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At first | grateful to the Almighty Allah to give me the patient and capable me to
prepare this internship report on time. | have compleled my internship in
International Finance investment And Commerce (IFIC) Bank Limited. In this
report | want evaluate the Credit Financing performances of the bank. To collect
all the data and their performances | have got the help from Mr. Abu Nasser Al
Razi, First Assistant Vice President. | am really very much grateful to him for the
information.

I also very grateful to Mr. Syed Hossain Chowdhury, Grade Cne Officer, Mr. Ziaul
Bari, First Vice President, who were really helped me to coliect the data. They
helped me as much as possible. Because the bank has strict ruies not provide
their some confidential data to the outsiders. | will have to also mention other two
madam Ms. Farhin Sultana, Stuff Officar, and Ms. Morsheda Begum, Stuff
Officer, both of them were very helpful for me.

All of them were very much helpful and | am so much grateiul to all of them. They
have enough contribution to get the information and data. And that's why it is
possible to prepare the report.

Now | am mentioning the name of my internship supervisor Mr. Tanbir Ahmed
Chowdhury. Who is the prominent and foremost person for me {o prepare the
report because he gave me all the instructions, schedule, format and all the other
discipline by which it can possible for me to utilize all the baking credit financing
information and data properly. Without his instruction it is really tough for me to

- provide a better quality report. So | again so much grateful tc my supervisor, who
helped me anytime when | asked and also consider my different problems.
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The report is prepared to evaluate The Credit Financing Department of IFIC
Bank. As a private commercial bank all the sectors of credit financing department
are not highlighted in-this report. The main ideas and which are more performed
in the bank those analyzed. In the report there are five chapters are mentioned.

At first the in the introductory part mainly emphasized the overview of the bank,
capital and surplus, scope and methodology, which is chapter one. in chapter
two the performance evaluation of overall banking is highlighted and in it the
items are analyzed such as — deposit amount, total and fixed assets, dividend
and bonus share, time interest earn, etc. are evaluated. In the chapter three
there are all the credit financing different type, terms and conditions, rules, loan
sanctioned criteria, loan disbursement amount, recovery rate etc. are
emphasized. There are also more two chapters — chapter four is for problem
finding of overall banking system and also the problem of the credit department.
And the last chapter five is for suggestions to improvement of the overall banking
system and the credit department.

There are also the limitations to collect the data, conclusion, appendix,
bibliography are mentioned to fulfill the report.

All over the report there are many rules and regulations, problems are identified.
with all those the solutions are given to improve the overall and the credit
financing department so that the services of the bank will be more quick and
unique, reduce the risk of providing loans by refund on time, consider the
borrower’s criteria etc. which will help the bank to develop their performance



MIISSION STATEMENT OF IFIC BANK

Tre Mission Statement of FIC Bank is —

“ Our Missicn'is to provide service to our clients with the help of a skilled
and dedicated workforce whose cregtive talents, innovative actions and
competitive edge make our position unigue in giving quality service to al!
instructions and individuals that we care for.”

As &g p'ri.vate Comrgqroia} Bank IFIC is commitiad 1o the welfare and economic
prospenty of the people and the community, for the IFIC Bank denve from them
the inspiration and drive for onward progress to prosperity.

They want 1o be the leader among banks in Bangladesh and make our indelitie
mark as an active pariiier in regional banking operating beyond the nationat
boundary.

in an intensely competitive and complex financial and business environment,
they particularly focus on growth and profitability of all concerned.






1.1 Apn overview of International Finarnce investment
And Commerce Bank Ltd.

The Bank in a Sketch:

International Finance Investment and Commaerce {{FIC) Bank Limited started its
banking operations on June 24, 1983. Early to that t was setup in 1876 as &
joint venture finance company at the itlustration of the Governrnent of the
Peopie’s Republic of Bangladesh. Govemment then held 49 percent shares while
the sponsors and general public held the rest That finance campany has some
wnportant obiectives those were to establish joint venture banks, finance
companies and affiliates abroad and also has ancther common objective to carnty
out ideal banking functions of a finance company &t home.

in 1983, at what time the Government decided {0 open up banking in the private
sector, the above finance company weas transformed into a full-fledged
commaercial bank. Along with this, the Government also entitled four other
commercial banks in the private sector. Subsequently, the Govermment
denationalized two banks, which are then fully Government-owned.

The Government maintained 40 percent shares in IFIG Bank in charging of #ts
original objectives, namely, promation of joint participation of Government and
private sponsors 10 establish joint venture banks, financiat companies, branches
and affiliates abroad.

Ownership Construction:

The Bank has an ownership structure which that the spensors hold ownership of
the Bank m the private sector and Govemment of the Pecple’s Republic of
Bangladesh. The sponsors and individuals now own 83 percant of the share
capital and the Govermment cwns a littie more than 37 percent ¢f the shares of
the bank. -

Functional Constituent at Head Office:

Managing Director, ex-cfficio Director of the Board, is the Chief Executive Officer
(CEO) of the Bank. Under divect contro! of the Managing Directory is the Deputy
Managing Director {(now the position is vacant).

The procecures and all the accomplishments at the Head Office of IFIG Banx
have been diverse into nine Groups excepting the office of the Advisor, Credit
Policy and Risk Management and the office of the Chief of MD's Secretariat A
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Group Executive who reports directly to the Chief Executive heads each Group.
In the bank, Secretary’s Diviston, which is cutside these Groups, reporis directly
to the Managing Director. The rule of the Bark that all the Divisions at Head
Office are obligated to report to the respective Group Executives.

Under Manipulations of the Bank-

Group-t 1 The operation is General Credit Division.
Group-ll : Operations of this group consists of four Divisions, namely-

1. Foreign Trade Operations Bivision,

. Foreign Exchange Accounts/Fund Management,
til. Operations {Qverseas) Division and

iv. Garments Divigion.

Group-itt : The operations of this group is Bank Examiners’ Division.
Group-V : The operations are of this group are —

i Comprise Centrat Accounts Division,
it. General Banking Division,
iit. Treasury Division and Establishment Division.

Group-V : The operations consists of this group is Recovery Division.
Group-Vi : Operations has been designed with Project Finance Livision under it

There are three Services Groups among those six operations Groups of the
Benk. Those ere :

Services Group-{: The services are included of this group:

« Human Resources Development Division,

s Planning,

» Ressarch and

» Statistics Division and Personne! and Administration Division.

Services Group-#I: The services are mcorporated of this group:

» Branch Expansion,

* Business Developrment and Marketing Division,
+  Computer Division and

« Special Projects Division.

Services Group-iii:

The service under this group is - Law Division has been placed.

(W]



Distinct Financing:

|

The Bank over the past eight years has been conlribuling term finance to
medium and smali-scale industries, on the side of carrying owl nabiual banking
performances. Both Asian Development Bank and World Bank had designated it
to finance medium and small sized industries under cutstanding agenda. Under
these agendas the Bank authorized loans of Tk.42.80 crore to as many as 53
units. They financed 138 units from the Bank's own fund, til December 31, 20060
85 percent of their industrial finance goes to textile division along with RMG.

OVERSEAS OPERATIONS:

Bank of #Maldives Limited {BML):

The Bank had set up in 1983 as a joint venture bank in tha Maldives Limited
{BML), at the request of the Govemmment of Repubiic of the Meldives. At that time
this was the only national bank in that country which would perform its business
through seven tranches. IFIC Bank had accomplished the dealings of BML from
1983 to 1992. In 1992, as per obligation, IFIC Bank sold its shares to
Govermnment of the Maldives and handed over management of BML to the
Maldivians.

Oman-Banagladesh Exchange Company {CEEC):

IFIC Bark established an exchange compeny — Oman Bangladesh Exchange
Company — in 1885, 10 accelerate allotment by Bangladeshi wage earmners
working in Oman. The business of the Exchange Company, a joint venture
between the Bank and Oman naticnals, is run and aitained by IFIC Bank under a
management covenant.

From the beginning, the Company has been showing impressive results as a
oirt venture banking business. it executed their business fhrough six branches,
in December 2000. Annual remitiances increased from Tk.166.52 million in 1985
1o TK.1561.80 million in 2000. The company earned profit amount to Tk 16.80
miflion in 2000 as against Tk.2.29 million in 1985,

19 officers of the Bank are engaged in the exchange house.

Branches in Pakistan:

in 1987 1FIC Bank opened its first transmarine branch in Karachi. That branch
expanded their operations immediately and prove of their performance is that the



branch extended its deposit base to Tk.831.97 million in 2000 from Tk.116.05
million in 1987. The pre-tax profit earned by the branch stood at Tk.46.06 miliion
in 2000.

in 1993 the Bank was opened the second overseas branch at Lahore in
Pakistan. The deposit and pre-tax profit of the branch was Tk.352.00 milion and
Tk.12.34 million respectively in 2000.

Nepal Bangladesh Bank Limited:

in December 1993 the Bank got the authorization 1o constitute a joint venture
bank in Nepal with 50 percent equity. In June 1994 it initated thelr executions
under the name Nepal Bangladesh Bank Ltd. This is the first joint venture project
between the two countries. As per terms of the joint venture agreement,
management of the bank is vested with IFIC Bank. After beginning their
operations within one year this bank had reached bregk-even point. Deposit of
the Bank as on July 16, 2000 was Tk.4,848.00 million. The Bank made a net
profit of Tk.295.00 million during the year ending on-July 16, 2000, which is the
last day of financia! year in Nepal.

Nepal Bangladesh Finance And Leasing Company Limited:

There are another joint venture named Nepal Bangladesh Finance and Leasing
Company Limited launched its operations on April 18, 1889, The management of
this company is related with 1FIC Bank. The company’s 30 pement shares are
held by {FIC Bank.

Computer And Information Technoloqgy {IT):

In 1983 since IFIC Bank has been laying great importance on the use of
augmented technology, branch of knowledge and system on its expedition as
Cemmercial Bark. The Benk first introduced computer in branch banking in that
year.

There are 44 branches are computerized out of a total of 52 branches of the
Bank in the country. Local Area Network (LAN) system has been instalied in
seven of the computenzed branches.

Opening New Branches:

This bank is expanded their branches in a very quick time. in 2000, the Bank had
aiready set Gp 52 branches within the country excluding two branches abroad ie.
in Pakistan.



They gotl the permission from Bangladesh Bank has begn obtained 1o open three
urban branches and one rural branch in Bangladesh in 2001.

HUMAN RESQURCES DEVELOPMENT DIVISION:

The Bank has a mission and aim. Human Resources Development {HRD)
activities aim at fulfilling the Bank’s Mission. One of their four mejor missions is
to:

“Provide service to their clients with the help of a skilled and dedicated
workforce whose creative talents, innovative actions and competitive edge
make their position unique in giving quality service to all institutions and
individuals that they care for”. :

In all the companies all time the skilled, enthusiastic and dedicated workforce
with aesthetic talents, ingenious actions are not always inmedialely accessible.
Appreciating the scarcity of such manpower, the Bank from the very beginning
teid importance to HRD that conceptuatly includes activities tike:

Pre-recruitrment drill,
Recnutment,

induction,

Training in the Academy,
Job rotation,

Piacement and posting,
Reward and promotien.

‘4 \17 ‘ji \“ \\f \\_’-’ \

The Bank designs alt these activities to fulfil! their mission with banking
performance in an inlegrated way aiming at manpower with required technical,
managenal, human and conceptual skills.

The management of IFIC Bank not only appreciates the need of skills essential
for day 1o day banking procedures but also conceives the need for skills to mest
the giobal end national financial and economic environments that are changing
tast. inhey aif tme wants 1o meet the needs of new skills ansng cut of Fmancal
Sector reforms Program {FSRP) is also a major concern of the management. So
that the custemer will be more attract to their banking facilities, and all services
with a talent and expert workforce.

The Bark, therefore, set up a Division namely HRD division long back. The
Academy of the Bank works under this Division.



Types Of Academic Credit Related Programs:

The Bank Academy provides some Toundetion courses for fresher. Foundation
Courses on elementary knowledge of banking are organized Specialized -
Courses on the areas hke —

»~ Credi,

> Foreign Exchange,
» Accounts,

» Inspection,

= Marketing etc.

Al the areas are intended for officials working in those areas. There is also
different Senior level courses, which are run on specific knowledge area. Certain
courses are a compound of different knowledge areas.
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j.2 Capital Structure Of IFIC Bank

Capital and Reserves:

The Bank initiated with an authorized capital of Tk.10.00 miltion in 1983 and the
paid-up capital was then Tk.71.50 million only. Over the last seventeen years, the
authorized and paid-up capital has increased extensively. Authorized capital was
Tk.500.00 million and the paid-up capital steed at Tk.279.35 milion™ as on
December 31, 2000.

The Bank has constructed up significant resources as reserves base over the
years. in {ast seventeen years its teserves and surplus have increased
significantly. As against Tk.21.20 million only in 1983, reserves and surplus
increased to Tk .683.73 miilion in 2000. The Bank has a better consistent policy
which help of building up reserves has authorized the Bank to sustain a better
capital adeguacy ratio as relate to others.

The Bank has been demonstrating & balanced and improved accomplishment
with the dynamic support end guidance from the Government. In iis seventeen
years of operations, the Bank has deserved the status of a leading bank in terms
of both business and goodwill.

Beginning with a proper deposit of only Tk.863.40 million in 1983 the Bank has
closed its business with TK.17,500,10 million of deposi as on December 31,
2000. The annual growth rate has mostly been higher compared to both banking
secior growin and individual rates achieved by others.

As against a profit of Tk.21.94 million in 1984, the Bank earned a profit of
TK.534.15 mitlion for the year ended December 31, 2000.

L
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1.3. Scope and methodology of the study:

The methodology of collecting the date frem the bank from their Library, ' _
Academy, Annual report, publications, advertisements in the newspapers, and

their

different secret files which are not published in anywhere. The eveluation of

the credit performances of the bank are collected from their credit department,

but &l ih

17
te

rration are not more vast and not a fong terms,

because of their

restrictions 1o expose some items to the outsider. The data are Primary data

because

mainly all the data are collecied from the bank 's publications, their own

collections about their performances. And the other things regarding their ideas,
{hinking, problems, future thinking, attitudes over the other banks all coliected by

interviewing. Which are Secondary data.

The responders were in different rank in the banking secior they ere — Fist Vice
President, prowsson officer of Credit department, and scme other else. The 10

responders are inferviewed and ell of them aie give t

i OWn epproach about the

bank. They give different types of banking ideas, it's strang sides, problems, the

present siteation and future planmning etc.

There are open—end typg questions are asked in the interviewed, where all the

respondents have the chance {o say thet

TWit s

words, Teelings, ideeas, thinking.

The responses are analyzed anﬂ ali are as follows:

|

Questions Answers

i Anaiysis
l!. e

|

| position of IFIC

'
1

|

! Bank as a
| Private Bank. 4
|

i 1 The presem pos?uon
i of JFIC Bank is 5™

# among all the old and
new Private Banks.

1. The present

i

i 1. On the basis of their ndeas that lowers |
i profit makes their position 5% and they
} are almost sure that this will be gone

! down in the future.

i

i\

2 Thereaeonof 1

fower profi.

the reasons ares
Mainly, loans are
. hotrecovered
! propetiy.
i toans are
i ciassified.
i » Lower amount LC
i is made Tor war in
i different counines.
i » RMG secior's
4 fallure.

LS

| 2. They are mainly express about their

i Classified loans, which they gave but not
; reccve{ed in the perfect ime. Alsc ihe

i ey G sector faited to keep their export in
; different countries and that's why the

1 bank can't gel more chernts {or opening

1 LC. 50 their earnings arte gone down ang

i they also mention about total condition of

i the world, mainiy about war, which afiact
:% their profit aiso.

i

3 Interest charge | 3. What the bank ear ns
{ by interest charging
| mostly these are not

i ' 3. When any loans are not refunded then

4 ! it becomes Bad and L oss position and
A thal’s why which itans arée nol recovered.




i
|

!

accept as their profit |

because of the
Classified loans.

So the profit is declined.

{
{ 4. Main problem
| of the bank.

i

i
|
j

4. L ess offerings of
new ideas to the
customers, mors
formality and rigid
system of Consumer
Credit Scheme, slow
service,

4. As a old and good reputed private bank
all the problems they couldn’t over come

{ and also their offerings are not properly

{ maintained, more inflexible systems can't
[ attract the customers. Also the slow

! service make the people bore because

! now the time of fast move so alf should

! be more faster than and faster.

é
|
i
{

5. Credit faciiity |
| of the Bank
|

5. The credit facility of
the bank is more than
the other banks. That

means they arrange

i more credit for their

clients.

3 5. IFIC Bank will be more concern to give
i their loan to more clients than the other

i new and old private banks. But they are

| more concern about the risk of foan

i refunded. If they can’t recover their loans
{ on time then they have to consider a big

joss with expensed because when the
{ loans are in Bad and Loss position then
| the bank has to go for action of law

P U

[ against that borrower. So there is enough !

! expenses are included for all these.

' 8. Number of
:j branches.

6. The Number of

branches is 52 in ail

! over the country.

' 8. As an old private bank the positicn of
I8 number of branches is the lowest
among all the old private banks.

7. Best

{ opportunity for

{ the employees of
| {(FIC Bank.

{
T
|

i 7. Stuff House Building

Loan (SHBL),

Provident Fund Loan
(PF), they are also get

the benefit from the

7. it is really very good opportunity for the
IFIC Bank's stuffs to get the ican for

i house building, Pr locan and also they gei
the opportunity to get the loan for
purchasing their necessary home

)

!. 1
! Consumer Credit appliances, which are under the CCS. |
| Schame {CCS). | )
1 8. Main strong 8. Surplus money. ! 8 The bank has a large amount surplus {
| side of {FIC amount of money by which they can earn |
| Bank. a tot of money by giving oans to their |

clients. They are so strict to refund their
loans. But they can't give loans for all
times because the lack of reliable
consumers and also at present the
garments sectors fail to continue their
eamings and that's why the banks are fail
to get LC account what they got in
previous period.

RSN

v

|
§
g
!
f
| 9. Possibility of

I introducing ATM
' Card, Tele-

3. They have the future
L 1hinking to offer some

new offerings like -

9. All types of new offerings attract mors
to the new customers and retain easily
the old clients. So the bank has the

13



U'ATM Card, Tele-

banking system. ’
| banking.

decision t@ introduce some new ideas in
new year for gaining more clients and
make them permanent.

. 10. Measurement { 10. In terms of the

the performances §
| and the position
| of the bank.

the banking
i performances and

respondents answers

| position are measured
i by Bangladesh Bank
and also by the IMF.

P e T

10. IMF is the principa) indicator to

i measure the bank on the basis of their
assets, reserve and surplus, loan
circulation, rules and regulations of
arranging the credit facility, loan sanction,
| disbursement and also recovery rate in
different years.

11. Training for
the employees.

bank also arrange
training program for
' the new employees
the batch.

. 11. On the basis of the
respondents speaking
it is adequate and the

in

11. The bank arranges the training facility
for the employees and it is mainly heid
with the batch process, and they also

i arrange the training program for the new
joining employees. The bank also
arranges the exam for the old employees
to give promotion and the marks are

i included in their personai files and then
the management decides o whom they
give promotion.

et

RS

12. Principal
Responsibility. clients and attract

- clients.

|

12. Both retain the old

s—

12. On the basis of their speech they
think that the bank can retain thei old
clients and attract the new clients by
givinga very good services that means ali
are dependent on the services, also the
new offerings must attract more

i customers both the new and old.

PN

| 13. What will 13. The new advanced
! improve the | technology like — ATM
i service and i Card, Tele-banking

[ banking system,

| by which they

| can compete with
- the other in the
future. |

facility flexible credit

offerings CCS.

facility mainly their new

13. Every time they talk-about improve
their consumer facilities programs. They
wanted to say that different types of sasy
and flexible technological system and

i also the timely credit facility except more
i harassment and new offerings which wil
be less time consuming those types of

: arrangements will attract more the

: customers and also help to compete with
| the competitors.

B T e

14. The well step

. by which the | very good entity, which
 bank geta good | was a new offering
| clients. And { introduced before one
| attract more | year, called Monthly

| customers. [ Income Scheme.

| |
| i
{

i 14 The bank offered a

i 14. This was really a very good step was
i taken by the bank, the idea of that the
client will keep a specific amount of

interest. The amount was 50,000 TK to 1
Lac and then the client will gat the

F S S S————

‘ step. But the bank couldn’t attract the
! custiomers. The reason is not clear.

money for a short term and get a monthly |

1 interest. {tis the private bank took the first

!




15, Ideas
- gathering from
| whom.

i 15. For new offerings

| and different ideas the
| bank will decide from

{ their new idea

{ generation department.

i 15. IFIC Bank has the totally different

i department for taking any new ideas for
| offer to the customers. They mainly

| observe all the situations and monitor all
{ other banks functions, their new steps

| then they will decide which will be

i convenient for them for maintaining and
i also less expensive but attractive to the
i clients.

15






2.1. Branches of the Bank: -

Branches of the Bank:

The Bank covers all the significant trading, exchange and commercial centers of
the country by its executions. As on December 31, 2600 ft had 52 branches
within Bangladesh. '

All the important branches are equipped with computers in addition to the
modern facilities, logistics and professionally component workforce.

Number Of Domestic And Overseas Branches From The Year

1990 To 2000:

Year ' Domestic | Overseas
1990 | s i p= BT .

1991 38 wmemtenn.. 1

1992 41 i

1993 44 | a2

1984 0 L 2

1995 50 | 2

18%6 | 50 ; A

1997 52 | 2

1998 52 2

1999 52 | 2

2000 52 | 2

The number of domestic branches of fFIC Bank is increased more atthe yea.

1990 to 1994 and after 1994 the number of the domestic branches are also
mncreased but &t a very few amount. And the current number of domestic ,
branches is 52 all over the country and as a private the number of branches are
really very well posttioned. So the increasing level is exiended more up to 1994
from 1990 and then it is stopped from the year 1997 and the number is still 52 at
the yeear 2000 on the basis of {FIC Bank Annue! Report 2082, Soin the *”*gwe R
can be found that the curve is constant from ’(he year 1997 to 2000. S

16
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Year

On the other hand one overseas branch was up to year 1992 then it was
increased and up to year 2000 the number of overseas branch is 2. That's why
the curve is maximum time constant at one level. So the comparing with
domestic and overseas branches the domestic branches increasing level is more
than the overseas branches.

2.2. Number Of Executives And Employees:

Workforce:

Total manpower stood at 1,700 as on December 31, 2000. Out of them 1,151
were officers and 549 were non-officer employees. The number of female
employees in the Bank on the date was 188.

17



GROWTH IN WORKFORCE

YEAR OFFICER STAFF TOTAL
1995 1,030 465 1,495
1996 1,038 511 1,549
1997 1,088 526 1,614
1998 1,081 543 1,624
1999 1,124 535 1,659
2000 1,151 549 1,700

The number of Officer and also the other stuffs in the bank are increasing at each
year from 1995 to 2000 and that’'s why the curve of Officer, Stuffs and uitimately
the total curve is gone upward. But the increment rate is low so the curve is
increasing at a lower rate. '

Growth in workfoirce

1,8&)} e
1,400
1,200

& A’””’-’
1,000 + = =
800
600
400
200 e i

0 r :,'.: :
1995 1996 1997 1998 1999 2000

Year

!
~&-COFFICER  -8~STAFF —~TOTAL
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NUMBER OF EMPLOYEES
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Number Of Employees From 1988 to 1996:

YEAR EMPOYEES
1988 827
1989 945
1990 892
1991 1062
1992 1243
1993 1320
1994 1425
1995 1565
1996 1549

The number of employees of IFIC Bank is increased each year. That's why the
curve is gone upward every year. But in 1991 to 1992 the curve is gone up more

EMPLOYEES
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19
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AMOUNT (in Million Taka)

than the other years. Because the employees are more employed at the year
between 1991 to 1982. And the other year the employees increasing rate are

similar.,

Deposit Amount From The Year 1880 to 2000: (Fiqure in million Tk)

1690

1991

1992 1993

1994

1935
YEAR

20

1966

1697

1598

1939

2000

YEAR DEPOSIT
1980 6712.5
19981 8284.49
1992 - 8594.76
1893 11649.03
1094 12747.62
1985 13565.35
1998 14811.08
19987 15623.94
1998 16793.49
1999 17312.09
2000 17500.1
DEPOSIT
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From the Figure of the Deposit Amount of IFIC of the-fast ten years from 1890 to
2000 it can find that the deposit amount of the Bank is increasing every year at a
regular basis. That means the amount is increasing at an equal level every year,
not a very huge amount difference among the entire ten years amount. The
amount is increased more at the year of 1990 to 1991 and the other years are
mainly equally increased but the last three years the amount is extended at a
very lower rate. And that's why the curve of the deposit amount of IFIC Bank is
upward each year but the curve is extended upward at a very lower rate. So the
deposited amount is increasing but at a lower rate.

Import And Export Business Handled From 1980 To 2000:
(Fiqure in million Tk)

Year Import Export
1990 4769.9 2373.3
1991 6572 3404.5
1992 7663.2 4748.1
1993 8793 5954.4
1994 10964.6 6693.7
1995 11366.7 8115.9
1996 11845.2 9636.6
1997 13628.18 13513.82
1998 17440 12108.9
1999 15886.19 16545.95
2000 17939.1 19711.6

The Import Business of IFIC Bank is extended very regular basis in every year.
From 1990 to 2000 the Import Business Handled is increasing and the amount of
that in 2000 is about 4 times more than the year 1999. But in those ten years the
amount is fluctuated in year 1999, which is less than 1998 but the last year that
means in 2000 again that amount is increased. And maximum time the rate of
increment is mostly in each year about nearly constant from one year to another
next year. From it can be conclude that the amount will may be increasing more
for the future years.

The amount of exporting from the last ten year from 1990 to 2000 is increased
and the maximum year it is increasing from the previous year. And the rate is
extended at a constant rate from the year 1990 to 1594. At the middle year the
amount is increased in 1997 at from 1996 that means the amountin 1997 is
more than 1996, which is a medium large gap between these two years. And
again the amount is gone down in 1998 from the year 19389. And also the amount
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is again is increment at a medium large amount like in the year 1997 and in 2000
the increment is continued and go into the good position.

Total Income And Expenditure From The Year 1890 To 2000:
{Figure in million Tk)

Year Total Income | Total Expenditure
1990 825.61 766.29
1991 1010.37 900.36
1992 1203.5 1008.69
1993 1087.51 1064.73
1994 1047.69 974.83
1985 1095.67 1015.62
1996 1220.82 1102.29
1997 1422.37 1215.33
1998 1545.8 1329.58
1999 1777.93 1546.86
2000 3532.75 2998.6
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Amount (In Million Tk.)
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The total income of IFIC Bank was increased from the year 1990 to 1993 but
then after that year the amount was in the constant position for the three years
from 1993 to 1995. And then the amount again begun to go up and the amount is
increased in each year. But in 2000 the amount is expand at a very huge
amount, which is just double from the year 1999. It is mentioned that the total
income of that bank will be increased for the future period.

Total Income And Expenditure

I[ =O=Total Income == Total Expenditure

2500

i

g

1000 1

500

1980 1991 1982 1993 1994 1995 1996 1997 1998 1999 2000
Year

From the year 1990 to 1993 the Total Expenditure was increased but in 1994 the
amount was gone down. And again the amount was increased from the year
1995 to 2000. So the curve is go upward. But in the middle period the
expenditure rate of increment is lower that's why the curve was go up at a very
little and the curve is go up at huge distance from the year 1999 to 2000
because, the rate of increment in 2000 is larger than other years. From the figure
it is shown that the expenditure of the bank will be gone upward.
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So if comparing both income and expenditure then it can be found that both two
are similarly increased and continued from the year 1890 to 2000. But actually
the amount of income is more than the total expenditure. So it is very good sign
for the bank and that's why the bank has more surplus money in hand.

Net Profit After Tax From The Year 1930 To 2000: (Fiqure in million
Tk)

i

Year Net Profit After Tax
19580 21.32
1991 49,51
1992 86.81
1883 11.28
1684 36.43
1985 42.03
1996 65.19
1967 124.22
1998 140.54
1899 150.19
2000 . 157.40

NET PROFIT AFTER TAX

{ ~C—NET PROFIT AFTER TAX

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
YEAR
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The Net Profit After Tax of IFIC Bank is considered by the figure that the curve is
fluctuataed in difference to thelr amount in different years. From the year 1880 to
2000 in several times the amount is fluctuating at & different rate and from 1993
to 2000 the amount is increased without any downward rating. From that 1t can
be concluded that the net profit after tax will be increased. it will help the bank
very {o expand their business end become & large end protitable Financial
institution.

Dividend And Bonus Share {Year 1890 - 2000): (Fiqure in million Tk}

. Year | Dividend And Bonus Share |
1 | |
[ 1880 | — i
| 1991 20.87 !
Pot992 25.04

| 1993 28.8

i 1994 ; a 33.12 B Weis
1995 | 254

| 1956 : . ‘
L1997 | 80.32

i 1988 | 92.36

1998 | 92.35

| 2000 | —

The dividend and bonus share was not declared in 1990, 1896 and 2000. But the
other eight years the direciors declare the dividend end bonus shares. From the
year 1991 tc 1994 the dividend and bonus shares declaring rate were increasing
but in 1995 the rate was gone down and in 1986 no deciaration was happened.
Again the declaration began from the year 1997 and 1998 and the rate was very
high then the other years but in 1899 the rate was same as 1698 and in 2000 re
declaration was made. Thal's why ion the figure it can find that the curve goes
ipward and gap in three yeer where there was no declaretion of Gividend and
bonus share. The curve was downward sioping in 1995 and constant in 1998 and
1898, From the figure ¥ can say that in the future period the dividend and bonus
share will be increased.

[£o]
(¥,
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Total Assets of The Bank From The Year 1990 To 2000:

{Figure in miilion Tk)

Year Total Assets
1990 7509.71
1991 9301.48
1992 10950.5
1993 13059.08
1994 14352.8
1995 15474.07
1996 17155 .1
1997 17648.12
1938 19214.85
1999 19967.57
2000 20632.89

The total asset of the bank was increased each year at a constant rate to other
years and so the curve is upward sloping at a same rate from one year to
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another year. But in the curve in one year the increment rate was very little that's
why the curve was little downward sloping and again it was upward sloping. So
from the figure it can conclude that the rate will be increased at the future time.

Fixed Assets From The Year 19980 To 2000: (Fiqure in million Tk)

Year Fixed Assets
19390 108.89
1691 134.98
1992 155.2
1993 177.82
1654 195.62
1995 212.08
1886 251.51
1997 252.15
1998 238.86
1899 282.06
2000 316.04
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The amount of fixed asset of the Bank was increased at the constant rate from
the year 1980 to 1995. In 1996 the rate was extended more than the other years
and so the curve was gone more upward, in 1997 the rate was increased at a
very little amount and in 1998 the rate was fallen than the year 1996 and 1997.
So the curve was gone down and the again the rate was increased at a higher
rate than the other years, for that reason the curve was gone upward sloping in
1999 and 2000 than the other years. And from this it can understand that the
amount of fixed asset will be in the prospective position.
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2.3. Ratio Analysis: ' e

A. Profitability Ratic:

i Profit margin on deposit =_Net Income { Net Profit After Tax)
Deposit

Profit Margin On Deposit From 1880 To 2060:

Year | Profit Margin On Deposit |

| 1980 | 0.32%

[ 1991 | 0.60%

| 1992 | 0.91% 1
[ 1993 | 0.10% |
| 1994 | 0.29% .
[ 1995 | 0.31% »“
' 1996 | 0.44% |
1997 | ~ 0.80% ]
" 1998 0.84% ]
1999 | 0.87% £
. 2000 | 1.14% i

The profit margin on deposit of IFIC Bank in 1860 was very low, then in 1891 and
1992 the rate was increased at a very high amount than 1990 so the curve was
gone upward. Then the rale was gone down sl e huge difference in the yeer
1993 and again it went up at a very little rate from the year 1994 to 1986 than the
previcus year. But the curve was gone up &t a lower rate. And again the rate was
increased at higher rate in 1997 then the curve was gone upward at a big
difference. Then up to year 2000 the rate was increased but not a very large
guantity.

So, atlast it can measure two fluctuation made in two years and then the rate
wes increased smoothly and it is predicted that the position will be good forihe
future, because the fluctuation was made previous year not lately so the future
witl be bright.



Amount (%)

1.20% -

1.00%
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Profit Margin On Deposit

== Profit Margin On Deposit

1990 1691

ii)

1992 1983 1994

Return on total Asset (ROA) =

1995
Year

1996 1997

Net Income

Total Asset

Return On Total (ROA) Asset From 1999 To 2000:

Year Return On Total Asset
1890 0.28%
1991 0.53%
1992 0.79%
1993 0.09%
1894 0.25%
1895 0.27%
1896 0.38%
1897 0.71%
1998 0.73%
1999 0.75%
2000 0.77%
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Return On Total Asset (ROA)

0.80%

~L~Retum On T sset t

0.80%

0.70%

0.60%

0.50%

0.40%

Amount (%)

0.30%

0.20%

0.10%

0.00% -

1990 1991 1992 1993 1994 1995 1996 1697 1638 1999 2000
Year

The ROA is shown in the figure and it is found that from 1990 to 1997 there were
very large fluctuation was made. In 1990 to 1992 there was a huge increment
rate and again in 1993 the huge rate of decrease was happened and again the
rate was increased up to 1996 and then in 1997 there was another huge change
was made by increasing the rate at a large amount. Then the rate was increased
at a lower rate up to 2000. So the curve is gone upward slope. From this it can
say that the future curve will be gone higher.

iii) Return on Common Stock Equity (ROE)

= Net Income Available to Common Stockholder
Common kEquity
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Return On Common Stock Equity (ROE) Froa 1380 To 2000:

Year . Return On Equity
1990 7.56%
1991 15.94%
1992 22.08%
1993 2.89%
1994 8.26%
1995 8.70%
1596 11.85%
1997 18.48%
1998 17.29%
1899 15.59%
2000 14.21%

The Return On Equity (ROE) is shown in the figure from the year 1990 to 2000.

Return On Equity

25.00%

20.00%

< 15.00%

Amount (%

10.00%

5.00%

O.(x}%) T T T T T T
1890 1651 1892 1883 1954 1965 1936 1997 1998 1869 2000
Year
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Amount (%)

From where it can be found that there are many fluctuations in the rate in
increment and decline. At the year 1990 to 1992 the rate was increased and in
1993 the rate was declined and again increased and it as continued up to year
1997. And again from 1998 to 2000 the rate was fallen down so the curve was
gone downward.

B. Debt Management Ratio:

i) Debt Ratio = _ Total Debt
Total Asset

Debt Management Ratio From 1995 To 2000:

Year Debt Management Ratio

1995 89.24%

1996 . 91.14%

1997 90.11%

1998 89.67%

1999 88.53%

2000 86.96%

Debt Management Ratio
92.00% -
—&—Debt Management Ratio
91.00%
90.00%
89.00%
88.00%
B7.00% -
86.00% -+
85.00%
84.00% -+
1985 1996 1997 1998 1999 2000
Year '

33



Amount (%)

The Debt management Ratio from the year 1995 to 2000 was downward
slopping. But in 1995 to 1997 the rate was increased at a very little amount. Then

the rate was declined and it was continued up to 2000. So the curve is downward
slopping if the graph.

ii) Time Interest Earn

Earning Before Interest and Tax (Profit Before Tax)

Interest Charges (Interest Paid on Deposit, Borrowings etc.)

Time Interest Earn From The Year 19385 To 2000:

Year | Time Interest Earn
1995 10.57%
1996 15.14%
1997 24.35%
1998 23.31%
1999 . 21.77%
2000 . 21.17%

30.00% -

25.00%

20.00%

15.00%

10.00%

5.00%

0.00%

Time Interest Earn

{ —&— Time Interest Eam

1995 1996 1997 1998 1999 2000
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The Time interest Earn of IFIC Bank is in downward pasition. That means from
the year 1995 to 1988 the rate was increasing and among those the rate was
increased at the year 1997 from 1996. Then the rate became go down and up 1o
2000 efter the year 1997 the rate was downwaeard slopping. And from this# is
concluded that the rate of time interest earn will be declined.







3.1. An Overview of Credit Financina by IFIC Bank.
Different Types of Credit Financing of IFIC Bank.

Credii Policy of Centrat Bank vis-awis IFC Bank Credit Policy
andg Proaram. An Overview on Credit Management

Before discuss on the Credit Function of the Bank, first it should be discussed to
know and understand that — what is Bank end wheat are the Bank’s funclions.

Definition of Bank:

The word ‘Bank’ is extracted from the word '‘Banco’ or ‘Banque’. Banco or
Bangue means a bench. The early bankers transacied their money lending
activities sitting on benches in a market place. According to others, the word
‘Bank’ is criginally derived from the German word ‘Back’ meaning a joint stock
fund. However, the term 'Bank’ hag been in usa from the middle ages in
connection with the business of money fending.

Origirally, ‘Banker or ‘Bank’ was defined as a person who carried on business of
receiving rmoney, coliecting of drafts, honoring checks drawn upon it Over the
years the banking business has undergo many changes and now it covers a wide
renge of acbviies. Accoraing 1o modem concept, banking is & business, which
deals with borrowings, lending and remittances of funds as well as many ancillary
businesses connected therelo.

Functions of Bank:

An analysis of the definitions would reveal that a bank has three broad functions.
These funclions wnich be called principal funclions are:

1. Accepting Deposits.

2. Crenting of Crediis.

3. investment. o
Definitions, in addition to indication the principal or broad function, alsc indicate
abcut modes of payment of deposils by a banker.

A modem bank also does some other functions, not incorporated in the
aehinitions. These funcions which may be calied subsidiary funclions arg es
follows:



~No

Providing remittance facilities. -

Executing standing instructions of customers.

Providing safe deposit lockers.

Undereking Foreign Exchange business including issuance of Letter of
Credi,

Buying or selling of securities, collecling interest/dividend on securities/shares
etc.

Collecting bills/checks, and

Any other service given by a modern banker.

Credit Functions of the Bank:

Commercial Banks while executing their rfunctions extends credits to prospective
pusiness enterprises as well 88 individuals out of its deposit receipt from diverse
sources keeping a percentage of dispersion over the cost of deposit.

Acceptence of deposils éf vaﬁous type for the pwposé of Lending or investment.

> Broadly, creditis fi inance made &vadab{e by one party (lender, seller, etc} to

arother party.
Bark credit is one form of credit.

The chief function of credit is to relax the constraint on balanced budget. itis
through this chief function the financial system is able o promote savings,
invesiment, belter aliccation of resources, and growth of the economy.

Commerciat banks and financial institutions intermediate between lenders

and torrowers. These financial intermediarnes create deposils, which can be
gocd allernatives 16 currency as means of payments. They use the funds
generated from deposits to make loans to households, firms and business
through financial intermediation.

Finzncia! Intermadiation is transfer of funds from lenders to borrowers through
financial institution.

Financial htermediation can aid in the aliocation of credit and there by helps
improve ihe economy's performance.

An effective financial system {consisting of financial markets, financial assets
and financial intermediaries) facilities capital formation process by efficiently
directing the flow of funds from lenders to borrowers.



Credit Policy of Bangladesh Bank: -

Bargiadesh Bank as the Central Bank, which is the proper monitory policy of the
country, is entrusted with maintaining price stability of the country pursuing. In
the country monitory policy vis-a-vis regulating money supply of the economy is
pursued through open market operation viz. purchase and sale of Bills and
Securities and movements of Bank rate of Bargladesh Bank.

in the country money supply can be supervised through expansion and reduction
of crecit through commercial banking operation. Economic development of a
country largely depends on expansion of Industrial Sector and growth of export,
which in turmn depend mostly on credit expansion. Since expansion of credit
increases money supply Bangladesh Bank has 10 pursue and optional credit flow
in order o keep the inflation within de&red range to em ure price stability vis-a-
vis economic growth of the country

At present Bangladesh Bank is pursumg a poticy of moderate credit expansion.
Following this policy, emphasis I8 given to assure flow of credit to private sector
since GOB has adapted a policy of export ted growth through private sector. With
globalization, Bangladesh Bank has withdrawn all interest band on depositand
hes given complete freedom to bar*ks__to set their own interest on lending. To
ensure smooth credit flow Bangladesh Bank puts emphasis on stability of
fmarcial secior.

On the contrary, Bangladesh Bank monitors its credit policy through prologue of
restnctive ruies and regulations etc. Enactment of Bank Company Act, phase-
wise program for classification of loans and advances and provisioning thereof,
exercising Lending Risk Analysis (LRA) lerge fcan monitoring cell and Credit
Information Bureau (C1B) are the tools to controls credit policy. All these help
Bangiadesh Bank to supefvise its credit policy, which in turn help them o
strengthen financial sector discipline as a whole.

Credit Policy of IFIC Bank:

As one of the leading Private Commercial Bank, {FIC Bank has been playing a
vital rutes end regulations in the overell economic development of the country.
The general credit policy of the Bank is to help sustaining economic growth of the

country in pursuance to Government policy, Banking Company Act and
guidelines issued from Bangladesh Bank from time to time. The credit portfolio of
the Bank covers wide range of economic activilies in trade, commerce, industry,
import, export and other sectors with a view to contributing in sustainable

economic growth and employment ¢ppoeriunities.



Since the Bank believes in sound lending, its credit poliey is guided by principles
of safety, security, fiquidity, profitability, purpose, productivity and diversified
credit portfolio keeping in view national objectivity.

The role of IFIC Bank is to augment further the economic development of
Bangladesh by assisting in the promation, establishment, expansion,
modernization and efficient running of private sector industrial, agricultural and
commercial enterprises and encouraging the participation of private sector capital
i such enterprise.

Bank extends credit to profitable enterprises and earns profit. They aiso pay
iaxes, build reserves and pay dmdend to the shareholders.

The General Credit Pohcv Of The Bank C&ﬂt@s‘s On The
Following PrmcnpleS' '

Principles of Lending: -+

Bank makes Sound Lending in accordance with the principles of safety, security,
liquidity, purpose, profitability, diversification and national interest. The funds for
lending:

Paid up capital

Reserves and surplus

Depost of el types — fixed, savings, currents, cash certificates
Borrowing from central banks

Borrowing from other banks

Credit lines from financial institutions.

¢ ¢ & ¢ & #

Areas of Lending:

Lending is made to different sectors giving priority to export oriented industry
inctuding export financing, different manufacturng end service industry (including
new and BMRE project), Industrial working capital, Import financing, Housing,
General trade and Commerce etc.

Tvpes of Credit Policy:

The Credd facilites are provided in two forms:

1. Direct and
2. Indirect.



Those two type facilities are included with —
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Term lending,

Continuing credit,

Demand toan,

Packing credit,

{ can general,

Bill purchase and discounting,
L etter of credit,

Letter of guarantee etc.

Duration of Facility:

Most of the credit facilities are giVéﬁ’%&' short and medium term basis. Long-term
loans are also given but mstjz_%ec':tive basis depending on viability of the project.

Key Aspects of L@nqu

The most important ’{bm:g s 130 beccnssdered m "ﬁakmg advances is whether the
money would definitely come back, - :

That is in aliowing credd facility judgment is made on the Borrower’s ability and
willingness to repay and the viability of the business itself.

Judgement is made on the basis of information available on the borrower and the
business, and projections of the business.

* Sclection of Borrower:

While selecting Borrowers emphasis is given on their business behavior,
previous experience credibility, managing competence, integrity and
financial performances.

& Cs of credit to selection the borrower:

Different 6 Cs lilustration of all the different 6 Cs

)
|
T
|
i

. Character ! Integrity, experience and business sense of the

- B i borrower. |

2 Capital | Resourcefulness of the borrower to mobilize own ;_

{ i funds for the business. |

3. Capacity | Of the borrower to manage the business. |

| 4. Cash flows Generation of adequate surplus from the business. !
| 5. Coifateral Extra security

| 6. Credit Report : CIB report from Bangladesh Bank. ;




If the money goes to the right borrower and is utilized in productive purpose from
which generation of cash surplus will be adeguate to repay the bank’s foan then
the advance is likely to be repaid.

Safety of the edvances is ensured through pre sanction appraisal of business
nsks, which could lead to the failure of the business and consequent non-
repayment of the loan.

Post sanction monitoring and follow up is other measures to ensure safety of
agvances.

* Purpose of Credlt. i

While sanctioning m’&dﬁ purpose is cons&demd of utmost importance.
General purposes for credit include trade and commerce, project loan for
manufacturing industry, working cepital facilities, export/ import financing,
financing to Housing sector, Transport ssctor: Cold storage, Advance to
contractor for execution of work order and consumer credit etc. Bank
discourages sanctioning of fean for unproductave and speculative
purposes. Before providing the loan the bank will ask the purpose of
taking loan which is — What Isthe Business:

YWhet is the purpose of the credit? Does it make sense?
What is the source of payback?
Are the purposes and pay back togically related?

Productive purpooe usually generates cash surplus cash, which could
provide a definite source of repaymen

The Borrower will nor be in a position to repay bank’s loan unless her
USINESS can generate encugh cash surpius. That will be possible ¥ she
can employ the fund in productive purpose.

* Business Validity Analysis:

For business validity analysis the bank has to ask some questions such
as-

in whnat industry does the does the customer do business?
Whgt are the trends end nsks thal ere common 10 the business?
ow does these risks and trends affect the purpose of the and payback?

What strategy is the company pursuing?
¥What is the competitive position of the company?

What must the borrower do to be successful and repay the loan?

Develop financial statement expectations
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What do the financial statements show about thg borrower's
management?
What strengths and weakness are there?

* Projections:

The bank has also project about their borrower and for that there are also
different types of guestions are asked:

When the business will have enough cash to repay the loan?
How predictable is operating cash flows?

What risks have significant impact on repayment?

What early warning signs should be watched?

{ ending Process:

There are different proceduréé été,considered b’y t’he Bank for lending to the
diverse borrowers. Those procedures are.

— Types of borrowers

— Types of advances

— Risks

- Price

— Security

— Monitoring and follow up
— Legal resource

— Crec#t Policy

— Credit restrictions.

Cash Flows:

The borrower must be in a position {0 repay within a reasonable time — on
demand of as per arangement. The socurces of repayment must be definite. The
business or the project for which advances are extended must be self-liquidating
10 ensure repayment.

Security:

While providing loan within its credit folio, the Bank accepts security of adequate
value acceptable to the Bank. That means for advances, purpose is important
which should be productive 1o ensure repayment. Borrower's managerial



capacity is also important. But even than security is necessary to ensure safety —
to provide against such contingencies such as unexpected changes in
circumstances, which may affect safety and liquidity of the advance. The value of
the secunty offered as morigage is assessed by Banl's enlisted surveyorin
addition assessment made by the Branch Manager.

* Strategic Plan:

In order to increase its ¢redit portfolio, the Bank has taken the following
strategic plan: -

-

To increase its quantum of medrum and fong term loan on export oniented
profects.

PO

To increase its working capf{al lendmg opemtron as a policy of providing a
bafanced packageof sewfce {o clients.

To provide short term capital to trading enferpﬁses moludmg those
engaged in govemm@m cons*mc*’on work

.(l\)

4. Toincrease volume of fore.‘gn exchsnge bUSmess with special emphasis
on import and expord. S

5. To provide finance to agricuftural sector and housing sector.

™

To increase non-funded business activity s potential source of eaming.

7. To participate in loan syndication sponsored by other banks.

* Credit Management:

With a view 10 keeping Credit operation sound and regular and to ensure
credi disciphne in the Bank, a new depariment namely ' Credit
Administration Department ' was set up in July 1996 with the following
functions: -

a. Formuliation of policiesfguidelines for effective administration of credit
{except imporifExport Credit).

b, Supervision, follow up and control of domestic advances/guarantees
through pencdical refums and statements.
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c. Ensure compliance of Head Office Inspection/Audit irregularities by the
Branch in respect of documentation and operation.

Q.

Ensure submission of compliance of Bangladesh Bank Comprehensive
inspection Reperts by the Branches and coordination with Bank’s
Examiners Division in submitting compliance report 1o Bangladesh Bank.

€. Devise management information system for effective reporting by the
branches.

f  Provide guidelines to branches for monitoring credit efficiently and
gssisting the Branch in formulating its policy.

g. Supervising the branches to ensure effective administration of Credit
Portfctio.

h. Review performance of the branch in administering their credit portfolio
and teking up the issue with Hcad Oﬁﬁe Management.

i. Taking up important zssues thh the Branch and the management as
ueef"ed ﬁecessary D

Diversification:

Dort put all your eggs in one basket An eiement of risk is always present in an
advance however secure it might appear. Dwefszfy!nn of risk 1o a targe number of
borrowers and different business is a means of reducing risks. in fact the entire
Banking business is one of teking calculaled risks and & successiul bankeris an
expert in assessing such risks. Large number of borrowers, many types of

business, different types of securnities reduce tending risks o some extent.

Principles of lending are embodied in Bank’s Credit Policies. These with others
measures {(such as analyticel skills of credit officers, monitering and foltow up,
audit and inspection etc.) ensure quality of advances. To ensure quality of loans,
credit poticies and guidetlines must be foliowed meticulously. Flexibility should not
be used as excuse for disregarding or ignorning them. it should be remembered
thet diversification of advances and varying penods of repayments may take
some care of the liquidity, and security may be an insurance for the advances but
guakly of loans is the single most important factor that can ensurelong term
survival and growth of the bank. As such Credit Quality must atways take
precedence over expioitation of business opporiunities. An oid saying in banking
is that quality of credit officers ensures quality of advances.

Crecit O“cern should have adeguate understanding of foliowing relating io
credit:

N Bank’s Credit Policy



N Business B
W Domestic and Globa! Economic Trends

N\ Borrowers

N Tools and Techniques of Credit Risk Analysis

W Lege! metiers related of Lending.

The credit floansfadvances so extended by the Bank ¢an be categorized as

! .
unGer. -

Tvpes of Loans and Advances:

There are two different types of Loans and Adveances. Those are:

A. Secured Advances.
B. Unsecured Advances.

The activities and functions Of those two types Loans and Advances are
explained as foliows:

A. Secured Adv_ancgg_: e
Meaning
Secured loan or advance means a loan or advance made on the security of

assels, e market value of which is not at any time tess than the amount of such
lcan or advance.

Where the advance is secured the security can be enforced in case of defauft by
the berrower, i.e. the security can be sold and adjusted against the lcan account
after giving proper notice or taking action through a court.

Sanction

Any branch of the Bank may give secured advances for the purposes not

prohibited by Bangladesh Bank within the delegated powers of the Maneager
concerned or with the approval of the Head Office.
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Forms of Secured Advances:

1. Loans:

Advance made in a lump sum repayable either on foxed instaliment basis or in
fump sum having no subseguent debit except by way of interest, incidental
charges, etc. is called a loan.

Afler creation of loan, there will be only fepayme-m by borrower. A loan, once
repaid in full or in part, cannot be drawn again by the borrower. If the borrower
desires further eccommodation, # will be treated as separate transachon.

The whole amount of loan is debiteq to the consumer’s name on a loan account

10 be opened in the ledger and #s paid 1o the borrower either in cash or by way of

credit to his current or savings account. Interest that is charged on the whole
emcunt for the period loan is saﬁchoned

Loans are given to parties who have ﬁxed soume of income of who desire to pay

#in dump sum. House building loan, loans for. ptmhase of vehicles, inputs, small
loan etc. are some of the examples

2. Security Ovem‘fefts {SQD‘E

Advance is the form of overdraﬂ: is a!ways allowed on a current account operated
upon by checks. The customer may be sanctioned a certain fimit within which, he
can overdraw has current account within a stipulated period. Here, withdrawals or
deposits can be made any number of times at the convenience of the borrower,
provided that the total amount withdrawn does not, at any time, exceed the
agreed limit. Interest is calculeted and charged only on the aclual debit balances
on daily product basis.

Balance of overdraft account may fluctuate. It may increase by withdrawals by
the customser and may decmase if the cusiomer mekes payment info the
account.

Gverdraft facility is generally granted to businessman for expansion of their
business.

it a short term (1-year) but continuous loan because it will continued after the
maturtty period.



Types of Security Overdraft:

There are two types of SOD:
i) Loan will be given against financial obligation:
Taking vanous securities will provide the loan:

® Fixed Deposit Receipt (FDR)

= investment Gorporation of Bangladesh (ICGB)
. Share

% BSP

. PSP

The fimit for Shere, BSP SP is 13%.
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. Lo;m w&# be gw;en agams’c ’Wark Order:
L Theloanis prcv&ded &ge wst “Nofk GR!N maﬂ‘y to the contractor for
1 contractual functions. For taking loan the borrcwer have to give work
..+ document then the bahk perform their m%es before giving the loan to check
: all of the borrowar's document

in the Bank-so far the %oar-s a¥e p{owded under SOD are 210.

3. Cash Credit: {CC)

Cash credit as a form of advance is a separate account by itself and is

- maintained i & separate ledger. it is operated upon like an overdraft account.
.4he borrower may operate the account within stipulated limit as and when

reqn red. The drawings are subject to drawing power.

Cash credit is an active and running account to which deposit and withdrawals
may by meade frequently. The debit balance of the account on any day can not
exceed the agreed/sanctioned limit.

Cash credit is generally given to traders, industrialists, and farmers for meeting
their working capital requirements. Mainly for those person for providing their
working capital that's why they can easily continue theilr functions like — any
manufacturer company, if they are in the production at present that means when
they want {o teke lean &t that the production would be running. And the Bank will
take their proeducts or any machines as security and it is act by two ways. Those
are —
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i) Pledge: ) -
{t is the process where the Bank will take the security under their control
into their warehouse. Hthat security is product end i they want to sell
those then they have to first take permission from the bank and can take
from the bank’s warehouse and sell.

i) Hypothecation:
The bank will be the owner of the security and those products or machine

will be under control by the borrower.

4. Inland Bills Purchased:

Purchasing of inland Bill of Exchange arising ou’( of oommerczal transaction is
called inland bill purchased. : o

When the drawee of a bilt e"nct'oses the doCL.ments of tfrﬂé,td goods (Bill of
Lading, Raitlway Receipt, and Steamer Regeipt) with the bill to be delivered to the
drawee of the bifl on payment ot against acceptance of bill, s the case may be,
the bill is calied a dochmen!ary bl‘% ln *he ab seﬂce of such documents #t is
termed as a clean bill. . A

fn case of purchase and discounting of 'bms, the banker credits the customer’s
acceunt with the amcount of the bill after deducting his charges or discount.
Demand bills have no maturity and repayable on demand. The banker is entitled
to demand their payment immediately on presentation before the drawee. This
practice, adopted in case of demand bill, is known as purchase of the bills. In
case of a usance bl maturing efler a pericd of time, the banker relains the bill for
that period and realizes the amount of the bill from the drawee on its due date.
This practice is calied discounting of bills.

in case of purchase of checks, amount of the check is credited to the party’s
gecount 1o the debid of bills or check purchased account and on receipt of the
proceeds of the of the checks, after collection, bill of check purchase account is
Leucated.

Sometimes banks are to purchase bill of exchange of businessmen to facilitate
commercial transactions. Besides bills, banks also purchase checks drawn by
Govt,, Semi-Govt. Institutions, local authorities, or any first class parties for
extending eccommodation 1o the parties reguining funds.
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5. Advances against import under WES/SEM (IP L-éan)!

tmporters very cften require advances from the banks to buy required fereign
exchange for starting Letter of Credit (L/C) under Wage Earners’ Scheme
(Secondary Exchange Market). This advance is cailed Advance Aga’nst import
under WES/SEM, briefly called P Loan.

This advance is ususlly extended to the importers under WES to facifitate imports
into the country.

&, Pavment Ageinst Document (PAD):

The importers are to open letter of credit through any bank for importing goods.
Most of the time, the banks are to extend credit to the imporlers, if not prohibited

by Bangladesh Bank, for buying required fcrexgn exchange. This loan, on receipt
of shinping documents ffom me negotiating bmk 15 {ransfemed and fodged to
PAD.

PAD is associaied with import and impart financing. Théiéénk opening letter of
credit is bound to honor #ts commitment to pay for import bills when these are
presented for payment prowded that itis drawn stnctly in terms of the letter of
credit. )

The foreign correspondent, who neg"o‘{iétésf’che documents: debits the accounts
of the openring bank and in fact, the amount thus stands advanced on behalf of
the importer.

The opening bank on receipt, will lodge the shipping documents to their book and
will respond fo the debit advice originaled by foreign conrespondent 1o the debit
“Payment Against Documents (PAD)Y” account or "Bill of Exchange (B/E) account”
end present the bill to the impornter for payment/acceptance.

7. Loan Against imported Merchandise (LIM):

in many cases, & bank has to clear the goods imported under letter of credit &t
the reguest of the borrower. When the importer does not come froward 10 retire
the documents inspite of repeated reminders bank has on forced circumstances,
to l T the imported Cons'.gnment on arrival of the same to avoid heavy

When the importer fails to retire the documents or requests for clearance of
coods, the outstending under PAD or B/E is transferred 1o "Loan Against
Imported Merchandise {LIM) account” and, the overdue interest from the date of
accompanying Bill of Exchange or negetiation date 16 the date of transfer to UM

49



ccount is Pharged The advances against merchandisg account is a lean

coount and only amounts for clearance charges, such as, custom duty, sales

zx ete. are allowed to be debited. At the time of opening of tetter of credits banks
plain from the imporler an agreement on slamped paper which provides for
inancing and, if necessary, clearance and storage of goods by debited importer's
account at their nsk and responsibitities.

AR O B

| Q.

}

After clearance, consignments are taken deliver by the importer on full payment
of bank’s hiability. Normally part delivery is not aliowed while on LIM account.
When the importer in part desires the delivery, the LIM is converted into cash
credit eccount retammg proper margin and executing charge documents, the
delivery is effected thereafter on obtaining pro rata payment.

8. Trust Receipts:

This is an arrangement under which credit is allowed against Trust Receipts and
imported or exporiable goods femain in the custody of the importer or exporter
but he is to execute a stamped Trust Receipt in favor of the Bank wherein a
declaration is made thet gotds imported or bought wﬁh{be bank’s financial
assistance are held by him in trust for the bank ]

9. Export Cash Credit:

Export cash credits are extended to an exporter to facilitate the export of goods
end commaedities for which there is export lefter of credit or conlract on hand. itis
a pre-shipment and short-term credit to be liquidation out of the proceeds of
export documents, which inchude negotiation or purchase of export documents.

10. Foreign Bill Purchased:

Purchasing of foreign bills of exchange arising out of commercial transactions is
celled Foreign Bill Purchased.

B. Unsecured Advances:

Meaning
An unsecured or clean advance is one, which is granted to 8 borrower without

obiaining any security from him subject to restrictien imposed from time o time.
Unsecured advances may include:

4 1

1. Clean Overdrafts and,
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2. Clean Loans.

Sanction

it may be granted subject to restrictions imposed by Bangladesh Bank or any

other competent authority with prior approvel of Heed Office to a customer on the
basis of his personal credit worthiness.

1 will not be granted unless the sanchioning authority has full confidence in the
ability of the customer to repay it on demand or at its maturity if it is a loan.

Definite arrangements for repayments, whether by instaliments or otherwise,
must as a rule be made.
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Modes of Charging Securities Lien /Hypothecation /
Pledge / Mortgage:

Cherging a securnity means it is evailable as & cover for an advence. it is
expecied that the Banker should lay greater emphasis {o analysis the risk for
giving the loan against the security to minimize the dependability on securnity and
propounded Lending Risk Analysis (LRA) for lending. However like other
developing countries in the country also Banker consider security as an
insurance or a cushion to fall back upon is case of an emergency. Security isin 2
forms from the banking point of view —

1. Primary Security :

This security tangible or intangible that the Banker advance against directly are
treated as primary security.

2. Collateral Security :

The security that are obtained in addition {o the primary security to improve the
overall security position of the advances are called Collateral Security.

Methods of creating charge over securities depends upon following points:

Nature of Account.

it. Nature of the Advance.

i Type of property to be charged.

v, Degree of control over debtors’ property required by the Banks.

The common methods of charging securnthies are —
a) Lien.

&) Hypothecation.

c) Pledge.

d) WHortgage.

e) Assignment elc.

The explenations of those methods are as foliows:

a} Lien:

Lien is the right of one person to retain goods and securities in hisfher
possession belonging to encther undll certain fegal debis due to {he person
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retaining the goods are satisfied. Lien differs from other forms of charge in
respect that #t does not arise cut of an implied or expross agreement. But
right of lien arnises out of the dealing between the parties.

Hypothecation:

Hypothecation is a charge created on property or goods for the amount of
debls. The owney however relains hisfher ownership and possession.

A banker should take following precaution in an advance against
hypothecabon of stocks.

Firstly, the statement of the stock must be obtained at the time of
execetion of documents end to venfy.

The banker should obtain periocdical statement of the stock duly signed by
the authorized person with valuation. The stock statement {o be contained
a declaration by the borrower regarding clear title to the goods and the
comractness of the qually, quaniily end veluation thereof.

The stock 10 be fully insured against Fire, Burglary and other risks in joint
names with Benk clause.

In case the borrower is a company necessary charge to be registered with
e Regrstrar at Joint Stock Companies within a perod of 21 days.

Pledyges:

Pledge is defined as " A bailment of goods as security for payment of debt
or performance promise”.

The usual method of obtaining a Title of goods offered as secunty is by
way of Pledge. Securities held to meet Pledging requirements mentioned
eartier should be selected with other goals in mind to avoid conflicts
among mvestiment gosals.

On the basis of IFIC Bank any one can take loan on the process of
Pledge. Who is i legal possession of the goods can pledge them o any
body. The following are the parties who can legally pledge goods.

. The owner of the goods himsel.

Mercantile agent who is in the possession of the goods or documents of
the Title 1o goods with ihe consent oI the owner.
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3. A person who has obtained possession ¢f the goods by fraud,
misrepresentation, coercion, or undue influence, such contract is voided at
the option of the lawful owner. However, such person will create a valid
pledge provided the following conditions are fulfilled -

* The contract has not been rescinded before the person
who has possession the goods enters into the contract of
pledge.

* The pledge acts in good faith without knowledge of the
defect tile of that person who takes loan by pledging
his/her goods. This principle does not apply to a thief who
has no title 16 $O6Us and <an give none.

Of all the method of charging a security, pledge is perhaps the most
satisfactory. The goods under pledge being in the possession of the Bank,
it is sasy to dispose of them if nacessary at short notice. However,
following precaution to be taken in an advance against pledge of
stocks/goods.

i) The commodities to be accepted must have saleable and steady price.
The goods shouid not be persheable in nature.

i) If the seasonal commedities are taken as pledge must be liquidated with
ihe close of the seasons.

{if) Chemicals, explosive goods inﬁammabie goods, old stocks, goods the
price of which constantly fluctuate €iC. should not be accepted as securty
in pledge.

iv) To stock to be insured against Fire, Burglary, Flood, Cyclone and to cover
other fisks.

Although pledge is a superior form of securty it is not popular with
Bankers. The reasons are - -

i) Responsitilities in law of taking care of goods lye with Banker.
i Pearticuterly the person who {akes advance by pledging, # would eppears,
consider himself absolved of the responsibility of repayment of debt to the

bank.

ii1) Moreover a pledge arrangement cannot be registered with the Registrar of
Joint Stock Companies.



d) Mortgage:

As per Section No.58 of the Transfer of property Act 1882 defines that a
morigage 15 the transfer of an interest in specific iWmmovable property for
the purpcse of securing the payment of money advanced or to be

gdvenced by way of loan, existing or further debt, or the performance of

an engagement, which may give rise {o a pecuniary liability.

in the morlgage, the morigage dees not become the ebsclute owner of the

property charged to him/harand the mortgage is entitled to have the
property recorvened fo himfhrer on repayment of the debt. The morigagor
ts said to possess * The equity of redemption” and hefshe cannot be
deprived of this rAght in any way.

The mortgagor can transfer either a legal interest or an equitable interest
i1 the property mortgaged.

MORTGAGE

v

EQUITABLE
MORTGAGE

v

LEGAL

MORTGAGE

v

SiviPLE
|} MORTGAGE

]

3

ENGLISH

MORTGAGE |

The Banker has usually different sets of standard documents forms drafied as

7 {aw of the country suitable for the sdvances. The relative documenis as
applicable 1o the advance arrange for by the borrower are required to be
executed before availing of the advance. The borrower of the guarentor through
execution of Demand Promissory Not and delivery it to the banker accompanies
through other documents where hefthey provide other securities {0 secure

advance.

55



1.

Advances Against Fixed Deposit Receipts

Coservation Of Fixed Deposit Receipts:

Scrutinize the fixed deposit receipts with regard 1o the following points subject to
credil restriction imposed from time to time by Bangladesh Bank.

D

The Fixed Deposit Receipt is not in the name of a minor.

The depositor on revenue stamp of adequate vatue duly discharges it and his
signature is verified in pencil.

if the receipt is issued in joint names, & will be discharged by all the
depositors named in the receipt on revenue stamp of adequate value. Their
signatures are to be verified.

If the Fixed Deposit Recsipt is offered as a security for allowing advancs, a

if the same branch has issued the Deposit Recelpt, lien against that specific
Deposit Receipt is marked in the Fixed Deposit Register of the branch.

As far as possible advances against Fixed Deposit Receipts of other
branches of the Bank should be avoided. However, where such advances are
made, the branch where the advance is being allowed will obtain under joint
signature of two officers of the issuing branch, a confirmation that their lien
has been duly registered with them. At the issuing branch the lien noted in the
Fixed Deposit Register should form a part of the other cutstanding
instructions in respect of the deposit noted therein. These instructions must
be carried froward under the initials of an officer wihen a new register is
opened at the branch. The branch where the advance is to be allowed will
directly obiain the vertfication of the discharge of the holder of the deposit
receipt and also of the signature on the letter of lien from issuing branch. The
boiTower will not be alidwed under any ciicumsiances 10 have such
verification done on his own.

The discharged receipt, the letter of lien duly venfied by the issuing branch
and the letter confirming registration of the ien on the Deposit Receipt will be
kept elong with other documents for the relative edvance, duly entered in the
Safe-in-Register.

Lien on the partial amount on Fixed Deposit will not be accepted.

The %en of the Bank o be marked in red ink on the Deposit Receipt ageainst
which advance has been allowed. On adjustment of the advance, lien will be
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released under signature of twao officers on the back of the Fixed Deposit
Recsipt. _

+ An undertaking from the borrower or third party {(if the deposit is in the name
of & third party) for encashment of the FDR and appropriation of the proceeids
thereof without reference to them must be obtained.

< An undertaxing from the borrowerfthird party (if the deposit is in the name of &
third party ) for renewal of the Fixed Deposits without reference to them must
be cbiained.

2. Charge BDocuments:

After full satisfaction on the above-referred points, obtain the following charge
documents dualy stamped and sliow the advance:

« Demand Promissory Note.

« Fixed Deposit Receipt duly discharged.

+ Letter of Lien (First party of the Third party, as the case mat be)
= {etter of continuity for overdraft.

+ Letter of disbursement for loan.

« lslier o instawment for loan.

+ Letter of Arrangement.

= Letter of partnership along with Registered Partnership Deed in case of
partnership account.

+ Resolution along with Memorandum and Aricles of Association in case prior
clearance from the Bank before declaring any interim or final dividend.



Advances Against Pratirakhya Sanchaya Patraya /
Banaoladesh Sanchaya Patraya /1CB Unit Certificate

1. Ensure The Following:

While allowing advance against Pratirakhya Sanchaya Patraya (PSP),
Bengladesh Senchaye Patraya {BSP) ensure the following, subject to credit
restrictions imposed from time to {ime by Bangladesh Bank.

= The certificates have béen Bsued in the name of the borrowetiguarantor.

« The PSPs/ BSPs are signed by the holder on the back thereof, in accordance
with the signature appearing on the ‘Identify Slip’. in case of joint holders
ensure that all the holders as per instructions contained for encashment duly
sign certificates.

¢« The certificates do not staﬂd in the name of minors.

s  The ‘Identify Slip’ containing the specimen signature of the holders, s duly
demonstrated by the issuing authority under the signature and the stamp /
seat of the issuing Officers.

« The 'identify Stip' is surrendered to the office of issue for transfer of the
certificates 1o the pledgee Bank.

+ PSPs/BSPs must be pledged and transferred in the name of the Bank.

2. Procedure For Transfer / Pledge Cf PSP/ 8SP To Bank:

Where the pledger is already in possession of the certificates. The following
poirds are enclosed for this:

+ A wntten authority to pledge the certificate with the Bank as security against
borrowings must be ssued to the pledgee by the office of issue.

« The pledge must present at the office of issue, the Bank or the Post Office, as
the case may be the prescrbed form for fransfer applying for ransfer of
Certificates to the pledgee Bank. The authority letter referred to above must
be ettached and the cerlificates be presented st the same time and get the
certificateds transferred in favor of Bank.



1. Charge Documents: 1
= ow the advance after obtaining the following documents duly stamped:
« Demand Promissory Note.

+ Bangladesh Sanchaya Patraya / Pratirakhaya Sanchaya Patraya duly
discharged.

« Letter of lien. or

« Letter of Hien, In case of advance allowed to a third party.

» | etter of Partnership along with registered parinership deed.

« Resoiution along with Memorandum and Articles of Association in case of
accounts of Limited Company end in case of Corperations, resolution of the

Board along with charter.

= tetter of Authority for encashment of Certificated on prescribed form,
introduced by Postal Authorities.

+ Transfer Form.

« ldentify Slip issued by the officer of issue.
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2.

Advance {Loans And Overdrafts) Against Shares

Advance Against Approved Shares:

Advance may be allowed against shares of various. Companies approved by
Head Cifice from time 10 time quoted in the Stock Exchange, Stock brokers or
to parties as may be permitted by Bangladesh Bank from time {o time, subject
to margn stipulated by Bangtadesh Bank.

A list of shares approved for this purpose circulated by MHead Office from time
to time.

Survey Of Shares:

Before allowing the advance, obtain delivery of the shares and their Transfer

Deed forms and thoroughty scrutinize them with regard to the foliowing:

They are original share scripts and bear the seal of the company.

The shares ere fully paid up. Do not aliow advance against partly peid up
shares, unless approved by the Head Office.

The shares tendered as security for sdvence are registered in the name of
the borrower, except where a reputable party with a good standing with the
Bank desires 1o take advance against shares with blank Transfer Deeds
without the shares having been transferred 1o his name.

The sheres eré accompanied with blank Transter Deed duly signed by the
person in whose share stands and witnessed by somebody who is sasily
fraceable.

The company concemed under its stamp verifies the transferor's signature on
the Transfer Deed.

The Transfer Deeds are undated.

The Trensfer Deeds, es far as possible, are in marketabie ots, determined by
the Stock Exchange.

A fresh set of Transfer Deeds signed by the borrower, and witnessed by
someboty wihic is easily traceable i3 oblained and retained with the branch for

.all. Such shares, which are to be sent to various companies for registration in

tisfhier name, before the closure of their books, #f so, requested by himffier.



These shares are lodged with the companies concérned for registration with
theilr original Transter Deeds, duly compieted in all respedcts, under a covenng
tetter from the branch, requesting them to return the shares to the branch, as
the Bank has #s fien on them. The Transfer Deeds attached with the shares
are completed and signed by the borrower as transferee, before these are
dispatched to the companies.

A receipt is obtained from the oompaniés and retained with branch, duly
discharged by the shareholder, for exchange with the share cerdificaies, when
ready for delivery.

The borrower's signatures on the fresh set of Transfer Deeds are verified by
the companies concerned and retained with branch along with thelr
respective share certificate whan received back from them after registration.

The tranch shoutd obtain a tetter of fien from the borrower in respect of all
shares which stand in hig/her name, or which have been sent {o the various
companies for registration, in histher name.

Where advance has been allowed to the borrower at the specific request of a
third part egainst shares owned by them the letter of fien will be obtained from
third party and not from the borrower.

The branch wili not generalty resort to transfemring the shares registered in the
name of the borrower or any third party, in its own name.

in the event of trensferring the shares in the neme of the Bank with the
approval of Head Office, branches will take special notice of any declaration
Dividends, Bonus Shares of any offer of Right Shares made by the
companies concerned. They will alse ensure that all such Dividends and
Bonus Shares ere duly received by them.

The dividend is credited to the account of the borrowers and the bonus
shares are kept along with other shares of the borrowers.

In case of an offer of Right Shares, branches will send an intimation to the
borrowers concemned inquinng from them if they were interested {o acquire
them for the value mentioned on the letter of Right which should immediately
be deposited by them with the Bank.

If the borrowers do not deposit the money from their own resources or make
any allernste arrangement in that behalf, the letter of fghts may be
renounced with the permission of the Head Office and the sale proceeds
shouid be credited 1o the borrower’s account under imtimation 1o hinvher.
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3. Calculation Of Drawing Power:

if the Branch Manager is satisfied with the security offered, hefshe will calculate
the drawing power of the borrower on the basis of paid up value and market
vatue whichever is ower keeping prescribed margin and also complying all other
instructions in this respect.

4. Restrictions:

According to the provision of section 23(2) of Banking Companies Ordinance as
adopted in Bangladesh, no banking compeny will hold shares in any company
whether as pledgee, mortgagee or absolute owner of an amount exceeding thirty
percent of its own paid up share cepilal and resenves, whichever is fess.
Branches while entertaining any application should not commit to make any
advance against shares without getting & ciearance from the Head Office, where
a record is maintained of the total holding of different shares of the Company
held by the Bank as pledgee.

5. Charge Documents:

Allow the advance on obtaining the following charge documents duly stamped:

+ Demand Promissory Note.

s Letter of Lien against shares and securities for first party or third party as the
case may be. '

+ Letter of Arrangement.

s Letter of Partnership along with Registered Partnership Deed in case of
Parirership Accounts.

« Resolution along with Memorandum and Articles of Association in case of
accounts of Limited Company and in case of Corporations, resciution of the
Board along with Charter.

« letter of Ownership.

« Blank Transfer Deeds duly verified.

«  Persone! Guarantee of directors {excepting nominated directors by
Govt /Corporations) in case of imited companies.

+ For Loans: Letler of Disbursements.



v

For Overdrafts: Letter of Continuity.

An undertaking from the Directors of the Limited Company to obtain prior
clearance from the Bank before declanng any internimffinal dividend.

Review Of Advance:

Branch Manager will conduct a constant review of advances against shares
and exercise vigilance over:

# Market rates of shares piedged.
# Their marketability
#  Dividend/Bonus/Right Shares declared from time to time.

Review will nct be required in case of advances allowed to recognized share
brokers against the pledge of shares.

Suiteble 3teps 16 safeguard the Bank’s interest may be necessary after review
and the borrower may be required to:

# Repsay certain amount.
#  Deposit more shares as security.

# Pass on the dividends/bonus sharesirights shares to the
Bank.

These should be got transferred in the name of the Bank before closure of the
books of the companies concerned s that the Bank automeatically receives
such entitlements.

An undertaking should be obtained from the borrower where there is
signilicant securily that the benefit s and when received by them wiil be
passed on to the Bank for credit of or as security against the advances.

This undertaking shouid be foliowed up 10 ensure that the benefits are
deposited within reasonable time.

ah:
G



Advances (Loans/OD/CC) Against Pledge Of Goods/
Stocks

1. Points To Be Consilered:

White allowing an advance against piedge of goods/stocks, take the foliowing
points 70 consideration subject 10 restriictions imposed from time 1o time -

« The qL;an'tity and the quality of the goods are ascertained.

= The goods are readily saleable and have a constant and effective demand in
the market.

< Geods are not perishable as a result of storage for fong or short duration.

= incase of agrcuitural crops the security béﬁaiasioﬂwe current season, and
the advance is adjustabie before the end of the season.

« Soods are stored in | pacca storehouse to saveﬂ%em from deterioration and
also to guard them against risks of pi!ferag_af :

« “The borrower has an absolute e 1o the goods.

« The goods are not already encumbered and pledged with some one eise.

«  The prices of the goods are not subject 1o frequent end ematic changes.

» Goods are stored in the warehouse in the presence of a responsible officer of
the Bank.

2. Valuation Of Security / msurancé { Warehouse / Stock report:

«  Cereful vatustion of the security and its quantity is to be made.

¢ The selling price of the goods offered as security is {o be ascertained from the
market.

« The goods are to be insured against all risks and Warehouse Keeper and
Guards are o be posted in the warehouse as per rules of the Bank.

» Name plate of the Bank is to be displayed inside the warehouse and also at a
conspicutus place cutskie the warehouse.,



3.

The stock report is to be obtained duly signed by the.borrower, indicating the
goods Hem by ttem. Thew quantily, rate and vakse are 1o be duly certified by
the Warehouse Keeper.

Stock must be inspected regularly by authorized Bank representative.

Stock cards indicating the quantity of stocks in the warehouse, their value and
rate, are also 1o be placed inside the warehouse, & @ promment place. in
large warehouses with a number of stacks, separate cards for each stock are
16 be made and a summaly of the cards is 1o be displayed at & prominent
place.

The locks of the warehouse are to be sealed and keys are to be deposited in

the Branch.

Charge Documents:

After carrying out the above measures, aliow the advance on obtaining the
following charge documents:

°

Demand Promissory Nate.

Letter of Pledge.

Letter of Arrangement.

tetter of Continuity for Cash Credit {CC) and Overdraft.

Letter of Partnership along with Registered Partnership Deed in case of
Partnership Accounts.

Resolution along with Memorandum and Articles of Association in case of
accounts of Limited Company and ini case of Corporation, resotution of the
Board along with Charter.

Personal Guarantee of the Directors m case of Public / Private Limited
Companies.

{ etter of Discizimer.

Stock Report.



. Delivery Of Goods:

Goods will have 10 be delivered 10 the parties against delivery orders, signed
by two officers of the Branch, one of whom must be Manager / Officer-in-
Charge, Advance Departiment.

Betfore sigring the delivery orders, the signature of the customers should
invariably be verified on the application form.

Similarly after having detivered the stock, obtain the signature of the persons
taking delivery of the goods on the back of the delivery orders.

While signing the delivery orders ensure that the customer has made
edequate payment to the Bank for the goods delivered to him / her.

66



Advance Against Hypothecation Of Goods / Stocks

For giving the advance against Hypothecation of goods or stocks different
conditions will need to be fuffilled.
1. Points To Be Considered:

Keep the following in view, when allowing advance against Hypothecation of
stocks / goods subject 1o restrictions imposed from time to time:

« The facility is allowed only 1o the trustworthy and prudent customer.

» The gocds are readily saleable, having a constant and effective demand in
the market.

»  Goods are not subject to rapid deterioration due to storage for the short or

s The borrower has an absolute title to goods.
« The securty is not encumbered, and / or hypothecation to any other Bank.
« The prices of the goods are steady.

» The goods are insured against all risks and the insurance policy bears "Bank
Mortgage Clause’. ‘

*  Stock report duly signed by the borrower is 10 be obtained at least once in a
forinight but while releasing funds, up-to-date position of stoBck should be
obtained. in the event of default, the Bank would be free to stop further
crawimngs.

» Stock must be inspected regularty by authorized Bank representative.

« A separate stock statement as on tast day of the year duly certified by the
external auditors of the company must be obtained in case of limited
company.

2. Charge Documents:

Allow the advance after obtaining the following charge documents duly stamped:
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Demand Promissory Note. -
{ etter of Hypothecation.
Letter of Arrangement.

Letter of Parinership along with Registered Partnership Deed in case of
Partnership Accounts.

Resolution along with Memorandum and Articles of Association in case of
accounts of Limited Company.

In case of corporations, resolution of the board along with Charter.

Letter of Guarantee. {Signed by the partners and / or directors of the
company in their individual capacity, except Directors nominated by Govt. {
Corporation.)

L etter of disclaimer.

Stock report.

3. Registration Of Charge:

In case of limited companies where the case credit facilities are allowed against
hypothecation of stock, the following procedure is o be adopled for getling the
first charge favoring Bank registered with the Registrar of Joint Stock Companies
as per Companies Acts are:

2

Submit Form xvii duly filled in and signed {by the borrower) along with Letter
of Hypcthecation.

This must be submitted within 21 days of the execution of the Letter of
Hypothecation.

The registrar on receiving the above documents will issue “Cettificate of
Registration of Morigage.”
Withdrawal Of Charge:

Withdraw the Bank Charge after the advance is adjusted and the imit is
cancelied.



Ed

Submit Form xxviit along with the prescribed fee before the Registrar, who will
ssue a certificate 10 the effect that Bank’s charge has been satishied.



Advances Against Mortgage Of innmovable Property

1. Wleaning Of Mortgage:

When a customer as a security for loan offers immovable property, ke building
and land, a charge therecn is created by means of a morlgage.

According 1o section 58 of the Transfer of Property Act & mortgage is the transfer
of an interest in specific immovabte property for the purpose of securing the
payment of money advanced or, 10 be advanced by way of loan. Existing or
future detd, or the performances of an engagement, which may give, fises{o a
monetary tiability.

2. lmmovabie Property Defined:

immovable propetty includes land and things attached to the earth tike trees,
buildings and fixed machinery. Machinery which i3 not 50 installed and which can
be shifted from one place {o another is not considered immovable property. The
property i which the interest is sought to be fransferred must be specific such
as- the property must be capable of identification by description, ke ~ by
location, area, boundaries, etc.

3. Meaning Of The Mortgagor And Mortgagee:

The transiercr is called a morlgagor, the transferee a morigagee, the principal
money and interest of which payment is secured for the time being are called the
mortgage money and the instrument (f any) by which {he transfer is effected is
called a mortgage deed.

4. Kinds Of Morigage:

A morigagor can transfer either a legal interest or an equitable interest in the

property mortgaged. Accordingly, mortgage that is charged is either-

a. Equitable mortgage or
b. Lega! mortgage.

a. Equitable Mortgage

An equitable mortgage is created by an agreement, express or implied, that an
equitable interest in the property will pass 1o the mortgagee &s security for a debt
due or to become due. An equitable mortgage is created by a simple deposit of
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original title deed with intent to create a security thereop for the debt. The legal
title to the property is not passed on the morigagee but the morigagor underiakes
through a memorandum of deposit, to execute g legal mortgage in case the
bomrower fails {o pay the debt i time. '

s

\_f

Municipal areas notified by Govt. Delivers 1o a creditor or the bomrower’s
agent documents of fitle to immoveble property, with the intent o create a
security thereon, the transaction is called a mortgage by deposit of the deeds.

The mortgage by deposit of Title Deeds is called in English Law an Equitable
Mortgage.

The restriction to the towns named refers to the place where Deeds are
delivered and not 1o the situation of the property mortgaged. The property
mortgaged may be outside the town or party within town provided the
transaction is made within the town specified.

A deposit of Deeds outside the specified town areas will create neither a
mortgage nor a charge.

Generally Equitable Mortgage against an agricultural tand is not created.

Equitable Morigage by denosit of title Deeds of immovable properties may be
created by any of the foliowing three classes of persons:

*  Those who themselves avail of the advance egamst properties owned by
them and which stand in their names.

« Those who avall of the advance, for the purpose of thewr business, in the
names of their firms or companies in which they happen to be partners or
directors and deposit the Title Deeds of the immovable properties held by
them in their names, as collateral securities, besides the usual charge
JUUUTIIG D, WOETUTeT Wi g rsusr Ut guaiaines sigiied by them in thelr
parsunal capadity obtained from them.

=  Those who geposit the Title Deed of immovable properties belonging to
them and standing In their names, t6 secure the advance allowed to third
parties on their recommendation. in such cases usual charge documents
are obtained from the parties to whom advance is actually allowed
iogether with a leller of guarantce from the persons depositing ther Tile
Deeds to secure the advance.

In addition to the onginal Title Deed of the immovable properly and chainof
documents, obtain the following documents:

« Record of Rights.



+ Up -~ to — date Rent Receipts. ' -
+ Municipal Tex Receipts.

+« Non-Encumbrance Certificate otherwise calied Search Certificate issued
by the Sub-Registrar! District Registrar/Authorized Agents of the placs,
whnere equitable mortgage of the property is created.

income — Tax — Clearance cettificate/ Wealth Tax certificates
wrespective of income Teax and Weelth Tex egainst the concemned
person or the property. Production of this certificate may not be insisted
in case of Equiteble Mortgage and in lieu an affidavit be obtained.

[ ]

Urban property Tax Clearance Certificate should be obtained from the
Municipal Commattees of the town, wherever applicable.

» The aforesaid documents are 10 be scrutinized by Bank lawyer, and after full
satisfaction, prepare in duplicale, recelpt of all the documents received, on
the Bank's letterhead.

~ All other documents should also be obtained as required under local
corditions.

» Two Authorized Officers of the Bank under Rubber Stamp will sign the
receipt.

Give the original receipt to the borrower and request him or her preserve it
cerefully and present it at the timé of redemption, to exchange it with
+ Demand Promissory Note.

= letler of Amangement.
¢ Letter of Continuity.
« ietterof Revival

+ Letter of Partnership atong with Registered Partnership Deed in case of
Parinership Acoounts.

» Resolution along with Memorandum and Articles of Association in case of
accounits of Limited Company. In case of Corporation, resolution of the Board
along with Charter.

< Letter of Guarantee signed by the partners of the firm andfor the directors of a



« Letter of Guarantee signed by the depositor's Title Deeds to secure the
edvance ¢ third parties.

« Letter of Disbursement.

« An undertaking from the Directors of the Public Limited Company {o obtain
prior clearance from the Bank before declaring any interim or final dividend.

~ in case of limited companies get tha charge registered with the Registrar of
Joint Stock Companies within 21 days and obtain a certificate fom them.

b. Legal Mortgage

in tegal mortgage, the mortgagor transfers the legal title in respect of the
morigaged property 1o the morigagee. The morigagee gels which s called a
Legal Estate in the property and the borrower is endowed with ali sorts of rights

nd rernedies which can, for the miost part, be exercised on that person’s
initiative and there is need to seek the cooperation of a morlgagor.
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Advance Against Debenture

~ Cebenture 18 & document issued by a company usuaily under its common seal
zo«rmowledging the indebtedness of the company either to the bearer or {o the
r=xsiered holder of the document. The debls may be redeemed —

= Al a fixed future date, or
o By penocdical drawings, or
<. Not redeemable while the company is a going concein.

The last class is called imedeemable debenture. Debenture is a foen to a limited
company bearing a fixed rate of interest. The interest is payabie whether the
company mekes a profit or not. Debentures may either be secured by motigage
of definite property or floating charge. if there is no charge, debentures are clean
or unsecured. in case of winding up of company, the secured debenture holders
can have recourse o the property charged. if unsecured, then they will rank with
ordinary creditor. Debenture hotders are the creditors. They are not
shareholders. There are different kinds of debenture.

a. Debenture to Beaver:

Debenture is payable to bearer, with or without power for the bearer, to have
them placed on register or to have them at any time withdrawn from it. These are
iransferable and have been recognized by courts as negotiable instruments
transferable by celivery.

b. Registered Debenture:

This type of debenturs is payable to a registered holder. Any transfer of these
must be registered with the company.

¢. Simple of Naked Debenture:

These debentures are those where no security is given for payment of interest or
repayment of principal. These do not carry any charge on the assets of the

company. They coniain only a simple promise to pay.
d. Mortgage Debenture:

Any debenture secured by a charge, whether specific or floating, on the whole or
part of the assets of the company, is called a mortgage debenture.
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. Redeemable and lrredeemable:

R

Rede mab%e Gebeﬂtufe* ndicate that ‘{hﬁ company agrees 1o repay %he money

“e'pc tuai debentures have no date for repayment and the company may repay
depentures at any time it may choose 10 do s0. They will, however, be repaid
when the company goes into liquidation or makes default in the peymerd of
interest.

Debenture es Banker's Security:

_;a'\kers aovanoe money on debenture laSUﬁd by c:ompames When banks speak

varrymg a charge on some property of the Company This charge may be "Fixed”
or "Fioating”. The fixed charge cresates legal mortgage on some specific property
of the company like — fand, buiilding, fixed plant, machinery, etc. in favor of the
debenture holders. Where there is a charge on some specific part of the
compeny’s property, it is usually done by a trust deed by which a specific part of
the property of the company i vested in frustees for the beneft of the debesnture
holders. Where there is a fixed charge, the debenture holders are free from the
danger of any one securing a pricr cherge and the trustées are given powerio
sell the property charged, if that should be necessary.

A floating charge is an equitable charge on floating assets such as: Stock-in-
Trade or on whole of the company’s undertaking of a going concemn. Where a
lerge number of secured debentures ere issued in a series, the security given vall
usually be a floating on the whole of company’s undertaking.

Precaution and Checks:

While taking debenture as security, the banker should take the following
precautions:

) Borrower is the registered holder of the debenture to be mortgaged.

i) The banker should satisfy himsel as {o the financial position and
reputation of the company whose debentures are to be accepted as
securiies.

i) The authority of the company to issue debentures. issue of debentures

tantamourt 1o borrowing by the company. The banker must, therefore,
inspect the Memorandum of Association to find ouf whether it gives the

75



company power of borrowing though in case of trading companies this
power is implied.

The banker should accept only mortgage of secured debenture as
securities.

The banker should preferably accept debentures with a fixed charge to
debenture with a ficating charge because in the matter of repayment, the
debentures with a fixed charge to specific assets have priority over the
deberntures with 2 floating charge in the event of the Liquidation of the
company.

While advancing secured debentures, the bank should inspect the register
of charges mainiained by Registrar of Jont Stock Companies 1o ascertan
whether any prior charge exists or not. When debentures with a fixed
cherge on some Bssets are accepied as security for advence, the bank
should see that title deeds of the property, evidencing the title of the
company to the property, are deposit with him.

Debentures accepted as security should be readily marketable and
sufficient margin, say - 50%, shouid usually be maintained.

There is regularity in payment of interest and no arrears interest is
brought into account on Balance Sheedt.

Funds are being accumulated pericdically by the company for redemption
of debenture, which cen be ascertained by referring to the specific
investment in the Balance Sheet "Redemption Reserve Fund Investment
Account” of the Company.

A memorandum of deposit should accompany the deposit of debentures.
The memorandum of deposit shouid authorize the banker to sell the
debenture given as securities in the default of borrower In repaying the
advance.

Documents are as follows:

1.

2.

3.

Apolication for advances.
Demand Promissory Note.

L etter of Continuity {in case of overdraft account).

4. Letter of Lien.
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5 lrrevocabie letter of mandate for collection of interes! etc. addressed to
relalive companies by the debenture holder,

= Letter of authority given by the borrower 1o sell debenture in default of the
borrower in repaying the loan.
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a. Pratirakshya Sanchay Patra, Bangladesh Sanchay Patra, ICB unit
sertificates, Weage Eamer Development Bond.

b. Fixed Deposit Receipt issued by any branch of tFIC Bank Limited.
¢. Sheres guoted in the Dhaka Steck Exchange Limited.

d. Pledge of goods and produce.

€. Hypothecation of goods, produce and machinery,

f.  immovable property.

g. Fued assels of & manufacturing unit.

h. Checks, Drafts, Pay Order, Railway Receipts, Steamer Recelpts , Burge
Receipts of the Govt. Or Corporations.

i.  Shipping documents.

2. Which Advances Against Which Securities:

All securities are not suitable for all type advances. Each security has its own
suitabilty. Specific secunties 1o be oblained by the branches white altowing
advances are shown below against the types of advances;

Jypes CfAdvances =~ | Securities
toans Lien of various kinds of Sanchay
Patras, Govi. Securities, Shares
quoted in the Stock Exchange,
Debentures, Fixed Deposit Receipis,
Pledge Of gold or gold omaments,
hypothecation of vehicles, Coilateral of
immovable properies.

Overdraft Sanchaypatra, Nonvresident Foreign
currency deposis (NFGD), Shares,

Debantures, Govi. Promissory Notes, |
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order.

Fixed Depasit Receipts, Life insurance |
Policies, goid or goid omaments, work |

Cash Credits

Pledge or hypothecation of stock-in

trade, Goods, produce and

merchandisa, machinerigs, {and and
building on which machineries are

installed.

1

iniand Bills Purchase

Bill itself.

Shipping documents for imports.

9

Piedge of imported merchandise.

TR

Trust Receipt obtained in lieu of import

documents.

Export Cash Credit

Pledge or hypothecation of goods or

export Trust Receipts

Foreign Bills Purehased

Shipping documents for exports.
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There are different types of lending categeries and which hag different and
separete definitions of ell types. Loans or aedvances inchude fixed forms loans,
cash credxts. overdraft facilities etc. in the lending categories there are two types
of term foan those are:

Fixed Term Loan, and enother one is -
Cnn‘xrxm 50 I"r&c‘%t r ’ 0813

TN

P

The definitions and all the lending categorias are as follows:

a. Fixedierm loans ere edvances with Ted repayment schedules, the terms of
lcans are defined as follows:

) Short Term: Up to and including 12 months.
iy Medium Term: More than 12 and up 1o and including 60 months.

i Lonpg Term:  More then 80 months,

The definitions of hoth the Fixed and Continuous Loans are defined in terms of
ir f 2 lending categories have different procedures for the lean
Te rep ment There ere different 11 lending categeries those are
discussed in the i ‘O‘v‘.’ﬂ”s

o
&
3
4
z%
‘1>
E

s lcans are given for different purpose. And among those one of the
loans meade {0 prmary producers e — Farms, Bshing esteblishments,

stry establighments, and livestock opera*ion Loans to processars or
tr&é&re ¢f egricuitural products ars notto be classified as egricutiure, nor
oang e input suppliers. Agriculiure refere 10 & preduction unit
"gagf,k, in farming, fishing, forestry, or livestock.

This category may include ~

* thri T.e.{m
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* Medium, and

B

E 3

tong fixed term loans as well as continuing credits.

According to the agricultural ioans are categorized by different wé'ys.
Those are like:

~ However, loans can be made to tea gardens for export according to the
gefiniion in category No. 8 end such ioens should be treated as expoit
rather than agricultural loans.

N

i = - P, Sy g e oy oy Fn = PN Pt e L e Pt e X e |
Loans 1o fce gardens for progucton are ieaied as agrcuihual.

»~ Medium and long term toans 1o tea gardens are classified as industrial
term lerding (lerding calegory #2)0r special program irdustry and the
category No. 9.1 according to the total investment in the tea garden.

2. industiiai Term Lending:
This category covers —

" Medumand

*x

Loan term loans for manufacturing.

However, tea gardens are 1o be encompessed ™ this category if they
gquality by size, otherwise as "Special programs — industry . The loans
miust be to congtitute, winch 1s producing goods for sate to the pubic.
Service industries are excluded and are 1o be placed under the "Other”
categoiy # 11. Small and cottage industry lending is excluded from this
category and is to be included under the "Special programs - small
mdustry” calegory # 2.1, Those industries have working capital ioans are
not included in this category # 4.

3. Jute Working Capital:

This type of Lending category is the continuing credits to jute mills. That
means the toan period will be Tenewable before the expiry date as
extension.



. Other Manufacturing Working Capital:
There are siso loans for the working cepital to manufactaing
establishments. These loans are usually -

» Continuing crecits, but may manifested short fixed term loans.

~ Short-term loan weaver credits are {0 be included here.

» However, edvances for senvice struciures are to be included i other
commercial lending.

. Jute Exports:
These toans for —

~ Exporis of jule menudactured products of

> Raw jute against confirmed export orders.

> (Generally (hese are -continuing credits but nay be short fixed term toans.

. Other Exports:

~ Loans are for exports of all items other than jule against confirmed export
Orgers.

» Usually, these are continuing credits but may include some shott fixed
ierm ans.

» These loans may be to any establishment, which is exporting directly.

7. Jute Trading:

Loans to jute traders for domestic operations. These are generally
continuing credds.

. Other Commercial Lending:

For other commercial fending —

~ Shott term loans and continuing credits for commercial purposes other
than confinned expons and jute frading.
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These lcans include internal trade, service establishments and import
financing. }

No medium or long terms are to be included.

9. Special Programs:

There are different programs are in the lending categories, which are as
foltows:

8.1. The special programs are:

»»

Special programs smal! industry covers medium and long-term toans for
smeall and cottage manufacturing industries. {Small industry is s0 called
those which are established whose tolel investment in fixed capital — land,
building, machinery and equipment which are excluding any texes and
duties. These fixed capitels is not exceed 36 milhon feke end investment
in machinery and equipment which are also excluding taxes and duties
and does not exceed 15 miition taka. Cottage industries are aiso called
like this Small industry.}

category.

~ Medium and long-term weaver credits are included.

10. Urban Housing:

P

There are some lending rutes for urban housing. Those are as follows:

fedium and fong term foans for housing construction o ndividuals of
developers.

The housing ust be located within urban areas (Municipalities).

When the bank sanction the foan for the cutside urban areas then the
bank may the rurel housing program and which i3 considered as a speciat
program.

If there is any borrower who s eligible for the rural housing program then
the urban housing rale can be used # the bank wishes to expend a loan,
and such loans are to be included under urban housing.



11. Cthers:

Any loan that does not fall in any of the above categories is considered
‘other”. This includes loans for fransport equipment, construction other
than housing, cold storage facilities, and personai loans.

There are Additional Notes on Lending Category. Those are:

1. Loans under the credit scheme for unemployed youth trained by the Youth
Ministry are considered o fall into the category appropriate for the borrower.
The if this is for & manufacturing establishment it would be included in
categery # 3 — Working Cepital.

2. Loans made under the Setf-empléyment éred'rt scheme or the Women
Entrepreneur Development Program follow the same principle as in 1 above.

3. Export Development Fund (EDF) loans are considered foreign currency loans
and interest rates are as set in the Circular describing the EDF.



Consumers Credit Scheme (CCS) Of iFiC Bank

iFiC Bank presents a very special offer for the consumers for meet their different
needs and demand what they can't effort by their own capability. in today’'s world,
the person and the femely have 50 meany dreams and wands, but the ivnted
income resist their dream and for fulfilling their needs and demand that means
meake the dreams come true FIC Benk amenge a very §o0d offer, which is called
Consumer Credit Scheme.

Most of the people of the country are not much in the better position, mots of
them are in the middle waged and live a medium lfe with a mid capacity. When
the bank come up with new offerings for the mid level consumers then they are

fulfill their needs and demand. That means the bank offers a good thing for the
generel consumers that when the consumers want 10 Consume any produdt,
which is costly the consumer will provide some percentage of that product price
and the then the bank will provide the feft portion what the consumer can't pay.

The consumers can consume under {FIC Caonsumer Credit Scheme those are as
follows:

a. Vehicles:

Cars / Micro — buses, 4 Wheel drives, Small jeeps, motor cycles, Mope8ds Two-
wheeter) etc.

b. Domestic Appliances:

Air conditioners, Refrigerators, Deep Freezers, Washing machine_s, Mob_ile
phones, Cooking ranges, Microwave ovens, Furniture and other Domestic

appliances.
¢. COffice Equipment:
Under Office Equipment the office can purchase some equipment those are -

Personal computers, Photocopiers, Facsimiie machines, Smail non-commercial
Generators, Other Office equipment, 1L.P.S.

d. Entertainment:

The entertainment items are — V.C.D f V.C.R / V.C.P, Music system, Sound
system, Video camera with accessories.
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e.

intangible items:

For Hotidays, Education, Medicel expenses.

£

Others:

Home repair, Redecoration, Renovation.

And for thess the consumer has to maintain different rules and regulations, which
are given, by the bank. And also the consumers are recognized and selected by
the bank. All the rules and regulations are given below:

1. Eligibility Criteria:

There are different criteria 8l] are as follows:

a.

®

The potential borrower must be a naticnel of Bangladesh and aged st least 18
years.

The potential borrower’'s employer, business or profession, as the case may
be, should preferably be located inthe same townorcityashisorher
residence and lending branch of IFIC Bank Ltd.

The potential borrower must provide his or her permanent residential address
in case he or she is living in 8 rented house or flat. '

. Each pmépecﬁve borrower must open & Savings Account with the branch.

The potential borrower should preferably be a regular Income Tax and or
other applicable Taxpayer. Last Tax paid assessment certificate prominently
indicating TIN should preferably be submitted with the loan application form.

Loan For Service Holder:

For service holder there are different rules and regulations are as follows:

a. The borrower can be any person employed by a reputed company as a
confirmed employee. He or she must submit certificate regarding salary,
confirmation and length of servics.

b. The borrower has {o minimum monthly take home salary should not be
less then Tk.5000/- and 3 fimes of Equated Monthly Instaliment, which is
called by the Bank EML.
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c. He or she must have at least 5 years of employment left.

GCredit Scheme For Self Employved Person:

When the credit scheme for the self employed person then the other rules
ere mamtained. Those are:

a. A self-employed person must be of repute in the respective profession or
any business.

b. The borrower must have a net take home income of &t least Tk 10,000/
per month and 3 times of Equated dMonthly instaiiment (EMD.

¢. He or She will have to run in his or her own business for at least 6 years
and has a satisfactory banking relationship with {FIC Bank Ltd.

d. He or she must submit up-to-date trade license of his or her business
congern.

Credit Scheme For Defense Service Personnel:

There are addiiona! and diverse principtes and directions for the defense
pecple when they want to get the 1a8n from the bank. The rules are
discussed as follows:

a. Employer's certificate should be obtained only from the commanding
officer of the borrower's unit.

<2

in case of solder, the guarantor should not be below the rank of Junior
Commission Officer.

o

The respective unit of the borrower will provide a guarantee certificate that
the borrower will pay the monthly instaliment in due time.

All the other terms and conditions are same as service holders.

2. itemn Financed:

The bank has some rules and regulations, which is ltem Financed. That means
the bank will finance on the basis of the tem what the consumer wish 1o buy.
There are when the consumers want to buy domestic Appliances, Office
Ecuipment and Entertainment Equipment.
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3. Limit Range:

Wt

The limit is for the Consumer Credit Scheme is Tk.10,000/- to Tk.7,00,000/- for
the consumers for they fulfiiment thew needs and demand.

4, Loan Amount:

The loan amount will be 80% of the Invoice or Quotation Amount. That means
the consumer will arrange 80% of the product expense and the left amount 20%
will provided by the bank.

5. Down Payrent:

Minimum equity contribution will be 20% of the invoicé{quo’tation amount, which
will be realized from the bomrower's Savings Account.

8. Interest Rate And Fees:

The inierdst end fees will have 10 beé paid by the borower. The emount is:
a. Each set of Application Forms Tk.30/-.
b. interest rate is Tk 18.50% P A, with quarisrly rest.

¢. 2% service charge of the loan amount (minimum Tk. 500/-) will be realized
from the borrower's Savings Accounts.

d. 2% Risk Fund of the foan amount will be realized from the borrower’s Savings
Account.

e. Stamp Charge Tk 470/-.

7. Payment Order:

A Payment order of the Invoice or Quotation Amount will be issued in favor of the
supplier of the consumer itern.

8. Application Form And Cther Forms:

Consumers must submit Application Form {(Bank’s prescribed form) duly filed in
and also submit the following item.



a. Form-A Letter from the borrower 1o his or her empldyer.

b. Form-B Employer's certificate to the Bank.

w

Photograph:

A recent passport size photograph of the consumer (attested by the employer or
the guaranter when consumer is a businessman) and also the guaranior
(attested by the Gazette Officer)

10. Delivery The Product Memo And Money Receipt:

The borrower must have {o submit the delivery memo and the money receipt that
how much the product price, which is the asset purchased to the fending branch.

11. Repayment Arrangement:

The bank aiso concems the repayment arrangement. Where aiso there are many
rules those are given below:

a. The instaliment will be payable monthly on or before 7% of the subseguent
month.

b. Post dated checks of the amount eguel 1o the nstaliment size (one of each

instaliment) and one undated check {double of instaliment size) in favor of
iF1C Bank Lid. shoulkd be submitied before disbursement of the toan.

12. Penal Iinterest:

Penal interest for delayed payment will be charged Tk.50/- if the installment is not
paid within 15 days from the 7" of each month. Thereafter, Penal interest for
delayed payment will be charged Tk.75/- for subsequent delay of each 15 days.
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Classification Of Loans And Advances:

A. Types of Loan:

As per BCD Circular No.34 dated November 16, 1989 Loans and Advances are
divided into four categories for loan classification purpose, as under;

1) Continuous

it} Demand

i) Fixed Term

vy  Short Term Agricultural and Micro Gredit.

Brief description of each type of Loan is given below:

I Nature OF | Characterisiics o Example
i Loan ! 4
| 2) Continuous: | s The loan has 1o particular » CashCredit {CC)- |
j i repaymeént schedule {Hypothecation) {
| I » Loan contains date of expity, = C.C. {Pledge) l
! | credit imit, etc. « Security Overdraft |
1 | «  The borrower may draw funds {SOD), LiM, ECC. |
! I upto the limit sanctioned. e loan General elc. ]
) | »  Typically the borrower }
! ' deposits and draws money 1 }
| | acrording to the need of the |
i . enterprise. 'l
| b} Demanc: |« The foan is repayabie on PAD, FBP 1BP, |
j demand. { 1IDBPIFDBC, g
« Without having prior approvai | Lildt {Forced) |
as a regularloan fie LR |
contingent and any other PAD {Forced) etc. }
|

llability), but converied to
compulsory or Forced Loan
subsequently.

¢} Fixed Term:
period of time. Tenm Loan (Industry)
+ Specific instaliment schedule | House Buiiding Loan
{or repavinent. Consumer Credit Loan
o { Transport Loan etc.

i
i
i
= Repayable within a particular !; Term Loan {cthers)
|
|
i

d) Short Term
Agricultural

» Enlisted as Short Term Credit | Agriculiural Credits,

!
|
]
]
|
i
i
_i
i
i
?
i
I
i
|
| under Annual Cregdit Program | Weaving Loan,
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and Micro of Agricultural Credit .Swanievar Credit, etc. |
Credit: Department, Bangladesh {
Bank. E i
{ » Also include credit extended | ;
to agricultural sector and ! ;
repayable within less than 12 | Not disbursed by {FIC. }
months, } }
|+ Short Term Micro Gredit not { );
| exceeding Tk.10,000.00 and | }
| repayable within 12 months. | j
i i
B. Overdue Loan: Definftion of Overdue:
| NatureOf | Definitionof | Calculationof |  Example |
' Loan | Overdue ; Overdue Period f
{ { i
1. Continuous | Advance not renewed | Difference | Limit expired on
. Loan (CL2) | and date of expiry between the i January 31, 2001. |
| | passed raferance date of | Reference date
| | classification and | March 31, 2001.
| | Bacomes overdue ¢n | expiry dats. )
g ' the date of expiration, , Loan is overdue
, ‘ % for 2 months.
"2 Demand | Becomes due one | Difference | PAD created on |
| Loan (CL3) | month after the bank ; between the | April 4, 2001, )
{ requires payment i reference date of | payment became
through formal ,' classification and | Overdue on May
{ notification to the | expiry date. { 30, 2001, §
- borrower. | 1‘ Reference date |
| | ;: | June 30, 2001.
{ | )
| | { | Overdue period 1
{ { | month. 1
3. Term Loan | Becomes Overdue | Time equivaient of | ABC Co. Lid. j
- forless “whenever an | instaliment = ' Enjoying Term ]
than 5 ~instaliment is not 1 Arear x Frequency | Loan failed to pay- |
| years . received by the bank. {1 installment size quarterly i
i (CL4) \- | = --- months installment as !
| { { under; 1
| | |e Arear= |
| | | Amount o Sizeof !
| i |  payableatRef | instaliment=
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SN

Date less |
Amount
already paid
o Frequency =
No. Of
instaliments
per year.

!
§
|
N
!
]
|

!

Tk.30,000/-

e Amount
Payable = Tk.
90,000/-

e Amount paid =
Tk.50,000/-

Date of last

payment: March

30, 2001

Reference date:
June 30, 2001.
Time equivalent of
installment =
(40,000 x 4) /
30,000=5
months.

e e e

{

14, Term Loan

for more
than 5
years
(CL5)

! months after an
" instaliment not

I
1

i
{
! Becomes Qverdue 6

i received by the bank.

Time gquivalent of
installment =
Areer X Frequency
{ Instaliment size

= -—- months

Lo Arear =
Amount

| payable at Ref.

| Date less
Amount
already paid

+ Frequency =
No. Of
instaliments
PEer year.

XYZ Co. Lid.
Enjoying Term
Loan failed to pay
by monthly
instaliment as
under;

o Size of
instaliment =
Tk.20,000/-

o Total Amount
Payable at

Ref. Date = Tk. !

140,000/-

s Total Amount
paid =
Tk.90,000/-

Date of last

payment: March

15, 2001

Reference date:
Junea 30, 2001.
Time equivalent of
instaliment =

(50,000 x 8) /

20,000 =15
months.

{
}

92



C. Scale Of Classification:

As per BCD Circular No. 34 of 1889 all ioans are to be assessed as either

nl

Unclassified or Classified. On the basis of reduced chance of repayment loans

are

lassified as under:

Classification Status

Basis of Judgement

) Substandard | # Impaired by evidence that the
: borrower is unable to repay, But,
# There is a reasonable prospect that
| the loan’s condition ¢an be *
| improved. }
i) Doubtful # Impaired by evidence that it is
! unlikely 1o be repaid in full, But,
# Special collection efforts might
| . eventually result in partial recovery.
i) Bad_ / Loss | #  Very unlikely that the loan can be |
- { recovered. T
|
Assessment of Loans
and Advances !
i
]
§ v 3
g |
. :
Unclassified j Classified
J
! : }
tandard Doubtiul Bad f Loss




D. Basis for Loan Classification:

a. Obiective Criteria:

BRPD Circular No.18 dated December 8, 15898 and
BRPD Circular No.16 dated May 14, 2001 for determining the

prefiminary classification status.

1. Continuscus Loans {CL2):

Overdue Period

~

Classification Status

a) Less than 6 months Unclassified (UC)

( b) 6 mont ths or more but less than 9 Sub-Standard (SS)
months

¢} 9 months or more btit less than 12 Doubtful (DF)

% months
I d} 12 months or more

Bad /Loss (BL)

2. Bemand Loss {CL3Y:

Overdue Period

r
|
:

= — = —_—— . == B e

Ciassification Status

' a) Lessthan 6 months

Unclassified (UC)

, b) 6 months or more but Jess than 9
{ months

Sub-Standard (SS)

| ¢) 9 months or more but less than 12
months

Doubtful (DF)

' d} 12 months or more

Bad / Loss (BL)

3. Tewmn Loans 4p to 5 years {CLA):

1 Overdue Period

Classification Status

‘ a) Lessthan 6 months

Unclassified (UC)

| b) 6 months or more but less than 12
| months

Sub-Standard (SS)

I ¢} 12 months or mare but less than 18
~_months

Doubtful (DF)

~i) 18 months or more

Bad / Loss (BL)




4. Term Loans for more than 5 years {(CL5):

Overdue Period

“Cilassification Status

g
1
|

' a) less than 12 months L Ungclassified (UC)
b) 12 months or more but less than 18 Sub-Standard (SS)
months
c} 18 months or more but iess than 24 Doubtful (DF)
, months
{ d) 24 months or more

Bad / Loss {BL)

5. Short Term Agricultural Credit | Micro- Gredit (CL6):

Overdue Period

Ciassification Status

la) Less than 12 months

‘Unclassified (UC)
b} 12 months or more but less than 36 Sub-Standard (SS)
months
c} 36 monihs or more but less than 80 Doubtful (DF)
| months |
I dy 80 months or more Bad / Loss (BL) ]

t can Classifications and its Provisions:

T
Bl

| Loan Ciassifications |  Provisions |
\ | 1
! Unclassified (UC) 1% (For all UC) |
| Substandard (SS) 20% |
| Doubtful (DB) 50% _
| Bad / Loss (BL) 100% j
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Percentages (%)

—&—Provisions

120% -

100%

30%

60%

40%

20%

0% -~

Unclassifiad Substandard Doubtful Bad /tLoss

Loan Classifications

b. Qualitative Criteria:

The Qualitative Criteria will be judged on the basis of qualitative
factor.

The bank has reason to believe that the borrower may not be able
to repay the loan due to change in the circumstances under which
the loan was originally sanctioned, like —

v

More than a normal risk due to adverse financial condition (arising from loss
of a borrower's capital).

Poor financial performance of the borrower (borrower’s cash flow is
msufficient to serve debt requirements).

Due to insufficiency of security (value of security is less than the loan
outstanding).

Other unfavorable factors.

\4

v

v
7

This judgement can be made regardless of whether the loan is overdue or not.
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Rate For Provision -

| Particutars | ShortTerm (ST) | Ali Other Credit |
. 1 AgriMicro | |
| Unclassified (UC) | 5% i 1%

| Substandard (SS) | 5% 20%

! Doubtful (DB) | 5% | 50%

. Bad/Loss (BL) 100% j 100%

The rate for provision of the short term loan different in all the particulars, which
is same for UC, S, BB, and the tate is the highest for Bad/Loss. The rate of
recovery of UG, 88, and DB is less because those are for short term and loss will
not be large. And the rate of BL is 160% because if the loan will be in that
position, which will never repaid then the bank will have to consider a big 1oss
and which make the bank in a big trouble. So for recpvery that Bad/loss the
Bank will make their provision 100% for Bad/Loss. That's why the curve is
constant for the UC, SS, DB and upward for BL.

120% -

100%

80%

60%

Percentages (%)

40%

20%

0%

Rate For Provision

[ -e-S,T AgriMicro_ —e-All é&ié/rc_redtt“ i

P
//

| A/
f/ /

Unclassified Substandard Doubtful Bad/Loss
Partculars

9



Different Loan Classified Position And-The Data Of The
Bank For Three Years From 1999 To 2001:

| oan Classification and provisioning &8 on Years 2080 and 2001:

{Amount in Lac)

Status 2001 2000 | Net
| | Increment
ITota! No. of Accounts 1087 1275 | 188 ‘
‘”o of Accounts Classified 375 353 | 22
ITotal Advance 74953 59 | 76511.98 | 155838
Total Advance Clagsified 19373 8 19165.31 _D08.49
‘Retio of Classified Advence 1o Totel Advence|  2585% | 25.05% -0.80%
Total Cumulative Provision Required 763247 | 7896 | 26353

Loan Classification and provisioning as on Years 1889 and 2080

{Amount in Lac)

| - Status | 2000 | 1988 | WNet

i | j | Increment

ITotal No. of Accounts 1275 1497 | 222 |

iNo. of Accounts Classified 353 411 | 58 !
Total Advance 76511.88 | 76472 31 -35.66
Totel Advance Classified 19165.31 17835.32 -1329.85
Retio of Classibed Advance e Tote! A(fva»nce 25.05% 23.32% | -173%

! ’otan Cumulative PTOV’_S"OH Reqt&ﬁd I 7836__ 5723 85 ; _ -2372.15

The ultimate position of the loan classification and provisioning as on three years
from 1990 to 2001:

{Amount in Lac)

i

| Status 1599 | 2000 | 2001
tTotrﬂ I\o Qf Avgoumq 1497 | 1275 1(187
INo. of Accounts Classified | 411 353 375
ITotal Advance | 76472.31 76511.98 74953.59
Total Advance Classified 1783532 19165.31 18373.8
Ratio of Classified Advance {o Total Advance 23 32% 25 05% 25 85%
Total Cumudative Provision Reguired 5§723.85 785856 7632 47
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From the table and the Figure it can be found that total number of accounts,
nurnber of accounts classified and tolal advances are less in the year 2001 than
2000 and also 1999. But total advance classified amount is increasing, which is
more i 2000 then 1999 and also more in 2001 than 2000, But otel Cumulative
Provision Required is more in 2000 than 1999 but the amount is less in 2001
then 2000.

The Ratio of Classified Advance to Total Advance is also increasing in each year

and thet means the amount will be go upward on the besis of this reading.

i oan Classification And Provisioning As On The Last Three Year
From 19389 To 2001 {No. Of Accounts):

Year | Unclass | Substa | Dou | Bad/ | fotad | Jotal | PF | SHBL | CCS | Others | total |
ified i ndard | btful ; Loss | classifi- | as per Loen |
: | : ed Classified |
1se9 ! 74 7 4 20 | 384 411 1195 246 | 78 0 ) 1519
I ] | '
L 2000 | 922 i 11 % 6 | 336 353 1275 | 202 | 122 | &7 0 18658
! i ; ! !
! 2001 ; 642 | ¢ | 1 318 328 972 207 | 138 | 87 0 1404
i | |
L ) t §
Loan Classification and Provisioning as on The Last Three years
(No. of Accounts)
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| ¥

Nature Wise Sumimary of Loan Classification For Three

Years From 1999 To 2001:

On 331.42.1955:
{Amount in thousand)
‘T Ngzvd:d “ RO of Fotat Amount interest Efhgite ﬂ P;vifs;a Required {
SAdvance
Tash gad’;t T aw BIYGI6 2BUEED 340685 T7 1407 | 171249
4500 83 460762 180530 93688 210406 | 142933
IV LTR ;T 52 316492 159350 131831 74706 70249
Y % 3 22667 24455 D 15227 15221
PAD 24 133054 719 TE00 131835 TOI70
£CC 3 11248 %086 B 7242 7212
FDEP 5 3560 ) ) 3860 | 3560
§ WS | 159 ] 5 958 | 159
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Total amount of Loan Sanction, Disbursement and Recovery

Rate:

Cn 30.72.1553:

{Figure in Lac)

~ Smws | Unclassified Tlassified Towal |
I oy {£L) |
i Loan Sanctioned and 58837 .04 1783540 7767244 |
{ Disbursement -§
; Recovery Rate D585 21 B7.24 DBR? 45 ;
% ]

On 31.12.2600:
i Status Unclassified Classified Total |
| {Ug) [CL) |
| Loan Sanctioned and 59153.01 19165.32 78318.33
! Disbursement
Recovery Rate 2844 .21 248.73 3080.94
©Cn 30.11.2004:

| Status Unclassified “Ciassified o Total !
= {uc) {CL) ]
i Loan Sanctioned and 59184.49 14870.39 74054.88
| Disbursement
)i Recovery Rate 3768.32 2183 5851.32
}
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Rata (Amount in Lac)
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o
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Total Loan Sanctioned, Disbursement and Recovey Rate

30.12.1999 31.12.2000 30.11.2001
Year
( Bl Total Loan Sanctioned and Disbursement BTotal Recovery Rate

From those three figures of three year it can say that the total amount of Loan
sanctioned and Disbursement is same. From that it can also measured that the
total amount of loan sanctioned and disbursements are become lower than that
means the total amount loan sanctioned and disbursements are more in 2000
than the year of 1999 but in 2001up to November the amount is lower than 2000.
And the recovery rate is increasing from 1999 to 2001 that means the total
amount of recovery will be in the upward slopping.

If make more clarify then it can say that the amount of UC of loan sanctioned and
disbursements are decreasing because of adequate and perfect moral clients.
But if the loan sanctioned and disbursements are increased then it is good for the
bank because the bank can earn more profits, but decreasing the loan sanction it
make the bank weak in terms of their earnings. And the total recovery rate of UC
portion the amount is increasing and it is very good sign for the bank because the
bank can refund their loan regular basis and if the amount is good then the risk
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wilt be reduced. The recovery rates of three years are shown the good future for
e bank.

The total amount of Classified loans are in 2000 was higher than 199% andin
2087 Up 1o November the amount is fower than 2000. f this trend is continued
ihen the bank will be good position because their risk will reduced. Cn the other
hand the olal amount of recovery rate of CL loan was move 1 2000 han w1989
but that emount is aiso in 8 very higher position in 2001 up to November than
20C0. And it is also & very good sign for the bank fir reducing the fiskto loss.

i oan Classification and Provisioning:

Number of Accounts Tor three years:

{Figure in
thousand)
Status | No. Of Accounts | No. Of Accounts | No. Of Actounts |
j 31121999 | 30122000 7 30.09.2001
| |
| Unclassified (UC) | 784 ' 922 _ 644
J |
Substandard (SS) | 7 11 9
{ J‘ K
" Doubtful (DF) ! 20 8 } 1
1
; Badfioss (BL) ‘ 384 336 318
"Total Classified (GL) i 411 353 I 328
1. i ,
- Total as per CL | 1195 ! 1275 { 972 )
| ." j
St;ff—LOans i - {‘
| Provident Fund (PF) Loan 246 ', 202 : 207 )
Staff House Building Loan | T8 ' 122 | 138
SHBL) ' | ,
Consumer Credit Scheme - 87 ] 87
\ .
| Others Q ) G 0
! ]
 Total - 1519 ! 1686 ! 1404
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In the loan classification and provisioning the Number of-Accounts for three years
it can be found all the status —

AN

> The total Number of Accounts for UC and Substandard are fluctuating.

position in three years. That means in 2000 the number was increasing than
the year 1999 and also in 2001 the number was declining than in 2000, so in
the figure the bars are in the fluctuating position.

The total Number of Accounts for DF, BL and ultimately total Classified and
Total as per total classified loans are decreasing for the three years from
1999 to 2001. So the in the figure the DF, BL, Total CL and As per total CL
loan shafts are declining position.

In the status of the Stuff Loans and under this the PF and SHBL loans are in
the declining position. So in the figure the PF and SHBL bars are in the
declining position from the 1899 to 2001.

On the other hand the other portions of Stuff loans — CCS is in 1999 was
absent and others portion there is no figure.

Ultimately, the total status position of the Loan Classified and Provision is in
the fluctuating position and that's why the bars of the figure are in the
downward slopping.

No. of Accounts of Loan Classification and Provosion -

31.12.1999 30.12.2000 30.08.2001
Year
O Unclassified (UC) Substandard (SS) [ Doubtful (DF)
O Bad/ioss (BL) 2 Total Classified (CL) O Total as per CL
E Provident Fund (PF) Loan [1Staff House Building Loan (SHBL) B Consumer Credit Scheme

3 Others ETotal




Balance Qutstanding for three years: |

(Figure in thousand)
; " Status - 31.12.1999 |  30.122000 |  30.09.2001
Unclassified (UC) 5863699 5734665 5702629
| Substandard {SS) 41839 85742 32879
| Doubtfut (DF) 511154 178884 516
fBaidhéé's"(éij"“"""'" S 1230485 | 671906 | 1460938
; Total Classified (CL) 1783538 | 1916532 1494333
Total as per CL 7647237 7651197 7196962
Provident Fund {PF) Loan 19180 24815 _ 30762
| Staff House Buiiding Loan ——o0827 153040 | 170231
[SHBL)
! Consumer Credit Scheme | - 2781 2605
;’ Others 0 0 _ 0
% Total 7767244 7831833 7400500

PR

in the loan classification and provisioning the amount of Balance outstanding for
three years #t-can be found of &l
the status —

> The UC and DF amounts are in ihe downward position that means the
amount of UC and DI are gone down for the {ast three years and that's why
the bars are in downward stopping. And also the amount of CCS is in 1999
was absent but in 2001 the amount was gone down than in 2000, So the bars
are going downward stopping.

> The 88, BL, Total CL, Total as per CL are in the fluctuating position that
means the amount what the amount in 1999 then it was gone up in 200C and
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again it was gone down. So the shafts of the three years are fluctuating
position.

> In the stuff loan except CCS the amount of PF and SHBL are increasing and
that's why the bars are going upward, which can be found from the figure.

Balance Outstanding

Flgure In Thousand

31121998 30.12.2000

Year
Unclassiiied (UC) & Substandard (SS) £ Doubtful (DF)
[ Badfoss BL) B Total Classified (CL) £ Total as per CL
12 Providert Fund (PF) Loan 1 Staff House Building Loan (SHBL) 8 Consumer Credit Scheme
1 CGthers O Total

> So ultimately, the total balances outstanding of the different status are in the
fluctuating position. That means the amount is increasing in 2000 than in
1999 and again it was gone down in 2001. So the bars are in fluctuating
position.
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interest Suspense for three vears:

{Figure in thotisand)

] Status - % 31121999 | 30.12.2000 30092001 {
| Unclassified (UC) 82052 : 34413 29113 ’
;r Substandard (S9) o 8263 6301
1
| Doubtful (DF) J 37703 14765 59
1 Bagfoss (BL) 821017 649897 | 452253 |
Jl Total Classified (CL) 658720 672925 | 459113 §

Total as per CL 740772 707335 488226

Staff Loans

Provident Fund {PH) Loan 16 i8] A5
| Staff House Building Loan 0 0 0
| [SHBL)

Consuimer Credit Scheme - 0 0
,‘ Lihers 0 8] 0 ..‘
]’ Tote 7AGT 72 707535 458226 J
| |

in the toan classification and provisioning the amount of interest Suspense for
three years it can be found from s

the status —

> The amount of UC, DF and Total as per CL are declining gradually from the
year 1559 to 2001 and also the amount 88 is fower in 2001 than the year
2000 and the amount was absent in 1999. So from the figure those shafts are

gowrnvard slopping.

> Also the amount of BL and Total CL of the status are in the fluctuating
condiion, that means the amount was what in 18989 then the amount was
increasing in 2000 and again it was deciining in 2001. So there is a change is
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Figure In thousand

happened in three years with fluctuating. So the bars are in fluctuating
position. That means the bars are in up and down position.

» There are no publications and calculated figure in 2001 of stuff loans figure.
So it is absent. \

Interest Suspense
800000 ~.
700000
600000
500000 + — —
400000 ::—
300000 - ; B
] o 4 = 5
200000 ¥ il'}
100000 +— il %) ] n
31.12.1999 ' 30.12.2000 30.09.2001
. Year
Unclassified (UC) Bl Substandard (88)
L1 Doubtful (DF) EiBad/loss (BL)
O Total Classified (CL) K Total as per CL
& Provident Fund (PF) Loan O Staff House Building Loan (SHBL)
i Consumer Credit Scheme @ Others
OTotal

> The ultimate result of the total interest suspense of the loan classified and
provision is that the amount is declining from 1999 to 2001. So the shafts are
in downward slopping.
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Branch: Motijheel Branch, Stamp of Branch Serfal Number (As provided by Bangladesh Bank):
On 31.12.1999.

(Figure in thousand)

Amount Classified / Unclassified or Base for Provision for | |
Balance Qutstandin '
Sector Total | Unclassifi | Substan | Doubtf Bad/ | SS DF | BL Amaunt of | Interest
{1) (2) -ed -dard ul (DF) | Loss (7) (8) (%) provision | Suspense
(UC) (8S}) (8) (BL) required (11)
G| @ ©® | | | 0o |
1. Continuous | 1891348 | 538748 N/A | 471104 | 881496 | N/A | 332180 | 185842 | 357320 509420
2. Demand 540078 | 402408 18020 | 35706 | 83943 | 18020 | 35706 | B1424 | 106805 720
L.oan ' .
3. TermLoan | 468742 | 194540 | 23879 N/A | 250323 | N/A NIA | 64935 66881 | 132796
(TL) Up ta b l
Years 1 _ i ‘ R B R
4. TL OverS 4747068 | 4728002 N/A 4344 14723 | N/A ! N/A N/A 47280 97838
Years Bl i _ | . A . .
5. Short Term N/A N/A N/A N/A N/A N/A ¢ NA | N/A N/A N/A
{ST) Agri
__Micro,

Sub Total. | 7647236 | 5863699 | 41899 | 511154 | 1230485 | 18020 | 367886 | 332201 | 678386 | 740774

6. StaffLaan | 120007 N/A | N/AN/A N/A N/A N/A N/A | N/ANJA, N/A O NIA

otal 7767243 | 5863699 | 41899 | 511154 | 1230485 | 18020 | 367886 | 332201 | 678386 | 740774

109



Branch: Matijheel Branch, Stamp of Branch Serial Number (As provided by Bangladesh Bank);
Gn 31.12.200.

-

T

Amount Classified / Unclassified or |

(Figuce in thousand)

T-B;’ése for Figrdvié ion fof

|

110

e b Balanece Qutstanding |
Sectpr ‘ Total | Unclagsifi | Subnstan Douptful [ Bad/ 88 | DF BL Amaunt | Interest
{1) o {2) -ed dard (DF) L.oss 7 | (8) (9) of Suspense
(§]e9] (88) (%) (BL) provisip (11)
(3) (4) (6) n
I required
T by Ve 3 v e Ralinteg s ' &' """-!"""“' Y &) < X 3 5 P it Y % 3 - (Lorl-n" 5 SR g A e s g 8
1. Continugus 20151461 614544 1} 13222 | 58010 | 1329373 12&65 43304 | 495703 | 525913 550709
P G II | S R - ' - S L, L ... =S S e gt 1 = Ty s _— |
6. D'ezmalnd 628771 461750 | 0 “’2‘ 863 144035 0 ’“’298&) 128;549 144660 13687
7. Term Loan | 439214 | 216634 20225 3858 198497 | 16414 | 2635 43876 | 50643 | 127995
(TL) Up to &
.. Years |- o L A R eyl N SR
8 TL Dvers 4563064; 4441739 | 32295 | 94030 0 28351 | 36593 0 68384 | 14866 '
. Yeprs | o0 .o V..l s e 1 e
9. Shart Term 0 | 0 0 0 0 0 0 0 0 G |
(ST) Agri i |
IMicro A ORI WSRO SHUO W _ I N T
Sub Total: 7651 1955 f 5734667 65742 178884 | 1671905 "68\30 105518 | 668128 78%00 707339
II
I RIS Pty F g It I S s > ISR [ape
6. Staff Loan | 180637 | - - - - A - - -
T Total %’é‘é"{”a‘w (5734667 | 65742 | 176884 | 1671905 | 56630 | 106518 | 666126 | 789600 | 707339
. |
I ICIRINPUCCS, SRR SN SRR | ST . RS VRS U USSR



Loan Classification Summary as

o 31.12

.2000).

Status

[ Classified |

No. Of
Accounts

" Bad/Loss
Doubtful

~ Substandard

~ Amount
Qutstanding

o

lnterq;st
Suspense

5 e 5, g Ty

337

Total Classified
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Branch; Motijheel Branch, Sfamp of Branch Serial I\umber (As provided by Bangladesh Bank);

On 34. 09’ 2001.

(Figure in thoysand)

13

- T | Amount Classified f Unclassified or | Base for Provision
| ‘ _ L B@Ian_ce Qutstanding ‘ for . - 1:
Sectpr Totssl Tu ciassiﬂ | Suhstand | Doubtfu | Bad/ S | DF BL Amount of | Interegt |
(1) I | ard (S8) 1 (DF) Loss (7 (8) (®) provision | Suspense |
| (UC) @ () (BL) | required (1)
Dot I &) S \ SN 5 O ) O S W e 10) _ -
1. Continuqug | 1720190 | 576198 i 5267 516 | 1138210 | 5013 | 456 | 494607 | 501600 382619
L. e S| S N S S i | S, RS U R, S V—
2. Demand 560675 | 390254 i 3495 NIA 166926 | 3495 | N/A | 151436 | 156040 | 13887
3 Term Loan | 403578 | 260208 | 22881 | WA | 120478 | ie441 | NiA | 28835 32715 81502
(TL) Up to 5 |
o Years | b L N 0 AN R NS SN AN
4 FLOver5 | 4512526 | 4475968 1227 NIA 35324 | 1130 | N/A | 28351 73337 10418
o Years | 4 B .
5. Shart Tarm | NIA N/A N/A N/A N/A NA | N/A| NIA N/A N/A
(ST) Agri
oMo L b | IO RN AU NN W S B
Sub Total: | 7196963 | 5702629 | 32880 516 | 1460938 | 26079 | 456 | 701222 | 763692 | 4882256
6. Staff Loan | 203538 | NIA “NIA TNIA | NIA ] A [ NIAT|NIA | NIA | NIA
Total | 7400507 | 5702624 | 32880 516 | 1460938 | 26079 | 456 | 701222 | 763692 | 488225
B S S B I IS, S SN



The previous data is kept in Matijheel Branch and analyze it because that is the local branch and mainly all the
information of other branches are reserved in that branch. As a lacal affice of the ¢ity it maintaing all the vast information
and alt the infarmation is provided ta the Head Office from this branch,

Loan Classffication Suminary as on 30.09.2001.

e e e o

( Figure in thousand).
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“Classified ~ No.Of | Amount | Interest " Eligible Base for | Provision
Status Accounts Qutstanding Suspense Securities Provision Required
Bad/Loss 318 1460937720 | 462253194 | 439123227 | 701221648 | 701221648

TTDoubtful 1 515687 | 59495 | 0 | 4s5ate2 028096

Substandard - ”““"5&5?@35@”‘“& 6800809 T o0 26078550 | 5215709 °

Total Classified | 328 1494332766 ; 469113498 W 727756390 | 706665453

Unclassified | 544 5’7’6’,’2‘5’2’85’1‘5“? 20112664 82304835 | 0| 57026284 |

| |

T Total ] T a72 7105061564 | 488326162 | 431428063 | 127756300 | 763681757
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Usuaf Conditions For The Term Loan

Both the sponsors axd the company will have 1o perform some roles as usual
conditions for the term loan. All those are as foliows.

1.

The Sponsors Rofes:

The rotes of the Sponsors are:

Y

2.

Complele the project and rmeet any shot fall of the cost of the proposed
project out of their own resources.

Not change the project site without the prior approval of the bank.

They will have to submit quarterly report on the implementation of the project
1o the Bank.

The Company’s Roles:

The company has sovoral rolss. Those are:

-
»

‘f

N

Display a signboard at a conspicucus place of the project site indicating that
the HFiC Bank Ltd. has financed the project.

Employ suitable persons having suilable academic background and pracﬂce!
experience i the area of production, fnance, accouning, and marketing for
smooth operation of the project.

They have to amange meeting of its Board of Divectors at feast once ineach
guarter of the year, 10 discuss the affairs of the company and submit the
minutes of such meeting to the Bank reguiarly.

Maintain all books of accounts properly, which may be inspected by {FIC
Bank {&d.

Submit to iFIC Bank Ltd. the audited Balance Sheets, together with the Profit
and Loss Accounts, of the Company for every financial year within four
months from the close of the Company’s financial year. Also furnish such
other data on the project to the {FIC Bank Lid. andfor any other agency a3
IFIC Bank Ltd. may require advice.

Agree that the Bank will atways have the tight to transfer o any individual,
company, bank of other authornity the ownership or the loan together with all

{16



collateral to be given by the borrowers andfor guarantors in case of failure of
repayment the bank lcans in time.

Agree that the Bank always be at liberty to obtain and gather full financial and
credit information on the borrower(s) from other finandial inshitufions.

Agree that the Bank will be at liberly to publish notices and information on the
borrower i the borrower Taills {o repay Bank's dues as per repayment
schedule and in that case the expense incurred thereof will be borne by the
OTOwer.

Abide by the rules and regulations of the Department of Environment and
Poliution Control, Govermment of the Peoples Republic of Bangladesh.

There are some restrictions and rules for the company that what they cannot
perform that means some prohibitions for them. Those are:

2

e

The Company will not perform:

There are some roles those are prohibited for the company. Such as:

v

Make any amendment or alteration in the Company’s Memorandum and
Artictes of Association without obtaining prior approval of {FIC Bank 1d. in
writing

Provide any toan and or meke any investment for other purpose out of the
funs of the project.

Provide any loan or advance by whatever name called 10 any of its Director,
Shareholder of iinndcompany in which s directors or shareholders hiave
nterest.

Furnish any corporate guarantee (o other company without Bank’s
peErmission.

Undertaken any fresh capital expenditure, which wilt hamper repayment of
Bank's permission.

Declare dividend without paying Bank's dues.

Repay any sub toan/ Directors toan without adjustment of {#FIC Bank's dues.

117



4. The Company will provide undertaking to the effect that:

» The sheres held by the existing directors of the Company that would not be
transferred o any one without prior approval of IFIC Bank Lid. in writing.

» The Company will have meeting of its Board of Directors &t teast once in each

5. The activity of the completed documentation:

The documentation of foan will be completed within three moenths from the date
of communication of sanction thereof, oflierwise the sanclion is liable to be
withdrawn. »

6. The interest of the foan:

in no cases, the interest of the toan of IFIC Bank’s will be reteased andior
reduced.

7. Loan classification:

The Loan will be classified, if two instaliments remain unadjusted at any

reference date of classification, which will be reflected in the CIB report of the
Company. '

8. General terms and condition of the loan:

The Ioan will further be govermned by all ollwer general terms and condifions of
IFIC Bank Lid.

9. Loan saﬁctieniﬂg terms and condition:

The above mentioned sanction of loan and the terms and conditions thereof are

subject o amendment, modification andion withdrawal without notice gt he
discretion of IFIC Bank Lid.
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L ist Of Documents To Be Obtained For The Yerm Loan:

10.

1.

. D.P. Note.

t etter of Arrangement.

. Letter of Disbursement.

. Letter of instaliment.

L etter of Disclaimer.

{ etter of Undertaking.

. Letter of Hypothecation for machinery, equipment, furniture-fixture and other

floating assets of the Company.

Deed of lega! mortgage for Tk. ............ lacon.. . . 5 decimal land at Mouza-
............... Ji- .., Khaiten~ ...........&end ..., Plot ... Sub-
Registry Office — Dhaka Sadar under municipal holding no. - ... DIT
ROBG, <o R witha i storied Commercial cum
industriat building thereon, standing inthename of Mr./ Mrs. 8
director of the Company valued i assessed by Jorip—o—

Paridarshan — a Bank's enlisted surveyor — duly registered with the District or
Sub-Registrar. .

Form XVHI for filing charge with Registrar of Joint Stock Companies under
relevart sections of Company Act 1994 should be flled within 21 days of
execution of documents.

Personal guarardee of aff directors of the Company.
Certified copy of resolution of Board of Directors to borrow funds, execute

documents and complete other formalities in fine with Memorandum and
Artictes of Association of the Company.

12 insurance policies for machinery, eguipment and fumiture — fodure of the

Company with adequate value covering usual risks viz. Fire and RSD.
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Requires Papers / Documents For Applying Term Loan Limited

Company:

8.

9.

. Memorandum and Articles of Association certified by Registrar of Joint Stock

Compeanies.

. Copy o% Form — Xl duly certified by Registrar of Joint Stock Companies if

there is any change m the Directorship.

. Bio-data of the Directors of the company mentioning Father's name, Mother's

mame and Husbend's name in case of famale Directors. TIN No, Individual
Net-worth.

. Detail Feasibility Report comprising Technical, Management Marketing and

Financial aspects for proposed project {New / Expansion { BMRE).

Past performance with Audited Balance Sheet of previous 3 {three) years in
case of existing companies.

Particulars of security offered with Chain of Documents.
Set of accounts at teast two competitors {if published).

Bank Statements for last 12 months from previous Bank {(For new customers).

10. Application in the Bank's assigned format.

11. Undertaking from individual directors in the prescribed format.



Issuance Of Bank Guarantee

Meaning:

The entire Bank has a common performance for their customers. it is like the
issuance of Bank Guarantee on behalf of its clients is a common barking service
to be rendered by a commercial bank within the preview of credit porifclic of the
bank. Guaraniees are expressed and specific assurance of the bank to make
good any financial loss the beneficiary of the guarantee may susiain when the
party named in the guarantee on whose behalf the guarantee is issued faiis to
perform the contract and/or discharge his or their obligation. Although the bank
issuing the guarartee is not called upon to pay the amount immediately the
obligation undertaken in the guarantee is of no less magnitude than that of actusl
credit disbursed as the bank i substituting its own credit where s customers
credit fails and on demand the sum guaranteed is payable. it is therefore, a
contingent or anticipeted financial Hiability.

Concept:

Proportionate with the need as may be warranted by diverse directional ever
expanding business activities of its clients a bank may be reguired to issue
various types of guarantee ke —

> Tender bond

» Performance bond

» Advance payment guaranice

» investment bank guarantee and other miscellaneous types of guaraniees.

ometimes the bank may be essential to consolidate in a singte bond of surety
undertaking direct obligation under the surety bond.

Provision:

Whatever may be the type of the guarantee, before issuance, the specimen of
the guarantee shoukd be thoroughly examined to ascerian that it has no
ambiguity. The issues like —

> The extent of kabilty (Guarantee amount, iterest, chaiges, i)

> Validity (contract period, claim submission period, clause of extension etc.)
and

> Responsibility of the bank {on demand unconditionel, at own initiative efc.)
should stand clearly defined.



Duration:

Usually a bank issues guarantes for a specific period of time not excesding one
year at a varying percentage of margin and security determined, on the basis of
customer and banker relationship and nature of hability undertaken. A bank may
also issue guarantee for fonger duration or a continuing bank guarantee subject
10 its security aspect well taken care of.

Determination Of Security:

Since the bank is to remain prepared for eventuality such as — payment of
guarantiee and consequent forced toan, it is essential that the aspect of security
is considered in that light. In case of those guarantees where against the funds
are released by the beneficiaries the issuing should be more pasticular while
determining the securnty.

Operation:

While progression for issuance of a bank guarantee, the branch should ask the
clients to the following necessary papers. Those sre—

> A written request for the guarantee specifying the purpose, amount, period
end the securty offered.

> The details of the security other than the cash margin.
» Specimen of e guarantee {in case a prescribed pro-fonna does not exist, a

specimen may be drafted {o suit the requirement incorporating the amount,
tenor end purpose with bank’s obligation cleardy spelled oul).

Formalities:

While deciding the issue a guarantes, the following should be obtained prior to
issuance.

» Cash margin may be determined.
» Counter guaraniee signed by the client.
> Specimen of guarantee duly approved by the customer.

In case the guarantee is covered by any other security other than cash
margin which may generally be of foliowing types.
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L3

Fixed Deposit Receipt.
Sanchaya Patras or any other financial cbi*gat:on

%

*  Pledge/Hypothecation of goods and produce or construction matenals
or equipment etc.

“  Mortgage of immovable properties.
in such circumnstances the legal requirerents should be got completed and

charge documents as may be required in relation to the type of security should
be obtained.

Central Bank Rules:

it may be noted that as per directives of the Central Bank, in force, besides the
mergm that determined on the basis of cusiomer-banker relationship the
uncovered portion of the guarantee is to be got covered by readily releasable

Records To Be Maintained:

The particutars of the guarantee issued should be recorded in the Letter of
Guarantee Register and Letter of Guarantee margin ledger. Sefe-in-Safe-out
register should be used for entering the counter guarantee, other charge
gocuments or mortgage documents # any.



CiB (Credit Information Bureau) lts Importance in

Restoration and Maintenance of Credit Discipline,

Background

1. The credit information, which has so far been coliected by Bangladesh Bank
scheduled banks and other financial institutions are not broad based and
systematized to be used by Bangladesh Bank, scheduled banks, financial
msttutions, Govt. of Bangladesh and other agencies Tor credit policy and
other purposes.

2. Due to irregularity and inadequacy in the flow of credit information as
menticned above, the buk of classified foan {in relation to total cutstanding
credit) was very high during the1980s.

3. Under the situation it has become imperative to equip the banks with requisite
credit information for processing the loan applications of the borrowers.

4. With this end n view crestion of Credit information Bureau was urgently felt
and proposal was put forward by various organizations, such as National
Commission for Money, Banking and Credit {in 1588) and the World Bank
{vide Report on Financial Sector Reform in 1987 and Task Force Report in
1990).

5. The above proposal came into reality when the Board of Directors of
Bangiadesh Bank in its meeting held on August 18, 1852 approved the
creation of a full-fledged Credit Information Bureau in Bangladesh Bank.

6. The Credit information Bureau, Bangladesh Bank has undertaken the task of
coltecting and storing detailed credit information and retrieving the same to
the banks, financial institulions and other organizations for policy purposes.
The timely reporting of accurate credit information will help the users of CiB
report 10 e considerable extent. Proper recordmg of borrower’s information n
segment — 1,234, and 5 for creation of CiB data base is extremaely vital.

Obijectives

1. Collect all sorts of information in respect of the borrowers {having outstanding
belance of Tk 10 Lac end above). Recently # has decided 10 coliect Guartery
information in respect of the borrowers having outstanding loan of Tk.1 Lac
and above with effect from Seplember quarter, 1655 from the scheduled
banks {on quarterly basis) and cther financlal institutions {(on half-yearly
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basis). However, it has been declded to colledt, in addition, information from
the scheduled banks in respect of big selective borrowers {Taka one crore
and above) on monthly basis with effect from April, 1998.

2. Creation of computer database in order to feedback the same information to
the banks, other financial institutions for quick processing of new foan
application, rescheduling elc.

3. Preparation of various reports for MIS purposes to be used in Bangladesh
Bank and Ministry concerned.

Functions
The foliowing are the main functions of CiB : -
1. To standardize information flow on loens/eredits.

2. Toincrease the speed and accuracy with which the créd%t’ information is made
available to banker assessing credit sisk.

3. To create all integrated information package by combining the information on
classified foans with the information on newly sanctioned loans o the
borrowers.

4. To integrate the defaulted loan information in the {C1B) for timely submission
10 the banks for lcan application processing.

&)

To create MIS on credit information vizerecovery, disbursement,
classiications etc. for use the Govemnmerst, Bangladesh Bank and other
national and international financial institutions.

8. To establish a system in the mitrocompuler urzt of the GIB for effectve
support of the bank’s tending operations.

7. To make policy decision 1o include information of the development financial
institutions (DFis) dealing with loan-term industrial finance for the benefit or
the banks and DFTs.

8. To help the commercial banks to generate their own {automatic) database
system for tmely submission of the credt information 1o CIB {or preparing CIB
report.

9. To achieve co-ordination among the parties involved in the CIB.



10.

1

2.

3.

4.

To make policy for keeping ultimate security and corfidentiality of CIB data

and reports thereon.

To convey the CIB information 1o banks as quickly as possible for quick

disposel or their foan applications.

To conduct itself supervisory job (survey) in case of need 1o review the

coreciness of the formation submitted by banks.

To prepare various CiB reports pertaining to the borrowers.

To prepare surmmnary repots on avediable indfomation &t GIB for management
purposes.

Present Position

1.

1)
i)
#)
iv)
V)

2.

Since the inception of Credit information Bureau {CIB) in Bangladesh Bank
varicus credit information {Peraining to banks and financial institutions) are
being cotlected, processed and distributed o the commercial banks, financial
mstifution, Government officers and Security Exchange Commission. The
information so far collected by CiB are :

Debior's/ Borrower's informstion {Segment - 1)

Owner's information (Segment <2)

GroupfAtfiliations information {Segment - )

Credit Exposure Matrix or Financial information {(Segment - 4)
Third Party qusrentors information {Segment -5)

Of the above, information of serial no.1 through 4, information are structured
and necessaly software has been developed for providing credit informeation
to the banks and financial institutions for toan processing purposes, Beside3s
software telating to the various credit information has been developed for MIS
pUrposes.

At present on an average CiB is getting six hundred request per day (for
credit mformation) from the banks, nencial nstiution and Govemnment
officers. CiB is giving those reports within 24 hours of receiving the request.
Report contains not only borrower’s mformation but elso thelr owner's
{including other related business) and group’s information.

. Schware regarding guarentor's informeation are ready for necessary use

Guarantor's information will be integrated into the main database and will be
inchided in the CIB reports in due course.



5. Recently CIB issued a circular for collection of data relating to the CRR
{Credit Risk Rating), Financial Scores Viz-Y-Score and Z-Score from the
scheduted banks. This information will ulfimsately be refrieved to the
scheduled banks in order {0 provide more helphil 1oois 1o them while
processing loan application.

Some Basic Concepts Frequently Used in CiB

CiB has their own basic concepts to find out company's different ideas, past,
present situation and elso predict the future thoughts. Those concepts are:

1. Soft Ware:

To perform the most frequently needed task and computations with the nelp of
computer programs are devised. Such programsfinsiructions are called Soft
Ware.

2. Hard Ware:

The electrical, electronic and mechanical devices that make up a computer are
cafied HardWare.

3. Database:

It is used for a file (or series of files) or data so structured that its contents can be
used in a computer 1o provide input to several systems.

4. MIS {(Management Information System):

A system whereby top management gets the information it needs 10 make
decision. This information consists of both financial and non-financial data and
altmost atways requires the help of a computer 1o be organized into usable form.
5. Off-fine:

Describing a computer system that does not process input data as they are
received but stores and processes them at some ister period.

8. On-ine:

Describing a computer system inwhich input data are processed as received and
oulput data are transmitted as scen as they become available to the point where
they are required.

7. CRR (Credit Risk Rating)/Y-Score/Z-Score:
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Lending banks and financial institutions will henceforth.{w.e.{. the quarter end
June, 1997) submit information to CiB on CRR, ¥-Score and Z-Score as per
instruction of Bangladesh Bank. This will help the Lending banks and the
financial instiutions to decide issues {regarding sanction of loan) more promptly
and smoothiy.

Those scheduled banks that make LRA {Lending Risk Analysis) will directly
supply formation on CRR from overdue risk score matrix. information on
financial score such as Y-Score and Z-Score will be supplied from spread sheet.

Those banks, which do not process informetion by LRA, will supply information
{by grading) making a comparison with overall risk score matnix.
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Processing Of Limit Appiication And Sanction

in s tunchion to exdend crecdtt fackhes, the Bank has 1o process the imit
proposals and accord sanction in the following manner:

1. Sanction &y Competent Authority:

A secured advance may be granted to & party only after getting a limit sanctioned
from the competent aeuthonily.

Party tc Appiy:

For obtaining a secured advance egamst any o? the securifies specﬁ%ed in this
IVFI(.'H luu: nho puu t_y tnuon. Illal\e an appﬁﬁ‘c}dun T % qudafd fdm WY tmg ta \%‘@
branch where the borrower maintains his or--h@r ‘Gpereiwe account.

2. Credit Report:

Loan/Advance Proposal:

Application for Loan:

For oblaining a foan / advance the parly must make an application the
sterdard o it wrhng 1o the branch where ihey mantam their operatve
8003U. [N

Functions after submitting application:

Ailer recering the appizcc ervhom the patly, Branch Manager will iake
to

immediate steps to compile report regarding the parly, based on the
foliowing scurces of informeton:
i) Personal investigation

1Y Conhidental reports from-

Gther banks

Head othoe &ad /o branches

Chamber of Commerce

Trading Account, Profil end Loss Account, Balance
Sheet, Memorandum and Amcies of Assocxaﬂsn +f

- 4 .1 %
sny, and oiher docurments submitied by ihe partly.
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iii) CiB from Bangladesh Bank, as the case may be. .-

v}  The average balance and the present balance maintained in the account.
V) The nature of operations during the {ast six months and

Vi) The date of opemng of the account.

3. Preparation of Limit Proposals:

The Branch, may prepare e Himit proposat efier being fully setisfied with the
following points:

i The financial position of the party.

i} Purpose for which advarice is required.
i) Nature of securities offered.

iv) The repayment arrangements.

4. Guidelines to be fotfowed in preparing 1 imit proposais:

Prepare a limit application the Bank's standard form along with a financial credit
of the borrower as per guidelines given here under. A fresh proposai is prepared
teking into account the following guidelines:

i} Name of the party end his/her eddress (both present and permanent).
1} Names of allied concerns, if any.

i) Year of establishment.

iv) Date when atcount opened.

V) Tumover during the fast six months.

Vi) Dealings with the Bank.

vii)  Average balance during the fast six moths and present balance
mainteined in the account.

viii  Dates on which account was in debif during the fast six months and
reasons for non-adjustment, if any.

ix} Balarices maintained i afffed accounts, if any.

X} Liguid resources of the parly consisting of cash, bills receivables book-
debts and stock should be more than short-term fiabilities of the party.
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X1}
xff)
Xiif)
X1V}

XX1)

XXii)
XXHi)
XXiv)
XXV)

XX Vi)

Constitution of the firm.

Name{s) of the proprietor, partners and/or dwecfors

Nature and scope of business.

Assels and fiabilities of the finm or company as disclosed by their fatest
halances sheets viz:

* Cash, goods, investments, landed property etc.
* The extent and nature of habilities.

Profits end Losses.

Trading Account.

Liquid Resources i.e. Cash and othey assels eastly convertible into cash.
Personal assets of the proprietor/partners andfor directors.

Credit fines avaifed with other banks in the same name or in other alfied
names and aocounts.

Genersl reputation, commerciaf integrity and experience in business in
which Is proposed 0 utitize the money {0 be borrowed from the Bank.

Business given to the Bank during last six months including imports,
exporis, bills for collection and remiftances &lc.

Business expected.

Amount of fimit required and its nature.

Purpose for which advance is required.

Securities offered, their condiion and merketabilly end margin relained.

Name, worth, business and address of Guarantor, if any.

xxvii} Rate of mterest.

xxvii) Period for which advance is required.

XXX}

Repayment arangement:

In case of seasonal advance it should be ascertained &t what
pericd of the year maximum accommodation vwill be required and
when the edvence will be fulfy repaid. The borrower’s promises



refative circumstances to avoid an optimistic view of prospective
prefits and coffection of cutstanding etc.

xxx}  Other facilities enjoyed by the parly either in the same name or in aiifed
accounts with our Bank.

xxxf) Opinion of other banks regarding the financial position and reputation of
the party.

xxxti) Report of CIB of Bangladesh Bank.
xxxii) Existence of sole banker relalionship with the party.

xxxiv) Amounts of advance required is reasonable compared to amount of self-
xxxv} Lending Risk Analysis.
xXxxvi) Financial credit risk, Balance sheet, and Branch Manager's

recommendations.

5. Renewal Proposal:

While sanctioning limits in case of continuous advances, the expiry date is fixed
by the sanctioning authority. Therefore, branch is required to roview the kmit for
renewal before expiry of that period.

t imit application for renewal proposal is prepared on standard form. The
sanctioning authority after due consideration may approve the imit application for
renewat ether in full or iIn part and will communicate sanction o the Branch.

At the time of the renewal of the Emit, the proposal should contain the following
nformation:

i) The extent to which the limit was availed of by the borrower.

fi) if the kmit was aveed to his satisfaction, whether the borrower has been
resorting to excess withdrawals and causing his account to be drawn in
excess of his imit or drawing powers.

iff) The securities offered by the party are not deteriorated or damaged due to
the passage of time.

iv) The stocks were rotated periodicaily.

v} Whether the funds avaifed by the borower from the Bank was utifized for
the purposes it was sarnclioned.

Vi) Whether there has been any chenge in the constitution of the firm, if so,
full particulars should be given.
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i)

Vilt)
iX)

X)

Xi)

Xii}

The general position of the account during the periocd under review,
speciatly with regard fo any heavy fosses which the borrower might have
suffered or diversion of the borrower’s husiness to some other bank.
Whether the consideration for which advance was inftially allowed still
existed.

Whether deposits in alhed accounts or business in such account, if any,
were still with the branch.

Whether the account was remunerstive or it was just an accommodation
without any proportionate returns to the Bank in the shape of elfied
business fike - Exports, Biffs, Drafts, and 715 etc.

Whether the borrower was progressive and with the funds availed from the
Bank; he was building his business for betlter advances to the Bank in
future.

Whether the behavior of the account was such as to indicate that he was
in active business.

8. Approval by Head Office and Branch responsibfe:

Send original and duplicate copies of the fimit applicetion for Fresh
Proposal to the Head Office along with the financial / credit report as per
guidefines.

The fimit proposal is sent to Head Office along with supporting
papers/oocumentsinformation as per guidelines.

The sanctioning authorily affer due consideration may approve the fimit
appiication either in full or in the part end will communicate sanction
contaihing detall terms and conditions to the concerned Branch.

After receiving the fimit sanction advice from sanctioning authonty the
branch aflows advance to the party in accordance with the disbursement
procedure as per termns and conditions of sanction. The terms of
conditions of the fimit are advised to the party and confirmeation thereof is
obtained from the borrower.

Note the particutars of the limit application in the confidential fimit Sanction
Registrar. The Officer in-Charge of the Advances Department will initial
the observant.

A separate letter is required to be written for each advance under
correspondence with the Head Cifice wherein not more than one party will
be discussed.
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¥it) The transaction in the cash credit / overdraft accaunts should be recorded
in Overdraft / Cash Credit Ledger and foen in Loan Ledger.

viii}  To maintain record of Title Deed of properiies and cther sectities Title
deed / Security end Document Register should be used.

7. Loan Monitoring and Administration:

The concemed branch disburses the joans fadvances 1o the party as per terms
and conditions of sanction. The operation of the toan account is monitored from
Heed Otfice based on different regutar monthly statements of loans and
advances taking into account the following factors:

B The ocutstanding remains within the sanctioned fimit.

ii) The interest is serviced reguiarly.

i Transachonfumover in the account 1s satisfactory.

iv) instaifiments are paid on the due date.

V) Insurance coverage, where applicable, i5 adequate and velid.

vi) Irreguiarities pointed out by ternalfexternal audifor/inspection team are

reguiarized.
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Category of Loans and Advances made by {FIC Bank and prescribed rate of

interest appiicable thereof:

Categories of Lending Rate
1. Agriculture (Loans to primary producers) 13.75%
' 2. Large and Medium Scale Industry 16.00%
. (Term Loan) . |
| 3. a) Working Capital (Jute) 1 16.00%
. b) Working Capital (Other than Jute) 15.50%
4. Jute Trading 15.50%
15, a) Jute and Jute made goods exports 10.00%
. b) Other exporis. 10.00%
| B. Dther commercial lending 15.50% -16.50%
' 7. &) Urban Housing | 16.50%
. b) Low Cost Housing ? 13.50%
{ 8. Special Programs : _ _
a) Small and Cottage Industry (Term Loan) 12.00% { subsidy 3%)
b) Other Special Programs. | 14.50%

a) Others
b) Against -
f)

| ) Financial Obligation

FDR

15.60% - 16.50%

3.50% above FDR rate
minimum 12.50%
13.00%
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Execution of Lending Risk Analysis (LRA) in Lending
Operation of Banks

LRA is associated by the FSRP as a pert of its banking sector reform programs.
FSRP is that — the Financial Sector Reform Project has been established in the
prior nineties in Bangladesh with & view to introduce about financial disciptine
through sftempting applicable upgrading proceeds in the financial sector of our
country. Amonyg the particular developed measures that FSRP has so far
authorized, Lending Risk Analysis (LRA) constructs an important set of activities
that has been assigned for minkmizing end sidetracking sk in funds business of
local banks both Public and Private.

Background of LRA in context huge non-performing toans:

Whole Banking industry is technically bankrupt due to stumbling bad debts in the
lcan portiolios of bank.

intemationally —

» 3 - 5% bad debt level is acceptable ievel of bad debts for banks.

> 6—8% bad debt kevel is closely supervised by regulatory authority and Board
of Directors of concerned banks signs Memorandum of undertaking with the

central bark 1o improve the postiiion.

> 10% bad debt leve! forces central banks to order step tending activities until
position Improves.

> 15— 20% bad debt tevel Banks are deciare bankrupt.

A hrage amount of reserve has to be created against bad debts form banks’
earning constraining expansion and growth.

Categories of classified loans and loan provisioning requirements in Bangladesh-

» Substandard ...... 15%

« Doubtfsl 0 . 50%
¢« Badorloss ... 100%
+ Newiloans ... 1%%
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effect of classification — Non Performing Loans:
# Generates no eaming for the Bank.

#  Requires provisioning
# Requires payment of interest on deposits 1o fund the classified loans.
#  Leave iittie option but to increase lending Tates, thus making the Bank non

competitive.

The necessity of Lending Risk Analyeis:

The main reason of the LRA planning for the Bank is the main and the number
one problem for the Banks in Bangladesh is Bad Debt by providing loans. They
have in the great frouble when the borrowers do not repay those in time and
sometime those borrowers never repay the loan aend then all those emounts are
in the bad debt position, which is a very big loss for banking business.

For {his the Banks have no options but to Ensuring Quality of Leans for their

survival and growth in the tong run. That the Banks have to provide toans for
surviving and growth their momitory position by 1eking the 1RA Planning.

Causes of Loan Default are:

There are different reasons are inside M the {can defariit sfier taking oan from
the bank. Those are as {ollows:

> inedequate Risk Anelysis of Loan Proposals.

» Coliateral Based Lending System instead of Cash flow-based Lending.
» Directed Lending.

» insider Lending.

> interest Waiver.

> Wiltful Defautters (209%), etc.
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The ‘é‘a’ayé_ of Improvement of Quality of Lean:

There are different ways of improving the guelity of the foan. Those must find out

and analyze by the Banks and by these they can control and less the loan

repayment default. Like-

> The pank must have to analyze the borrowers’ ability {o repay the loan on the
basis of their planning 1o get the foan.

~ The bank must have to create channel {o ensure that where and to whom
they provide their loans those will be in the best uses. That's why the banks
have the chance to get that {oan in time.

» They have to remove those ideas by which they can reduce the non-

performing and improvement of quality of ican. And those will reduce the foan
defaull.

Action Steps For Reduce The Loan Default:

> Assess e nsks of failure 16 repay of &ll the borowers.
> Decide whether 10 accept or reject loans.

> Set price end terms on the basis of the borrowers types.
» Obtain sanctioning documents and disburse oans.

» Montor periormance of the borrowers n {erms of thew busmess, service aend
other positions.

> Ensure repayment and recovery of the toan payment for the bank future

EXPansion.

For assessing the risk of loan payment and the risk of failure to repay the loan
than the bank rrust go for the planming 10 analyze the borrowers, whach 15 called
Lending Risk Analysis.

The Terms and Definitions of Lending Risk Analysis (L RA):

Lending Risk Analysis (LRA} is simply a loan proceeding ilustration. When the
bankers go through this lending manuei then it will be easy and understandable
for them 1o assess that the creditworthiness of their prospective borrowers, they
can the vast ideas about the borrowers. Therefore, LRA is such an mechanism,
which is assuredly and directly retated with lending mformastion to analyze the
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borrower's financial, marketing, managerial and organizational aspects
subjectively and objectively. 1 also facilifales the analyst o know the securily nisk
of the credit.

Lending Risk Analysis encompasses evaluating the expectation of repayment the
loans o the bank as per contract on the basis of analyeis of certain risks. Mamly
when the credit amount is 50 Lac or more than that then must go for LRA
procedure and also i the credit pelicy needs 10 be renew before the repayment
or expiry date then the bank need CiB report about the borrower.

To analyze these risks bankers will need to fibup 18 pages LRA Form. The form
leads to scoring various risk factors included in fending (Table A). LRA, first of alt,
has divided the various 1isks o two groups namely,

a. Business Risk and

b. Security Risk.

The explanations of these two types are as follows:

a. Business Risk:

Business Risk is circumstance with whichever the borrowing comparny would
interrupt to onginale edeguale cash out of business {o refund the loan. Business
Risk, the principal element of lending rick, consists of the Industry Risk. #t has
W COMponents:

i) industry Risk:

Due to some external reasons a business may fail and the risk which arrives
from external reasons of the business is catlled industry Risk. thastwo
components and the risk measurements are also as follows:

1. Suppiies Risk:

When the business defaults due to disturbance in the stock of inputs,
the resultent risk that would arise is known as Supply Risk.

The Measurement Of Supplies Risk:

| Wieasure Exampies of Supply Risks § Analysis
i

H i 1

SURIDE—
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Price | » Expansion to expenditure of supplies. 1% Review recent
| reduces margins: } changes in Govt.
{ | Regulations, and
o Discharge of price controis. . determine-
¢ Requirement of import tariffs. i likelihood and
e Conflicting fiuctuation of foreign | nature of any
L exchange rates. 1 future changes,
Quantity | » Scarcity of supplies or unreliability of | which may affect
. deliveries causes produchion 10ss: | supplies —
)
'= |+ Labor anxiely. | » Discusswith
| | o lrregular power supplies. | Industry experts in
' | e lmposition of price controls makes { bank. |
| | supplies scarce. - Discuss with i
i I's  Supply of raw materials disrupted by | Industry
i | {ransport difficulties. | participants. |
s Crifical raw material only avallabie = iy . |
| . from one supplier who goes out | # Obtain cost
j, g, BUSINGSS. ! hreakdown, and
! ) for each item on
' Quality |~ Difficulty in obtaining right quality of { bfeakdo*gvn, ;
' . supplies results in inferior product: ! ansbas nsk_tﬁat
E ~ { _supphes of this a
.+ Shortage of necessary skilied. | item are disrupted.
L« Raw materials of right quality difficult |
| to obtain. |
2. Sales Risk:

it is another element of industry Risk. When the business fails for

The Measurement Of Sales Risk:

disruplion in sakes, this type of risk would generate.

sweater, fans, umbreilas, etc. i

by Bureau of Statistics;
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| Weasure | xamples of Sales Risks | Analysis

| i

| Marketsize | » Sales reduce because total | Obtain industry tumover

) ' market size drops- data for at least 3 years:

| i i
i ! T4 ombyy o X . . ar 1
% e Cusiomers are switching o » Search Govi Statistics |
! ‘i substitule products like - plastic fike — “Monthly

g i replaces jule for making sacks. sigtistical bulletin of

| = The market is seasonal for like - Bangledesh® published

f ‘



Y
|
i

The market is cyclical like —
Fridge, TV, VCRs.

. Export Promotion

Board Publications.

)

e Contact industry
f | aroups.
i | »  Qbtain data for argest
| - % players and extrapolate
| for whole industry.
|
‘ ; > Determine if the
| | i product is obsolete,
'x seasonal or cyclical or
: none of these.
J
| ' > Predict growth or
i decline in market x
turnover over next few |
; years.
Increased’ ; » Sales decreased as a result of ¥ Analysis financial data
competition | increased competition- for at lsast two major
} competitors. |
Govt. Removes a monopoly. ‘i
; « Competitors introduces new > Determine how |
. production technology giving company differences
i lower costs or better quality, or itself from its !
| both competitors: '
| o New companies are able 0 enter
{  market easily- * Better quality.
i + Lower price.
4, * Low capital investment » More responsive.
| required. + Batter distribution. Etc.
! i
* Low skills reguired. » Determine how ‘
i company’s production
lf * Low regulatory barriers. technology compares
2 with that of
| competitors. {
| \
; » Analyze barriers to |
; 3 entry. 1!
‘ 2
Changesin | > Sales damaged by changes in > Review regulations, }
regulations : regulations: which govern industry. |
f, o imposition of price controls » Review recent changes

reduces margins.

and determing

!
|
!
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| « Removal of price controls leads
; to increased competition.

l'e Imposition of export

| tariffs/controls reduces sales.

I e Fluctuation of foreign exchange
i rates reduces margins.

likelihood and nature of |
future changes:

Discuss with industry |
experts. }
Discuss with indusiry !
participants.

Evaluate impact on
industry of recent and
potential future
changes.

Lose of Company loses a single large
~single large customer.
- customer

Identify company's 5
largest customers,
which is in terms of
sales.

For any customers
representing more than
10% of sales, assess
the risk that these
custormers switch to a
competitor for their
new offerings then
other.

1) Compary Risk:

Company Risk is shown for some internal reasons of the business. it has

also two main components and four sub-comp

1. Company Position Risk:

nts, Those are:

- Every individual company grasps a situation within an industyy. This
position is very much competitive. Due to weakness in the company's
position in its industry, a company may feil and the Ask of fallure 5
called Company Position Risk. it depends on-

» Performance Risk:

if &8 company fails {0 perform well encugh to repay the foan
because of its wezkness under given expecied external
conditions, the company is said to suffer from performance
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Assessment of Performance Risk Inveives Vealidating The Company’s

Performance Expectations:

Example of performance risks

|

Analysis

'~ Company borrowers more than it
can repay, based on unrealistic
performance expectations:

, » Performance assumptions incorrect
i » Analysis faulty/non-existent.

Analyze recent performance history:

Use financial spreadshests.

{ ook for trends.

Find explanations for any significant
trends.

Analyze competitive position:

Rank in industry.

Comparison of financia! data with
competitors.

Company strengths and
weaknesses.

Assess company's strategy:
Does it exist?

Is it appropriale?
How risky is it?

» Resilience Risk:

When a company fails due to lack of its resilience to
urexpetied exiemnal condiions, ihe resithence fisk s

generated.

The Resilience §f A Company Depends On its Leverage, Licuidity, And The

Strenath Of lts Connections:

‘Measures |  Examples of risk  Analysis
|
' Leverage ( » Company has insufficient > Analyze debt 1o equity
' [ equity to avoid bankruptcy: ratio:

Equity overvalued:

« Agsess quality and vaiue
of assets.




* Assets overvalued
* Liabilities

» Assess value and
completeness of

| undervalued like — liabilities.
inter company foans '
or ioans from i~ Assess shareholgers’
directors gmitted. support:
t o Shargholders withdraw *  Willingness 1o guarantee.
{ support. «  Willingness to inject
additional capital.
' Liquidity | ~ Company has insufficient cash | > Analyze financial ratios:
] flow to meet repayments:
| e Current.
|* Costincrease combined with | » Quick.
i difficuity in raising prices: » Racsivables turmnover.
{- + {nventory turnover.
l * Interest rates. i » Accounts payable
o Labor costs. | turnover.
| Materialscosts. « Debt service coverage,
o Sales fall combined with high etc.
| unavoidable costs.
| » Creditors withdraw support, | > Analyze flexibility of
| combined with illiquid assets. | production,

| Connsctions | » Company position weakened | » Datermine political and

I by inappropriate connections; private sector affiiations
{ of owner{s) and key

;; » Company damaged by Managers.

lz connections with unpoputar o Family relations.

| players. e Membership of

| » Company unable to lobby for groups/political parties.

| critical issues due to lack of ¢ Voting recond.

| right connections.

2. Nanzgoment Risk:

f the managemernt of a company fails to exploit the company’s
rosition effectively, the company can fall and this risk of failure is
calted management risk. {t can be subdivided further:
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> Management Compsatence Risk:

Management competence nisk is the risk that the company
disrupts because the management is incompetent.

The Examples Analysis Of Management Competence Risk And By Which

That Risk s Measured:
. NMeasures Examples of risks Analysis
| Ability > Managers don't have the necessary | > Obtain key managers’ bio-data
| abitities or experience: and determine:
» Insufficient skills to manage key » Education
, areas like — Finange, Operations, s Experianca
i Administration etc. +« Relevant skills.
i+ inability to manage people =
| > Interview individuals famitiar
!, i; * Autocratic style. ‘ | with management:
' i T Failure to communicate with
;z employees. e Branch or region manager.
{ Govt. Officers.
) Managers themselvas.
Levelof | > Managers don't work well together: | 3+ Review organization chart:
i teamwork |
i i{ » Poor organization structure: » Test for clarity.
] - | '+ Ensure all functions are
| ; * Unclear responsibilities. | present.
; I " Key functions missing o Determine span of control.
| ! * Span of control too
| i wide or narrow like — 8 manager is > Ravigw parformance ang
( | responsible for too many or too faw compare with competitors:
3’ | immediate subordinate.
J, ;I s Poor decision making: * Profits.
’ J; e Growth,
: ! *important decisions are made
| I ?rbih*gﬁiy without proper analysis. > Determine reasons for any
| i Drfﬁpuﬁ dgm_sxpns are r_\ot made. recent changes in
!! ;( " Frequent changes in direction. ! management.
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> Management intearity Risk:

Management integrity 1isk 1 the risk that the company fails
o repay its loan due 1o lack of management integrity.

The Neasurement Of Vanacement intogrity Risk:

PSS

Measure | Examples of risks Analysis

Honesty { » Bankis unable to > Review credit files:
| assess risk property

dug to unieliahle or

o

Note missing information.

| inadequate data: |+ Note inconsistencies in information
1: o )i supplied.

i Managers faif o ‘s Determine frequency and nature of
3 disclose all refevant | communication.

b information. !

‘| ¢ information that is » Interview individuals Tamiliar with

; supplied is management:

f misleading.

% i ¢ Branch or regional manager.

J; s  Auditors.

!{ Govt. Officers

)

i: ¥ interview management:

:

11 « Test for openness.

% o Ask for references.

g: » Perform site visits {o assess’

}‘ « Inventory.
ie  Fixed asset quality.

» Look for signs of audit problems:

o Auditors changed recently.
e Audits refused.
e Accounts qualified.

P S S T e

> Bank hag difficidty in | > Review intra group accounts:
recovering loan due

to failure of « Receivables and payables o related
management to meet compantes.
commitments: ‘

e
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meet with bank.

e Management
frequently adjourns
maetings.

obligations.
» Disturbed tax escape.
involvad in questionable activities.

} J « Transfer prices used with related
¢ Managementfailsto |  companies.
{ meet contractual } ¢ Dividend payments.
{  obligations. | » Qwners salarias.
| e Funds diverted to x;
| assoclated | » LooK for characteristics of managers
| companias. | that may cause problems in recovering
{ s Security double L the foans:
' pledged. ‘
:s ¢ Management fails to i o Political power used to avoid
%
ke
|

k. Security Risk:

Security Risk is the that the realized value of the security does not cover the
exposure of loan. Exposure means principal plus signihcard imderest. Secunty
Risk can be divided into two parts:

1. Security Control Risk:

Security Control Risk is the risk that the bank fails to realize the security
because of lack of bank’s control over the security offered by the borrowers.

The Measurement Of Security Control Risk:

Wieasure 1 Examples of risks Analysis
Easeofobtzininga | » Legalrights " | > Verify documentation:

favorable judgement comprised:
s Security perfection.
1 »  WMorigags is nof taken. | »  Docuomentation

J] = Bank has second ] compieieness.
| prionty or 15 i = Documentation }
| subordinated. integrity. ;i
| | _ o Insurance poficy and
i g Documeniation i documeniation.
'; I inadequate: |
} 1 > Assess customers |
| }

+ Inadeguate notary. iobbing power with |
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| Llacking signatures. | legal authorities. )

e Inaccurate
assumptions.

i » Imperfact evidence.

e Lacking stamp duty.

« Qutdated, past due.

» Fraud. |

| » Insurance dies nol
cover exposure,

i » Customer able to
influsnce judgement:

s Customer has strong
{obbying power.

« Judge sympathetic
towards customer.

' Ease of taking » Security missing.

| » Conduct site visi(s) 1o ;
| possession of security ;

] venfy security ]
Security immobile. 1 existence. i‘

‘7

Difficuity in evicting
gquatters.

A4

2. Securily Cover Risk:

it is the risk that is realized security value may not cover the full exposure of
loens.

The Measurement Of Security Cover Risk:

e S T Ty T M B O S e ey

[ Measures |  Examples of risk Analysis |

i | |
Expected | ~ Expected realizable value, which is based | » Complete
security | on expected speed of liguidation and secwity covers
COVET . expected value at iguidation and that caiculation form.
strength & vaiue s less than the exposure. ;
Speed of | Security liquidity takes longer than » Review recent

| reatization | expectation cases 1o

| P | estimate speed

14§



» Acquiring title to security takes longer than |

of realization.

i o Small number of buyers colludes to hold

the price down.

} expected; l
i > Assess power of |
{ e Legal procedure is unpredictable. the borrower to
‘ » The borrower is able to delay legal prolong legal
1; Process- process.
!
| * Documentation » Analyze market
difficuities. demand for
* Lobbying. security.
» Selling security takes longer than § |
| expected- | ‘i
!
¢ Security highly specialized.
(»  Valus is s0 large that few can afford .
» Borrowsr has influence over potential
buyers.
Liquidatio | Value realized at liquidation is tess than > Use assessor to
" n value | expected- value security:
‘ » Security loses value before it is realized: |« Quality and
| quantity.
{ = Poor quality. ¢ Market demand. |
; » Perishable |
.« Subject {o rapid depreciation. | » Review recent
i »  Technology liable to bacome obsolete. cases for
I Product has been customized for | difference {L
¢ customer fike — taitor made suit. | between (
| assessed value
'~ Wiarket price changes before security is } and the value
) realized: ] realized at saie. !
| ¢ Market prices are volatile. ~ lnquiry
f economic

circumstances.
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Process of Lending Risk Analysis:

The Lending Risk Analysis if mainly needed for either Trading or Manufacturing
Companies, the credit officer or concerned persons who are involved o prepare
the L RA report should first Collect the information and data is respect of the loan
proposal and the borrower.

The foliovwang steps aere generally foliowed:

¢

Collect all data available from published sources.

¢

Visit compeany 1o coliect company speathic data that is nod published.

L)

interview management to assess their ability and integrity.

¢

investigate the secuity.

« Have an impression {(by the credit officer) of the company’'s operations.
After collecting ell the required informetion and data then:

+ Prepare financial spreadsheet, which includes Balance Shest, Income

Statement, Cash Ficw Statement and Financia!l Ratios on the basis of at least
3 years, financial statements of the borrowers.

+  Anglysis of Spreadsheet Ratios.

» Prepare supplementary questions for company management, is necessary.
After cotlecting all the information by filling up the LRA form of the bomowers,
then find out the scores from the table of that LRA form. Then the score table - A
assigned e speciic score for each type of risks to indicate the risk level ike —
> Low Risk.

» Average Risk.

~ High Risk, and

> Excessive Risk.

After all these the bank will select the borrowers on the basis of the total scores

scores of business and security fisk, they have to be classified under any one of
the 4 risk evels fom the table = B, such as =

» Good Risk.
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»~ Acceptable Risk.
» Marginal Risk, and
» Poor Risk.

At tast, Risk Matrix has been expanded in the LRA manuat to evaluate the overafl
risk level with the help of Business Risk Score and Security Risk Score. The
Matrix has been constituted with the 4 — colurmns and 4 — rows from Table-C.
Cotumns are used for business risk scores and rows are used for security risk
scores. :

Measuring the Risk from the Table:

From Table-8:

After observing the total score from the table-B then find out its Business risk
tevels:

Neasurement of RIsks | Scores / Values )
| Good Risk 1 1310 19 ]
T AweplebleRsk | 20 10 26 n
{ Marginal Risk 27 10 34 ;
L Poor Risk Qver 34

Agan, i the tolal securnily nsk score k&5 behween —
| WMeasurement of Risks Scores / Values
_; Good Risk _ -20 to -15
| Acceptable Risk - 1410 0 |
| Marginal Risk | 0to 10
i Poor Risk | QOver 10

Risk matnix from the table-C demonstrates the values and selecting the Business
risk levels.

| Measurerent of Risks } Scores / Values 'j
| Good Business Risk ] : 1
| Acceptable Business Risk | 2
] Marginal Business Risk | 3
| Poor Businass Risk i 4

Similarly, also by another way measures the Security Risks fike—

Wieasurement of Risks Scores / Values

‘ T
5 ]
;' Good Security Risk ; A
{ Acceptable Security Risk | B
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Marginal Security Risk

L Poor Security Risk } | D

L

Risk Matnx also reveals that —

| Measurement of Risks ] Scores | Values ]
___OverallGoodRisk Level | IA, 1B, IC, and 1D N
Overall Acceptable Risk Level % 2A. 2B, and 2C {

i 2D, 3A, and 38 !

f Overall Marginal Risk Level
|

Overall Poor Risk Level 3C, 3D, 4A, 4B 4C and 4D

tere it is noticeable that if the fevel of business sk is good, whatever e the
security risk tevel the overall risk will be good. Similarly, if the business risk is
poor and whatever be the security risk fevel, the overall risk will be poor. From
the above discussion it can say that according to LRA, business risk dominates
the overall risk level much more than the securty sk and i some ¢ases seountly
nisk is ignored to assess the overall risk tevel.

st
h
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Constraints in implementing LRA:

it has been observed habitually that banks in Bangladesh used 1o execute funds
business like - lending activities under security-oriented principte. Banks are
used 1o provide more inportance 1o the securily without considernny the busmess
risk of the borrowers at the time of foan sanctioning, before 1989. But L RA does
not give more emphasis on the security rather it gives more significence on the
business risk of the borrowers. LRA’s unique systems of scoring and capable
borrowers wit due consideration regarding thew competence, integrity, and
repayment capacity and cash flow projection of the project. While the bankers of
Bangladesh are going 1o do lending risk analysis through "LRA Form’ they are
facing various problems in implementing the same. The criteria specified in the
1 RA manued are very much approprigte end pragmatic 1o mmmize the nisks of
{ending. But it become very difficult and inflexible tn some cases to the bankers
because ¢f the foliowing reasons:

1. Analysis and Interpretation of Financial Statement:

Financial Statement refers to these basic statemnents fike - Balence Sheet,
Income Statement and Cash Flow Statement. These Statements provide a
summary of financial position of any concem &s those cary & fot of data. for
armiving at any conclusion or to improve the lending decisions, the bankers are {0
anatysis and iderpret the dala, which are given in the financial stalements. Bt
the problems that are usually faced by the bankers in analyzing the financial
stetements gre;

i} The Static Statements:

Financial Statements are usually prepared on a particular date or for a
certain period and indicates position during that period only. These
figures themselves do not provide any frerd unless commpared o the
past. This comparison provides a picture of the past performance only
and future forecasting on the basis of historice! data may not comrect
since other factors like —

> ferked conditions.
> Macro-economic policies etc.

These may affect the future operation.
{it}  The Probability of Window - Dressing:
Businessmen in the scciely are usually tempted to take resortto

window-dressing. Window — Dressing means accounts are 86
manipulated that the vital facts are concealed and facts presented are



superficial. Most of the concems prepare financial statements to meet
the specific requirement such as — borrowing from bank, satisfying the
income tax authority etc. any tending decision based on the discrepant
financiel statements ncrease the lending 18k,

{iii} The Non=Financial Change:

There are no many moedifications, which may riot be uncovered through
the financial statements, but these changes may affect the financial
position. For instance, i some technical experis have leftthe
organization and the company has no alternative arrangement, it will
definitely hamper production and profit. But these types of facts can not
be found from the analysis of financial statements.

2. Industry Anzlysis:

Relevant and necessary data about the industries are not avallable in the
country. There 1s no reliable industry specific information on important concems
to investors or bankers such as taxes, {abor costs, utilities, raw materials
availability, import duties ete. Uses of statistical methods are very fimited at our
national level because of non-availability of relevant information. Bureau of
Statistics of Bangladesh (BSB) provides some informiation regerding national
economy. But those are quite inadequate compared (o the requirement of our
banking and financial instituions. it is notable that there s no industry average in
our country, which is required to fill-up the LRA Form. The financial institutions
have not yet established any Data Bank for this purpose. information provided in
the Statistical Year-Book by Bureau of Statistics and Credit information Bureau
{CIB) of Bangladesh Bank are inadeguate and in some cases obsolete for using
in LRA.

3. Practices of Management Principles:

Most of the Banking institulions in cur country do not practice the principie
delegation of authority and responsibility. On most of ihe cases management is
extremety centralized and does not eliow authorty of decision making in iower
level of management.

4. Sk#l and Knowledee of the Personnel:

Human resources are the maost valuable rescuyces of an organization. The
eined and skilied manpower is an important factor for effective handliing of LRA.
Most of the banks are facing the acute problem regarding rge skilled and -
Kiowiedgeatie personnel who Know the modem toois and technigues of
anatyzing the financial statements, trend and dynamism of market.
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. Economic Factors:

Tne vanous components at the macro and micro tevel of our national economy
zre not yet steble encugh. As a resull, the analysis of demeand, supply, sales
‘orecast etc. does not contribute enough to he Lending Rigk Analysis {LRA).

8. Bomrower’s Profile;

The number of real entreprenaurs are still very few in our country. Due to tack of
nowledge about marketing, management, finance and accounting most of the
cntrepreneurs are not able 1o provide encugh data and information, which are
required by the bankers for the analysis of lending risk. However, itis also found
nat some entrepreneurs want 1o borrow from vanks but they do not maintaim
proper financial stedements or books of accourds.

7. {egal Envircnment:

Analysis of security risk often does not become accurate because of lengthy and
complicated fega! proceedings. Hiowever, the law of the country does not make
euditing compulsory for all the enterprise excapt Joint Stock Company. In such a
situation-analysis of lending risk on the basis of un-audited financial statements
may become useless.

8. Biasness and fregularities:

in the LRA manual the degree of risks of the borrowers are measured
subjectively and a5 suth the question of blasness and firegularities ofthe
concerned personnel can not be aveided. if they do nol apply their judgement
cthically, the result of {L-RA may be misleading.
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Recommendations fo implement the { RA:

The recommendations for overcoming the above problems are now put forward
here as under. :

g. Bevelopment of Accounting System:

All the financial institulions anrd banks any underiake a coordinated effort
{0 convince the govemment for taking initiatives to improve the standard
of professional services thiat are being provided by the Chartered
Accountants under the authority of the institute of Chartered
Accountants of Bangladesh {({CAB). Special measures should be taken
1o stop the issuance of {ake and purposefut statements. Then the advise
is reform the law to make the Audited Financial Reports compuisory
cven for the proprietorship and partnership firms hawing a minimum
urrover.

. Data Bank:

All the banks and other financial institubions may take an nitiative o
esiablish a Dala Bank for thexr ready referente 46 the pertnent
information. Bangladesh Bank may play a significant role towards this
end. There should be another agency ke in USA, preferebly inprivate
sector something under the title of "Credit information Bureau” side by
side with the Credit Information Bureau {CIB3 in-our country, which will
enatle the bankers o coress-varify the information regarding the
borrowers and credit request.

¢. Training of the Bank Personnel:

Wore rammyg should be tonducted for the bankers 1o improve their
analytical ability and professiona! standard regarding the use of LRA and
cther tools and technigues in selecting the borrowers and analyzing the

lcan proposals.
d. Decentralization of Managementy

Ai;t’nority should be delegated to the lower tevel with adequate measures

for accountability, netessarny control and follow-up for making the kending
decision and recavery.

£. {obvalion:
i ine banking system there is a mokvation for the empiloyees that the

‘Tank poriontis the employess’ compensahon package with fringe
benefits be increased to boost up the apirit and overall motivational tevel,
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because highly maotivated personnel can only pravide high tevel of
cerformance. However, motivation can reduce the corruption and
.rregu%antses of the persennel involved with it

£ Field Study Based LRA:

Credit Department of the banks and financial institutions should conduct

real field studies to analyze the lending risk before final decision is taken.
There are documents and paper works in LRA should be minimized and

markst study for lerding should gradually be introduced.

g. Development of Legal System:

in t‘* country there s & system and the procedures of the Artha Rin
Adalkat and the other financial acts should be reviewed and modeamized
for the systematic and timely disposal of the default {oan cases.

h. Research and Development:

Interest income cecupies the mejor parl {80% -~ 85%) cfthe total
earnings of a bank, which comes from the lending activities. The
profitability of the Bank is mainly depends on interest eaming capadity.
So alt the ﬁnanc&al institutions and {hesﬁnk hcukj estﬁb‘ieh a sepu'a

purpsse of lendmg nsk analy“ 8 undo recovery of kamo. Pﬂmmiy L‘RA
Form is designated in the light of manufacturing units. On the basisof
stua“y of research banks can supplement the additional form is suitable

for the rading concems and even Tor the proprstorship and parnership
firms. Regarding this bank can rely on this cell. in lending, the deviation
between actua!l and expected performance can be measured énd
possible soluitions can be found cut through this Research and
Development Cell,
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> Thorcugh emphasis of business risk is more important in Bangladesh than

The fegal system i Bangladesh often prevents the realization of

¥ If the securily can nol be realized, then the bank is tolally exposed

s 2 e imd s
{z business risk.

*

Understanding of business risk is thus vital o banks in Bangladesh.

~ Current under-emphasis-of business fisk resulisda a large number of
avoidable bad debts.

" Gurrently the banks analyze security risk adequately, but almost
Kore business 1isk.

Many loan defaulis resuit from businass fatlures, which could be
predicted by betler analysis of business risk.

» The Financial Secter Reform Project (FSRP) client banks should improve

PN TR, 3 IO IFBANLDLY X s b s
inalysis of business rfisk o veduce bad debis.
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Asg a prvate bank there are different type of probliems are fatmg i the counby 1o
perform their baking performance. Those are &s follows:

~ QOverall the executives and all the rules and regulations are made by the Bank
Board of Directors, Chairman, maintain banking procedures. The board of
Mo 0(‘\!(‘\(\-‘{* e f‘hn‘man "!\'nﬁrvfewr\r 4}%5\1 rnt:ybc_n. 4 dC ‘)‘On 3 ‘U.e r‘dr\): £
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will perform all those. But there are different b'—mkmg regulations are performed at
& reguar basis in general banking system and sometimes the all the employees
are not informed and aware aboul altthe rules.

;_ TH bir mrnbklAavn FAr o bar%k i Direairiyhe

o
IR "’b PrVRIICIT Y U O LIy, O
@
=

offer can’t maintain on time with a special r

low setvice, how many ees they
ponsibitity.

* Thereare d":ﬁercn‘: pperations are inthe fmme'{fim aﬁk fixe- Savings
account, Deposit account, PSP, Interest, loan sanctions, etc. The consumers of
the private bank are mainly well service holder and businessmen, whowant o
get a betler service with less time and for these they give a higher service

cnarge, out 1o this &l the general peopie are not able to gett ?'cse types cf

fecilities. And that's why the bank will have to pay a large scale cftax to the Govt

y Of those consumers from this type of private bank is more.
he necds with thelr expectaticns the bank hasteo cxpoﬁw mMore,

: ! ; ¢ are the competitors ¢f each olher. Hone bark
provide e better service at & lower cost then the consumers will go to them and
the otherwill be ontese. Like - Slandard Chertered Grindlays when wnlroduced

ATM Card system then it helps the consumers more to get their money from their
accounts any time. But this bank doesnt have this type facility for thelr clients.

> But the other banks are not really prepare for these type change and if the
bank beging this type offacility for the consumers then they have de spend moere
anca then the Govt. will ask tax of that AT card mac”x‘m'z And alsocthe b has

1 44 ~ A by
nc {hey have fo-change alithe
ul

Cas S
pon‘or nance m/ e mere standard and unigue and forthey wilt have 1 mer
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Frain their stuifs onore.
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» They don { have Tele-banking system by which bank easily performs their LC

i
ol with the foreinn Sank By thin thay con opliant the oode number of the chianis
) +
19

P ol T Oy U VTR TN ) IsD e \.)y AR I L R L Y i AV 100 1T
and v.‘hon they want to gel their meney from any other country butthey can’
irangter # from their bank to the *ma on country bank where that client is asking
the mo Pey

» The tank aisc has to face other problems like = slow service, maintenance
procedures are 1ol adeguate.



~ Somelimes the consumers are not prepare formalities in the tanking systems
~ T o e > o~ e 4} ol Py ." i g & e g
before taking loan, or saving the monsey and somelivie they are not come on
+ ' i {i
tme and that's why the banking performance is disturbed.
‘A’L\F\-u P e L e e Tara e [} +4 e P i 5 A s
- a1 sumerwant 1o take loan then the necessary papers are hiot

vy
provide b*y t em then the

mandeanea Hhaeas Sliaste an
3
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vt Rave 1o monitor all the
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~ Alsg ithe bank s no! property guide any employee-and i they cant give
gocd service to their clients then the bank will loose their Cuatome r3 &3 well if

] 1rs et 2 4
i the banking sysitm and gl the emplovees are not relete to-each other ent
;

don't aware of all the banking rules and regulations and customers then the

bonp A ,n g;‘e =% trmbx\v

On the basis of the respondents replies it can say that the bank has a lower
iy ihae AF TNy ﬁ“r\ﬂr\ﬁf\ 2 r‘:a avd

number of new offerings to adjust with the demand and the-rew{echnelegy so
the c-ustorners are reducing d-ay'bry day. What the sther new, old and also the
Lrrrmioem

foreign banks are conscious more to offer new ideas 1o sitract the clients for

increasing their earnings that means their overall profit.
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scering and capable borrowers wit due consideration regardmg their
competence, integrily, and repayment capacily and cash How proisclion of the
project. While the bankers of Bangladesh arc going to do lending risk analysis
through 'LRA Formy they arefacing vc'icuﬁ problems in implementing the same

he criteria specified in the LRA manual are very mu*h appropriate an

4ien 4 + - D o 3 e
Drogmetic 1o minimize the risks of londing. But # beoomes very difficult end

wnfiexible in some cases to the bankers, which are ,\plamed before.

~ The bonk hos ¢ preblom in their Consumer Credit Scheme {CCE). Because
L ~ ' - 1 14} 3
the banl has much formalities for giving lean against the secunties and i

44 . N e 5 i b e T
somchimes ‘W‘:‘,’ much sirictfor the consumers, abouttheir guarentors so i

very much harassment for them.

5 Eremthe intervicwing of difforent ranked ompl 8 a

n the big problem of giving !om because when the loans are not refunded then
‘thcy have (o consider o very big loss and which will not really easy to recover
hat loss
Se the bark s in the huge trouble by providing loans to the consumers. Hihe
canisin UC posit;":‘ then the bankis safe, butiftheloanis in CL, or DB or 8L
pesition, then it will be very bad for the bank. Te find out the proper and accurste
information they have 1o be more concem about their chients and all ime they will
hiave 1o monitor thelr performances. {t iz really expensive and someatimes not
much poss:bL ¢ menitor perfectly. Sc Hihey stop loan giving then the banking
business will not ke continued becauss ths large porticn of earnings are come
from that lean 3anct'cn:r:g Ec thers are & great troublewhich-canbe said as

Didemma.
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o privelc bonk and which has o good reputation in the country end also
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The bank management should arrange continuous training operations in the
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rpackage systcm in differcnt scction with the different branches at e {smv ar.;
ather time and ask different proposale from all the employees from the different
seciors. Also the executives witl be trained from the oulside of the ccu“* yend

gain all types of performances from {he d:‘:fcrcnt forcign banks and resorve alithe
chents recommendzhione,
The banking management should creale them a2 @ successiul by increasing the
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availability of all the monitors for el sections so that the authority will notice afl
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the problems and inaccuracy of any branch. They will have {6 introduce new
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accuracy and developed performances attract them.
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.2 Sugdestions for the improvemient of credit

aricisig of IFIC Bank:

A private bank is a very good position in the people’s mind as their pcﬁcr..m
and the expectation of the general people is reaily extremetly hxgh mainty those
#ho ere conscicus ebout thelr ectivities end H the bank s well reputed. The

pe ple those who are involved in business and tr de in different foreign comt'y

then sometimes they need o get the opporiunity to get the oans for treding and
also for LC. Alse the general consumers need 1o give loan for buymg different
types of r.u essary home appiiances. Giving the ioan will giso benefit the bank

pwost sach secks of giving loan. That means when the bank s anction loan then
*hey r&ve 10 1eke sk because inat ioan may niot be retunded. Then the bank will
incur & great loss. So they will have fo improve the oredd financing system befors

sroviding the loan by diﬁerent WaYs,
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& nditis alarge oppoﬁumty to eamn & large amount of profit. And the risk s

«©3

- T% ey wall have 1o arrengs and wnplement thal Wype of system by which they
will never incur any loss by giving ioan. Such as - Lendmg Risk Anaiysxs

(‘_P\A‘,, the bonk will have 1o reduce the consiraints ofimplementing LRA
without any typas of COHS{{E)H’& and aﬂ will periodicalty. By which it can
understand the rend of future ’pC'ﬁ Jon tha basisof the past p\'}S;‘dCT‘u and

]
hen the banking monagement will 1oke decision, whom will get loan or not.
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All the ratios, assets, liabilities, their positionin the private bank itis also onty for
thoir seorctiopic. Byl they givedhose some weas but nol cear imformetion i
gathering is really tough for their own limitations, which are mentioned for them
oo rulcs ond regutation. Mow much they can publish forthe gencrat pecple they
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