (Close Brothers Group plc, 2023).
Interpretation: deposits did not fully fund the loan book, so the remaining funding requirement was met through borrowings and other liabilities, supported by equity and liquidity buffers.
[bookmark: _Toc220882998]4.2.2 Balance-Sheet Growth and Financial Implications
The balance-sheet growth profile has a direct effect on profitability and risk (Damasa, 2026). Growth of assets can fund growth of income, as long as assets are invested in higher-yielding lending investments, but it also amplifies the gross amount of possible credit losses in a stress event. It is evident in Table 4.1 that the total assets increased to GBP 10,561.3m (FY 2019), GBP 12,034.5m (FY 2020), and GBP 13,172.3m (FY 2021). The growth rate is not linear: the greatest year-on-year growth in the extracted series is between FY2021 and FY2022 (approximately 9.45%) (Close Brothers Group plc, 2024). Which is in line with a post-pandemic recovery in lending activity and/or portfolio growth.
Regarding the risk management perspective, the quality of growth is at least as important as the quantity of growth. A higher loan-to-assets ratio means higher vulnerability to credit risk (Galankashi and Rafiei, 2022). Whereas a higher deposit-to-assets ratio means potentially better and more secure funding, but it must have close attention to liquidity due to the sensitivity of deposits to market confidence. The loans-to-assets ratios in FY2019 and FY2020 stood at around 72-73, meaning that most of the assets are directed towards lending/lease exposures. The growth has been significantly focused on credit exposures compared to low-risk liquid assets within the FY2022-FY2023; the loans-to-assets ratio is kept within the mid-70% range (Close Brothers Group plc, 2023).
The ratio of equity to assets stands approximately at 11-13% in the years of available data. It is an indication that equity increased with assets on a broad basis, though the change in the ratio can be substantial when there is a shock in earnings (Close Brothers Group plc, 2022b). To illustrate, in the case when the gains on impairment increase dramatically (such as in FY2020 and FY2023), retained earnings can decline, and thus the accumulation of equity can be low in comparison with the accumulation of assets (Caby, Ziane and Lamarque, 2022). This effect is exaggerated in a regulated bank since CET1 capital is also backed by equity, and the increased risk-weighted assets are able to decrease capital ratios even in circumstances where there is an increase in total equity.
Another implication is related to the diversification of funds. The percentage of borrowing to assets is also significant (approximately 19-25%, where stated), which helps to conclude that Close Brothers relies on a combination of deposit funding and market/wholesale funding (Cheong et al., 2023). This combination can have a strategy-level benefit: wholesale financing can facilitate loan expansion when deposit expansion is slower; however, it can also make it more vulnerable to market situations, spreads and refinancing danger. Thus, the ability to sustain liquidity reserves and MREL would be included in the financial management kit, contributing to profitability stability (Akbar, 2021).
[bookmark: _Toc220882999]4.3 Profitability, Efficiency and the Credit-Cost Channel
Operating income and operating expenses are not the only drivers of profitability in a lending institution, but are also highly sensitive to credit impairment (Kiptoo, Kariuki and Ocharo, 2021). Thus, to illustrate the efficiency of an exposure to both financial and risk management, the entire income-profit bridge should be considered: operating income, operating expenses, and impairment losses.
Table 4.2 is a steady picture of FY2022 and FY2023 based on the lines of the summary group income statement that are present in the extracted annual report text. Even in this two-year frame, the tendency is informative: operating profit grew from GBP 689.4m to GBP 727.6m, and adjusted operating expenses grew from GBP 506.6m to GBP 529.6m, showing that the ratio between the costs and income remained quite stable (approximately 73%). This relative operating efficiency, however, saw different adjustments in the adjusting operating profit, which deteriorated to GBP 113.5m against GBP 155.3m and was mainly due to impairment losses, which increased between GBP 27.5m and GBP 84.5m.
This is a squinting-glass effect of credit and cost dominance. That is, the management can keep the base of operating costs under control, yet suffers profit loss on turning of the credit cycle (Bonyadi, 2023). Thus, the effectiveness of risk management of the Group needs to be evaluated by the strength of the underwriting standards, the discipline in monitoring of the portfolio and the discipline in provisioning, to avert the spikes in the impairments that are excessive, and to hold up the capital in times of stress.
This interpretation is also performed in the first part of the period by the indicators presented in the annual report. The Group recorded an expense/income ratio of 72% (improved to 61% in FY2019) and a return on opening equity of 1.0% (improved to 1.9% in FY2019) in FY2020 when the risk of pandemic amplified expected credit losses, and the coverage ratio is 3.0 (compared to 1.3) (Close Brothers Group plc, 2019), (Close Brothers Group plc, 2020). These signs prove that operational efficiency and profitability are prone to decline concurrently during a stress period, despite the judicious risk management action of increasing provisions (Jahan et al., 2022).
Table 4.2 Income-to-profit conversion (FY2022–FY2023, GBP m) and calculated efficiency ratios
	Year
	Operating income
	Adj operating expenses
	Impairment losses
	Adj operating profit
	Cost-to-income %
	Impairment/Income %
	AOP margin %

	2022
	689.4
	506.6
	27.5
	155.3
	73.48
	3.99
	22.53

	2023
	727.6
	529.6
	84.5
	113.5
	72.79
	11.61
	15.60


Source: Close Brothers Group plc (2019; 2020; 2021; 2022; 2023; 2024).

Formulas: cost-to-income = adjusted operating expenses ÷ operating income; impairment-to-income = impairment losses ÷ operating income; AOP margin = adjusted operating profit ÷ operating income.
[image: ]
[bookmark: _Toc220883000]4.3.1 Worked Calculation – Income Bridge Ratios
Worked calculation – impairment-to-income ratio (FY2023):
Impairment-to-income = impairment losses ÷ operating income = 84.5 ÷ 727.6 = 0.1161 = 11.61%.
Interpretation: over 11 pence of each pound of operating income was consumed by expected credit losses in FY2023, materially reducing profit.
Worked calculation – adjusted operating profit margin (FY2022):
AOP margin = adjusted operating profit ÷ operating income = 155.3 ÷ 689.4 = 0.2253 = 22.53%.
Interpretation: In FY2022, Close Brothers converted around 23% of operating income into adjusted operating profit before tax, reflecting a comparatively low impairment charge in that year.
Table 4.3 Selected profitability and credit-cost indicators disclosed in the annual reports (FY2019–FY2020)
	Year
	Expense/Income ratio %
	Return on opening equity %
	Provisioning coverage ratio %

	2019
	61.00
	1.90
	1.30

	2020
	72.00
	1.00
	3.00



These indicators are disclosed by the Group itself in the narrative of annual reports and are mentioned to pin down the trend before 2021. They are used to supplement the calculated ratios in Table 4.2.
[bookmark: _Toc220883001]4.4 Credit Risk Management: Provisioning, Portfolio Growth and Profitability Impact
The closest path between risk management and profitability is credit risk, since the Banking division of the business uses a massive lending base at Close Brothers (Morara and Sibindi, 2021). The statistical data indicate that the profitability of the Group is extremely sensitive to the fluctuations in impairments caused by macroeconomic circumstances and portfolio features.
An important discovery is that the impairment losses have been growing drastically between FY2023 and FY2022. As operating income grew and the cost base was kept under control, the impairment charge has more than tripled. It signifies a difference in the anticipated credit goodness or a more apprehensive credit rating strategy, possibly due to a growth in inflation, a rise in interest rates and cost-of-living demands affecting borrowers (Murugan, T and Marappan, 2023). Under a sensible risk management approach, these conditions will result in more staging of loans under the IFRS 9 and more probability-of-default assumptions, which means higher provisions before the crystallisation of defaults (IFRS Foundation, 2022). 
The preceding period of the pandemic gives equally representative evidence of prospective provisioning. This is because the provisioning coverage ratio rose by 1.3 in FY2019 and 3.0 in FY2020 (Close Brothers Group plc, 2021a). In financial terms, this may be viewed as management buying resilience by lowering reported profit to enhance loss-absorbing buffers. The trade-off here is one of the central themes in risk management as applied to banking (Popkova and Sergi, 2021). Heavy provisioning will diminish short-term profitability, although such lax standards may diminish the probability of a cataclysmic depletion of capital in the future.
We can use the indicators of credit costs to relate to the expansion of the credit footprint in order to discern the scale effect. Disclosed operating lease assets and FY2020 to FY2022, there was an increment in disclosed loans and operating lease assets, which ranged between GBP 7.6bn and GBP 9.6bn (IFRS Foundation, 2022). The higher the loan book, the higher, regardless of the costs, the percentage loss rates will be converted into higher absolute impairment charges. As such, the growth of the portfolio should be awakened by effective credit governance, which involves:
1. Underwriting standards calibrated to cycle risk;
2. portfolio concentration monitoring (Marx, 2023);
3. collateral valuation discipline (where applicable);
4. early-warning systems and arrears management (Damilare et al., 2021); and
5. stress testing that links macro shocks to expected losses and capital depletion.
From a profitability management perspective, the information suggests that the profit volatility of Close Brothers may be greater because of the impairment volatility than the operational costs volatility (Habu and Henderson, 2023). Based on this, risk management measures to enhance the stability of the earnings would involve the reduction of credit-cost spikes with increased proactive rebalancing of the portfolio, tightening of risk-appetite constraints in more risky sub-segments, and a more aggressive collection at times of crisis.
[bookmark: _Toc220883002]4.5 Liquidity and Funding Risk: Deposit Dependence, Borrowings and Buffer Management
Liquidity and Funding risk are evaluated based on balance sheet structural indicators (deposits-to-assets, borrowings-to-assets) as well as regulatory indicators of liquidity (LCR). Close Brother seems to have a deposit-based funding structure that is completed with borrowings (Delios et al., 2023). Overdeposits are about 53-57% of the assets in the years of disclosure of deposits (Table 4.1). This represents a high level of core funding base, but the figures of the loan to deposits ratio of over 100% point towards the fact that deposits do not finance the entire loan book. Hence, the treasury strategy needs to trade off:
· The stability and pricing of deposits,
· The refinancing and spread risks of borrowings (Bianchi and Bigio, 2022),
· The maturity profile of assets and liabilities, and
· The holding of liquid assets that can be monetised under stress.
Another interesting observation during the annual report is that the Liquidity Coverage Ratio declined by 195% in FY2023 to 137% in FY2024. Although both values are still higher than the regulatory minimum of 100, the decrease suggests a decreased headroom of liquidity against stress outflows. This brings the liquidity buffer optimisation more restrictive as a constraint on growth and profitability in financial management terms (Jariah and Lukiana, 2023). As an example, a greater quantity of higher-quality liquid assets will raise LCR but will lower profitability if those assets are less than the loan book.
It is also possible to evaluate the funding structure by comparing deposits and borrowings. A low ratio of deposits to borrowings represents a dependency on wholesale finance. GFP 5,638.4m of deposits versus GBP 2,601.0m of borrowings are inferred to indicate a deposits/borrowings ratio of 2.17x in FY2019 (Close Brothers Group plc, 2021b). The deposit amounts (GBP 7,762.5m) and borrowings (GBP 2,592.9m) in FY2023 indicate a deposit/borrowings ratio of 2.99x (Close Brothers Group plc, 2022a). It indicate that deposits played an increasing role in the balance sheet. This is the trend that facilitates the thinking of increasing financial stability (Al Zaidanin and Al Zaidanin, 2021). However, the parallel decline of LCR in FY2024 suggests that liquidity reserves and funding relations should be thought of jointly and not individually.
Lastly, credit risk management relates to liquidity management. Increased arrears (along with default) can diminish cash inflows and elevate the requirement for funds under pressure, and deposit confidence can be more susceptible to the sentiments of the market (Denscombe, 2025). Stress testing and contingency funding planning are therefore necessary in order to ensure that the profitability shocks in terms of credit losses do not translate into liquidity shocks.
[bookmark: _Toc220883003]4.6 Capital Adequacy and Regulatory Headroom: Quantitative Buffer Analysis
Regulatory capital ratios are an official, quantitative measure of the results of risk management. The numerator is the capital resources (capital resources such as CET1 and other devices), whereas the denominator is risk-weighted assets (depending on the size and riskiness of the portfolio) (Feng and Qu, 2022). In accordance with annual report disclosures, key ratios of capital declined in FY2023 and FY2024, although it still complied with the minimum requirements.
Close Brothers had a CET1 ratio of 12.8% (FY2024: 13.3%), a Tier 1 ratio of 14.7% (FY2023: 15.2%), and a total capital ratio of 16.6% (FY2023: 17.5 apparent) (Close Brothers Group plc, 2023), (Close Brothers Group plc, 2024). The headroom is 3.1pp, 3.0pp and 1.9pp (compared to the disclosed minimum requirements 9.7% (CET1), 11.7% (Tier 1) and 14.7% (total capital)), respectively. Although these buffers still have a sense, the decreasing total capital headroom is financially important as it will cut down the growth capacity of the bank, given the same risk appetite.
The change can be described in two mechanisms mentioned in disclosures. To begin with, there was a greater risk-weighted assets in Commercial and Property, which by its nature decreases capital ratios on a mechanical basis unless capital is increased in the same line with it (Feng and Qu, 2022). Secondly, the cost of risk decreased the CET1 capital, which showed the relation between the credit impairment and capital formation. Concurrently, the Group also issued a GBP 250m Additional Tier 1 instrument, which contributed to the Tier 1 ratio and enhanced the leverage ratio.
This is a practical form of capital optimisation from a financial management perspective. Where earnings volatility or risk-weight growth puts pressure on CET1, the management can reinforce the entire capital stack through the issue of non-CET1 instruments. Nevertheless, because CET1 is the best capital, long-run profitability is still required to restore CET1 through retained earnings. Accordingly, the capital story goes back to the credit-cost story (Alabdullah, 2022). By stabilising impairments, profitability and the CET1 criterion are sustainable.
Table 4.4 summarises the capital and liquidity indicators disclosed and calculates headroom against the FY2024 minimum requirements. This advocates a steady measure of buffer stability and trail of direction.
Table 4.4 Capital and liquidity metrics with headroom calculations (selected years)
	Year
	CET1 %
	Tier1 %
	Total capital %
	Leverage %
	LCR %
	MREL %
	CET1 % headroom
	Tier1 % headroom
	Total capital % headroom
	Leverage % headroom

	2020
	14.10
	
	
	
	
	
	4.40
	
	
	

	2021
	15.80
	
	
	
	
	
	6.10
	
	
	

	2023
	13.30
	15.20
	17.50
	11.40
	195.00
	48.50
	3.60
	3.50
	2.80
	4.90

	2024
	12.80
	14.70
	16.60
	12.70
	137.00
	40.50
	3.10
	3.00
	1.90
	6.20



The calculation of headroom is based on the disclosed minimum requirements of the FY2024, which correspond to CET1 9.7, Tier 1 11.7, Total capital 14.7, and Leverage ratio 6.5. This helps in the comparability; the real requirements of the buffers may be different in years.
[bookmark: _Toc220883004]4.7 Market and Interest Rate Risk: Interactions with Profitability and Funding
Interest rate risk is more applicable when FY2022-FY2024, since the interest rate environment of the UK has changed considerably when compared to the last decade. To a lender, increasing prices may lead to greater returns on assets, yet it may also lead to higher costs of funding, as well as employee stress among borrowers (Delios et al., 2023). Thus, the overall impact on profitability is determined by asset-liability management and the rate of asset and liability repricing.
The net interest margin decompositions are not present in the extracted dataset; however, the financial trends are in line with a setting where credit costs are rising in reaction to the borrower affordability pressures, despite an increase in the operating income. This implies that the returns to an increase in lending rates might have been counterbalanced by (i) increased impairment expectations, (ii) re-pricing of competitive or market-based funding and (iii) operational costs and regulatory expenses linked to dealing with increased risk (Feng and Qu, 2022).
Liquidity buffers are also in interaction with market risk. The interest rates may decrease the market value of the fixed-rate securities in the liquidity portfolio and could impact the unrealised gains/losses position and consequently liquidity management decisions. This decrease in LCR in FY2023 and FY2024 could be due to portfolio rebalancing, funding strategy and macro conditions, and not a single one. Implications of financial management include:
· maintain robust interest rate risk limits,
· perform sensitivity analysis and scenario testing (Feng and Qu, 2022),
· coordinate treasury decisions with capital planning, and
· ensure that profitability targets are consistent with prudent risk appetite under changing rate conditions (Feng and Qu, 2022).
In general, market and interest rate risk management is to be viewed as a preparatory role that covers adverse repricing and liquidity shocks on the earnings base so that the Group can grow without losing its resilience.
[bookmark: _Toc220883005]4.8 Governance and Risk Oversight: Linking Controls to Financial Outcomes
Quantitative data in this chapter suggests that the governance systems of Close Brothers have to be functional in order to control credit, liquidity and capital risks. The most significant financial observation is that profitability is large and changes across a wide range, whereas operating efficiency (cost-to-income) can be fairly constant, mainly due to impairment charges (Jariah and Lukiana, 2023). This puts a burden on risk management, portfolio management and sound provisioning decisions.
In a pragmatic form, good governance necessitates that:
The risk appetite statements are turned into underwriting limits and portfolio focus controls.
· Early-warning signals (arrears trends, sector stress, collateral flows) initiate the timely undertaking;
· Judgement and judgement reviews Rmpairment modelling, and IFRS 9 judgement are individually reviewed and aligned with the actual performance of the portfolio witnessed (Jariah and Lukiana, 2023); and
· Stress testing is part of capital and liquidity planning to include both macro and idiosyncratic events of risk.
In areas with such controls, financial results (i) must be less volatile in impairment expenses over the cycle, (ii) must exhibit capital headroom, and (iii) must have sufficient access to funding (Jahan et al., 2022). The revealed drop in the capital ratios between FY2023 and FY2024, combined with the impairment burden rise in FY2023 itself, indicates why the governance should continue to stay on the progressive side: buffers may be emptied in the short term should both growth and risk costs trend negatively simultaneously.
Thus, governance is not a soft issue in a dissertation on financial management; it is a process whereby risk decisions are institutionalised and held accountable and ultimately determine the stability of earnings and the strength of the balance sheet.
[bookmark: _Toc220883006]4.9 Integrated Discussion: How Risk Management Explains Profitability Movement
Combining the quantitative and qualitative evidence, the results indicate a consistent pattern of the profitability trend in the period of FY2019-FY2024.
To begin with, the growth of the balance sheet of the Group provided it with a bigger platform to generate income, as evidenced by the increase in assets from GBP 10.6bn to about GBP 14.1bn. As this growth was accompanied by deposit growth and equity growth (Close Brothers Group plc, 2024). It means that the Group had a fundamentally scaled funding base (Morara and Sibindi, 2021). The structural ratios demonstrate that the deposits were still the main source of funding, and borrowings offered the possibility to increase the growth of loans.
Second, efficiency is fairly stable where it is assessed. FY2022-FY2023 cost-to-income is approximately 73% and the past narrative is that efficiency declined in FY 2020 when the stress was at its highest level. This means that sustainability requires cost management, but is not central to profitability variability.
Third, the prevailing swing factor is the credit costs. The provisioning coverage ratio rose considerably in FY2020, which is a welcome reaction to uncertainty during the pandemic. Profit was compressed by higher impairment losses in FY2023 than it had been in FY2022, compressing increases in operating income (Habu and Henderson, 2023). These trends indicate that the profits generated by the firm are very vulnerable to risk factors that influence the performance of the borrowers, and that conservative provision and risk coverage are key in safeguarding the solvency.
Fourth, there is positive but reduced regulatory headroom in FY2024. There was an inward trend in CET1 ratios and the total capital ratios compared to FY2023, and the Group applied capital instruments (AT1 issuance) to maintain the total capital ratios (Damilare et al., 2021). This implies that financial managers are juggling growth, risk, expenditure and regulatory restrictions through capital planning tools to retain resiliency.
All in all, it would be possible to conclude that the performance of the financial performance of the Close Brothers is conditioned by the interactive system: the growth of the earning capacity increases the exposure, impairment measures render the macro and the portfolio stress into the profit effects, and capital/liquidity buffers are the capacity to absorb the effects without destabilisation of the funding model and compliance with requirements (Murugan, T and Marappan, 2023). Thus, in this case, the effective risk management may be apprehended as a skill to maintain this system in equilibrium, which is to provide sustainable earnings but at the same time maintain a prudent buffer and meet regulatory expectations.
[bookmark: _Toc220883007]4.10 Chapter Summary
This revised chapter dealt with the commentaries by incorporating financial information, tabular and worked calculations, going beyond a mere descriptive account (Jariah and Lukiana, 2023). The analysis reported expansion of the balance sheet, funding framework, efficiency measures, ratios and credit-cost pressures and measured capital and liquidity headroom. The important conclusion is that the detectability of the profitability of Close Brothers to the cycle of the credit: the operating efficiency may be steady, whereas impairment charges may cause significant changes in profits (Al Zaidanin and Al Zaidanin, 2021). Meanwhile, capital and liquidity buffers are above industry minimum levels, although compression in headroom balanced between FY2023 and FY2024 shows the need to do capital planning proactively and risk appetite disciplinarily in growth.
These findings can be built upon in the next chapter through the synthesis of implications of strategic risk management and a recommendation of the specific actions to take (e.g., portfolio concentration limits, better governance of provisioning, better capital planning, and how the changes would enhance the stability of profits without weakening prudential strength).

[bookmark: _Toc220883008]Chapter 5: Conclusion and Recommendations
[bookmark: _Toc220883009]5.1 Summary of Key Findings
This dissertation intends to determine the impact of financial risk management on the profitability of Close Brothers Group plc, a leading Non-bank financial institution (NBFI) in the UK (Singh et al., 2025). The research focused on the years between FY2019 and FY2024 and focused on examining the way that Close Brothers managed key financial risks such as credit, liquidity, market and operational risks and how these risks affected its profitability.
The key findings from the analysis of Close Brothers and the associated literature review are as follows:
Financial Risk Management and Profitability Connection: Close Brothers takes a conservative and disciplined approach to managing financial risks. This has played a major role in sustaining long-term profitability (Chaudhury and Sana, 2024). Despite serious macroeconomic problems such as Brexit and the Covid-19 pandemic, fluctuating interest rates, the company's risk management strategy has allowed it to maintain relatively stable financial performance (Chaudhury and Sana, 2024). The firm's conservative approach to credit, liquidity, and operational risks has enabled it to be resilient through periods of market volatility.
Credit Risk Management: The company's credit risk management strategy is defined by the adoption of secured lending practices and strict underwriting requirements. This way, the risk of defaults has been effectively minimised and assured steady streams of income (Tomori, Lakatos & Martha, 2021). However, the firm has been equally savvy in ramping up loan-loss provisions at times of economic uncertainty, and this has done good to the profitability of the firm, but unfortunately also at the cost of short-term profitability.
Liquidity and Funding: Close Brothers has a good balance between customer deposits and funding, which is sourced wholesale. While the company has a good liquidity position, its reliance on wholesale funding makes it easy prey for the market. Maintaining a balance in liquidity position is important to earn its profitability, especially during times of financial stress (Chaudhury and Sana, 2024).
Market Risk and Interest Rate Sensitivity: The firm is involved in conservative treasury operations on market risk management by investing in low-risk investments that do not involve high market risk volatility (Alam and Islam, 2022). While this approach makes profits more stable by way of returns, it does not enable the firm to realise greater returns in more volatile market conditions.
Operational Risk: Close Brothers has a robust internal control and governance structure, which minimises the operational risks (Mushunje and Mashasha, 2024). While operational risk has not played a significant role in terms of profitability, the increased significance of digital technologies in the financial sector introduces new challenges to which continued vigilance is required.

[bookmark: _Toc220883010]5.2 Contribution to Existing Literature
This study is an addition to the existing body of literature because it creates a detailed case study of Close Brothers, an NBFI in the UK. While much of the research on financial risk management was largely centralised around traditional banks, this dissertation focuses on the unique challenges that NBFIs face and the strategies they employ to manage financial risks.
The results obtained in this study are consistent with the Risk-Return Trade-Off Theory, which assumes that higher risks are likely associated with higher potential returns. In the case of Close Brothers, this situation has been achieved through a conservative approach to risk management, which has resulted in a stable level of profitability despite lower returns (Rahman, Khaled Rahman and Ahmed, 2023). This can be seen to give credence to the concept that lower risk can still mean acceptable returns, especially for companies operating in volatile markets.
Furthermore, the research also strengthens the relevance of the agency theory by enabling the long-standing practice of governance and risk management by Close Brothers-experienced managers, which can minimise the risk of managerial activities likely to harm the long-term interests of shareholders (Mushunje and Mashasha, 2024). By exercising strict risk controls and using stability as a prime concern, the company has managed to maintain profitability even during difficult market conditions.
Finally, the dissertation does its part to join the debate relating to the Modern Portfolio Theory. Close Brothers is specialization with a very concentrated portfolio, major lending, as opposed to traditional broad diversification (Chowdhury, Uddin and Karim, 2026). This strategy, though providing stability, hampers the firm's opportunity to exploit high-growth opportunities. The study highlights the importance of an individual approach to portfolio management for NBFIs.

[bookmark: _Toc220883011]5.3 Practical Recommendations for Close Brothers
Based on the findings of this research, several recommendations are therefore made as a basis for Close Brothers to further improve its practices of financial risk management and improve profitability.
Strengthening Stress Testing and Scenario Analysis: On account of the increased volatility in the international financial markets, Close Brothers is advised to strengthen its stress testing and scenario analysis of its business. By adding more variation of stress a scenario could entail, combining with outlier yet plausible situations, such as an abrupt rise of interest rates or a recession, the firm can be better prepared for potential shock (Damasa, 2026). This would allow Close Brothers to enhance its approaches to capital allocation and make its business resilient in different economic conditions.
Refining Credit Risk Management: While Close Brothers has been conservative in its approach to credit risk and has been successful in this respect, the firm may do well to refine the credit risk models (Alam and Islam, 2022). One of its recommendations is making use of advanced analytics, including machine learning, to better predict defaults and identify potential risks in its portfolio of loans. (Alam and Islam, 2022). Additionally, the company may also wish to slightly develop its credit risk portfolio by creating new sectors or markets while retaining the focus on secured lending. This way, it would help to limit the risk of concentration, but with strong risk management in place.
Enhancing Liquidity and Funding Strategy: The study brings the fund requirement toward Close Brothers being dependent on wholesale funding into light, which exposes the company to liquidity risk, especially in a market instability setting (Damasa, 2026). To combat this, it is suggested that the firm work to diversify its funding sources, with a particular focus being to increase the amount of the customer's retail deposit base. Retail deposits are commonly more stable and less subject to variations in the market, which would provide the firm with more security of liquidity. In addition, Close Brothers should continue to monitor and recalibrate its liquidity buffers for changes in market conditions (Singh et al., 2025). Strengthening its liquidity contingency planning and ensuring the availability of sufficient high-quality liquid assets (HQLAs) in case of stress will ensure that the company will retain financial stability.
Balancing Risk and Growth Opportunities: While Closed Brothers has been profitable as a result of its conservative approach to risk management, it is important to consider new growth opportunities. The focus on stability has meant that the firm is not able to take full advantage of high-growth markets (Sahin, 2025). Therefore, it is recommended that Close Brothers consider changing the framework of their own risk appetite to assess whether there are possibly areas where the company could afford to take more calculated risks, which will not jeopardise the stability of the company's finances. For example, the expansion into the new lending markets with higher yields or investment in new financial products could guarantee new sources of income (Sahin, 2025). However, it is critical for these opportunities to be carefully weighed and those that are going to be consistent with the conservative risk profile of the firm. Close Brothers should seek to model more complex risk-adjusted returns to understand the trade-off between risk and reward.
Improving Governance and Risk Culture: Close Brothers has a good governance framework in place, but with the changing landscape of the financial ecosystem, especially with the rise of digital technologies, it’s important to help continuously improve the governance risk culture within the firm (Chowdhury, Uddin and Karim, 2026). Strengthening oversight of technology-related risk, such as cybersecurity risks and data privacy concerns, will be important as the company continues to diversify into a more digital company. Additionally, the company should carry on to improve transparency in terms of risk disclosures (Rahman, Khaled Rahman and Ahmed, 2023). Clear and consistent communication related to risk exposures, stress testing results and liquidity positions will help to increase investor confidence and support long term profitability. A commitment to transparency and good governance is also likely to ensure that the company retains its reputation for good risk management practices.
[bookmark: _Toc220883012]5.4 General Recommendations for Non-Banking Financial Institutions (NBFIs)
The results of this research have wider implications for other non-bank financial institutions (NBFIs) in the UK. As the NBFIs are less regulated than the conventional banks, which creates unique risks in them, there is a need for risk management in this place. Some general suggestions on NBFIs are presented below, based on the learning from Close Brothers:
Develop robust risk management frameworks: NBFIs should emphasise the development of robust risk management frameworks that align with their business models (Mushunje and Mashasha, 2024). This includes having good credit risk management practices, having diverse funding strategies and good liquidity management.
Diversify Funding Sources: Like Close Brothers, NBFIs should make efforts to diversify funding sources to reduce their dependence on wholesale markets (Alam and Islam, 2022). Retail deposits, long-term borrowings and securitisation can all play important roles in ensuring a stable liquidity position.
Embrace Advanced Analytics: Advanced analytics (the use of advanced data analytics, machine learning models, and predictive models) can assist NBFIs to manage their credit risk better, optimise their portfolio of investments andimetry (Chowdhury, Uddin and Karim, 2026). This would allow for more dynamic risk management and more profitable management.
Maintain Strong Operational Risk Management: As the financial services industry continues to become more digital, it is important for NBFIs to invest in strong operational risk management frameworks (Mushunje and Mashasha, 2024). This includes management of cybersecurity risks, ensuring compliance with changing regulations, and the use of good internal controls.
Focus on Long Term Stability: While you have to explore growth opportunities, NBFIs should concentrate on long term stability rather than short term gains (Alam and Islam, 2022). This is a matter of striking a tradeoff between risk and profitability, so that the attempts at growth do not go against the firm recognising the overall risk appetite and corporate governance practices.
[bookmark: _Toc220883013]5.5 Limitations and Areas for Future Research
While this study provides some useful information on financial risk management in NBFIs, it is not without limitations. The secondary data that was used in the study were confined to the annual reports and financial statements of Close Brothers (Chaudhury and Sana, 2024). There is a possibility in future research to incorporate primary data, such as an interview with senior managers, to gain a deeper understanding of risk management strategies used by the company. The limited time spent on Close Brothers as one case study does limit the generalisability of the findings. Future research could be carried out on some of the NBFIs to attempt to identify trends across the industry and seek to understand the range of risk management approaches in the sector (Singh et al., 2025). As the financial services industry continues to expand, future research needs to explore new risks. It consists of cybersecurity threats, data privacy concerns and the impact of artificial intelligence on the management of financial risks.
[bookmark: _Toc220883014]5.6 Conclusion
In concluding this dissertation, I have presented the problem of the relationship between financial risk management and profitability of financial institutions in Close Brothers Group plc, which can be noted that it is classified as a leader in the category of non-bank financial institutions in the UK. The results show that Close Brothers’ style of conservatively managing risks has been fruitful in terms of ensuring long-term profitability and stability (Mushunje and Mashasha, 2024). However, the firm must continue to evolve its risk management practices in order to allocate and embrace new risks and growth opportunities. The learning generated from this study is not only relevant to Close Brothers, but it also has important lessons for other NBFIs operating in the UK. NBFIs can increase their resiliency and profitability by adapting risk strategies, adapting funding and leveraging advanced data tools.
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