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Abstract

This paper has looked into the risk management procedure of financial institutions. Most of the financial institutions face different type of risks such as market risk, interest rate risk, credit risk, foreign exchange risk, liquidity risk, insolvency risk which have been measure by the liquidity and liability management, capital adequacy management, product and geographic expansion management etc. the study found that every financial sector in Bangladesh at least more than 45% risk in investment and profitability is being increase in long term investment. The strong capital adequacy, liquidity and liability management, product and geographic expansion management helps to take risks and make profit.  
This report involves examining a number of financial institutions in Bangladesh, including their background, area of operation, and risk management. After investigating and gathering information about the general or common risk management procedure, this report also takes into account three test cases by picking up randomly 3 of the most renowned firms in Bangladesh. Then they are evaluated in terms of the international standard. A recommendation to improve their performance is also given at the last section of the report. 
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1.1 Introduction of financial institutions
What are financial institutions?
Finance institutions are the primary function that makes loans to both individuals and corporations. A depository institution is a firm that accepts money from customers for deposits and typically has to pays interest over time and they use the deposits to make loans to others. The deposits of three types of depository institution make up the nation’s money. 
Depository institutions mainly engage with commercial banking, insurance activities and investment banking and also security activities.
The insurance company is a business that provides financial securities in the form of compensation resulting from life and property casualty in exchange for premium payments.
The company calculates the risk of occurrence then determines the cost to replace (pay for) the loss to determine the premium amount.
An investment bank is a financial services company that base financial transactions involves the raising of debt and equity securities on behalf of individuals, corporations, and governments.

Mutual and hedge funds are financial institutions that treasury the financial consistency of individual or companies  or invest in diversified portfolios of assets.
1.2 Overview of risk involvement in financial intuitions
What are risks involve in financial institution? 
Interest rate risk is the chance that an unexpected fluctuation in interest rates will negatively affect the value of an investment.
Market risk is the possibility of risk an investor experiencing losses due to changes in market factors that factors will affect the overall performance of the financial markets in which he or she is involved.
A credit risk is the risk that failure to pay equity debt that may arise from a borrower to make required payments. In the first resort, the risk is that of the lender and includes lost principal and interest, breakdown cash flows, and increased collection expenses.
Liquidity risk is by nature relevant, resulting from market, credit, behavioral or operational risks. Depositors will create liquidity shortfalls during a stress situation, or a credit rating downgrade will trigger unexpected massive margin calls.
Insolvency risk means the possibility of an insurance company is unable to meet its financial obligations. This possibility of emphasizes the importance of insurer ratings and choosing a financially strong, highly rated insurance company.
What is risk management of financial institution?
The overall risk factor and philosophy are control under board of directors. In financial company most of the time makes individuals and corporate loans and also include consumer lending, business lending and mortgage financing. Issuing risky loans to home loan and selling the mortgages. Sometime crisis of finance producing losses create credit risk, market risk, insolvency risk, interest rate risk, liquidity risk. Company manager analysis those risk factor. 
1.3 Process of risk management
Liability & liquidity management: depository institution and insurance company both institutions are high risk in liquidity. Insurance companies can minimize liquidity risks by diversifying the format of risk that organized by making the risk framework. Financial institution tries to separate their balance sheets from liquidity risk by managing their liquid asset positions and sometime managing the liability and liquidity structure for  their portfolio.
Deposit insurance & other liability: Deposit insurance system is one component of a financial system. It is a implemented in many countries to protect bank depositors, in full or in part, from losses caused by a bank's inability to pay its debts when due and promotes financial stability. Those funds have high risks that can be reducing by deposit holders, deposit holders who paid off with deposit insurance. Federal Reserve discount window that is an alternative to deposited insurance. Other liability including insurance company, security firms and pension funds those are included as deposit insurance liability.
Capital Adequacy: The capital adequacy provides additional protection for depositors. In banks capital adequacy closely regulated all over the world in order to better ensure the stability of the financial system and global economy. 
In capital adequacy debt holders, policyholders, regulators and rating agencies are concerned with the solvency of the institution they absorb risk. On the other hand shareholders, participating policyholders and investor are primarily concerned with the profitability of the institution analysis the risk factor.
Product and geographic expansion futures and forwards: Product and geographic expansion diversified in this part analyze the problems and risks that arise. FIs constrained limited financial service sectors. Law and regulation that have restricted follow in products expansion for banks, insurance companies and securities firms.
Loan sales: Loan sales risks mainly rise by hedged in derivatives market. The credit risk manager who derivative in swaps market that is forward and put option. To manage this risk interest rate is higher, loan are more restricted etc.
1.4 Overview of the study
Now a day financial institution investments or financing always have risks and risks level are high. Currently, most of the financial institutions are follow modern economic development process and also make their own rules and regulations that helps to running financial resources. Regarding depository, investing, and foreign exchange trade like export import business the financial institutions of Bangladesh have taken those situation for leading risk management factor. Most of the counties institutions have been oppressively constant working in banking, investing, insuring activities and try to make productive outcome to enhance the economic development of the nation.
1.5 Objective of the study
This project report is directed the risks that face on financial institution and also find way the financial risk management of Bangladesh economy. This report will mainly explain most of the contribution performed by organization in Bangladesh that helps to build-up the economy stronger.
The objectives of this report are as follows-
I. To understand how financial institution work on risk factor to overcome those risk and makes profit.
II. Different financial institutions that are performing financial risk management activities according to financial institutions of Bangladesh.
III. Which sector should use for investing that helps to improve the economic condition.
IV. Some Graphical analysis of company that helps to support the contribution.

1.6 Literature review
In 1990s and 2000s between this time traditional industry sectors like banking institutions, investment institutions, mutual &hedge funds and insurance institutions broke down and competition became increasingly global in nature. Many institutions forces contributed to this breakdown in inter-industry and inter-country barriers, including financial innovation, technology, taxation and regulation. Then, In2008-2009 financial services industry experienced the worst financial crisis that creates great Depression. Nature of each sector’s product activity is analyzed a greater emphasis is placed on new areas of activities such as asset securitization, off-balance-sheet banking, and international banking and on changes occurring as a result of the financial crisis.
1.7 Research methodology
In this study utilized the secondary information that provide in websites, articles and books. Yearly annual report of financial institutions and supporting distributed and published case materials have been used to make this report and present how financial institutions manage the risk factor and organized the economy of Bangladesh.
1.8 Scope of the study
When preparing my project report, I came to know a lot of financial activities that are performed in financial institutions. I gather knowledge how they are playing a vital role to manage risk factor and also known how they make profit by investing in risk field.
[bookmark: _Toc525250080][bookmark: _Toc534219092][bookmark: _Toc534222434]1.9 Data collection
Data Collections which are very critical matter as I am not work in corporate field. It is difficult to collect information if I choose anything wrong my report might be misguided or unorganized. So I try to collect all the information very carefully. There are two main sources:
[bookmark: _Toc525250081][bookmark: _Toc534219093]a. Primary sources:
I. Collect brochures and relevant files from different financial institutions which provide in newspaper and online sits.
[bookmark: _Toc525250082][bookmark: _Toc534219094]b. Secondary sources:
I. Websites of financial institutions
II. Annual reports
III. Articles on financial risk management, published by various financial institutions of Bangladesh.
1.10 Need of the study
Risk management of financial institutions has never has as much attention as it has currently, yet the discipline is evolving and changing. In this context, I will cover the risk measurement, risk management and change the paradigm of the effect of fully integrating risk management into financial institutions business, insurance and investment process.
In business and investment risk is an important commodity, a number of paper have been written on this topics there seems to be a dearth in current literature on this applications to help how to manage risks in financial institutions.
This study is important to analyze that the investor is aware of methods and technique used in the risk management process and what methods and techniques are used by professional manager to manage and construct the portfolio which minimize the risk by diversifying the investment in different sector wish allocation.
1.11 Limitation of the study
I have faced some difficulties while completing  this report. Some of the major limitations are given below:
I. Most of the institutions do not disclose information as I am only use websites, articles, journals.
II. Due to constraints & restrictions posted large scale analysis is not possible.
III. Lack of sufficient books, papers and journals etc.  
IV. Most of the information up to date may not be available.
V. Because of the imitated information, some assumptions were creating to makes this report.
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2.1 Depository institution 
Bangladesh Bank
A depository institution which is possible the outcome of a working process or case could bring up unfavorable impacts. Banking activities are mainly faced to investment risk, market risk, operational risk, liquidity risk, strategic risk, environmental risk, interest rate risk etc.

Risk management mean identified, measured and operated all sorts of predicted risks for certain growth rate of an organization and its shareholders’ value. According to Bangladesh Bank here presented how they analysis the risk and how they manage the risk factor.

Risk factors and risk management process
Market risk is investor’s losses due to factors that affect the overall performance of the financial markets in they involved. 
Market Risk related risk
The treasury departments compute interest sensitive assets and liabilities correctly for holding have the strong effect of interest rate fluctuation on the benefits of the bank;
Standardized the bank interest rate risk by applying different tools such as analysis, duration gap analysis etc.
controlling foreign exchange risk such as exchange rate risk, maintenance of foreign exchange limits, exporting proceeds, outstanding of overdue accepted bill, long time pending account transaction etc. concerned departments observe those factor;
Controlling equity price risk by using different tools like, monitoring the same to keep market issue safe and sound.
Specified Stress -Testing activity to access shock ability of substance of the bank;
measuring Stress Testing report, finding out the areas that are needed to be addressed and similarly advising the same to senior management and board to maintenance of adequate capital for absorbing any unforeseen losses.
Credit risk is the risk of default on a debt that may arise from borrowers failed to make required payments. The risk is the lender includes lost principal and interest, disruption to cash flows and increased collection costs.


Credit Risk related desk
The formulation and viewing the credit risk management policies, guidelines, manual, setting up of credit risk appetite, limit, tolerance, MAT etc. with due regard sector, industry, geographical location, regulatory limits, best practices, current business and economic conditions.
Observing loan portfolio to ensure good quality growth of asset;
Observing credit concentration and ensuring compliance of internal limit;
Closely monitoring the stressed loans to avoid adverse classification;
 Observing and following up overdue loans
Using different models for identifying related risks;
Conducting Stress testing activity to understand shock resilience capacity of the bank;
Analyzing Testing report, finding out the vulnerable areas that are needed to be addressed and accordingly advising the same to senior management and board to ensure maintenance of adequate capital for absorbing any unforeseen losses.
In Foreign exchange risk management process firms or companies can apply a power tool for making corporate risk management framework starting with different kind of foreign exchange exposures, as follows:
· Transaction exposure is one kind of the risk of value changes of a transactional deal with foreign currency ups and downs which mainly happened in foreign exchange
· Translation exposure is often differentiate profit which mainly net asset translation exposures; 
· Economic exposure is the future outcome on cash flows and earnings which are long-term changes in foreign exchange most of the companies outcome create competitiveness.
Liquidity risk is from market, behavioral or operational risks, credit. Risk managers and regulators demand a better understanding of how these interrelationships work together. By managing liquidity risk it’s related with desk treasury
For doing this, the desk will perform the following activities:-
 The treasury department ensures that organized Structural Liquidity Profile, projected sources and uses of fund, statements and demand liabilities and calculates all regulatory liquidity ratios such as CRR, SLR, and Undrawn Commitment etc.
 To managing liquidity risk analyzing ratios, growth of asset and liability including off-balance sheet items etc.
 Set liquidity strategy also major role.
 Assess opportunity loss resulted from improper.
Observe stress testing report, finding out the areas that are needed to be addressed and according to advice the same to senior management and board to ensure maintenance of adequate capital for absorb any unexpected losses.
Insolvency risk: insolvency means the possibility that an insurance company is unable to meet its financial obligations and the risk that a firm will be unable to satisfy its debts. Bankruptcy risk one of them.
Operational related risk
 Operational risk that advising the senior management and review the existing policies.
 Managing risks related with people, process and system;
Monitoring unarranged issues (identified fraud/forgeries, major irregularities etc.) 
 The roles those are important to have not the reputation of the bank by reducing operational risks.
2.2 Investment 
Islamic Bank Bangladesh Ltd
Investment that something high risk in financial institution that some form of risk in investing stock, bond, mutual fund, innovation, exchange-traded fund and startup any new project in the field those are high chances of profit but have to take risk as there is a risk of loss in case something goes wrong in decision making or market condition. There can be many risks involved when invest in one field sometime not enough earn over the time. Investment in innovation enhances the existing level of business. Business model make sure that improves the customer value proposition. For product-related innovation, the outcome should decrease the chance of product substitution by rival firms, increase the barrier for other companies to enter your market and improve your bargaining power with buyers and suppliers.
Investor’s investment value sometime increase or decrease because of the condition of market, decision of corporate and country situation world condition it’s vary country to country those are create market risk, business risk, political risk or currency risk, sometime hard to cash out of en investment that create liquidity risk, less focused or insensitiveness like not get knowledge what’s going on how to deal with those thing are crate concentration risk.
There are several key concepts an investor needs to understand when investment risk comes	. Investing in buy stock and bond has risk as their return depend on market situation, economic conditions and the methods what they follow. Sometime long period investment creates high risk in decision making. Two type investment strategies that help to manage the systemic risk and non-systemic risk.
Asset allocation: stock, bonds, real estate and cash that can be reduce the risk of major losses by over emphasizing a single asset.
Diversification of portfolio: an investor diversifies or divides the money that allocated with particular asset like stock or various categories of investment those portfolio diversification can reduce risk.
We can say risk that a negative financial outcome that investor may occur. Those risks have to manage and risk management is an art.
In investment always have risks. Most of the cases securities-bonds, mutual funds and exchange-traded funds like export import can face bad situations, if market conditions are not well. Insured investments, such as Fixed Deposit issued by a bank which create inflation risk. Sometimes they may not earn enough profit on time which increase cost. There are many risks involved when one invests and it is appropriate to know and understand these.
Liquidity risk that can be easy or hard situation cash have to out of an investment when you need .Another risk factor is tied to how many or how few investor investments in one holds.

Investment Risk factors of Islami Bank Bangladesh Limited
Investment Risk Faced by IBBL: 
Bank mainly faced risk in investment according to unwilling agreement with other bank which can create the difficulty may happen from economic unwell condition, market situation etc. In every investment there is a risk.

Investment Default Risk
The risk of loss happened as bank are not active in investment obligations in full or the obligate more than 90 days past due on any material investment.
 



Concentration Risk:
The risk attach with every single issue or a set of issue with the huge losses that become threaten for bank’s core operations. Concentration is one of them that causes risk.
 
Country Risk: 
Country risk is another investment risk when loss arises because of effective work become freeze foreign currency payment or when it defaults on its obligations. Political situation, different country laws which also create country risk. In that case entrepreneurs, investors and the banks are face problems. 
 
Environment Risk:
Now a day’s environment pollution increased in that case the risk of natural calamities arise while production, timely shifting the product etc.

Investment (Credit) Risk: 
Credit risk as most of investment done in credit there is a huge risk on it.
Credit risk arises when a bank's borrower will fail to meet its obligations. Generally credits are the biggest and most evident elements of credit risk. However, credit risk creates in both on-balance sheet and off-balance sheet activities. It may arise from either a default or an indifferent to perform in the pre-committed brief manner.  

Core Risk Management Committees: 
IBBL manages six core risks which are designed according to Risk Management Guidelines by the Central Bank.  

Investment Risk Management Committee:
Supervisors and monitors concentrate investment risk grading, clients rating, investment residual risk, the quality of asset also have risk and other different type of risk etc.
Foreign Exchange Risk Management Committee
International trade now days a common fact and foreign exchanging is most important part in international trade. In foreign exchange there have many risk that have to face like treasury, export-import business, money laundering etc. 
 
Information & Communication Technology Risk Management Committee
In investment collect information and use high quality technology are important like, Data security, network security, physical security, system failure disaster recovery.
 
Anti-Money Laundering Risk Management Committee	
Money laundering risk like transactional activities like STR, CTR, and TP related with compliances. Those are related with bank’s money laundering that involved with exchange transaction.




Internal Control Risk Management Committee
Rules of bank, regular activities  internal checking system what is going on, what problem they face, sometimes lapses fraud forgeries and violations happened those are internal risk that have to assesses and mitigates the risk .

Asset Liability Committee (ALCO)
Asset liability that related with liquidity risk investment deposit ration gap analysis those is control under the guidance of managing director.
 
Investment (Credit) Risk Management: 
In Investment always have risks those have to manage for money market portfolio, general credit portfolio and capital market. Credit risk management always tries to minimize the credit risk and adjust rate of return. Credit risk management assesses the risk and grading system is being applied to evaluate. Identify measure and monitor the level or status that associate with credit proposal. Financial and non-financial risk factors also follow credit risk management. 

Investment Risk Management Policies of IBBL: 
Investment risk management policy of Islamic banks and non-Islamic banks are fully different. The policies followed by the IBBL are, 
 
· Strictly observing the principles of investment policy. 

· National priority sectors also emphasize risk factor.

· For risk minimizing geographical area, economic purpose, securities those are diversify the investment portfolio.

· Real estate, retail, consumer and special schemes for rural development those are related with investment also have to generate and manage those factors.

· Maintain long term and short term investment by balanced the portfolio.

· Investing in niche market which including new clients from all sectors
.
· Utilization banks investible fund and looks into profitable investment. 
 
· Analysis safety and security factor and also weight of risk.

· Money and capital market always have pricing competition and liquidity risk by balance maturity investment. Loan sales risk buyer and seller of loan that bank and other financial institution purchase and sale of foreign loans.



2.3 Insurance Company

In financial institution insurance factor most of the insurance company related with life insurance and property casualty insurance. Two type of insurance company life insurance and property casualty insurance.

Life insurance: in financial institution there have depositor investor, employees they needs protection against possibility of untimely death, illness and any accident to overcome those facts protected by life insurance policy.

Property casualty insurance: Most of the time property has risks like accident, theft, fire those cause can happened injury or liabilities to protect or overcome those things issue property casualty insurance.

Insurance company risk factors and risk management process:
Liquidity risk in life insurance companies hold many cases and property casualty insurance which most of the time face policy cancelation and other working capitals needs that arise in insurance.

Expense risk: In expense risk there have loss adjusted expense and commission expenses both are related with property casualty insurance. In any cases employee become harm or death and the employee was issued insurance in that cases has to pay the penalty and try to settle it down.

Product and geographic expansion risk: in product and geographic expansion credit life insurance, mortgage insurance and auto insurance that bank or financial institution lending the products or security. 

Liquidity and liability risk: In most of the financial company liquidity and liability entry common fact insurance helps to minimize the risk when liquidity required meeting claims on insurance policies. Insurance reduce liquidity and liability risk by diversify those disasters they cover. Insurance policy helps to meet liquidity needs. Most of the government asset and corporate bonds or stock usually issued insurance to minimize the risks in case of premium insufficiency.

Capital adequacy risk: In capital adequacy life insurance policy adopted risk based capital scheme.

Asset risk: Asset risk which mainly risk on asset portfolio of life insurance.

Interest risk: Mortality risk and morbidity risk mainly adverse changes create insurance risk. The liquidities of liabilities and probabilities which create interest rate risk. 

Business risk: Maximum potential assessments by state guaranty, specific fraud and litigation risk which is capital charge which are create business risk.


2.4 Hedge & mutual fund 

NCC Bank Ltd
Hedge & Mutual fund securities are investment that bears certain type of risk that carefully consider before investing. As hedge fund managed different type of investment strategies, sometime time use leverage and derivatives so it is important to forecast the risk return profile. It is more risky and aggressive fund that’s why this fund has higher market risk. On the other side mutual fund is second larger financial institution always try to increase investor so here also have risks like external risk, market risk concentration risk, dividend risk, investor risk, liquidity risk. Interest rate risk and foreign exchange risk. By liquidity- liabilities management, product- geographic expansion, future- forward management. 

Hedge & mutual fund Risk factors

Market risk: Hedge and mutual fund security investment is a market risk as there is no assurance or guaranties that object will return. As price of security or fund always fluctuate. Highly risk there is no assurance that market price of unite fully reflect the underling the net asset value.

Credit risk: credit risk the inabilities to meet interest and payment on obligation or market perception of the credit worthiness of the issuer. Equity and fixed income securities which associate with the credit risk. Credit risk create when losses of failure of customer obligation. So credit administrator monitor those factor, recovered those thing segregate and delegate evaluate those things, operation department, collection and special asset management department authorize those risk factor and also try to minimize the risk.
Concentration risk: Due to listed securities it’s difficult to fund investment asset in a diversified portfolio. Secondary fixed income or debt market in Bangladesh it would be difficult to manage the swap between asset class and when required. As Money market instrument will narrow the opportunity of short term or temporary investment of the fund which may impact on the investment. 
Dividend risk: Dividend is the important thing in financial institution if dividend is fail to disbursed on the declared date or companies fail to pay the expected dividend this will be effect on the income of the fund or the return of the investment amount 
Underlying liquidity risk: In liquidity risk underlying the market condition and investment allocation those are impact on the selling securities. But those securities are listed they have less risk as they have limited scope to trade or sell their bond or stock. When company unable to meet or fail to do the obligation. By observing overall balance sheet, undrawn commitments and other obligation those factors observe under treasury department
Investment strategy risk: In hedge & mutual fund strategy making is essential but there is no guarantee that the strategy will success or not so there is risk on strategy making as market condition change in every moment.
Interest rate risk: Interest rate is important in security and money market as investment’s net income depend on what the rate of interest. Hedge & mutual fund related with interest rate. Debt and money market security badly effect by changing the interest rate. Interest rate & equity prices those are related with market risk and market risk also create because of trading portfolio, non-trading business.
Operating risk: operating risks that create from system error, inadequate process and misuse process and also other external factors. Risk management department indentify those factor and take steps to mitigate those risks.  
Hedge & mutual fund risk management
Foreign exchange risk: if manager does not properly understand the spot exchange rate it can be create the portfolio imbalance or difficulty to take right plan on strategy making.   Other hand hedging with forwards foreign exchange risk of financial institution which may not appear on the balance sheet. It may arise as an eventuality on off balance sheet.
Product and geographic expansion risk: draw structure or segmentation in financial institution help’s to manage the risk factor. Securities underwriting is one of them that create risk. Product and geographic expansion help to understand the mechanics of firm commitment securities offering. As underwriting overprice which disable to sell the shares in the public offering period to minimize the risk have to clean off with lower price inventory, repurchasing agreement etc.
Interest rate risk with future & forward contracts: most of the time hedging and mutual fund risk taking under forward contract. As financial institutions hedge future contract interest rate risk based on micro level or macro level. Routine hedging selective hedging help’s to minimize the risky portfolio and expected return result also positive.
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3.1 Case1
Delta Brac Housing Finance Corporation Ltd.
Delta Brac Housing Finance Corporation Ltd. is first mutual fund. It is one of the first non-banking financial institutions in Bangladesh which sponsor and launch a mutual fund. Board of the directors and senior management team of DBH believe that sponsoring a mutual fund has an effective and efficient expanding way in capital market attractive and stable income source for DBH and chances to lead greater development of capital market in Bangladesh. As a non-banking financial institution DBH first mutual fund in Bangladesh which is member of LR Global Bangladesh.
From the prospectus of Delta Brac Housing Finance Corporate Ltd. Collected information about risks factor when first start mutual fund and how they manage those risks. Which point should investors carefully analysis before investing in the fund? Prospective investor ought to know before investing. As mutual fund there is no assurance that fund will be achieve from investment activities. Standard Chartered Bank also trustee of this Fund
As mutual fund there have different investor who funding in this institution so have to manage different activities:
· Professional Management has to organized professional manager who managed objective is to balancing upside and downside.
·  Mutual funds are usually diversified. Diversified which helps to minimize the risks on every investor and investor adjusted return. 
· Mutual fund’s Efficiency and Economies of Scale which create portfolio that helps to compete with the competitors and try to minimize the costs through different commission and discount policy. 
· Transparency which is Securities and Exchange Commission mutual funds have to follow strict rules and regulations.





INVESTMENT OBJECTIVE 
The main objective of DBH first Mutual Fund is to specify investment objectives try to find out their other funds prospectus available are prospectus include in listed company also collect their portfolio and dividend payment policy all those thing helps to adjust risk return adjust risk.
DBH mutual fund which is builds different companies which are investing in this fund so risk is always in higher level. So its important figure out their long term equity, bond, and sizes of company, share and try to find out what is their growth in capital market. Investor ability of understanding risk related investment objectives and profile which is also important point in mutual fund that DBH strictly follow. So they always do fundamental research analysis the framework.
ADVANTAGES OF INVESTING IN DBH FIRST MUTUAL FUND 
 There are some of the advantages that investors get benefited if they invest in a mutual fund: 
 1. Most of the companies’ multi sectors, securities asset sectors invest in mutual fund as the risk level are low then other investing sectors. 
 2. Mutual funds through always focused on sales loads and fund operating expenses which helps to calculate the cost in investing.   
 3. Mutual funds enhanced liquidity to the overall market and, as long term investment fund creates price stability and better price discovery and reduce risk of short term volatility in market.
Investment Process 
Their philosophy is that adjusted risk return .This is their guiding philosophy about 12years ago that makes DBH success.
Investing in mutual fund DBH strictly follow their rules and regulation. The key element is to updating investment portfolio research team also working to find out companies business method that they follow. Modern technique uses for investment process so that always get information of the investment risk level how much return or profit would earn in every investment .some aspects that follow in investment process:
· How much earn in dividend and income
· Capital gain through sold share in higher prices
· Always appreciate the underlying value
 
RISK FACTORS 
Investing in the DBH First Mutual Fund bears certain risks that are normally face in every investment sector but as a mutual fund it is not so easy to organize those risks as different type of investor invest in one fund.
General: Investing in mutual fund complexity always happened net asset value the liquidity and liability level always going ups and down.  
External Risk Factor: sometime country situation or macroeconomic situations effect in capital market. Political condition and climatic condition that might be effect on net asset liability value. 
Market Risk: In DBH mutual fund share price and security price always fluctuate. Stock market has trends that price of majority of all the listed securities move in unpredictable direction which may affect the value of the Fund.
Dividend Risk: In mutual fund if makes mistake in choosing investment selection of companies that the companies are not willing to pay the dividend on time that impact on asset value that causes loss and that effect on the company reputation.
Underlying Liquidity Risk: unlisted equity securities, debt security, sell securities which are effect in investment. Sometime those little mistake can effect on hole mutual fund financial condition. 
Investment Strategy Risk: Since the Fund will be an actively managed investment portfolio, the Fund has risk on management strategy.  Product and geographic expansion risk management sometime use techniques for minimize the risks but that is not work on every cause so that is another risk.
Credit Risk: mutual fund always try to do investment working for short term as a result risks become higher. How to earn Fixed income security, creditworthiness all those issue create risk. 
Interest Rate Risk: Interest rate risk in mutual fund is the high chance that an unexpected fluctuation in interest rates will negatively affect the value of an investment. Net asset, liquidity- liability, debt-money market which related with investment that creates risks.




Risk management
Risk Management of delta brac financing that they always analysis and monitoring portfolio of the client. Client previous history of investment tries to find out critical factors. For all those thing first of all identify client information and measure the information and thirdly evaluate the client previous history and then decide should permitted to investing or not. Also analysis those factors before investment funds
· size, 
· structure,
· balance sheet, 
· free cash flow,
· recent trends like money market fund and long term funds, 
· off balance sheet risk
Analysis, evaluation and measuring helps to find out the risk factor solve the critical matter easy. Those risk management step helps to minimize the risk. It becomes easy to make profit.
  .  












3.2 Case2
Lanka Bangla Finance Ltd
Anti-Money Laundering (AML) and Combating Financing in Terrorism (CFT) Policy: The Money Laundering Prevention Act, 2012, the Anti-Terrorism (Amendment) Act 2013 and Bangladesh Bank guidelines in this respect and apply for LBFL. Those Policies makes to cope up with risks that happened in money laundering and financing cases. As most of the client makes mistakes as they unknown those things and invest in foreign market. AML & CFT those are one kind of crime.
 LBFL done with high standards anti money laundering compliance and officially manage those things and employee must follow these standards use for overcome to products and services for money laundering purposes. For this LBFL verified anti money laundering strategies, goals and objectives on ongoing basis and organized an effective program so that company’s business can best practices for diversified and global financial service provider. It is a responsibility to all employees following the anti-money laundering program who work in LBFL. This program maintain by chief anti money laundering compliance officer. This program’s main working is to screening, monitoring requirement, prohibition policies, record keeping requirement, suspicious circumstances in accordance with relevant law and training process. Their main policies know the customer.

REQUIREMENTS  
 ▪ when entering business relationship must obtain information about customer or Clint. As high risk customer, non face to face business, handling of politically exposed persons. 
▪ Whenever LBFL is always try to identify a customer, customer ultimate nature, his or her payment policies previous history of the transaction and business relationship that he or she established. 
 ▪ Adequate risk management that monitoring client accounts, client previous performance that can be effect on business areas so client hole information should analysis or collect.
▪ reporting of suspicious circumstances/transactions: Head office and branches that control by anti-money laundering compliance officers in LBFL must be informed about suspicious. 
▪ communicating the policy: All employees on annual basis through a statement from the Managing Director/CEO that clearly sets policy against money laundering and any activity which facilitates money laundering or the funding of terrorist or criminal activities. 
▪ Anti Money Laundering Officer always works on sufficient customer and business investor try to measure properly so that in future could not face any fluctuation.
▪ Anti Money Laundering Risk Analysis department always set the risk level so that can face the situation if happened. 
 Monitors, reviews and coordinates who are assess risks, practices, procedures and controls for account opening, ongoing account monitoring for detecting suspicious transaction  
•monitors responds to compliance questions and concerns of the staff and advise regional offices/branches/units and providing solutions to potential issues involving compliance and risks. 

Credit Officers:  
Indirect lending programs and lease financing efforts and sensitivity to laundering risks.  Credit function that collateral and credit require awareness and vigilance toward possible laundering and funding terrorist.
LBFL always organized training system so that risk can be minimize .staff should be knowledge about those thing so that emphasis the situation at any case.
 Assessing risk
As a assessing risk financial institution should take appropriate steps to identify and assessing the money laundering and terrorist financing risks that arise from customers, products or services and geographical presence those transactions or delivery channels. They should always keep document as document their basis and helps to mechanisms to provide risk assessment information.
Risk management & mitigation
Risk management and mitigation means should have policies, controls and a procedure that effectively risks that helps to identify. Monitor the discharge of those controls and enhance them if needed. Senior management organized policies controls procedures, measures and mitigate the risks that should be consistent with national requirement and guidance.
a) Customer risk factors

FIs–where money laundering and terrorist financing that have effectively implemented those requirements and effectively supervised or monitored those risk accordance with the Recommendations to ensure those requirements.
Public administrations or enterprises those are risk factor.
b) Product, service, transaction or delivery channel risk factors:
Financial products or services that provide appropriate defined and limited services to certain types of customers, so as to increase access for financial inclusion purposes.
(c) Country risk factors
Countries identified by credible sources which also effective matter on Anti-Money Laundering (AML) and Combating Financing in Terrorism (CFT) systems.
Countries identified by credible sources as having a low level of corruption or other illegal activity. In money laundering making a risk assessment, countries or financial institutions could, when appropriate, also take into account possible variations and terrorist financing risk between different regions or areas within a country.
Counter measure for risk
FIs should investigate the risk factors, as far as quite difficult complex situation large transaction, the pattern of transaction, illegal activities those are most of the time create money laundering and terrorist financing. For measuring those thing should follow these instruction that given below:
 Obtaining and verifying additional information on the customer occupation, volume of assets, information available through public databases, internet, etc. and updating more regularly the identify data of customer and beneficial owner
Obtaining and verifying information on the nature of the business relationship
Obtaining and verifying information on the source of funds or wealth of the customer
Obtaining and verifying information on the reasons for intended or performed transactions
Obtaining and verifying the approval of senior management commence or continue the business relationship.
 Enhanced monitoring of the business relationship, increasing the number of control timing and selecting patterns of transactions that need further examination.
Requiring the first payment carry out through an account in the customer’s name in bank statements.
Risk management framework
When analyzing the anti-money laundering and  Combating Financing in Terrorism risks that create by different types of customers, countries or geographic areas, and particular products, services, transactions or delivery channels

a) Customer risk factors

The business relationship is leading in rare circumstances which significant not described the geographic distance between financial institution and the customer.

Non-resident customers

Legal persons or arrangements holder that are personal asset-holding vehicles

Companies that have nominee shareholders or shares in bearer form

Business that are cash-intensive

The ownership structure of the company appears are unusual or excessively complex nature of the company’s business

b) Country or geographic risk factors
 Not having adequate Anti-Money Laundering (AML) and Combating Financing in Terrorism (CFT) systems Countries identified by credible sources, such as mutual evaluation or detailed assessment reports or published follow-up reports.
Countries subject to agreement, obstacles or similar measures and Countries identified by credible sources as having significant levels of corruption or other illegal activity.
Countries or geographic areas identified by credible sources as providing funding or support for terrorist activities, or that have designated terrorist organization separating within their country
c) Product, service, transaction or delivery channel risk factors
 Financial service
Anonymous transactions which may be include cash
Non-face-to-face business relationships or transactions
Payment received from unknown or un-associated third parties.

3.3 Case-3 
DETERMINANTS OF HOME LOAN REPAYMENT PERFORMANCE OF LEASING COMPANY IDLC FINANCE LTD.
In Bangladesh housing finance sector is mainly organized by self-financing. Most of the leasing companies are focusing on housing loans. IDLC is one of them and IDLC being the most visible in their activities. In this case mainly focused on measuring home loan repayment performance of the IDLC finance Ltd. here found some variable those are necessary for measuring performance of the home loan repayment systems in Bangladesh. Housing sector that work to save economy by increasing saving and capital information, creating huge employment and other economic multiplier benefits and also backward and forward information.
 Introduction 
In Bangladesh financial market renowned name Industrial Development Leasing Company limited. In 1985 IDLC started their operation as the pioneer leasing company which facilitates lease financing and capital investment in industrial sector. IDLC become the best performing and most innovative financial solutions provider in the country. 
 Objectives of this case 
The main objectives of this study are to measure the home loan repayment performance of the IDLC and the specific objectives are: 
· identify the activities of the Credit Risk Management of IDLC 
· analyze the performance ratio of IDLC home loan 
· identify the major problems related to the repayment systems of home loan 
· Recommend some guidelines to improve the performance of the bank. 
 METHODOLOGY OF THE STUDY 
The study mainly focused on quantitative research technique. Data were collected from the primary and secondary sources. The primary data were gathered from the different executives and general clients of the bank through interview technique with the help of semi structured questionnaire.  The secondary information has been collected from the company’s annual Reports, corporate newsletters, branches manuals, and internet of the company, different websites and various publications of the institutions. 
 
Sampling Plan Primary data regarding the home loan repayment performance of the customers of IDLC have been collected from the real estate customer service and collection departments of IDLC. 
For this study, the stratified sampling method has been followed. The customers have been categorized into two stratums based on their repayment performance. The complete list of the regular and overdue customers has been collected whose loan contracts are ongoing and two samples from the two strata have been selected randomly.   
THEORETICAL AND EMPIRICAL DETERMINANTS OF CREDIT RISK
Credit is the risk that failure to pay equity debt that may arise from a borrower to make required payments. In the first resort, the risk is that of the lender and includes lost principal and interest, breakdown cash flows, and increased collection expenses.
By observing and measuring the risk banker try to find out overall loan portfolio and loan concentration risks. Next step use underwriting process so that reduce the cost promote the consistency it helps the banker to bought credit scoring and provide the home loan.
Home loans mainly mortgage loans in mortgage the  size of loan, ratio of the property price, mortgage interest rate, charges on loan like commission, discount ,the another fact is adjustable rate mortgages this is mainly calculate how much to pay in every year. Most of the home loans are long time processing which create credit risks.

Credit Risk is assessed on the following basis:
Default risk
Exposure risk 
Recovery risk
Counter party risk
Related party risk
Legal risk
Political risk
Determinations of Home Loan Repayment Performance of Leasing Company:
IDLC Financing LTD. one of the largest financial institution in Bangladesh most of loans working done through this company home loan repayment process one of them. They provide home loan and they follow some process how customer get loans from them and strictly follow their method. They are always active and disciple analysis the borrower’s credit history before give loans or mortgage loan, how much the income sources of client, where client want to buy the home, are this land listed or legal area all those things information they collect .most important all those things are done on credit so credit risk are in higher level and try to control those risks.
For Credit Controlling –Loan amount, Loan Term, Interest rate, Monthly Installment amount, Facility/ Financing Amount, Collaterals, Personal Guarantors, Guarantor ID, Collateral Description, Collateral Value, Collateral Category, Collateral Type etc.
Home loan repayment process first of fall have to identify client information which they provide. Secondly measure and collect more information which needed in home lone repayment program and thirdly evaluate client historical background like previous loan, legal and papers work that need in home loan process collect information that papers are clear or not. In home loan reference need in case client doing wrong reference is important so that client could not doing anything wrong .underwriting flexibilities and third-party down payment assistance also needed. This repayment process helps to minimize the risks as most of the institutions are face. If client information are proper and timely pay the amount client need not to worry.
Risk management
This case study has been prepared on the topic of “Determinants of Home Loan Repayment Performance of Leasing Company: A Study on IDLC Ltd.”. Some of the identified variables are quantifiable and some others are portrayed. Different type of variables used in the model are loan term, income level, loan to value ratio, debt burden ratio, installment to income ratio and fixed obligation to income ratio. It has been found that, loan to value ratio, debt burden ratio, installment to income ratio and fixed obligation income ratio negatively affect the loan repayment performance. when the value of these variables increase, repayment performance seems to worsen and customers have the chance to default. On the other hand, loan term and income level positively affect the home loan repayment performance when the value of these variables increase, repayment performance seems to get better. 
So, the research concludes that, IDLC credit team should carefully evaluate the above-mentioned variables in reaching the decision of financing a customer. It is to be noted that, the quantifiable variables, the credit team should also focus on the subjective variables such as the profession of a customer, their credit attitude information of which can be found out and verified by collecting data from his neighborhood, business associates, financiers and last but not the least, the security against which the financing is being made. Security documentation should be complete to avoid the ultimate risk of default.   























Chapter-4
Findings, Recommendations and Conclusion















4.1 Findings 
· In terms of the number of financial institutions which are enhance over the years by managing risk factors in investing, purchasing etc.
· In terms of the number of institutions which going high-ranking over the years.
· The growth of risk which always held in organization that can clearly be noticed.
· Institutions now a day getting success in terms of its financial activities by overcome the risks that have in this field.
· In terms of recent articles, journals and annual reports survey of Operating their process Profit, investment policy.
· In terms of the Capital Adequacy position, liquidity and liability management, product and geographical expansion are toppers to make profit.
· Higher risk financial institutions like banks, insurance companies and hedge and mutual funds. They identify the risks and measure the risk that how manages those things.
· Using modern methods the asset liability information easily can take.
· Risk management efficiency doing good jobs for the modern activities.
· Financial institutions should observing the financial activities 
· In investing and financing profit and loss system the key fact, the institutions bear the profit-loss in banking, insuring and hedging system.
· Sometime profit increased but still remains in a risky position.
· The investing, productivity, loans are getting better day by day by overcome the risk factors.
The result found that, the financing activities almost one another indicators to financial health are quite good and satisfactory.
[bookmark: _Toc504940959][bookmark: _Toc504943878]4.2 Recommendations
After analysis and makes this report find that it is obvious in banking, business and investing always have risks.To make profit have to take risks and those risks have to manage or organized on this process institutions face different problem for some barries and i would like to recommen the followings:
· Financial institutions should always analysis the risks factors and take necessary step to makes better position.
· Financial institution should observe the share price, interest rate, market value, liability and liquidity and all related concern of it.
· Financial institutions should hire effectively employ its capital.
· Financial institutions are not look after shareholder value or clients as previous years that create risks so always collect information on those thing.
· Financial institution should observe further operations.
· Financial institutions must look at the asset liability position and carry it to a better position.
[bookmark: _Toc504940960][bookmark: _Toc504943879]4.3 Conclusion
In the last few years we can seen a lot of new commercial banks, mutual and hedge funds, insurance companies have been emerged and thus the competition become increase and create difficult situation. So, these institutions have to create their activities according to the competitor. For those reasons financing sectors are not depending on the past cultural or traditional method. For those competitions risk become increase and risk minimizing can be possible to meet up several types of financial services to manage the risks. In this report the cases are totally different from each other and their risk management also different. Financial institution should follow the law of maintaining an accurate economic life is explained. As financial institutions compete with each other so here interest rate, market value, liquidity and liability are important factors. The bank, insurance company, investment sector, foreign exchanges are religion activities in Bangladesh. Those are equally important in development. The important feature of the financing is its profit-loss sharing policy in financial institution and for investing risk management is important as every investment and business has risks. 
If financial institutions follow its rules and principles of the ‘risk management’, they will be able to makes profit and this helps to pay higher return to the shareholders and depositors and also minimized the risk. In future, financial institution will gain more public confidence.
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