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Executive summary
This report describes the Credit Risk Management system of BD Finance company ltd.
Today, Non-banking financial institutions are contributing much in the economy of Bangladesh. There are now 34 NBFIs in Bangladesh which are providing diversifying financial services to their customers. Like banks, these financial institutions are also highly exposed to credit risk, as the main activities of NBFIS are financing other institutions and individuals through various credit facilities. For that reason, managing credit risk is a crucial task for all financial institutions.
BD Finance ltd is one of the NBFIS in Bangladesh, pursuing business for last 19 years. It has been financing commercial, industrial and SME sectors through lease and term loan finance.  To manage the credit risk associated with financing, BD Finance has Credit Risk Management department. This department reviews the credit applications, mitigates risk by ensuring appropriate terms and conditions and directly monitors and manages all unclassified/classified accounts. Another important responsibility of the department is to ensuring that the company is earning right share of return against the risk taken by facilitating finances.  
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[bookmark: _Toc1906553]Chapter 1: Introduction

[bookmark: _Toc1906554]1.1 Origin of the Report:
This report credit risk management of BD Finance Ltd: A Case Study has been prepared as a requirement for the completion of the Bachelor of Business Administration program of United International University, Dhaka. For project purpose this topic is assigned by my supervisor to work on it.
[bookmark: _Toc1906555]1.2 Significance of the report:
Education becomes more effective when there is a combination of theory and practical knowledge. Theoretical knowledge achieved perfection with the implication of practical knowledge. A practical orientation program is really essential for a student as our education system is mostly text based. Professional experience is very important to be established. In this case I got assigned as an intern for 3months period at BD Finance there I have got bit practical experience by analyzing Credit Risk Management of BD Finance.
[bookmark: _Toc1906556]1.3 Scope of the Report:
This report is based on my observations and studies. The prime focus was analyzing the credit risk, lending procedure, Credit Risk Mitigation techniques of BD Finance ltd. The scope of my report is limited.
[bookmark: _Toc1906557]1.4 Objectives of the report:
[bookmark: _Toc1906558]General objectives: To analyze the “Credit Risk Management of BD Finance Ltd: A Case Study”.
Specific objective:
· To know the sources of credit risk
· To know the procedure of credit risk management
· To know the credit risk mitigation techniques
· To get the Practical experience.



[bookmark: _Toc1906559]1.5 Methodology
Types of Research
This report is descriptive. Collection of primary and secondary data has been required for the analysis. Annual reports as well as credit policy of BD Finance ltd have been used as major tools for the analyzing “Credit Risk Management of BD Finance Ltd: A Case Study”.
Types of data used
In order to analyze the credit risk management there are types of data have been used. These are
· Primary data collected from firsthand experience
· Secondary data collected by third parties
Sources of data 
The required information was collected from the primary and secondary sources.
Primary sources
· Conversations with the different officials.
· Take expert opinion from the credit risk management officers.
· Direct observations
· Informal discussion
Secondary sources
· Annual report
· Different documentation provided by Credit Risk Management department of BD Finance ltd.
· Web base support from internet




[bookmark: _Toc1906560]1.6 Limitations
As internship period is 3months the time frame of this report was very limited.so within this short time period it was really tough for me to know the details of Credit Risk Management as there are many criteria.
Because of strategic and comparative position of the company, it could not disclose the confidential information which might make the report more worthy.
As I am not that much experienced to analyze the “Credit Risk Management of BD Finance Ltd: A Case Study” there might have some short comings.
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[bookmark: _Toc1906562]2.1 Introduction of BD Finance
An institution engaged in such specialized forms of financing as purchasing accounts receivable, extending credit to retailers and manufacturers, discounting installment contracts, and granting loans with goods as security.
Bangladesh Finance And Investment Company Limited (BD Finance) Ltd started its journey in 1999 with the prime objective of delivering financial services across the different segments of clienteles and business as part of its humble endeavor to contribute meaningfully to the cause of socio- non banking financial economic development of the country. The Company obtained permission from Bangladesh Bank to operate as financial institution under the Financial Institutions Act 1993 on December 22, 1999 and listed in Dhaka Stock Exchange on September 06, 2007 and Chittagong Stock Exchange on August 28, 2007. The shareholding structure of BD Finance consists of reputed corporate houses, leading industrialists & general public. Over a decade, BD Finance emerged as one of the leading financial Institutions of the country with a wide range of financial products to the clients of different segments as articulated to ensure providing of customized financial solution. BD Finance continues to evolve as an innovative financial solution provider & now able to offer financial products tailored to the needs of its customers.
BD Finance looks forward to greater participation for economic development of Bangladesh introducing all financial products under one roof to meet the customer’s economic needs as a competitive market player.
Vision: To be most innovative financial services provider in the country with special focus on creating value for all stakeholders.
Mission: To reach out our financial services to the wider sections of populace with as part of our contribution towards inclusive, sustainable and quality growth with trust and confidence. 
Strategic Objectives
Some of the strategic objectives of the BD Finance Ltd are shown below: 
· Grow and diversify products range
· Optimization of profitability through best use of resources
· Enriching business portfolio maintaining proper due diligence
· Remain complaint on all regulatory issues and prudential guidelines
· Continuing long term relationship with clients based on trust and confidence
· Providing best services to all of our stakeholders which add real value to their wealth.
Core Values
Some of the core values of BD Finance Ltd are-
· Integrity
· Customer focus
· Trust &respect
· Equal Opportunity
· Transparency
· Team work
· Diversity
· Relationship forever
· Professional excellence
· Confidence & loyalty
Code of Conduct and Ethics
Their code of conduct is driven by their ethical values that they nurture in all their endeavors.in principle, following norms are in grained in them:
· No deviation from the standardized code of conduct
· Acting with integrity and dignity and no compromise with ethical standard
· Fair and truthful disclosures and thereby remaining transparent
· Committed to deliver topnotch hassle-free services to our clientele
· Want to remain law abiding corporate citizen
· Maximization of value worth of our valued shareholders is their motto
· They are well aware of their societal obligation and that’s why their journey ahead is always underpinned by the following three interweaving pillars-
· People
· Planet
· Profit
BD Finance Products and Services:
BD Finance products and services are given below with details:
[image: ]
Figure: BD Finance products and services






BD Finance Subsidiaries:
BD Finance has 2 subsidiaries, these are given below:
[image: ]
Figure: BD Finance Subsidiaries
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[bookmark: _Toc1906564]3.1 Definition
Client/ customer: Client or customer means a borrower or an applicant who wishes to borrow fund from BD Finance. They are sometimes referred as “counterparty.
New client: New client means a client with whom BD Finance has less than six months of experience with any product of BD Finance, not counting any grace period/moratorium.
Existing client: Existing client means a client with whom BD Finance at least six months of experience with any product of BD Finance, not counting any grace period/moratorium.
Defaulter: Defaulter means a business entity that has overdue of six months of more on loans or advances or any interest accrued thereon partly or wholly either extended to it or any organization it has relationship with. 
Guarantor: Guarantor means a person or a legal entity who /that takes legal responsibility to meet obligations to BD Finance in case of default by his/her/its reference client.
Security: Security means any financial assets or real asset that BD Finance will gain legal right of ownership in case of default by a client either through normal way or through litigation.
Credit: Credit is an agreement whereby a financial institution agrees to lend a borrower a maximum amount of money over a given time period. Interest is typically charged on the outstanding balance.
Credit Risk Management: Credit risk management is the practice of mitigating losses by understanding the adequacy of a bank’s capital and loan loss reserves at any given time – a process that has long been a challenge for financial institutions. Effective risk management is fundamental to being able to generate profits consistently and sustainably and is thus a central part of the financial and operational management of Bangladesh Finance And Investment Company Limited (‘BD Finance’). Through the risk management framework BD Finance manages enterprise-wide risks, with the objective of maximizing risk- adjusted returns while remaining within the risk appetite. As part of this framework, BD Finance uses a set of principles. The Risk Management Principles of BD Finance overlay all risk policy and decision-making. These principles comprise five statements of intent that describe its approach to the management of risk and the risk culture that BD Finance wishes to sustain:
· Balancing risk and return: Risk is taken in support of the requirements of the BD Finance’s stakeholders, in line with its strategy and within its appetite.
· Responsibility: It is the responsibility of all employees to ensure that risk-taking is disciplined and focused. BD Finance takes account of its social responsibilities and commitments to customers in taking risk to produce a return.
· Accountability: BD Finance only takes risk within agreed authorities and where there is appropriate infrastructure and resource. All risk-taking must be transparent, controlled and reported.
· Anticipation: BD Finance seeks to anticipate future risks and ensure awareness of all known risks.
· Competitive advantage: BD Finance seeks competitive advantage through efficient and effective risk management and control.
Credit Risk: Credit risk is the potential loss due to failure of counterparty to meet its obligations to pay BD Finance in accordance with agreed terms. Credit risk is managed through a framework which sets out policies and procedures covering the measurement and management of credit risk. There is a clear segregation of duties between transaction originators in the businesses and approvers in the risk function. All credit exposure limits are approved within a defined credit approval authority framework. Policy and procedures are defined to support credit underwriting activities at all levels of BD Finance. All credit decisions are subject to underwriting standards which mandate defined processes and procedures for performing credit checks and detailed due diligence reviews. Systems and controls are in place to monitor collateral value and loan covenants. Each counterparty is also required to have an approved limit in place prior to drawdown of funds. Counterparties are subject to credit rating and these ratings are reviewed on a regular basis. Active monitoring of accounting level activity and limit utilization trends helps to inform the early alert and risk trigger mechanisms. Potential problem accounts are investigated; monitored and appropriate action is taken. The portfolio is monitored from the point of view of industry concentrations, risk grade distribution and tenor and security profiles amongst other parameters. Past dues and impaired exposures are defined in accordance with the relevant Bangladesh Bank regulations. Specific and general provisions are computed periodically in accordance with the Bangladesh Bank regulations








[bookmark: _Toc1906565]Chapter 4: Credit Policies

[bookmark: _Toc1906566]4.1 Approval Authorities
In case of approval authority, the Board of Directors is the highest approval authority. An Execute can only exercise the power delegated by the board of directors of BD Finance in ways and manners Specified by them.   
The sequence of allocation of authority by the board of directors to ensure quick and efficient service to the clients is as under:
· Board of Directors – Highest Authority
· Executive Committee- Lowest authority
Under Financing Method of accounting, approval authority with the limit of finance amount based on single/ group exposure is as under:
	Authority
	Relationship
	Finance Amount

	Board of directors
	New client
	>BDT 5.00 crore

	
	Existing Client
	>BDT 5.00 crore

	
Executive Committee
	New client 
	_<BDT 5.00 crore

	
	Existing Client
	_< BDT 5.00 crore



All Approval limits are appropriate for all proposals simultaneously. In case of different criteria suggest different approval authorities, only the higher authority will be considered as approval authority.
[bookmark: _Toc1906567]4.2 Single Borrower Exposure limit
In case of single borrower exposure limit is 30% of total equity of BD Finance as per audited financial statements. The total outstanding financing facilities by BD finance should not be exceeding 30% of total equity to any single person or enterprise or organization of a group. If any proposed facility exceeds 30% of total equity according to audited financial Statements of BD Finance, prior approval shall be required from Bangladesh Bank before approval by the experienced authority.
[bookmark: _Toc1906568]4.3 Renewal and Enhancement of limit Facility
In case of any other changes, Renewal and enhancement  in the terms and conditions like change in interest rate, loan period, loan amount or security (primary or collateral) etc. for all types of loan/lease facilities must be made through forwarding to the appropriate approval authority before the expiry of the facility. However, Managing director may be delegated for any other changes in the terms and conditions which will not undermine the financial standing/ position of BD Finance.
[bookmark: _Toc1906569]4.4 Investment exposure limits
There are some investment exposure limits prevailing in the BD Finance Ltd. They are as following:
· In case of direct finance BD finance shall follow the existing rules for lease/loan financing.
· In case of capital market investment, the company shall seek to minimize its investment portfolio risks by diversifying and maintaining   a structured pattern of investments. The total investment exposure to shares shall not exceed 25% (not more than 50% subject to approval from Bangladesh Bank) of the company’s paid up capital and reserves at any point in time. The total investment exposure to any specific sector or group shall not exceed 50% of the same at any point in time.
[bookmark: _Toc1906570]4.5 Security Related Issues
The Security related issues are given below:
	Collateral/ security
	Security Coverage

	Land
	Maximum 70% of market value

	Building
	Maximum 70% of market value

	Vehicle (registered in BD Finance’s name)
	Written down value

	Lien on share (denaturized shares only)
	50% of face value or 50% of market value whichever is lower.

	Cash security /lien on TDR
	100% of TDR /cash security value



It should be noted that evaluation of collateral/ security shall be made by third party enlisted with BD Finance who will submit valuation report. Relevant documents shall be examined by experienced law firm registered with BD Finance with their legal opinion. BD Finance must not accept any property as security having legal opinion below obvious right if good right is not available. 
[bookmark: _Toc1906571]4.6 Cheques for repayment/security
BD Finance may take all post-dated cheques equivalent to total number of loan /lease installment/rentals and 1 cheque equivalent to the total receivable/principal amount against all contracts. In case of lease facility, 1 additional cheque equivalent to the transfer price of the leased assets shall be taken.
However, for corporate clients BD Finance may take not less than 12 PDCs equivalent to 12 number of loan/lease installment/rentals against each contract and 1 additional cheque equivalent to the total receivable /principal amount against each contract.
After rescheduling and restructuring of any facility, BD Finance may take new set of cheques and return the old/previous cheques to the client.
[bookmark: _Toc1906572]4.7 Additional Issues
Some of the additional issues are:
1) In case of third party mortgages, personal guarantee of the owner of the property is mandatory.
2) Personal Guarantee (PG) should be maintained up to date personal net worth statement as per BD Finance format signed by the guarantor.
3) Classification on registered mortgage and tripartite agreement will not be considered as security. Labeled securities must be further mortgaged/re-mortgaged to be considered as a security.
4) Before Disbursement In case of cash security, security deposit must be collected.
5) Corporate Guarantee (CG) should be supported by the latest financial statements (i.e. balance sheet, income statement), memorandum & Article of Association and board resolution of corporate guarantor.
6) CIB should be Unclassified in case of all directors, personal guarantor, corporate guarantor, majority shareholder subsidiary & associated/affiliated company (IF any).
[bookmark: _Toc1906573]4.8 Credit Committee (CC)
Constituent
 Following members shall constitute the Credit Committee: 
1. Managing Director and CEO
2.  Deputy Managing Director
3. Head of Credit. Risk Management 
4. Chief Finance Officer;
5. Head of Principal Branch 
6. Head of Planning, Research & Branch Control
Managing Director & CEO may recommend any other executive to be the member of CC if s/he thinks appropriate and shall determine the roles, responsibilities and process of work of the Credit Committee (CC). Managing Director & CEO may also offer any experienced and knowledgeable person well Experienced with asset and liability products of banks/FlS and mode of financing to be present in the meeting.
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[bookmark: _Toc1906575]5.1 Organogram at Head Office
The organogram is given below:Board/Execute Committee


Managing Director & CEO



Board secretariat
Internal control &compliance Division
Deputy managing director
Head of Business

Credit Administration Division

	
Officer, CAD

Relationship Management/Liability product Division
Relationship Management/ Assest product Division 



[bookmark: _GoBack]
	
Head of CRM Corporate
Legal & Recovery Division
Monitoring &follow up Division
Head of CRM Retail
Head of CRM MSME





Figure: Organogram of Head Office


[bookmark: _Toc1906576]5.2 Operational Procedure
The Operational procedure Starts from branch manager and ended at to the top management Managing Director. The operational Procedure is given below:
Credit Application recommended by BM at Branch


Head of Business at Head Office

Head of Credit (CRM) at Head Office


Credit Committee

Deputy Managing Director


Managing Director  & CEO

Executive Committee/Board


Figure: Operational Procedure
As per Practical Guidelines, Credit Committee (CC) does not have any authority for approval. CC will review the proposals and examine the merits and demerits and if found acceptable, will refer to the CRM with specific comments to place to the EC/Board/Management as per approved assignment


[bookmark: _Toc1906577]5.3 Credit Approval Process
The Credit Approval Process is interlinked with Head of Each Department as well as corporate clients, Front office and back office. The credit Approval Process of BD Finance is given below:Branch Manager/ chief Relationship Manager


*Corporate clients having existing or proposed exposure exceeding taka 5 crore.
Head of Law and Recovery
Head of Credit Administration



Head of Business (Corporate, MSME &Retail) (at HO)
Front office


Credit Approval Authority as per delegation
Head of CRM ( Corporate clients, MSME & Retail)


Back 
office



Credit approval process in details as under
· BM/Chief relationship manager will send the proposal to Head of Business at Head Office who after giving necessary evolutionary remarks will send the proposals to credit Risk Management Division.
· CRM will process the proposals and place the proposals to the experienced authority as per the assignment and later will deliver the decision to Relationship Manager & Branch Manager approving a copy to Business Division & Credit Administration Division. 








Figure: Credit Approval Process
[bookmark: _Toc1906578]5.4 Separate credit Risk management department
At BD finance, from a risk weighted point of view, in creating a high quality credit portfolio and maximize returns from risk assets an independence credit risk management department is in place to inspect. To assist the management, Research team of CRM regularly reviews market situation and exposure of BD finance in various industrial sub-sectors. In line with central Bank’s guidelines Credit Risk management has been separated from Credit Administration Department. Before recommendation of every credit proposal CRM assess credit risks and suggest mitigation while Credit Administration confirms that adequate loan and lease security documents are in place before disbursement.
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[bookmark: _Toc1906580]6.1 Key Responsibilities of Credit Risk Management (CRM) 
Risk Management Function: Review credit policies of BD Finance, procedures and controls relating to credit risks arising from business.
a)  Evaluate asset quality of BD Finance and ensure its reliability and to provide an independent assessment, approval of credit and business risks of BD Finance and serve on the Assets liability management (ALM )committee.
b)  Approve (or decline), within delegated authority (if any); Credit. Applications recommended by Relationship Management (RM) Unit where aggregate borrower exposure is in excess of approval limits, to provide recommendation to MD, EC or Board of Directors for approval.
c) Provide advice/assistance regarding all credit matters to RM Units. 
d) Update lending guidelines credit policies of BD Finance as and when required.
e)  Ensure Credit recommendation approvals are taken in a timely manner. 
f) Ensure-a sensible level of portfolio diversification. 
g) Ensure compliance with internal policies and procedures and external regulatory requirements.
h)  Contribute to the development of credit risk management skills of staff in CRM and Credit Administration Division. 
i) Provide input/advice to the MD/EC/Board regarding the formulation of Strategic operating plans.
[bookmark: _Toc1906581]6.2 Responsibilities of Relationship Manager (RM)
The responsibilities of Relationship Manager are given below:
· Serve as the primary relationship contact with the borrowers
· Maximize profitability by applying the negotiation skills with the counter parties to work out the mechanism for minimization credit losses i.e. primary risk assessments to be made by RM
· Provide good customer service while ensuring that interest of BD Finance is protected
· Grow the customer base through marketing and business development efforts
· Ensure that credit quality is maintained and customer reviews are completed in timely manner
· Maintain an in-depth knowledge of the customer’s business through regular customer visits and industry research.
· Ensure facility risk grades are accurate, and are changed in a timely manner basing upon the information and movement of financials of the borrowing concerns.
· Seek assistance from CRM at the earliest if adverse trends in a customer’s financial position are noted.
· Follow up with customers to ensure the timely receipt of financial statements, loan payments and all documentary requirements of BD Finance.
· Ensure compliance with internal policies and procedures and external regulatory requirements, and that all internal and external audit recommendations are implemented.
[bookmark: _Toc1906582]6.3 Responsibilities of Head OF Business
The responsibilities of Head of Business are given below:
A) Plan, develop and manage the corporate, commercial and industrial businesses to ensure high profitability and sustained growth in line with the strategic plan, credit policies and Business objectives of BD Finance.
B) Oversee the marketing and business development activities of BD Finance.
C) Provide overall coordination of marketing efforts for the growth of business, including the formulation of strategy, establishment of performance tracking systems and serve on the Assest liability management committee of BD Finance.
D) Maximize profitability through cross sales of all asset and liability products of BD Finance and appropriate loan pricing.
E) Ensure credit quality is maintained and that reviews are current at all times.
F) Ensure a prudent level of portfolio diversification.
G) Ensure compliance with credit policies of BD Finance and central bank regulations.
H) Contribute to the development of relationship management skills of staff in business.
I) Provide input/advice to the MD/EC/Board regarding the formulation of strategic operating plans.
J) Maintain an in-depth knowledge of the local market.
K) Identify target market segment, initiate/establish new customer relationship and strengthening the relationship with the existing customer.
L) Coordinate the overall market & promote business development activities in line with the credit policy guideline of BD Finance.
M) Collect latest credit information and review risk grade of the borrower periodically and place the same before the credit risk management division for necessary adjustment /re-adjustment.
N) Collect & collate industry specific market information helpful for credit judgment /decision required for assessment of demand-supply gap.
O) Make cross-checking of commodity price /price of capital machinery on the basis of PI/Indent to protect the interest of BD Finance.
P) Develop new credit products matching with the market appetite/demand pattern.
Q) Ensure satisfaction of customers by meeting their maximum possible facility requirements within the policy and norms without compromising with the interest of BD Finance.
[bookmark: _Toc1906583]6.4 Responsibilities of Head of Credit Administration:
The responsibilities of Head of Credit Administration are given below:
· Ensure that loan documentation and charges on securities are created in due process prior to disbursement in line with the sanction letter/ terms & conditions stipulated therein. 
· Ensure accurate and timely submissions of returns of both the Central Bank and Head Office of BD Finance.
·  Ensure that adequate insurance is in place on all pledged assets, all approval conditions have been met and any exceptions are appropriately approved prior to disbursement of loans.
·  Ensure that department operations, including the preparation of loan documentation, recording of charges, and reporting of exceptions are done in a timely and effluent manner.
·  Ensure compliance with internal policies and procedures and external regulatory requirements and that all internal and external audit recommendations are implemented.


[bookmark: _Toc1906584]6.5 Responsibilities of Head of Law & Recovery
The responsibilities of Head OF Law &Recovery are given below:
· Review and manage directly all Special Mention (SMA), Substandard (SS), and Doubtful (DF), Bad and Loss (B/L) & write-off accounts to maximize recovery and ensure that appropriate and timely loan loss provisions have been made.
· Maximize recovery of problem loans, and maximize credit losses and collection expenses.
· Determine Account Action Plan recovery strategy.	
· Pursue all options to maximize recovery, including placing customers into receivership or liquidation as appropriate.
· Ensure adequate and timely loan loss provisions are made based on actual and expected losses.

















[bookmark: _Toc1906585]Chapter 7: Risk Grading Model & Independence of Credit Evaluation Process

[bookmark: _Toc1906586]7.1 Risk Grading Model
Risk Grading is a key tool for forecasting potential quality of any assets. All clients should be assigned a risk grade based on available most recent data. Borrower risk grades should be clearly stated in appraisal reports. The Risk Grading Model is given below:
	Grade
	Degree of safety about servicing debt obligations
	Short
	Score
	Interpretation

	1
	Very high
	SUP(Superior)
	85-100
Fully secured by cash, Govt./1st class bank guarantee
	The fundamentally strong debt servicing capacity of such companies is most unlikely to be adversely affected by changes in environment.

	2
	High
	GD(Good)
	75-84
	Adverse business conditions are unlikely to affect debt servicing capacity. Such companies differ is safety from those in grade 1 only marginally.

	3
	Satisfactory 
	Accept
	65-74
	Debt servicing capacity is less likely to be adversely affected by changes in environment than those for lower grades.

	4
	Average (with relatively higher standing)
	MG/WL
(Marginal/ Watch list)
	55-64
	Changes in environment are more likely to lead weakened debt servicing capacity than for higher grades.

	5
	Average (with relatively lower standing )
	SM(Sub mention)
	45-54
	Changes in environment are more likely to lead weakened debt servicing capacity than for higher grades.

	6
	Below Average
	SS(Sub Standard)
	35-44
	While such companies are less susceptible to default than those in lower grades. Uncertainties faced by them could adversely affect debt servicing capacity.

	7
	low
	DF (Doubtful)
	25-34
	Adverse business or economic conditions are likely to lead. Lack of ability or willingness to service debt obligations.

	8
	Very low
	BL(Bad Loan)
	Below 25
	Debt servicing capacity is highly vulnerable to adverse changes in environment.


Table: Risk Grading Model
Management will consider the financial proposals of entities/ borrowers (corporate and MSME) to review and place for approval from appropriate authority (CC/EC/Board) whose CRG score is 55 and above (Grade 4, MG/WL). Financial proposals of the entities/ borrowers who’s CRG score is 54 or below shall be placed before the board.
[bookmark: _Toc1906587]7.2 Independence of Credit Evaluation Process
Credit Committee (CC) holds rights to:
· Approve an appraisal report as per proposed terms and conditions and forward it to the appropriate authority with recommendations, if any. 
· Request for additional information. 
· Request for evidence regarding any information provided. 
· Suggest changes in or inclusion of terms and conditions regarding client‘s liability With BD Finance or any other financial institution or bank
· Suggest changes in terms and conditions concerned with repayment: including repayment schedule, transfer price, late payment interest rate, true rate and effective rate. 
· Suggest changes in security (primary/collateral). 
· Suggest changes in loan amount. 
· Suggest changes in equity participation of client. 
· Suggest changes in guarantor including addition of new guarantor. 
Decline a financial proposal based on overall risk assessment
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[bookmark: _Toc1906589]8.1 A/C Opening
Major Job responsibilities regarding loan account opening & disbursement are as follows:
A) Credit administration receives customer identity documents (NID, Trade license, MEMART etc.) along with necessary approval.
B) Credit Administration prepares the sanction letter and handovers to concerned Relationship Manager.
C) Legal Department prepares the required charge documents and handovers to concerned Relationship Manager.
D) The concerned Relationship Manager gets all the charge documents signed and return to credit Administration team, along with other documents (land documents, Registration documents etc.)
E) Mortgage formalities, RJSC filing and charge creation with RJSC , if any, are executed by legal department.
F) Credit Administration prepares and checks the document checklist and disbursement memo against the facility.
G) Pending documents are entered by credit Administration in the list of pending documents.
H) Loan account is opened in bank ULTIMUS by Relationship Manager and disbursement is made.
I) Relationship Manager provides the pending documents on or before the deadline mentioned in the document checklist.
J) Postdated cheques are entered in bank ULTIMUS.
K) Physical cheques and file are handed over to recovery.
L) Customer’s physical file is archived by recovery.
[bookmark: _Toc1906590]8.2 A/C Closing
Major Job responsibilities regarding loan account closing are as follows:
a) Beginning of every month recovery prepares a list of expired contracts of the respective month from the system and circulates the expired contract list of the respective month to the RM/BU.
b) RM notifies Recovery after receiving the outstanding receivables amount through email.
c) Recovery prepares closing memo of the expired contracts and execute it in bank ULTIMUS.
d) Legal release the security and vehicle after approval
e) Recovery sends the closing file to vault for preservation.
[bookmark: _Toc1906591]8.3 Loan Administration for loan /lease
The steps of loan administration for loan /lease are:
· Issuance of sanction letter
· Document preparation
· Disbursement
· Execution
· Final Receivable calculation upon expiry, communication with client 
· Foreclose, partial termination calculation, Release of security, asset etc.
· Amendment Agreement for rate restructuring / rescheduling
· Insurance renewal , follow up, claim settlement
[bookmark: _Toc1906592]8.4 Validity Period of a Contract
A contract may have a validity period. Such as:
· All contracts must allow articles to comply with this section of Credit Policy. 
· From sanction of a proposal to first disbursement, number of days must not exceed 90 days.
· From sanction of a proposal to full disbursement, number of days must not exceed 180 days.
· New appraisal report must be prepared and approved by proper sanctioning authority, if borrower wishes to avail previously sanctioned facility that exceeds its validity periods.



[bookmark: _Toc1906593]8.5 BD Finance Exclusion List
BD Finance will not finance any activity; production use of, trade in, distribution 0f or any other areas involving an exclusion list. BD Finance has separated following sectors to be discouraged: 
a) Military Equipment/Weapons Finance
b) Lending to companies listed on CIB black list or known defaulters
c) Highly Leveraged Transactions  
d) Logging, Mineral Extraction/Mining, or other activity that is Ethicality or Environmentally Sensitive
e) Counter parties in countries subject to UN sanctions
f) Finance of Speculative Investments 
g) Share Lending 	
h) Taking an Equity Stake in Borrowers














[bookmark: _Toc1906594]Chapter 9: Recovery

[bookmark: _Toc1906595]9.1 Special Asset Management and collection Team
A strong Law and Recovery team monitors the performance of the loans and advances, recognize early signs of wrongdoings in portfolio, and take corrective measures to alleviate risks, improve loan quality and to ensure recovery of loans in an appropriate manner including legal actions.
[bookmark: _Toc1906596]9.2 Payment Monitoring Procedure
Payment monitoring procedures are given below:
a) Collection officers of Recovery Department (RD) monitor the payment of each client. 
b) RD sends SMS to the clients before the payment dates so that they can arrange the necessary funds.
c) RD monitors the cheque dishonoring information and overdue status of each client and informs the respective RMs regarding the same for follow up and collection up to one installment overdue. 
d) Overdue clients which have more than one overdue installment are directly followed up by the RD in collaboration with respective RM. 
e) Overdue clients who have more than two overdue are marked as Special and RD takes the total responsibility for follow up, collection and other necessary action to be taken against the client. 
f) For 1st installment/rental default the respective Relationship, manager are called up informing them of the default of the client.  
g) RD may assign the predicted problem accounts to the third-party recovery agent, litigation and other recovery actions upon approval of the Management. 
h) Overdue clients are followed up by the collection officers before the regular installment dates followed by client visit, if required. 
i) Collection officers circulate a list of dishonored cheques after each installment dates to respective Relationship Manager.
[bookmark: _Toc1906597]9.3 Function of  Recovery
When a loan such as credit card balance continues to go due, and a creditor hires a third party, known as a collection service, to focus on collecting money. The Functions of Recovery are given below:
 For regular clients with overdue one to two, Recovery makes contact to the client through RMs. For special accounts (age of overdue above two months) following procedures are followed:
1) Review security status of the account and if necessary discuss with the Legal Department and based on the nature of the default, undertake following measures. 
a) A final reminder letter is to be sent to the defaulting client, allowing them time up to 15 days to pay the overdue the letter contains various measures that would be taken if deadline for payment expires, as per the regulation.
b) In case of no development, legal notices through lawyers are sent after receipt of senior management's approval.
 c) Based on the nature of the default, Recovery/Repossession Agents may be appointed with management approval. 
	
 If no improvement takes place after the above actions, the following measures are initiated: 
a) Legal Actions as per the worth of the security of defaulting clients, as per the applicable laws.
 b) Circulation of Names of defaulting borrowers and relevant persons and organizations among banks and financial institutions of Bangladesh and in the national dailies. 
3) At any point of Overdue over 5 Months, the following actions may be undertaken under subjective judgment:
a) The account is rescheduled if considered feasible.
b) Accounts are transferred to block account if supposed necessary.
c) Account is terminated as initial step to FILING Artha Rin AIN (ARA) SUIT OR TO force client. 
d) Monitor the payment status of the clients. 


RD monitors clients through SMS tor the following purposes: 
a) overdue status
b) Exhausted PDC 

c) prior to a payment date
d) If deposited cheque returned from bank 

4) RD also follow up clients through phone and mails up to 2 overdue installments. 

5) If overdue is more than 2 months, letters are sent and/or the RD visits the clients to know 

the real status.
6) If overdue is more than 5 months legal recourse may be initiated against the defaulter. Recovery agents may be assigned as Last resort to facilitate the collection process
[bookmark: _Toc1906598]9.4 Implementation of Various Strategies to Minimize Risk
To encounter and mitigate credit risk the following control measures are taken place at BD Finance
· Looking into payment performance of customer before financing
· Annual review of clients
· Adequate insurance coverage for funded assets
· Vigorous monitoring and follow up by special assets management and collection team
· Strong follow up of compliance of credit policies by credit Administration Department
· Taking collateral and performing valuation and legal vetting on the proposed collateral
· Seeking legal opinion from internal and external lawyer for any legal issues
· Maintaining neutrally in politics and following arm’s length approach in related party transactions
· Regular review of market situation and industry exposure
· Sector-wise portfolio is maintained within specific limits to ensure diversification of loan assets







[bookmark: _Toc1906599]Chapter 10: Analysis of Some Financial Information

[bookmark: _Toc1906600]For the financial analysis purpose, some credit risks related dimensions are measured below. 
[bookmark: _Toc1906601]The name of the information for the last 5 years- 
1. Interest Income 
2. Operating Income 
3. Total Loans and advances 
4. Total Assets
5. Return on Equity (ROE)
These dimensions stated above are measured because they are related with credit risk. Such as- If credit is given to the customers, BD Finance can earn interest as earning. This interest earning increases the operating income. 
[bookmark: _Toc1906602]The loan and advances and total assets are also interlinked. If the loan and advances is increased the assets will also increase. In 2017, total loan and advances, total operating income, Total assets and ROE are increased though the interest income is little bit lower than previous years. So from this analysis it can be said that the financial performance of BD Finance is satisfactory. 
[bookmark: _Toc1906603]10.1 Interest Income of BD Finance LTD for 5 years:

Interpretation:
In 2013, Interest income of BD Finance was 1,130,659,640 which was increased in 2014 the amount was 1,804,675,143.The Interest Income of BD Finance in the year of 2015,2016 and 2017 was in a increasing trend that was 1,842,731,941, 1,777,649,345 and 1,619,839,090. AS the trend was increasing so in this ratio the BD Finance is also in a good position.
[bookmark: _Toc1906604]10.2 Total Operating Income of BD Finance LTD for 5 years:

Interpretation:
In 2013, total operating income  of BD Finance was 499,617,077 which was increased in 2014 the amount was valuing  619,402,653.The total operating income of BD Finance was increased  in the year of 2015,2016 and 2017 was in an increasing trend that is 640,144,660, 648,425,406 and 804216,563. So in this ration the position of BD Finance is in a good.
[bookmark: _Toc1906605]10.3 Total Loans and Advances of BD Finance LTD for 5 years:


Interpretation:
In 2013, total loans and advances of BD Finance was 8,379,874,724 which was increased in 2014 the amount is 11,038,516,638.The loan and advances of BD Finance in the year of 2015, 2016 and 2017 was in an increasing trend. So BD Finance is in a good position in case of total loan and advances.
[bookmark: _Toc1906606]10.4 Total Assets of BD Finance LTD for 5 years:
	
Interpretation:
In 2013, total assets of BD Finance was 12,530,282,661 which was increased in 2014 the amount was 15,372,498,588.The total assets of BD Finance in the year of 2015, 2016 and 2017 was in an increasing trend. The amount of the following year was 17,039,332,598, 17993,326,305 and 19,318,947,168. So the BD Finance is in a good position. Moreover, the financial position was also in a healthy position.
[bookmark: _Toc1906607]10.5 ROE of BD Finance LTD for 5 years:



Interpretation:
In 2013, Return on equity  of BD Finance was 6.023% which was increased in 2014 the amount was 6.505%.The Return on equity of BD Finance in the year of 2015,and 2017 was in a increasing trend that was 10.855%, but in 2016, the rate was slightly drop down into 8.259%. However the rate was again increased by 12.276% in 2017.

.







[bookmark: _Toc1906608]Chapter 11: Recommendation






From Credit Risk Management perspective these are some recommendations:
· Credit officers must be skilled & experienced enough to understand the manipulated and distorted financial statements. For their skill development necessary training and guidelines should be provided.
· KYC (Know your Customer) is very important before provide any loan to the borrower. So necessary guidelines should be provided to the CRM Officers.
· Monitoring of a loan should be conducted at regular intervals.
· Reporting of all loans should be periodically made to Bangladesh Bank.
· Loan monitoring is a continuous task & requires expert manpower.
· Documents should be strictly maintained according to the BD Finance policy. According to the credit policy guidelines the documents should be checked by the officers.
· Recovery Team should be more active to recover credit risk and monitors the performance of the loans and advances, recognize early signs of wrongdoings in portfolio, and take corrective measures to alleviate risks.
· Maintain good relationship with existing clients and provide them prompt service.
· Find out corporate clients from different areas to increase the loan portfolio of the head office as well as branch.
· The loan portfolio should be diversified based on Different criteria so that risk is not concentrated at one area.
· The strategic implication to mitigate credit risk should be followed.









[bookmark: _Toc1906609]Chapter 12: Conclusion



Credit risk is a major concern for any financial institutions. An effective credit Risk management system should be followed by financial institution to manage Credit risk because it is very essential for long term success as well as to hold its financial position. The goal of Credit Risk management is to maximize Risk-adjusted rate of return by maintain credit risk exposure within limit.
BD Finance has a separate department for Credit Risk Management which works for minimizing credit risk of the company, following the rules and regulations of Bangladesh Bank.
This department plays a vital role in the financing process by assessing credit applications and recommending them for approval. To ensure the company’s position against potential losses loans/leases are not sanctioned unless CRM department recommends them.
A strong Law and Recovery team monitors the performance of the loans and advances, recognize early signs of wrongdoings in portfolio, and take corrective measures to alleviate risks, improve loan quality and to ensure recovery of loans in an appropriate manner including legal actions.
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[bookmark: _Toc1906611]Appendix
Total loan and Advances:
	Years
	Amount
	Growth

	
	
	

	2017
	14,225,910,307
	2.492%

	2016
	13,880,049,696
	2.369%

	2015
	13,558,886,680
	22.833%

	2014
	11,038,516,638
	31.727%

	2013
	8,379,874,724
	

	
	
	



Interest Income:
	Years
	Amount
	Growth

	2017
	1,619,839,090
	-8.877%

	2016
	1,777,649,345
	-3.532%

	2015
	1,842,731,941
	2.109%

	2014
	1,804,675,143
	59.613%

	2013
	1,130,659,640
	


Total Operating Income:
	Years
	Amount
	Growth

	2017
	804,216,563
	24.026%

	2016
	648,425,406
	1.294%

	2015
	640,144,660
	3.349%

	2014
	619,402,653
	23.975%

	2013
	499,617,077
	


Total Assets:
	Years
	Amount
	Growth

	2017
	19,318,947,168
	7.367%

	2016
	17,993,326,305
	5.599%

	2015
	17,039,332,598
	10.843%

	2014
	15,372,498,588
	22.683%

	2013
	12,530,282,661
	






ROE:
	Years
	Net Income
	Shareholders' Equity
	ROE

	2017
	278,942,052
	2,272,321,146
	12.276%

	2016
	165,737,704
	2,006,812,831
	8.259%

	2015
	194,350,407
	1,785,518,766
	10.885%

	2014
	107,872,479
	1,658,367,793
	6.505%

	2013
	93,388,533
	1,550,495,312
	6.023%



Interest Income

2017	2016	2015	2014	2013	1619839090	1777649345	1842731941	1804675143	1130659640	


Total Operating Income

2017	2016	2015	2014	2013	804216563	648425406	640144660	619402653	499617077	


Total Loans and Advances

2017	2016	2015	2014	2013	14225910307	13880049696	13558886680	11038516638	8379874724	


Total Assets

2017	2016	2015	2014	2013	19318947168	17993326305	17039332598	15372498588	12530282661	


ROE

2017	2016	2015	2014	2013	0.12275643893515041	8.2587524576177074E-2	0.10884814581668754	6.5047379390344925E-2	6.0231419132468815E-2	
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