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Risk Manaﬂgement in Banks
(Essence of Bangladesh Bank's current Guidelines)
Preamble and Definition:
We are familiar with a proverb 'no risk, no gain’ This is fully
applicable in banking business. Risk management guidelines
for Banks, issued by Bangladesh Bank in February, 2012 defined
risk as ‘the deliberate of risk for
profit-making" Risk taking is an inherent element of banking
business and indeed, profits are in part the reward for
Md. Fariduddin Ahmed successful risk taking in business. The objectives of risk
B o sank ot Banglages Umieg MANAgemMent is to identify and analyze risks and manage their
It mvulv

I Bk Bl Lied 00
Eport brgor Bark that-

1. Iti toRisk Official
2. The isk exposure s kept within the limit set by the Board of the Bank.

3. Decision making process for undertaking isk are xplict & clear

4. inline with busi by the Bank.
N . o 3

6

. Bank's capital is sufficient to absorb any unexpected shock.

Pertinent points to understand Risk Management:
Risk must be understandable, measurable, controllable and within the capacity of the Bank.

the tisks:

. Investment (credit) risks. These are concentration risk, country risk, transfer risk and
settlementrisk.

. Market risks. These include profit (interest) rate risk, foreign exchange risk and equity
marketrisk.

. Liquidity risk

. Operational risk

. Compliance risk

. Strategicrisk

. Reputation risk

. Money laundering risk

Risk Management System:
The i i tem:

1. Board of i icies. The senior

2. Manuals, guidelines, rules o manage the risks.

3. Risks are properly identified, measured, monitored and_controlled. Appropriate
ystem (MIS) are in place to support all busi

4. i 1 and compli i ished to detect any

Risk Appetite:
Risk Appetite Framework (RAF) is the top most important element in risk management system.
This framework contains, among others, the following:

1. Risk appetite framework is the business plan of bank for a given period. Resource

|-

, foreign exch foreign iness, ancillary
business . the nfire business mix including the income,expenditure, profit and other
items of the balance sheet are the subject matterof the RAF.

the bank'
looki

. It their risk

. RAFincludes th types ofisks the Bank s wiling to bear and willing to assume.

. RAF s a yardstick for the Board to check whether the business proposals fall within the
approved areas and norms.

Risk Management Structure:
Bangladesh Bank has provided the following organogram for managingrisk.

Internal Control Investment and
and Compliance Risk Committee

Asset-Liability
Management
Committee

Risk Management Investment Business
Unit (Credit) Department Units

Capital Liquidity
Management Management

Inyestment
olio
Management

o During January, 2013 Bangladesh Bank has renamed Risk Management Unit as Risk
Management Department/Division.

® The head of the Risk Management Department/Division is now an executive of the rank of
Deputy Managing Director.

Importance of Risk Management Division (RMD) :
The RMD is of paramount importance in the Risk Management set-up. The responsibility of the
RMDincludes the following:

1. Serving assecretariat of All Risk Committee;

2. Designing bank'soveralrisk management trategy;

3. Developing tress tests;

4. Developing,tsting, and observing use of models for ingand

5. Informing the Board and All Risk Commi riskacross the bank;

6. C licating views of i throughout the bank;

7. Independently monitoring limits, in addition to the monitoring that is done by business
units;

) I




13. Money Laundering Risks
g of all property and liability claims involving the 14. Environmental Risk Management
organization; 15. Miscellaneous
10 . . - . .
1. Identifying and quantifying bank's exposures to materialloss; Risk st Banks:
12. . Banks must compile for the Board and senior management relevant measures of risk,
13. Adopting proper financial protection measures through risk transfer, risk avoidance, how risk levels compare with limits, the level of capital the bank must mamam after
and risk retention programs; sustammg large losses, and actions that could take
14, Demmmmg the most cost-effective way to construct, refurbish, or improve the loss X acro: izati
any facility leased, rented, purchased, the bank; . There can be no disparity between the risk that the bank is taking and the risk the Board
15. Managing claims for insured and uninsured losses; and perceives it to be taking;
16. Participating on all contract negotiations involving insurance, indemnity, or other pure . Risk management must be an active, firm-wide approach, and cannot rely only on
i i isions prior to th ion of th 3 individual businesslines o carry it out;
Banks must develop in-house expertise and ot rely only on market data, credit ratings,
The agenda which should be discussed in the RMD meeting are as under: published analyses, etc.;
1. The Key risks that may affect the banks' financial health in upcoming days . Banks must test their valuations of assets by occasionally selling seized collateral,
2. Investment (Credit) Risk investment (loans), and non-traded securities;
Portfolio/Sector Concentration of Investment . Treasury functions must be aligned with risk management - Treasury must create
Investment exposure to top borrowers’ internal pricing by charging business lines not only for the cost of funds, but also for the
Agriculture Investment disbursement target cost of maintaining enough liquidity. For example, banks should always have enough
Off-Balance sheet exposure (OBS) liquidity on hand to settle commercial letters of credit. The cost of maintaining that
Non Performing Assets liquidity - in terms of foregone earnings - should be passed onto the business line that
Top defaulters issues letters of credit, who, in turn, will pass it on to the customer in the form of a
Recovery of Investment under law suit higher fee;
Provisioning . Banks must actively manage contingent liabilities - such as the unfunded portion of
Recovery from Written Off Investments lines of credit and the requirements of settling commercial letters of credit - in liquidity
Liquidity Risk management;
Investment Deposit Ratio (IDR) . For liquidity management, Banks must use both firm-specific and market-wide stress
Deposit Mix scenarios;
Wholesale Borrowing Guideline (WBG) . Banks must also analyze deposits thoroughly to better understand which deposits are
Maximum Cumulative Outflow likely to be withdrawn from the bank in times of a firm-specific or generalized run on
Medium Term Funding Ratio the banks. Banks should conduct "fo " of various categories of depositors to
Liquid assets to Short Term Liabilities gauge their confidence in deposit insurance, the lender-of-last-resort function of BB,
Market Risk and other drivers of mass depositor behavior;
a. Equity Price Risk . The Board and senior management must be accepting, and not dismissive, of stress
b. Foreign Exchange Risk testing, and must give credibility to extreme scenarios. They should understand the
Operational Risk adverse scenarios and the assumptions that relate the adverse scenarios to the it impact
Profit Rate Risk in Banking Book onthe bank' ility or capital, but they should not unduly rej
Reputation risk . The risk management function must be
Core Risk i ion Statu: a. Independent;
b i ity withir
c in conti i with business lines; that is, not
d.There must be both a forum and a commitment for this dialogue.
. For best results, the Chief Risk Officer position should be strengthened, and risk
in reportto the CRO;

| I

a.
b.
o
d.
e
f.
q.
h.
i

s anow

Capital Management Function
. Bank's resilience capacity

. Compliance Risks

. Stress Testing
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14. Compensation and other incentives mst be aligned with the ik sppetic including
short-runvs. long and by line s, firm- i
15. Balance sheet limits must be enforced;
16. There must be a range of experience and expertise in the senior management of the
bank;
17. C ittees involved in risk
a. Meet frequently;
b. Discussall significant risks; and
. Include both Risk Management Department personnel and businessline managers;
18. The bank must have a culture where managers can escalate concerns to senior
management, and senior management is required to take up the challenges and not
dismiss them. Banks must avoid hierarchical structures that could block or delay the
upward flow of information.

(such as the All Risk Committee) must:

Conclusion:
Success of a Bank depend largely on prudent management of various risks. To this end in view
Bangladesh Bankintroduced earlier the following six core risk guidelines:

1. AssetLiability Management Risk

2. Investment (Credit) Risk

3. Foreign Exchange Risk

4. Internal Control Compliance Risk

5. Money Laundering Risk

6. Information & Communication Technology Security Risk
The salient's points of risk management listed in this article have been taken from the guidelines
issued by Bangladesh Bank in February, 2012. Bankers should go through the above six core risk

del d the latest y guidelines for enriching their skills.

CORPORATE AFFAIRS AND BRANDING DIVISION
Export Import Bank of Bangladesh Limited
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Corporate Affairs refer to the activities relating to building company reputation and brand,
forging strong corporate relationships with key external stakeholders and effective crisis
management. Corporate Affairs are widely recognized as a major strategic tool that essentially
deals with communication.

People in corporate affairs have the responsibility to research needs in communication,
determine and address shifts in the attitudes of people, recommend and measure policies and
initiatives for effectiveness and also monitor arising issues.

R A 47 TSI o7 -
Corporate Affairsis the set of activities involved in managing and orchestrating all internal and
external communications aimed at creating favorable point-of-view among stakeholders on
which the company depends. It is the messages issued by a corporate organization, body, or
institute to its audiences, such as employees, media, channel partners and the general public
Organizations aim to communicate the same message to all its stakeholders, to transmit
coherence, credibility and ethic. Corporate Affairs and C help

TR 2000

explain their mission; combine its many visions and values into a Cohesive message to
stakeholders.
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EXAM

Art of delegation (work) lead to speedy success

Art of delegation (work) lead to speedy success.

All effective managers and leaders in this unstoppable competitive

world know that they can climb greater heights and achieve

remarkable goals only if they delegate work to the good, able and

talented people around them. The logic is simple - if they are able to

rope in more brains and bodies to do the tasks, they are able to get
Honamed A s "™ things done within the same time frame. The ability to
G ofior | delegate work I therefore a vital asst that all good leaders and
managers should have. Let us relate a simple story that may contribute us learning lot in our
hard-headed activities.

Mr. Abdullah and his family members
Once there was a Professional named Mr. Abdullah who had three other family members in his
daily life. He had mother, younger sister and beloved wife. He was diligent and honest by nature
throughout his career. He used to love his family members very much.

Just before on Holy Eid day he bought lot more for his family members respecting their choices.
The very before night of Holy Eid Mr. Abdullah bought a Panjabi (attire) for him but found too
100se to wear when he go back home. Becoming worried he went his mother and requested her to
resize the Panjabi so as he could enjoy the Eid. His old mother replied she could not perform well
since her eye-sight was too short. Mr. Abdullah, just after that, went his beloved wife and
requested the same. His wife answered she could not do that since she had to concentrate on
daily cook and neatness of the house.

Finally he went his younger sister and approached her with the same subject. His younger sister
replied she could not perform this as she had to color her hand and hair on the occasion of Eid.
Sequentially he became gloomy and went back to his room keeping the Panjabi in the drawing
room.

In the early morning of Eid day Mr. Abdullah woke up and took his bath. Thing seemed
astonishing when he took the Panjabi to wear. At that time the Panjabi was too short to wear.
Seeing that, Mr. Abdullah went his mother's room and inquired about the fact. His mother
answered that she resized the Panjabi as requested. After that he went his sister's room and
asked her the same. She answered she repaired the Panjabi as requested and demanded. Finally
he asked his wife about his Panjabi and she replied that she had resized the Panjabi as demanded.

Just after that Mr. Abdullah became shocked and realized the mistake he had done. He realized
that his delegation of work and co-ordination of work were not perfect what finally let him
waste away a precious attire.

Moral:

« Yieldtoalland you willsoon have nothing o yield.

« Each and every leader/manager should know the techniques of delegation and co-ordination of - work;
otherwise aninstitution mayallin danger.
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