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April 29, 2008

Dr. Mojib U.Ahmed
Instructor
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Dear Sir:

Here is my internship report on “«Credit Risk Management: An Empirical
Study on Dutch-Bangla Bank Limited” that was assigned by the organizational
supervisor, Mr. K. M. Awlad Hossain Senior Assistant Vice President, Dutch-Bangla

Bank Limited, Mirpur Branch, and approved by you.

As you will see, this is a research report on the credit risk management system at
Dutch-Bangla Bank Limited (DBBL). This is an in-depth study based on empirical
review of secondary data. The research has been conducted from two perspectives: a
qualitative analysis on the credit risk management practices and a quantitative
performance analysis of the system. An overview on the Bank and the present
regulatory and policy framework for credit risk management in Bangladesh has also
been presented in the report. There is also a humble effort to suggest some measures
which may help the Bank in establishing a robust and effective credit risk

management system.

This assignment helped me in understanding the credit risk mitigation mechanisms
that are used in the business of lending. It also gave me a scope to develop a general
overview on the banking sector in Bangladesh. I had little knowledge on these issues
before writing this report. I thank you and my organizational supervisor for giving

me the opportunity for such an eye-opening. I enjoyed writing this assignment.

Sincerely,

Sadiyah Tabassum
Roll No. 05264013
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Executive Summary
An Introduction to the Report

This research report is an individual assignment as a part of the internship
programme under the MBA curriculum in the BRAC University. The primary
objective of the report is to study the general account and credit risk management
(CRM) practices at DBBL with particular reference to the Bank’s Mirpur Branch and
recommend measures for further improvement. But the quantitative analysis part of
this report is not up to the requirement of research design due to non-availability of

relevant data from the Bank.

The banking sector in Bangladesh is plagued with myriads of problems. Among
these, the loan default problem is the most severe one. Over the last decade many
structural, prudential, regulatory and legal measures were initiated by the
government to curb the loan default problem. Yet all these measures could not
produce any significant outcome in dealing with the problem, especially in case of
government banks and financial institutions. The private banks, though, have shown
considerable improvement in the credit management system which is evident from
their low level of classified loans. Dutch-Bangla Bank Limited (DBBL) is one such
private bank having a strong and efficient credit management system supported by
robust CRM strategies. This research report is an empirical study on the CRM
practices at DBBL.

This report involves a descriptive research based on empirical review of secondary
data. The target populations for the study were: (1) the general accounts of DBBL
Mirpur Branch and (2) past credit related financial data of DBBL. The past five years’
credit related data were also taken as sample for the study. A subjective judgemental
analysis was conducted on the credit information of selected sample borrowers, and
the selected quantitative credit related data were put to a judgemental interpretation

by the researcher.

So far little empirical study was conducted on the CRM practices in the banks of
Bangladesh as systematic management of credit risk in the business of lending is
almost a new concept in our banking sector. Yet some literatures on the related

subjects are available which discuss credit risk mitigating measures in general.
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An Overview of Dutch-Bangla Bank Limited

Dutch-Bangla Bank Limited is a Bangladesh-Netherlands joint venture scheduled
commercial bank established under the Bank Companies Act 1991 and incorporated
in 1995 as a public limited company under the Companies Act 1994. The corporate
philosophy of the Bank focuses on enterprise and creativity in business and industry

with a commitment to social responsibility.

The authorized and paid-up capitals of DBBL are Taka 400.00 million and Taka
202.14 million respectively. The Bank is run by an 8-member Board of Directors.
There are 13 divisions at the DBBL Head Office and at present 19 branches of DBBL

are operating in the country.

DBBL provides a range of services and facilities to its customers, which include
general banking, retail banking, credit facilities, and foreign trade services. The
services provided under general banking include deposit schemes, purchase/sale of
bonds and instruments, remittance, and payment/collection of bills. The retail
banking services provided by DBBL includes Locker Service and Consumer Credit
Scheme. The Bank extends a range of credit facilities which include general loans,
demand loans, continuing advances and contingent financing. DBBL has also some
specialized credit schemes which include Small Shop Owners’ Credit Scheme, Public
Transport Credit Scheme, Rescue Transport Credit Scheme and Students’ Transport
Credit Scheme. The foreign trade facilities provided by DBBL include import finance,

export finance, and foreign remittance.

Besides banking activities, DBBL takes part in different nation-wide socio-cultural
activities for promoting sports, culture, social awareness, etc. The Bank also extends
humanitarian assistance during national disasters. To implement its social agenda,

the organization has set up the Dutch-Bangla Bank Foundation (DBBF).

Dutch-Bangla Bank Limited has demonstrated significant operational performance
since its inception. The financial facts and figures on the volume of deposit, loans and
advances, after-tax profit and earning per share and ratios imply a growing trend of

the Bank’s operational achievements over the years.

The Mirpur Branch of DBBL was established in 2003 . The branch is headed by a
Branch Manager and he is assisted by a Second Manager. The branch has three
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departments: (1) General Banking Department, (2) Loans and Advance Department
and (3) Foreign Trade Department. The General Banking Department deals with the
functions of accounts management, cash deposit and withdrawal, local remittance
and clearing. The Loans and Advance Department is responsible for the functions of
assessment, processing, monitoring and recovery of the loans and advances. The
Foreign Trade Department carries out the functions of export finance, import

finance, and foreign remittance.
The Regulatory and Policy Framework for Credit Risk Management

The banking sector in Bangladesh is exposed to five core risks: (1) credit risk, (2)
asset and liability/balance sheet risk, (3) foreign exchange risk, (4) internal control
and compliance risk and (5) money laundering risk. Among these, credit risk is the
most severe one. Credit risk can simply be defined as the probability that a bank’s
borrower or counterparty will fail to meet its financial obligations in accordance with
agreed terms. The goal of credit risk management is to maximise a bank’s risk-
adjusted rate of return by minimizing its credit risk exposure. The credit risk
management in Bangladesh banking sector involves two main dimensions: (1)
sector’s overall credit related regulatory and policy framework within which the

banks operate and (2) individual bank’s credit risk mitigation practices.

The banking sector in Bangladesh comprises five types of scheduled banks: (1)
nationalized commercial banks (NCBs), (2) development finance institutions (DFI),
(3) non-Islamic private commercial banks (PCBs), (4) Islamic PCBs and (5) foreign
commercial banks (FCBs).

During the 1970s, the banking activities were directed at massive credit
disbursement to help increase industrialization and productivity in the war-ravaged
country. But no attention was paid to ensure credit quality and portfolio
management. Rather a huge volume of default loans piled up in the country. Since
the 1980s, a rapid deregulation and privatization was initiated in the banking sector
in order to increase efficiency, productivity, and competition. But no significant
improvement was visible in these aspects. The Government undertook a number of
reform measures in the 1990s, to eradicate the accumulated problems in the banking

sector. Such measures include new rules and regulations for screening, monitoring
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and recovery of loans and new laws against loan defaulters. But even after adopting

many measures neither loan quality nor recovery situation improved.

The Government has been working with further reforms in the banking sector and till
today newer policies and regulations are being instituted and older ones are being
repealed or amended in this regard. Even at present, loan delinquency is the number
one problem for the banks and such a problem can be attributed to a number of
causes which include ineffective credit management by the banks, weak and lengthy
judicial procedure against the defaulters, and insufficient regulatory enforcement by

Bangladesh Bank, etc.

Thus the banking environment is still endowed with high credit risk potential and
high probability of loan default necessitates the prudential regulation and policy

support and the efficiency of the bankers to ensure sound credit risk management.

In recent years, Bangladesh Bank has taken many steps to enable the commercial
banks to minimise their exposure to risks. Such steps include prudential regulations
and policies for enhancing risk management capacity of the banks as well as legal
recourse against loan defaulters. The prudential policies and guidelines for credit

assessment include:

e Lending Risk Analysis (LRA): A credit screening tool for analyzing the
business risks and security risks involved with a credit application.

e Risk Grading System (RGS): The system of assigning a risk grade to each
individual borrower.

o Financial Spread Sheet (FSS): Involves analysis of borrower’s past
financial statements and ratios.

o Interest Rate Deregulation: Interest rates are based on market forces of
demand and supply rather than government control.

« Risk-weighted Loan Pricing: Determining loan interest rate basing on the
risk-rating of individual borrower.

e Credit Information Bureau (CIB): CIB of Bangladesh Bank maintains
and provides credit information on any borrower.

e Credit Restrictions for Bank Insiders and Their Relatives: These
restrictions ensure that loans are not given at arm’s length to the bank

directors or their relatives.



e Large Loan Restriction: A system of imposing large loan ceilings for the

banks based on their classified loan volume.
The prudential regulations and policies for credit administration include:

e New Loan Ledger Card (NLLC): An improved accounting practice for
recording loan status.

e Large Loan Review Cell (LLRC): LLRC of Bangladesh Bank reviews all
newly sanctioned, renewed and rescheduled loans by scheduled banks.

¢ Performance Planning System (PPS): A tool for planning managerial
responsibility in credit management.

e Management Information System (MIS): MIS ensures timely and
accurate credit information collection, preservation and dissemination.

e CAMEL Rating for Off-Site Supervision: Bangladesh Bank ranks each
bank basing on the bank’s Capital adequacy, Asset quality, Management
capability, Earning and Liquidity level.

Bangladesh Bank has also given new regulations and guidelines for credit
transparency and provisioning which include risk-weighted capital adequacy
requirement, loan classification and provisioning system and loan rescheduling
system. On the other hand, the legal measures against the loan defaulters include

Money Loan Court Act 1990 and Bankruptcy Act 1997.

The credit screening and monitoring tools like LRA, FSS, RGS, etc are yet to put into
implementation by the banks properly due to three reasons: (1) lack of compatibility
of the tools in our economic and financial systems, (2) lack of enforcement by
Bangladesh Bank and (3) lack of adequate knowledge, skills and willingness on part
of the bankers. There were problems and limitations with other prudential policies

and guidelines as mentioned below:

1. The interest rate deregulation could not ensure desired inter-bank
competition and efficient resource allocation due to market distortions and
other imperfections.

2. The technology backwardness impedes timely information exchange with

Credit Information Bureau.
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