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EXECUTIVE SUMMARY

IFIC Bank engineers enterprise and creativity in business and industry with a
commitment to social responsibility. "Profits alone" do not hold a central focus in the
Bank's operation; because “man does not live by bread and butter alone.

IFIC Bank dreams of better Bangladesh, where arts and letfers, sports and
athletics, music and entertainment, science and education, health and hygiene, clean
and pollution free environment and above all a society based on morality and ethics
make all our lives worth living. IFIC's essence and ethos rest on a cosmos of
creativity and the marvel-magic of a charmed life that abounds with spirit of life
and adventures that contributes towards human development.

IFIC Bank believes in its uncompromising commitment to fulfill its customer needs
and satisfaction and to become their first choice in banking. Taking cue from its
pool esteemed clientele, IFIC Bank intends to pave the way for a new era in banking
that upholds and epitomizes its vaunted marques "Your Trusted Partner”.

IFIC Bank is offering different types of services for the people pf our country.
This bank has centralized online system which is implying the efficient banking
system. This bank is able to serve the people quickly and efficiently. In this way

IFIC bank is contributing to the economy of Bangladesh and helping the people as
well.



Tasr T OF CONTENTS

INTRODUCTION AND METHODOLOGY -------cmmmmcm e ree e - -
Money and Banking -~ —--————-—--——-———- - -~ 1
An Overview of Bangladesh's Banking Environment ------—----- 1-2
Legal Status and Nature IFIC Bank Ltd. -----——------——-—-—-—— 4
Origin of the report -——--——cmmmmmmmm e 4
Methodology = @ —————-—m—— 4
Objective- = - 5
Scope of the study -~ --------- - - 5
Sources of data -————- - - e 5
GENERAL BANKING --------re e mmm e m e e e mm e e e -
Account opening section ———————— - — e -
Accepting deposit ~ - 6
Current deposit account -----------"--~—~——~—~— ("~ 7
Savings deposit ACCOUNEL -——-—-——- - - —mm oo o 7
Account opening process - —---~-—-——————————— —————————————— 8-9
Short Term deposit account -—--—---——-—-——-—————~——~—« "+~~~ 10
Term DepoSif—— - - oo e o e - 10
Opening of Fixed deposit account —-———--—----—-—--————————- 11-12
General practice for all types of account ----———-—-—------ 12-14
Local remittance secbion -——-—-———————————— - ————
Pay order--- = - - 14-16
Demand Draft & TT -—-----" " “--———————————~——————————————— 16-19
Collection and clearing -~-----—-—-—-—-—-————+ -~~~ —— - ———
Clearing = =  —--mmmm o 19-21
Outward & Inward kills for collection ----—-----------——- 21-24
Domestic bills purchased ———————-———— - - - - - d oo - 24

Cash Section------—-------"-"—"-——~—-—~ - 24-25



FOREIGN EXCHANGE = = = = = = = = - o o oo ooo oo

Letter of Credit ----—----—-——-— - oo 26-29
Authorized Dealer ---------—— - 29-30
Import section- ——= - e - 31-32
Back to Back L/C —==---—-=-—-—— - -~ 33
Payment for Back to Back L/C ————-—m— e — 34
LOANS AND ADVANCES === === mmm oo e e mmmmmmmm e
Credit Risk Management-—-————- - oo m 35-38
Lending principle of the bank - - - - - - - - - - - - - - —————— 38
Types of loan and advances offered by the bank ---------- 38-45
Procedures for giving advances ———-—-——————————————————~—— - 45-48
Classification and Provisioning---------—-——-—————————~—~—~—~—— 48-49
Writing-Off Loans--—--------—--~- - -~ - - - 50
CONCLUSION- ===~ = m e e e e e e e o=
Finding and Recommendationg--------------~-———c—————-_51-52
CoNCIUS IO~ ——— === —mm o m 52-53
Limitation of the Study-----------"----- -~~~ - - - - -~ 53

Bibliography------------"-"---~-~ -+~~~ - 53



Introduction

Money and Banking

Narrow Money (M-1} increased by 10.7 percent to Tk. 267.44 billion during the FY 2003
as compared to the increase of 801 percent in the previous year.

Broad Money (M-2) increased by 15.6 percent to Tk. 1139.94 billion during the FY 2003
as compared to the increase of 13.1 percent in the preceding year.

There was no change in the CRR in FY 2003, instead, weekly Treasury bill auction were
used in regulation the reserve money level along with fine-tuning with REPO and reverse
REPO auction. Reserve money increased by 3.3 percent to Tk. 243. 13. Billion during the
FY 2003 as compared to the increase of 24.3 percent during the previous year.

The outstanding level of bank credit (exciuding foreign bills and inter-bank items)
increased by Tk. 100 billion or 13.7 percent to Tk. 832.6 billion during FY 2003, against
an increase of 13.5 percent in FY 2002.

Bank deposits (excluding inter-bank items) increased by Tk. 145.5 billion or 15.8 percent
to Tk. 1065.7 billion during FY 2003, against a 12.7 percent increase in FY 2002.

Annual average inflation (FY 96=100} at the end of FY 2003 was 4.4 percent, against 2.8
percent as of end FY 2002.

An Overview of Bangladesh’s Banking Environment

The banking industry in Bangladesh is more than 600 years old. The Central Bank of the
country, Bangladesh Bank, controls and monitors the banking industry.

Currently the major financial institutions under the banking system include:

= Bangladesh Bank

= Commercial Banks

= Islamic Banks: (For interest free Islamic banking in adherence to the shariah, i.e.,
Islamic banking principles and practices}

* Ieasing Companies

*  Finance Companies

=  Merchant Banks

Generally, the commercial banks and finance companies provide a myriad of banking
products/ facilities and services to cater to the needs of their customers, These include 24



hour banking, home banking (Tele-banking via use of modems and phones) and general
banking and service products. The customer’s convenience, such products are available
throughout the bank branches in Bangladesh.

However, the Bangladeshi banking industry is characterized by the tight banking rules
and regulations set by Bangladesh bank. All banks and financijal Institutions (FI) are
highly governed and controlled under the Banking Companies Act - 1993, which lays out
many restrictions, besides other guidelines. Among the many regulations imposed,
Bangladesh Bank does not allow any FI get into bankruptcy or insolvency.

The range of banking products and financial services is also limited in scope. Besides all
local banks are imposed with 4% Cash Reserve Requirement (CRR), which is non-
interest bearing and 12% Statutory Liquidity Requirement {SLR). This has given rise to
higher cost of funds. With the liberalization of markets, competition on banking products
and financial services seem to be more intense and competitive. In addition, as banking
products, which can be offered in Bangladesh, are fairly homogeneous in nature due to
the tight regulations imposed by Bangladesh Bank. Competing through differentiating the
range of products offered is often difficult and not effective. Moreover, any innovative
banking service launched is quickly duplicated by other banks such as ATMsS,
telebanking, online (real time) computerization bank branches etc. Hence, the key to

establish a competitive edge in banking industry of Bangladesh is to provide better
customer service quality.






Legal Status AND Nature of IFIC Bank Ltd.

The declaration of the Government's bold and far-sighted decisions to allow banks in the
private sectors to play its due role in the economy of Bangladesh, have started the process of
creating new and dynamic financial institutions. One such institution is the International
Finance Investment and Commerce Bank Limited (IFIC BANK Ltd).

International Finance Investment and Commerce Bank Limited (IFIC Bank) is a banking
company incorporated in the People’s Republic of Bangladesh with limited liability. It was set
up at the instance of the Government in 1976 as a joint venture between the Government of
Bangladesh and sponsors in the private sector with the objective of working as a finance
company within the country and setting up joint venture banks/financial institutions abroad.
The Government held the sponsors and general public held 49 per cent shares and the rest 51
per cent. In 1983 when the Government allowed banks in the private sector, IFIC was
converted into a full-fledged commercial bank. The Government of the People’s Republic of
Bangladesh now holds 35% of the share capital of the Bank. Leading industrialists of the
country having vast experience in the field of trade and commerce own 34% of the share
capital and the rest is held by the general public.

ORIGIN OF THE REPORT

Present world is changing rapidly to face the challenge of competitive free market economy.
To keep pace with the trend banks need executive with modern knowledge. To provide fresh
graduate with professional knowledge in financial institutions, Department of Business
Administration, East West University i1s conducting Bachelor of Business Administration
(BBA). The course practical orientation in different organizations is an indispensable part of
the BBA Program. Under this course the students are sent to gather practical knowledge about
organizational environment and activities. The topic of the report has been selected after
consulting with my faculty advisor M. Sayeed Alam. I am continuing my practical
orientation course at IFIC Bank and which will be finished at 11 September 2007.

METHODOLOGY
The methodology of the report is given below,
= For the procedure of different banking operations, I observed the operations and
worked with the Officers at the same time.
= For the analysis part, data have been collected from different statements and the
annual reports of the bank.
= The theoretical aspects of the report are extracted from secondary sources. Several
books and published materials are studied.



OBJECTIVE

As business student it is indispensable to undergo some practical study like this for the
purpose of having flavor of professional atmosphere and make recfification, as required. My
supervisor assigned me few topics to make study. Accordingly this thesis has the topic of-
“IFIC BANK LIMITED: OVERVIEW OF GENERAL BANKING, LOANS AND
ADVANCES, AND FOREIGN EXCHANGE”

= The specific objectives are

= To study various desk works of the Federation Branch of IFIC Bank Limited.

= To analyze the performances of IFIC Bank Ltd. as a whole.

SCOPE OF THE STUDY

IFIC Bank Ltd. is one of the leading banks in Bangladesh. The scope of the study is limited to
the Federation Branch only. The report covers how to conduct daily transactions of banks in
various sections, like in general banking. How the banks make money providing loan to
customers and how international transaction is conducting through the issuing of Letter of

Credit. The scope of the study is just to acquaint with the operational scenario of IFIC,
particularly in Federation Branch.

SOURCES OF DATA

The report is based on both primary and secondary sources of information. Enquiring the
officers of the bank, employees of its competitors & customers has provided the primary
sources of information. Further, the secondary sources of information are the different annual
reports, credit manual, various banking related books and journal kept in the Bank.



GENERAL BANKING

General banking is the starting point and ‘Heart’ of all the banking operations. It is the
department, which provides day-to-day services to the customers. It is performs the core
functions of Bank. It is the storage point for all kinds of transaction of foreign exchange
department, loans and advance department & itself. Main Functions of general banking
department are the followings:

1. Account opening section.
Account section.
Local remittance section,

Collection and Clearing section,

RANIE

Cash section.

ACCOUNT OPENING SECTION

ACCEPTING DEPOSIT

The relationship between banker and customer begins with the opening if an account by the
customer. Opening an account binds the customer into contractual relationship. Infect all
kinds of fraud & forgery start by opening an account. So, the bank should take extreme
caution in selection customers.

Bank is a financial intermediary, which mobilizes fund from surplus unit and allocates it to
deficit unit. Surplus unit means the people who have surplus money and willingness to save.
Deficit unit means the people who need money for industry, trade, business, or for personal
use but don’t have sufficient money of their own for such purposes. Bank mobilizes the fund
by accepting deposits from depositors and allocates the fund by providing loan to borrower.
So accepting deposits is one of the two classic functions of commercial banks. In IFIC bank
account opening section deal with:

@ Current deposit (CD)

& Savings deposit (SB)

Short term deposit (STD)

& Fixed deposit (FDR)

@ Cash credit

Secured over draft



CURRENT DEPOSIT ACCOUNT

General Characteristics
% CD accounts are unproductive in nature as banks loanable fund is concerned. Sufficient
fund has to be kept in liquid form, as current deposits are demand liability.
€ Thus huge portion of this fund become non-performing. For this reason banks do not
pay any interest to CD Account holders.
# There is no restriction on the number and the amount of withdrawals from a current
account.
# Service charge and incidental charges are recovered from the depositors since the bank
make payments and collect the bills, drafts, cheques, for any number of times daily.
# Businessmen and companies are the main customers of this product.
# The Banks through current accounts grant the loans and advances
# In practice of IFIC bank, a minimum balance of TK.2000 has to be maintained.

SAVINGS DEPOSIT ACCOUNT

General Characteristics

As per BB instruction 90% of SB deposits are treated as time ljability and 10% of 1t as
demand labiljty.

a.  Generally householders, individuals and other small-scale savers are the clients of this
accounl.

Minimum Balance of Tk.2000 is to be maintained.

Interest will be counted on the daily bass.

Very limited service charge as it is an interest bearing account.

o 8o T

The number of withdrawals over period of ume is Jimuted. Only two or three
withdrawals are permitted per week.



RATES OF INTEREST ON DEPOSITS
As per decision of the management, the rates of interest on deposits are being
revised with effect from 01.03.2007

Types of Deposit Deposit Rates
Savings Bank Deposit (SB) 6.00%

Short Term Deposit (STD)

Less Than Tk. 1.00 crore 4-002/0
Tk. 1.00 crore and above but less than Tk. 5.00 crore 4.50%
Tk. 5.00 crore and above but less than Tk. 10.00 crore 5.00%
Above Tk. 10.00 crore 5.50%
Bank to Bank 2.50%
FDR Rate of Interest
FDR(Tenure 1 month & above but less than 3 months):

Less than Tk. 1.00 crore 6.50%
Tk. 1.00 crore and above 7.50%
FDR(Tenure 3 months & above but less than 6 months) 9.50%
FDR(Tenure 6 months & above ) 10.00%

Account Opening Process

Step 2

Receiving filled up application in bank’s prescribed form mentioning
what type of account is desired to be opened

The form is filled up by the applicant himself / herself.

Two copies of passport size photographs from individual are taken, in

case of firms photographs of all partners are taken.
Applicants must submit required documents.
Application must sign specimen signature sheet and give mandate.

Introducer’s signature and accounts number — verified by legal officer.

| Authorized Officer accepts the application
Minimum balance is deposited — only cash is accepted

Account is opened and a Cheque book and pay-in-slip book is given |

Step 3

Ex
T

Step 5




Specnal Cautlon Must Be Taken For the Followmg Customers

|In the name of
'conclmons are printed on the back of the form. The form

| individual/
' | contams lhc declaration clausc specnal instructions etc
) In lhns type the formallty is same as mcImcIuaI accounl bul-.i
| In joint name | in the special instruction clause, either ‘survivor’ or ‘former |
| or survivor’ clause is marked
. __"_ | In addition, the customer has to submit the Valld Tlade'-'
| Proprietorship

The chcnt has to flll up an account openmg form Tcrms and :

| License and Tax Paying Identification Number (TIN) along |

wnh the appllcauon

deed)

- | ii.  Resolution of the panners regarding account opening.
| Partnership Firm | P eI & . pening
1. Photographs atiested of those who will operate.
iv.  Trade license.

v.  Mandate as to operatlon of the account,

.. Centificate of Incorporallon )
!' Public ~ Limited | 1.  Copy of Memorandum and Articles of Association
E Company l . Centificate of Commencement
iv. Copy of Resolution of the Board of Dwectoxs

| . Cemfncato of Commencemem is not necessary
‘anate Limited | ii.  Certificate of Incorporation

| Company (T Copy of Memorandum and Articles of Association
iv.  Copy of Resolution of the Board of Directors

| i. Registration Certificate under the Societies

| | istrati 1962
| Non-trading | Registration Act, 196

i A _copy _of-the partnershlp aarccment (partncwhnp |

ii.  Certified copy of Bylaws & Regulalions/:l

| Concerns | Constituti
onstitution.
| (Societies, Clubs, II . . -
. Cerrtified copy of Resolution for opening and |
| Associations _

operation of account.

| iv.  Power ofallomcy to borrow

Jomt account in | A minor cannot open an account in his own name due to lhe

|the name  of | incapacity to enter into a contract. He can open an account in
|

| minor | bank in joint name of another person who will be guardian of |

| him.



SHORT TERM DEPOSIT ACCOUNT (STD)

General Characteristics

a.  Customers deposit money for a shorter period of time.

b.  STD account can be treated as semi-term deposit

c STD should be kept for at Jeast thirty days 1o gert interest.

d.  The interest offered for STD is less than that of savings deposit

e. In practice, [FIC bank offers 5.5% rate of interest (half vearly compounding) for STD
account. It may increase to 6% or more depending on the fund.

f.  Volume of STD A/C is generally high. IFIC bank, various big companies,
organizations, Government Departments keep money in STD accounts.

G.  Frequent withdrawal is discouraged and requires prior notice.

TERM DEPOSITS

The fixed deposit account is repayable after the expiry of a predetermined period fixed by the
customer himself. The period varies from three months to three years. The customer may
open his /her account for different time periods, which may be for three months, six months,
one year , two years and three years. The interest rate of FDR a/c is frequently reviewed by
Bangladesh bank. The interest rates of general FDR accounts are as below:

Interest rate for Fixed Deposit

Time period Interest rate
01 Month(MTD) 7.00%
03 Month(FDR) 7.25%
06 Month(FDR) 1.75%

12 Month(FDR) 8.5%
24 Month(FDR) 9.5%
36 Month(FDR) 11.50%

General Characteristics
a.  Popularly, it is known as Fixed Deposit Receipt (FDR). Term deposits are made with
the bank for a fixed period of time.
b.  The bank need not to maintain cash reserves against these deposits and therefore, the
bank offers high rate of interest on such deposits.
c.  Customer can take loan to show the security of FDR.

10



OPENING OF FIXED DEPOSIT ACCOUNT

a.  The depositor has to fill an application form

b. In case of a deposit in joint name, TFIC bank also takes the instructions regarding
payment of money on maturity of the deposit.
The banker also takes the specimen signatures of the depositor(s).
Necessary entries are given on the FDR register,

e.  An FDR is then issued to the depositor acknowledging receipt of the sum of money
mentioned therein. It also contains the rate of interest & the date on which the deposit
will fall due for payment.

Pavment of Interest
a. It is usually paid on maturity of the fixed deposit. IFIC calculates interest at each
maturity date and provision is made on that “Miscellaneous creditor expenditure
payable accounts™ is debited for the accrued interest.
b.  But the Bank may pay interest to depositor every 6 months or credit the amount of
interest to his savings or current account, at his request,

Premature Encashment of FDR

A depositor has the right to claim for refund of his deposit before expiry of the fixed term
thereof. Bank may in special consideration allow premature encashment on application of the
depositors subject to the under noted conditions: ‘

I. For FDR which are 3 months maturity no interest will be payable at the premature
encashment, only the principle amount will be refunded.

2. When premature encashment is allowed of FDR with tenure of over 3 months, interest
will be paid if encashed before expiry of 6 months at the rate of 3 months prescribed
interest rate.

3. Premature encashment is allowed of FDR with tenure of over 6 months, interest will
be paid if encashed before expiry of 12 months at the rate of 6 months prescribed
interest rate and the same theory will also be applicable for premature FDR
encashment of 2 vears and 3 years.

Loss of FDR

If the instrument is Jost from the possession of the holder, the holder is asked to fulfill the
following requirements:

a.  Party should inform it to the bank immediately;

b.  Furnish an Indemnity Bond ;

11



c.  On fulfilling the above requirements a duplicate FDR is then issued to the customer by
the bank.

Renewal of FDR

a. DR is automatically renewed within seven days after the date of its maturity if the
holder doesn’t come to encash the instrument.
b.  Renewal will be for the previously agreed maturity period.

Accounting Treatment for FDR

Cash AJC =mmmmmme e Dr
On Cash;
FDR A/C e Cr
Clearing --------------mmmm oo Dr.
Purchase of FDR: By PO/DD: _
Sundry Creditors --------=------------ Cr.
Sundry Creditors --------===wummu-mnu- Dr.
When honored:
FDR A/C-mmmmmmm e Cr
FDR A/C —m-m e Dr
Encashment of | Encashment  of | Interest on FDR A/C w-mammmmmamnmaans Dr.
FDR: FDR: Excise duty on FDR --=re-mmemmemmeee 8¢
10% Income Tax on Interest -------- Cr.
Cash A/C ~—mmmmmmeeem e Cr

GENERAL PRACTICE OF IFIC BANK FOR ALL TYPES OF ACCOUNTS

Chequebook

a. To facilitate withdrawals and payment to third parties by the customer, TFIC provides
chequebook to the customer.

b.  CD account chequebook contains 20 and 30 and 100 leaf, while SB account
chequebook has 10, 20 and50 Jeafs. Bank maintains a separate register in this regard.

¢.  Requisition slip is provided to the customer in chequebook to issue new chequebook.
A new chequebook should be delivered only to the account holder. Otherwise
authorized signature is needed from client for delivery to other person.

12



When Chequebook Is Lost

A guarantee form is taken from the account holder when his book is lost, where he
indemnifies the bank in this regard. A new requisition slip is“given to him for a new
chequebook. Only a very senior officer will approve the case.

Incidental charges

a. TK. 100/- each for twice a year is debited from customer’s CD account for rendering
service to him.

b.  Again TK. 100/- each is debited from customers account for providing him the
solvency certificate.

c.  If Bangladesh Bank’s Cheque is placed TK. 100/ - is debited from customers account.

d.  No service charge for interest bearing account such as SB A/C, FDR etc.

e.  TK. 50/- is charged from customer as penalty if his cheque is dishonored two/ three
times. Also TK. 50/- is debited as penalty to provide a loose cheque.

Compounding of Interest
a.  In IFIC Bank, interest-compounding period varies with products.
b.  Interest on term deposit i.e. FDR is compounded at its maturity period. Such as 3
months, 6 months, 12 months etc.
c. Interest on savings bank (SB) deposit is compounded six monthly.
d.  Interest on STD accounts is compounded yearly.

Crediting Interest
Crediting interest implies that so for interest accrued is attached with the principal amount. In
practice of IFIC

a.  FDR interest is credited at the maturity date.

b.  For SB account the crediting season is six-month period.

c. Interest of STD is credited after each year.

Tax

Whatever the amount of interest is accrued 10% tax is debited from the account at the time of
crediting interest.

Accounting Treatment:
Credit voucher is made for this purpose:
CUStOMEr ACCOUNT wevversrensanessnnssaessssessansssssanssasesanes Dr.

10% Income Tax on interest in deposit vueeesseeseneene Cr.

13



Closing of an A/C

a.  If the customer is desired to close the account a

b.  If IFIC finds that the account is inoperative for a Jong duration.

¢.  If Gamishee Order is issued by the court on IFIC.
To close the account, the cheque book is to be returned to the bank. IFIC takes all the charges
by debiting the account and the remaining balance is then paid to the customer. Necessary
entries are given to the account closing register and computer.

Transfer of an A/C

Account holder may transfer his account from one branch to another branch. For this he/she
must apply to the manager of the branch where he is maintaining account. Then manager of
Federation Branch sends a request letter to the manager of the branch where the account
holder wants to transfer his account. With his request he sends original copy of account
opening application and specimen Signature Card and photocopy of application for
ransferring the account with the balance remained account.

Account Inquiry
A customer can obtain the statement of his account by the submission of an application in
prescribed balance inquiry receipt. IFIC not charges any amount for this statement.

LOCAL REMITTANCE SECTION

In banking language money transmitted domestically are known as local remittance. For local
remittance purpose IFIC purchases and sells some instruments for its customers. The
instruments are Pay Order (PO), Demand Draft (DD), Telegraphic Transfer (TT), Outward
bills for collection (OBC).

PAY ORDER

Pay order is an instrument, which is used to remit money within a city through banking
channel. The instruments are generally safe as most of them are crossed.

14



Issuing of a pay Order (PO)

A customer can purchase pay order in different ways

Cash A/C.crreecsrreereccrneenessesnasssssesssossanes Dr

By cash Bills Payable (P.O) A/C wvveervssscnenrrcsnnnens Cr.
Income A/C Commission on Remittance......Cr.
ClHENET'S AJC aerreeecreereecscrrecseeeasssonsessoses seses .Dr.

By account Bills Payable (P.O) A/C wuveeerersinneressnnneesssanes Cr.
Income A/C Commission on Remittance ....... Cr.
Head office \ other department’s client A\C ...Dr.

By transfer Bills Payable (P.O) A/C coeeevrscnennscsnnenessnnenes Cr.
Income A/C Commission on Remittance ........ Cr.

From the above accounting treatments it is clear that the money, which is received by the
bank from selling the instrument, is kept under bills payable account. It is current liability on
the part of bank, which implies that, money received in this purpose has to be paid to the
payees collecting bank on placement of the instrument.

The procedure for selling P.O. is as follows
a.  Purchaser must be an A/c holder of IFIC.
Deposit money with P.O. application form.
Give necessary entry in the Bills Payable (P.O.) register;
Payee’s name, date, P.O. No. etc.
Prepare the instrument.

- 0o 80 o

After it has been scrutinized & approved by higher authority, the instrument is
delivered to customer. Signature of customer is taken in the counterpart.

In pay order bank cut the commission and charges. These are given below:

" Limit(Tk) Commission | Vat
121000 0 >
- 1001-100.000 25 4
T100.001-500,000 | 50 8
500.,000-Above 100 15

15



Settlement of a P.O.
When P.O. submitted by collecting bank through clearinghouse, the issuing bank gives
payment.

Bills payable A\C ..coiviviineninissnisnnnsncncnnnnes Dr.

Balance with Bangladesh Bank ...cecveeensnencnas Cr.

Thus bank’s liability is settled by debiting bills payable. But before giving payment it should
be examined whether endorsement was given by the collecting bank or not. If not then the
instrument is dishonored marking “Endorsement required”.

Unutilized P.O. / Cancellation of a P.O.
If buyer wants to cancel the P.O. he has to give a letter of instruction in this regard. He will
also have to return the instrument. Adjusting entry will be:

Bills Payable (P.0.) A\C wivoeiiiirreniinnnnnnisensseesnssssessossssnsrenes Dr.
ClIENT'S ANC iirrerrrrereresirerisesesiverassssssssssssssssssessssasasssnnasasasanene Cr.
When PO is lost

Incase the instrument is lost, the holder whether payee or buyer will inform it to the issuing
bank immediately. Bank will mark stop payment on the Bills Payable (P.O.) register. Buyer
will then ask for a new instrument by submitting a G.D. Copy and indemnity bond of
Tk.50.00 (issued by court). A new Instrument will be delivered marked “In lieu of”.

Collection of PO
A customer of IFIC who is the payee of a P.O. will deposit it for collection. The instrument is
given to the clearing that will place it to the issuing bank in the clearinghouse. Before

placement, IFIC as a collecting bank gives necessary endorsement.

DEMAND DRAFT

Demand Draft is a very much popular instrument for remitting money from one comer of a
country to another. The instrument is basically used for transfer and payment. Difference
between pay order and demand draft is in terms of place only. P.O. i1s used for remitting
money within the city whereas DD is used for within the country. DD too, constitutes current
l1ability on the part of a bank. At IFIC DD is not sold to people other than its customer.

Procedures for issuing a DD
a. DD application from filled in and money deposited by the customer.

16



b.  Necessary entries are given to a register name DD OQUT — concern (drawn on) branch.
A number, which is taken from this register, is known as “Controlling number.”
¢.  An “Account payee only” crossed instrument given, ’

Accounting Treatment
Sale of instrument

Cash/Party A/C i Dr.
HO/A/C Drawn on Branch e, Cr.
Income A/C CommISSION ceeveveeemmeannns Cr.

Prepare an I.B.C.A. (Inter branch Credit Advice)

H/O A/C Issuing Branch aevveeennsccnes Dr.

Drawn on Branch a.ceeeecieneeennee s Cr.
The L.B.C.A. is dispatched to drawn on branch. Issuing an [.B.C.A. implies that the branch is
being credited to whom it is issued L.B.C.A. contain s the controlling number.

Role of a drawn on bank
Lodgment 1s given after receiving an LB.C.A. Necessary entry is given in a register called

“DD-In-Issuing branch,” Controlling number of the I.B.C.A should match the serial number
of this DD-in register.

Accounting treatment

Tssuing Branch eeecveererccorcsscenennaveeenn Dr.

Bills Payable (D.D.) A.C.ceevcvvveeneen.. Cr

(After receiving L.B.C.A))

Bills payable (D.D.) A/C wivvvvessiinses Dr.

Customer A/Cavnivoimsnnisansisssin Cr.

(When payment given)

When finally the instrument arrives through clearing, the cancellation mark is given on the
register.

In case where ILB.C.A. has not yet received from the issuing bank but where instrument has
been placed, bank can not hang a party for the LB.C.A. In this case payment is given to the
party from the suspense account.

Accounting treatment

Suspense AJC wvonicinernnennns Dr.
Customer A/C vuvcerireeversereenns Cr.
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Later on it is adjusted after receiving the fund from the issuing bank
Issuing bank A/C ...eeirveecrenenas Dr.

Suspense AJC .uvevrereniennerenenes Cr.
Charges taken for the draft

Tk. 50.00 as postage charge is taken and no commission is charge for this purpose. The
postage charge credited to the concern income account.

Cancellation of a DD

If the holder of the instrument wants to cancel it, he should submit a request letter in this
regard. Issuing branch then sends an 1.B.D.A. to the drawn on branch against the L.B.C.A.
which was sent previously.

Accounting treatment

H.O. A/C Drawn on Branch .cccceeeeceereeeeeeenne Dr.
CUSTOMET ACCOUNT ververeersescerseennsesrersnesssoneonens Cr.
Duplicate DD

When DD is lost a duplicate instrument is given subject to fulfillment of the following
requirements:

a.  Tk. 50.00 indemnity bond issued from the court.
b.  After losing the instrument, holder should immediately inform it to the bank that puts
“stop payment” mark on the register.

TELEGRAPHIC TRANSFER (TT)
Telegraphic transfer is one of the fastest means of transferring money from one branch to

another or from one place to another. The TT issuing bank instrument is given for T.T. Both
parties should have account, as money is transferred.

Outgoing T.T. — Its Procedure
a.  Application by customer along with money given.
b. In receipt of money a cost memo is given to the customer containing TT serial
number. This number is informed to the awaiting party in the other branch, by the
customer.

c.  Tested fax message is prepared, where TT serial no and the name of the concern party
to whom the money will be credited is mentioned.
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d. Activity report is received from the telex department confirming transmission of
message.

Accounting treatment
Cash A/C Party A/C e Dr.
H/O A/C (Concem Branch) aeieeeene.. Cr.

Incoming TT — Practice:
a.  After receiving the fax message it 1s sent for test agree.
b.  TT serial number is scrutinized in the “T'T IN — concern branch” register
¢.  Voucheris released in this respect giving accounting treatment as

H O (Concem Branch) A/C weeereeecerieenne Dr.
CUSTOMET AJC wrrveerrereeereerertrremeteeresseresesenenens Cr.

Charges and Commission

No charge as well as commission is applicable for this purpose.

COLLECTION AND CLEARING SECTION

Customers do pay and receives bill from their counter party as a result of transaction. IFIC
collects the bills on behalf of their customers. Collection mechanisms in [FIC are clearing,
Outward Bill For Collection, Inward Bills for Collection.

CLEARING

When the bill is within the range of the clearinghouse it is sent {or collection through clearing
section. As far as safety is concerned customers get crossed cheque for the transaction
Crossed check can’t be encashed from the counter; rather it has to be collected through
banking channel i.e., clearing. If a client of [FIC received a cheque of another bank that is
located within the clearing range and deposit the instrument in his account at [FIC, then IFIC
will collect the money through clearing house. After received the check IFIC will credit client
account. However, the amount 1s credited in the customer a/c but he will not get the money
until the check is honored.
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Procedures for collection

- e o 0 T

Received” seal is stamped on the cheque

Crossing of the cheques are done

“Payee’s A/C Credited” endorsement is given

Entries are given in the Outward Clearing Register

Clearing” seal 1s given

Cheques are sorted bank wise and entries are given 1o the computer.

Entres are given in the Clearing House Register before dispalching to the clearing
house.

After that, a debit voucher is prepared
Balance with Bangladesh Bank ~~-------oceeommomemme . Dr.
All Customers” AJC —mmmm e mmmm e e Cr.

Function in the Clearing House

a.

o]

l'[ Q

The clearinghouse is an assembly of the locally operating scheduled banks for
exchange of checks, drafis, and other demand instruments drawn on each other and
received from their respective customers for collection.

The house meets at the appointed hour on all working days under the chairmanship of
the central bank. The clearinghouse sits twice in a working day.

The members submit the claimable checks in the respective desks of the banks and
vice-versa.

Consequently, the debit and credit entries are given.

Al the end, the debit summation and the credit summation are calculated. Then the
banks clear the balances through the check of Bangladesh Bank.

The dishonored checks are sorted and returned with return memo.

The dishonored instruments for Federation Branch are given following treatment:
CUSLOMET ASC = mmmmmmm e e e oo Dr.

Balance with Bangladesh Bank -------===-=scmemmmmacmaaaen Cr.

If the instruments are dishonored then they are sorted again and sent back to the
retuming house along with their rerurn memo.

Later on all the instruments of IFIC which were claimed by other banks are sorted and
delivered to respective branches.

If the instruments are honored the treatment is:

Customer AJC ~mammmmmm e Cr.

Balance with B.B. =--mmmmmmm oo Dr.



Instruments of other branches

However, the Federation Branch clears its checks as well as the checks of other branches.
Because, no other branch is allowed to represent directly. Thé other branches send the
instruments along with IBDA. Federation Branch acts as an agent in this case.

Accounting treatment for concerned branch
HO A/C-Federation-—---=-—--emmeommeeememeeee e Dr.
Customer A/C —— e Cr.

If the instrument is honored, Federation Branch gives the following treatment Balance with
B.B. oo Dr.

HO A/C-concerned branch -------—-- Cr.

If the instrument is dishonored, the instrument is returned to the concerned branch through
[BDA. The treatment is:

HO A/C concerned branch ———-—-—-—meo e Dr.
Balance with B.B. ——-—- e Cr.
Dishonor of Cheque

If the cheque is dishonored, IFIC sends a memorandum (cheque return memo) to the customer
stating the reason. If the cheque is dishonored due to insufficiency of funds, IFIC charges
TK.50/= as penalty. There are several reasons for dishonoring the cheque:

e Insufficient fund of customer’s a/c.

e Amount in figures and word differs.

¢ Cheque out of dated/post dated.

e Drawer’s signature differs.

e Payment stopped by drawer.

e Crossed cheque to be presented through a bank.

e Payee’s endorsement required.

e Others.

OUTWARD BILLS FOR COLLECTION (OBC):

If the bill is beyond the clearing range then it is collected by OBC mechanism. Customer
deposit cheque, drafts etc. for collection, attaching with their deposit sleep, Instrument within
the range of clearing are collected through local clearing house, but the other which are
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outside the clearing range are collected through OBC mechanism. A customer of IFIC,
Federation Branch Dhaka is depositing a cheque, of Sonali Bank Cox’s Bazar, Now as a
collecting bank TFIC, Federation Branch will perform the following task.
This is the instrument is used for transferring money from one bank to other bank. Issued
cheque must be outside Dhaka. This 1s sent by courier. Generally it reached 3-7 days.
Procedure is given below:

¢ Issuing bank request to corresponding bank to credit the proceeds our afc under

airmail advice to us.

¢ Authonze to debit you're a/c with us.

* Remit proceeds to credit our a/c with them under advice to us.

¢ Remit proceeds to us your draft order. (IBCA)

Collecting bank can collect it either by its branch or by the drawers bank. They will forward
the bill then to that particular branch. OBC number will give on the forwarding letter. Now
following procedures will take place in case of the following two cases.

Bills collected through Branch:
If the bill is forwarded to branch they will collect it through IBC procedure. Collecting branch
will receive an LB.C.A. from that particular agent branch. Accounting treatment from the
angie of collecting branch will be;

H.O. A/C concerned branch .., Dr.
CUSIOMET A/C sirrinssssiscssssnernsinmrssessesnnssssnssns Cr.
Income A/C commission; Postage .....ee... Cr.

[n this case commission will be charged by the collecting branch, not the agent branch and the
drawer’s bank will send a DD to the collecting branch. Here both the banks will charge for
collection from the customer. It should be scrutinized that D.D. is containing the OBC
number.

Accounting treatment for the collecting branch will be:
Clearnng wueeveceereniniiiininvnimsiasienens DI
CUSIOMET svrererecrrrasesrarsrssesnerararens CIL

{DD will be sent for collection through clearing).

Customer A/C it Dr.
Income A/C Commussion eeeeeeieeseer.. CI
| O T 3 F: Yo RN §) o

{0.15% commission of the instrument value and Tk. 15/- as postage charge is deducted.)
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Balance Sheet effect
OBC create asset and liabilities simultaneously for bank. When send for collection, it is

bank’s liability and as well as customers liability i.e. banks asset.

> Liability head Bills for collection being bills receivable as per contra

> Asset head Bills receivable being bills for collection as per contra.

Customer’s liability A/C wiceveeresserssssessne Dr.
Banker’s liability A/C uuveeeseeesenssennnnns Cr.

After realization (even if dishonored)

Banker’s liability A/C .eerrrirennns Dr.

Customer liabilities A/C .ueeecennn Cr.

After realization the contra is settled. This item is a stock variable of balance sheet at a
particular date.

Balancing

Balancing is done on the bankers liability account. The year end balance is shown on balance
sheet.

INWARD BILLS FOR COLLECTION (IBC)
When the bank collects bills, as an agent of the collecting branch the system is known as IBC.
In this case the bank will work as an agent of the collection bank. The branch receives a
forwarding letter and the bill. Next steps are:

a.  Entry in the IBC register, a IBC number given

b.  Endorsement given- “Our branch endorsement confirmed”

c.  The instrument is sent to clearing for collection.

Clearing ceeevsesssinsnicssnicsensssnsssessnssssnssscssaseses Dr.
Miscellaneous Creditor A/C OBC .evevvvnnnn. Cr.
If honored

If the instrument is honored the accounting treatment will be;
Miscellaneous Creditor A/C OBC uuieeeeririensecsensennnnees DI
H.O. Collecting branch A/C ..uieeveesvensssnncsenrcnenneenernnnnn.CIL
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An IBCA is dispatched in this regard
HO AJ/C agent branch ..cvesereisenienierioriininmn.DI
HO A/C collection branch .o, Cr.

If dishonored

In this case the instrument is returned to the collecting branch along with a return memo.

DOMESTIC BILL PURCHASED (DBP)

Bank has to serve its customer by any means. But some customers are valued as far as deposit
is concerned. So banks give them some benefits depending on the situation. Clients get bill
which is as per agreement collected by the bank. This collection procedure takes usually 2-3
days. But in many cases valued clients need money urgently. In this situation bank purchase

the bill of the client paying him money then the then. Later on bank collects the bill and adjust
accordingly.

Accounting Treatment

Domestic bill purchase A/C ....ceevienininnnene. Dr.
Customer A/C cinmmecninic i osennsnsen Cr.
When collected by any instrument or any branch

HO A/C concerned branch/clearing A/C ..ivcenmmassaissnnns Dr.
Domestic bill purchase A/C .ocvrconeensonmeonsemmesassas Cr.

This is kind of credit which is offered to the valued clients only. However no credit line
facility is needed for them. Commission is charged from them at a higher rate which is
equivalent to lending rate of 14-15% for the collection period only.

CASH SECTION
Cash section demonstrates liquidity strength of a bank. It is also sensitive as it deals with
liquid money. Maximum concentration is given while working on this section. As far as

safety 18 concerned special precaution is also taken. Tense situation prevails if there is any
imbalance in the cash account.

Vault:
All cash, instruments (PO, DD, cheque) and other valuables are kept in the vault. Principal
branch’s vault is incurred up to Tk. 2 crore with a local insurance company. If cash stock goes
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beyond its limit of Tk. 2 crore, the excess money is transferred to Bangladesh Bank. If there is
shortage of cash during transaction period money is drawn from the central bank. There are
three keys of the vault which are given to three senior most officers. Daily, an estimated
amount of cash is brought out from the vault, for transaction purpose.

Functions of Cash Department

| Lash payment is made only agamst cheque

Cash This is the unique function of the banking system which is known as
Payment | “payment on demand”
It makes paymenl only agamsl its prmted valid Cheque

[ Tt receives depos:ts from the deposnors in form of cash

Cash
Plécsni | So it is the “mobilization vunit” of the banking system
ecei
g | It collecls moncy only its recelpts forms I

Cash payment or Cheque cancellation process

Step l |' Recemng Lheque by the employee in [he cash counter

| Verification of the followings by the ¢ cash Officer in the compuier sectlon -
| i, Date of the Cheque (it is presented within 6 month from issue |
dare) |
Step2 | ii. Issued from this branch
iii.  Amounts in figure and sentence written does not differ
iv.  Signature of the drawer does not differ

v.  Cheque is not torn or mutilated

Step 3 lees pay cash seal and send% to the payment countel

Step 4 | Pavmen[ offlcer makes payment

Books mamlamed bv this section

Vault Reglster | .| Tt keeps account of cash baianee in vault in the bank

Cash Recelpt Reglster L Cash recelpt in whole of Lhe day is recorded here.

Lash Pavment Reglster 1 Cash pavmen[s are made in a day are entered here. i

. | Cash calculation for final entry in vault register 1s done ||
Rough Vault —Register |
 here, as any error and correction here is not accep[able. \

Cash Balance Book

Balance here is eompared with vault reglster If no

dlfference is found, mdlcates no error. q
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In book 1 and book 5, notes and currency are recorded by mentioning their denominations and
number of each denomination.

Same set of these books is maintained separately for both local and foreign currency.

FOREIGN EXCHANGE

Letter of Credit

Letter of credit is a widely used instrument both local and in international Trading, a written
undertaking given by a bank on behalf of importer/ client to pay a certain sum of value of
goods or services to the seller on fulfillment of some terms and conditions imposed by
importer or by it self (buyer’s bank).

There are various types of letter of credit.

Such as-
= -Irrevocable/ Revocable
= Confirmed / unconfirmed
— With re-course/ without recourse to drawer

Besides, there are some other special types of documentary letter of credit.
= Red clause credit
= Green clause credit
= Back to back credit
= Stand by letter of credit, etc.

Parties involved to letter of credit

Importer/ buyer

Opening/ issuing bank
Exporter/ Seller/ Beneficiary
Advising bank/ Notifying bank
Confirming bank

Negotiating bank

Reimbursing bank.

Lyl el

Parties to the documentary credit may be an issuing bank, an advising bank, a confirming
bank, a reimbursing bank or a negotiating bank.
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Issuing Bank
{Bangladesh) :’

Advising Bank
{Hong Kong)

Reimbursing
Bank
(Japan)

Negotiating Bank
{Hong Kong)

Figure: Parties involved to letter of credit

Issuing Bank

The Issuing Bank or the Opening Bank is one which issues the credil, ie., undertakes,
independent of the undertaking of the applicant, 1o make payment provided the terms and
conchitions of the credit have been comphed with, The payment may be at sight of the credi
provides for sight payment or at maturity dates it the credit provides for deferred payment.
Especially the issuing bank should satisfy himself on the credit worthiness of the applicant
The credit apphcation must be in accordance with UCP 500 and in a workable format

Advising Bank
The Adwvising Bank advises the credit to the beneficiary thereby authenticating the
senuineness of the credit. The advising bank is normally situated m the country/place of the

n2aficiary.

Confirming Bank
A Confirmuing Bank 15 one which adds its guarantee 1o the credit opened by another bank,
ereby, undertaking the responsibility of payment/negotiation/acceptance under the credit in

L]
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addition to that of the issuing bank. A confirming bank normally does so if requested by the
issuing bank and it is normally the advising bank.

Negotiating Bank
A Negounating Bank 1s the bank nominated or authorized by the issuing bank to pay, to incur a
deferred payment liability, to accept drafts or to negotiate the credit.

Reimbursing Bank

A Reimbursing Bank is the bank authorized to honor the reimbursement claims in settlement
of negotiation/acceptance/ payment lodged with it by the negotiating bank or accepting bank.
It is normally the bank with which the issuing bank has account from which payment is to be
made. Generally confirmed irrevocable letter of credit without recourse is considered as the
best type of documentary letter of credit.

Mainly letter of credit was used for settlement of transactions related to international trading.
It 1s about a decade, for settlement of local transactions letter of credit is used in our country.
So, it may also be termed as media of settlement of trade transactions.

Letter of credit is guided by (UCPDC) Uniform Customs and Practice for Documentary
Credit issued by international Chamber of Commerce (ICC) an apex body of international
traders.

Responsibilities of all concerned, involved in documentary credit operation have been
categorically stated in the UCPDC.

On the contrary each and every country has its own trade and exchange control policy.
Accommodating this entire acute situation, international trades are performed and transactions
there against are settled.

In Bangladesh we are also controlled in trade and exchange, so we can’t entertain any
approach by our client importer if the approach does not fall under the purview of existing
trade and exchange control regulation

Example can be cited, all items are not freely importable, import of some items are restricted,
like wise we can’t send advance remittance against import except some few exceptions while
in case of export, we are getting advance payment frequently.

Generally for import of commercial and industrial items under private sector, the following
papers and documents are required-

Application of opening letter of credit duly signed by the importer.

Indent/ pro-forma invoice stating details of the merchandise to be imported.
Marine Insurance cover note.

Certificate of membership of chamber or similar approved association.
Prof. of renewal of the IRC for the current import year.

Declaration of payment of income tax for the preceding year in three folds.

NENENENENEN
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¥ Copyof TIN and VAT.
¥ LCAF duly filled and signed.
¥ IMF form duly signed. =4
Any other forms/ registrabon/ permussion if necessary as per existing LP.O.

Omn scrutiny of the papers and documents as submitted with the L/C application, authonized

dealer will process L/C opening. margin will be fixed on the basis of relabbon berween
customer and bankers.

Om observance of the intermal formalities, ss per 1L/C application L/C is prepared for advising

o benehoary through commespondent bank. A grsdual feature of LAC operation 15 appended
iverical.

Some umes benehciary mequests for add confirmation to the LAC, the bank add thewr
confirmanon to the L/C is known as confirming bank, means the very bank undertakes for
pavment of the 1/C 10 beneficiary.

As per contractual agreement the beneficiary will ensure shipment of the goods and will
present documents in line with the letter of credit to their bank, known a5 negotiating bank.

Negouating bank after scrutiny of the documents if found i order will negotiale the
documents and will lodge claim on the designated bank for reimbursement simultaneously
will forward the onginal se1 of the documents 1o L/C issuing bank for setilement as well.

Issuing bank on receipt of the documentis will check the documents carefully if found 1 order
will lodge 10 PAD for senlement of the transaction both with foreign reimbursing bank and
imponer

AUTHORIZED DEALER

In administering exchange control and foreign trade, Central Bank of the country (Bangladesh
Bank in case of Bangladesh) authonzes few branches of commercial banks to deal in foreign
exchange. These branches are known as “Authornzed Dealers™. They act as agent of the
Central Bank and work under the exchange control regulatons and guidelines 1ssued from
time 1o time.

IFIC, Federation BR. AS AN AUTHORIZED DEALER

The Federation Branch is one of the 27 branches of [FIC Bank Lid. That works as an
“Authorized Dealer™ for the financing of foreign trade and dealing with foreign currency. This
branch does have a good reputation with the importers and exparters. The concerned officials
of “Foreign Exchange Department” are vastly expenenced in this respect and working here
for a long time.



= Federation Branch, the Foreign Exchange Department is mainly divided into two (03)
ngs 1n accordance with two major activities —

i.  Import-oriented Foreign Exchange Activities and
ii.  Export-oriented Foreign Exchange Activities
7 < Import Section deals with L/C in the perspective of the importers and the Export Section

sz2is with L/C in the perspective of the exporters.

|FIC Federation

Branch

Foreign Exchange
Department

Import
Section

Export

Section

Figure: IFIC FD. BR. AS AN AUTHORIZED DEALER

IMPORT SECTION AND IMPORT FINANCING

Import is the flow of goods and services purchased by economic agents located in one country
from economic agents located in another. Hence, import of merchandise essentially involves
two things: bringing of goods physically into the country and remittance of foreign exchange

owards the cost of the merchandise and services connected with its dispatch to the importer.
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t import, the importers are asked by their exporters (0 open letiers of credit so that

neiT pavment against goods is ensured.

Public Sector Private
{Govt. Sector
Oraans. &

Commercia Industrial (raw

| (finished materials,

products) machineries
etc.)

IMPORT PROCEDURE
An importer 15 required to submit the following documents in order to get a icense 1o 1mport
through Federation Branch of TFIC Bank Lid. -
= A bank account with the branch
=+ Import Registration Certificate (IRC)
= Tax Payer's ldentification Number (TIN}
— Pro-forma Invoice Indent
= Membership Certificate from & recognized Chamber of Commerce & Industry o
Town Association or registered Trade Association
= Letter of Credit Authotization (LCA) Form propecly filled in gquintuplicate signed by
the importer
= L/C Application duly signed by the importer
— One set of IMP Form
= Insurance Cover Note with money receipt
=+ VAT Registration Cenificate {for Commercial Importers)
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= In case of Public Sector, attested photocopy of allocation letter issued by the
allocation authorty, Administrative Ministry or Division specifyving the source,
amount, purpose, vahdity and other terms and conditions aganst the impons
= Any such documents as may be required as per instructions issued/to be 1ssued by the
Chief Controller of Imports & Exports (CCI&E) from time (o time.
On receipt of the LCA Porm and the other documents, the branch officials carefully scrutinize
the documents and lodge the same in their respective registration books and duly venfy the
signature of the importer put on the LCA Form.

Ta import, a person should be competent o be an "Importer”. According to the “Impon &
Export Control Act, 19507, the office of the Chief Controller of Imports & Exports (CCL&E)
provides the registration (IRC) to the importer. After obtaining the IRC, the person has o
secure a “Letter of Credit Authorization” (LCA) registration from the Registration Unit of
Buangladesh Bank. After getting the LCA registration, a person becomes & qualified importer.
He is the person who requests or instructs the opening bank to open an L/C. he is also called
the "Opener” or "Applicant” of the credit, Besides imporers may seek for post shipment
financing like LIM or LTR.

LIM

[n LIM {Loan against imported merchandise) goods are released by bank paying duty and

other charges and kept in either banks go-down or clients go-down but under absolute control
of bank.

O payment of the value of poods either in proportion or in full bank release goods to
importer, thus LIM accounts are adjusted.

LTR
LTR (Letter of Trust Receipt) 18 a temporary facility extended 1o the integrated and well-
reputed umporter client. In LTR, documents are released to importer for clearance of the

consignment while the poods remain in custedy of the impornter, Normally LTR 15 extended
far 30 to 120 days within which the importer adjust the liability.

[n case documents are discrepant, issuing bank wall advise the negotiating bank the
discrepancies as per article 14D of UCPDC, ICC publication 500 and will hold documents at
the risk and disposal of the nepotiating bank, also will advise apphicant for disposal
imstruction

EXPORT SECTION & EXPORT FINANCING
In the Export Section, two (02) types of L/Cs are handled -

1) Back-to-Back 1/C
2) Expon LiC
Export financing can be done in two ways. These are —
1) Pre-shipment Financing
2) Post-shipment Financing



oment financing can be done by opening of back-to-back L/C and pre-shipment cash
In case of pre-shipment financing, 90% js financed by the bank. Of the portion, 75% is
cw-to-back L/C and 15% is for pre-shipment cash credit. Example of post-shipment

~.nz by bank is FBPN (Foreign Bill Purchase & Negotiauon).

BACK-TO-BACK L/C

Mo

i

I

by

|

I

yul

c 07 u "Back-to-Back™ letter of credit, a new L/C (an import L/C) is opened on the basis

nginal L/C (an export L/C). Under the “Back-to-Back™ concept, the seller as the
rary of the first L/C offers it as a ‘security’ to the Advising Bank for the issuance of

cond L/C. The beneficiary of the back-to-back L/C may be located inside or outside the
2 beneficiary’s country. In case of a back-to-back L/C, no cash security (no margin) is

v the bank; bank liens the first L/C. In case of a back-to-back L/C, the drawn bill 1s

> ume bill.

cration Branch, papers/documents required for opening of back-to-back L/C are as

Master L/IC

Valid Import Registration Certificate (JRC) and Export Registration Certificate
(ERC)

L/C Application and LCAF duly filled in and signed

Pro-forma Invoice or Indent

Insurance Cover Note with money receipt

TMP Form duly signed

In addition to the above documents, the following papers/documents are also required

to export oriented garment industries while requesting for opening of back-1o-back
letter of credit —

Textile Permission
Valid Bonded Warehouse License

Quota Allocation Letter issued by the Export Promotion Bureau (EPB) in favor of the
applicant for quota items

In case the factory premises is a rented one, Letter of Disclaimer duly executed by the owner
of the house/premises to be submitted. A checklist to open back-to-back L/C is as follows —

=
=
=

Applicant 1s registered with CCI&E and has bonded warehouse license
The master L/C has adequate validity period and has no defective clause

L/C value shall not exceed the admissible percentage of net FOB value of relative
Master L/C

Usage Period will be up to 180 days.
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Obtain all required papers

:

Check the credit limit

Prepare offering sheet if regular credit line is not available

'

Mark lien on the Master L/C

:

Issue the L/C

v
|

Fig: Flow Chart for issuing back-te-back L/C

PAY \IEHT FOR BACK-TO-BACK L/C
= cmsr of backao-back LIC for 30-60-90-120-180-360 days of matunity period. deferred
pvment 15 made. Payment 5 given after realizing export proceeds from the LIC [ssunng

Sk Generally payment 15 made on negotiation date. But if there is any discrepancy mn the
T

gocements payment should be made on acceplance date. But in EDF {Export Development
rund) pavment should be made at sight. 50 1f there 18 any discrepancy 350 and 320 is cut by

= " .

sk from foreign and local L/C respectively. For Garments Sector. the duration can be
wimum 180 days For importing machinery, without permissson from Bangladesh Bank.,

= 8

deranon Branch can authonize for 360 days. In such cases. the Manager of the branch used
exzroise his discretionary power



LOANS AND ADVANCES

Presently banking is a very dynamic sector in our country, lts impact in our country economy
i5 guite vast. Banking business is little bit different from other business. It mainly deals with
organizations with money and credit activily. Banks are profit-oriented organization. A bank
ivests its fund in many ways o eam more and more profit and most of 1t income 15 denved
from loans and advances. Bank makes loan and advances to traders, businessmen,
industrialists and many other persons against security of some cautious policy and sound
lending principle in the matter of lending, Federation Branch is one of the leading branches of
[FIC in loans and advances and it grants loans in various sectors, especially in industry and
trade & commerce.

One of the pnmary functions of commercial banks is sanctioning of credit to the potential
borrowers. Bank credit is an important catalyst for bringing about economic development in a
country. Without adeguate finance there can be no prowth or maintenance of a stable
economy. Bank lending is important for the economy, for it makes possible the financing of
agriculture, commercial and industnal activities of a nation. At the same time, a bank will,
therefore, distribute w5 funds among varous sectors in a4 manner as to derive sufficient
Imcomes,

IFIC Bank Ltd., 15 one of the largest commercial bank of the country, has some prejudice to
finance cdhirectly on prionty basis to agnculture, industry and commerce sector for
strengthening the economic base of the country. A large amount of the total economic
activinies of the country transacts along with I[FIC Bank Lid. iself. Hence, it 15 very clear that,
it plays the Key role to move the econemic wheel of the country.

Credit Risk Management
This 1s a dynamic process which enables bank 10 proactively manage loan porttolios. Four
magor areas of CRM are:

= Policy--lending gurdelines

* Procedure-—evaluating viability associate risk of business enterprise

» Organizational structure—segregation of risk taking and risk approving authority

o Responsibility—decision making and accountability

As a financial enterprise, IFIC bank is also in business and maximizing stake holder's
value is bank’s prime objectives, The loan portfolio of the bank 1s primary source of
eamings. It generates most of the income and it also consumes most of resources |.e
deposits, But it may also be bank’s greater concem for survival and sustainable growth in
an ever changing environment.

Types of Credit Facility
& Term financing for new project and BMREE for existing projects
= Working capital for industnes. trading, services and others
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Import and export finance
Lease finance

Consumer finance

s  Fee business

o [slamic mode of finance.

The limit for single client/group under one obligator concept will be as under:

1. The total credit facilities by a bank to any single person or enlerprise or
organization of a group shall not any point of time exceed 35% of the bank’s total
capital subject to the condition that the maximum outstanding against fund based
hinancing facilibies shall not exceed 15% of the total capital.

2. Non funded credit facilities, e.g. letter of credil, guarantee etc. can be extended to a
single large borrower

3. However in case of export sector, single borrower limit shall be 50% of the bank’s
total capital, But funded faciliies 1n the form of exports credit shall not exceed
15% of total capital.

Large Loan

Loan sanctioned to any individual or enterprise or any organization of a group amounting to
0% or more of bank’s total capital shall be considered as large loan. Generally if the
organization has the amount of total capital 50 lac or more or no. total employees are 200 or
more that organization considered as large organization and if they take loan from banks that
15 considered as large loan. The bank shall be able 10 sanction large loans as per the following
lirmts sel against their respechive classified loans:

| Rate of net classified loans | The highest rate fixed for large loans
L | against bank’s total loans & advances

| Upto 5% S6%

| More than 5% but upto 10% 52%

" More than |0% but upta 15% 45%
" More than |5% but upto 20% il 44%

| More than 20% 409

Term Financing

Like large volume of loan, long term financing is one of the nskiest areas of the bank because
of long duration of repayment. Long duration casts uncertainties on repayment as variables
with which financial and other projections are made vary widely in a dynamic global
ECONGMIC SCENario.

Thus utmost care is to be exercised while considering long term financing,

= Long term relationship with the borrower is prereguisite for considenng term
financing.
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* Due diligence is to be exercised for accessing viability of the projects in terms of
management ability, market gap, lechnical suitabihty, linancial viability.

+ Information on projects should be adequate and reliable. -

»  Minimum information for project viability analysis are to be given,

Syndication
Syndication means joint financing by more than one bank to the same chients aganst a

common secunty basically, to spread the nsk. It also provides a scope lor an independent
evaluation of risk and focused monitoring by the agent/lead bank.

In syndicavon financing banks also enter into an agreement that one of the lenders may act as
lead bank. who has 1o coordinate the activities ol vanous stages of handling the proposal 1.e.
apprsal. sanction. documentation, shaning of secunty, disbursement, inspection, follow-up.

recovery eic. It may also call meeting of syndication members, whenever necessary 1o finalize
any decision.

Credit Assessment

A thorough credit and nisk assessment is to be conducted prior 1o the granting of loans, and at
teast annually thereafier for all facilities. The results of these assessments shall be present in a
credit appraisal that onginates from the Relationship Manger. The RM should be the owner of
the customer relanonship, and will be held responsible o ensure the accuracy of the entire
credit application submitied for approval. It is essential that RMs know their customers and
conduct due diligence on new borrowers, pnncipals and guaraniors 10 ensure such parties are
in fact who they represent themselves 1o be. Here the following nsk areas are to be addressed:

Borrower analyvsis

The majonty sharcholders, management team and group of affikate compames shall be
assessed. Any issue regarding lack of management depth, complicmed ownership structures of
unler group transactions shall be addressed and risk mitigated.

Industry analysis

The key nsk factors of the borrower's industry shall be assessed. Any 1ssues reganding the
bormower's position in the indusiry, overall industry concemns or compenitive forces shall be
addressed and the strengths and weaknesses of the bommower relative to 118 competitor shall be
denufed.

Historical financial analysis

An analysis of a manimem of three years historical financial statements shall also be analyzed.
The analysis shall address the gquality and sustainability of eamings, cash flow and the
strength of the bormmower’s balance sheet. Especially cash flow, leverage and profitabiliny must
be analyzed.

Projected linancial performance

Where term facilities are being proposed. a projection of the borrower’s future financial
performance should be provided. Indicating an analysis of the sufficiency of cash flow to
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service debt repayments. Loans should not grant if projected cash flow is insufficient to repay
Zebts.

Loan structure

The amounts and tenor of financing proposed should be justified based on the projected
repayment ability and loan purpose. Excessive lenors or amount relative to business needs
lead 0 increase the risk of fund diversion and may adversely impact the borrower’s
repayment ability.

Security

~ current valuation of collateral should be obtained and the quality and prionity of security
==z proposed should be assessed. Loans should not be granted based solely on security.
% Zequacy and the extent of the insurance coverage should be assessed.

LENDING PRINCIPLES FOLLOWED BY IFIC BANK LTD.
+< liquidity and profitability are conflicting considerations, IFIC Bank Ltd.. as a bank, while
cmploying the funds pays due regard 10 both profitability and liquidity. In order to secure a
~ulance between liquidity, profitability and secunty, IFIC Bank Lid. follows the following
nminciples of sound lending —
= Liquidity: It means that while lending, adequate care has to be taken so that the
liquidity is not compromised. That's why; IFIC Bank Ltd. chooses such securities which
posses’ sufficient liquidity.
= Safety: [FIC Bank Lid. exercises the lending function only when it is safe and that the
nsk factor is adequate)y mitigated and covered. Safety depends on —
al The security offered by the borrower; and
o) The repaying capacity and willingness of the debtor to repay the loan with interest.
= Diversity: In order (o munimuze risk, [FIC Bank Lid. invests its funds in different types
of securities of different industries sitwated in different regions of the country.
= Yield: From the commercial point of view, IFIC Bank Lid. considers sufficient yield or
return while financing a project.
= Productive Purpose: IFIC Bank Lid. exercises its lending function only on productive
purpose.

TYPES OF LOANS & ADVANCES OFFERED BY IFIC BANK LTD.

IFIC Bank Ltd. offers two types of loan account:
(D Secured Overdraft (S§OD)
(2) Cash Credit (CC)

Secured Overdraft (SOD)

It 1's a continuous advance facility. By this agreement, the banker allows his customer Lo
overdraft his current account up to his credit limits sanctioned by the bank. The interest is
charged on the amount, which he withdraws, not on the sanctioned amount. IFIC Bank Ltd.
sanctions SOD against different security. Based on different types of security, we can divide
SOD in the following categories —

38



> SOD -

(General)
SOD
Secured Over
> 4
Draft (SOD) (Others)
SOD

—»1 (Export)

SOD (General)
Advances allowed to the individuals/firms against financial obligations i.e. lien of ED.R or
Deztfense Savings Certificate (P.S.P), ICB Unit Certificate etc.

SOD (Others)
Advances allowed against assignment of work order for execution of contractual works falls

under this head. The advance 1s generally allowed for a specific purpose. It is not a
continuous loan.

SOD (Export)

Advance allowed to purchasing foreign currency for payment against L/Cs (Back-To-Back)
where the exporter cannot materialize before the date of import payment.

The processes of extending SOD are as follows —

a. The party must have a current A/C with the branch

b. If the ownership of the firm is proprietorship, then a trade license must be submitted and
in case of a limited company, all the documents required to open a current A/C should
be submitted. The financial statements of the concerned firm should also be submutted.

c. The party must maintain a good transaction with the branch and have a good tumover
rate.

d. The party will apply to the officer in charge of credit department of the branch for SOD
arrangement

e. The concerned officer of the branch will give him a Credit Application Form and the
party will have to fill up this form. In this form he discloses all the information about his
concern, purpose of the loan, description of security, etc.

39



f. The concerned officer will prepare a “Credit Line Proposal”, where he writes about the
business concern, details of proprietors/directors of the concern, management structure,
the existing credit facilities, the particulars about the facilities that asked for — such as
margin limit, date of expiry, details of security, and any other relevant information.
Then the proposal is sent to the Head Office, General Advances Division for approval.

d. The responsible Department of the General Advances Division will appraise the
proposal and if it seems to a viable then the loan will be sanctioned.

h. After the loan is sanctioned, the branch will issue two copies of a sanction advice, where
all the terms and conditions set by the bank is mentioned. The borrower is advised to
write, “accepted” on the original copy if he is satisfied with the terms and conditions of
the bank and retain the duplicate one as record.

Cash Credit (CC)

Cash Credit (CC) is an arrangement by which a banker allows his customer to borrow money
up to a certain limit. CC is a favorite mode of borrowing by traders, industrialists etc. for
meeting their working capital requirements. It is operated like overdraft account. Depending
on the needs of the business, the borrower can draw on his cash credit account at different
time and when he gets money can adjust the liability. IFIC Bank Ltd. charges interest on the

daily balance in the account. Depending on charging security there are two (02) forms of cash
credit —

Cash Credit (Hypothecation)

The mortgage of movable property for securing loan is called hypothecation. Hypothecation is
a legal transaction whereby goods are made available to the lending banker as security for a
debt without transferring either the property in the goods or either possession. The banker has
only equitable charge on stocks, which practically means nothing. Since the goods always
remain in the physical possession of the borrower, there is much risk to the bank. So, it is
granted to parties of undoubted means with the highest integrity.

CC-
Hypothecation

Cash Credit >
(CC)

CC-Pledge

Figure: Types of Cash Credit (CC)
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Cash Credit (Pledge)

rledze is the bailment of goods as security for payvment of a debt or perlormance of a
prormise. Bailer in this case of called the “Pawnor” and the bailee is called the "Pawnee™. In a
contract of pledge, pawnor must deliver the goods pledged to the Pawnee either sctually or
constructively. Transfer of possession is the judicial sense, is essential in the vahd pledge. In
case of pledge goods the bank acquire the possession of the goods or a right 1o hold goods
until the repayment for credit with a special right to sell after due notice to the borrower in the
event of non-repayment.

The processes of opening a CC A/C are shown in the following flow chart -

The interested party must have a current A/C and good
transaction with the branch

Applies for CC pledge or hypothecation arrangement

!

Fills up the “Credit Application Form" as provided by the
respective officer

v

The concerned officer prepares a “Credit Line Proposal”
(CLP) detailing all relevant information

Sends the CLP to the Head Office, General Advances
Division for necessary action

v

Head Office, General Advances Division examines the proposal
and if finds it viable then sanctlions it and sends it to the branch

v

The branch issues low copies of “Sanction Advice", one for its
own record and the other for the party to keep.
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After getting the cash credit arrangement, the hanker will issue a chequebook for withdrawing
cash from the account. Whenever the CC account holder wants 1o withdraw cash from the
account, the cash officer will scrutinize the amount of cheque in ofder to make sure that the
total drawings does not exceed the sanchoned linmt.

The charge documents required for opening a CC account are as follows —

YY Y Y Y¥YYY

Y oww W

Demand Promissory Note (DP Note)

Letter of Agreement

Letter of Continuity

Letter of Hypothecation/Pledge

Personal guarantee of the owner of the property

Memorandum of Deposit of Title Deed (in case of CC hypothecation arrangement)
Deed of legal mongage for the loan amount drafted by panel lawyer duly registered
with sub registrar

Stack Report

Insurance coverage on hypothecated stock

Letter of Dhsclaimer

Letter of authorty to debit the accoum

IFIC Bank Ltd. Provide Different Types of Loan to Its Customer

Easy lpan {Secured personal [oan)
Consumer durable loan

Education loan { Parua)

House building loan (Thikana)

Flexi loan {Personal loan)

Loan for professional (Peshajeebt loan)
Auto loan

Festival loan

P RNER L s s

42



Purpose Rate Disburse | Loan | Service Charge
Loan | Repaymen | ment Prac
of Tenor |t Method ‘ BESIN
E
Size Interes . | Fee
. [ 1 | Method
To meet | Max 16.5% | Max 36 | Repaymen | Overdra | Tk 1% of loan amount af th
personal | 95% months. |t will be | floan | 300 | nme of disbursement of
financial | of the made in | general/ lan
require | face lump sum | Term
ment vilue within loans
of expity or
FDR is per
acceptable
terms.
1
Purchas | Max 16.5% | 1-3 Eqjual Payment | TK | 1% of loan amount at
€ of | Tk. yeurs maonthly to  the | 1O | the ome of disbursemen
consume | 100,00 installmen | vendor: | at of loan.
rdurable | 0 t crediting | the
loan  for Custome | Lime
personal rs of
fHamily CINSB | dish
(115 afc. Urse
TVIAC ment
of
b loan
Higher [Tk 31165% |1-4 Equal Creditin | TK | % of loan amount
educatio | lac YEArs monthly | g o | 1000 | before the time of
n of | with installmen | custome | befo | dishursement of loan
children/ | collate [ r's e
spouse/ | ral CD¥SB | the
depende | secunt C time
niseif. |y disburse | of
ment dish
~ Porua Loan winlld Lrse
be ment
submam | of
ng grade | loan,
sheel

43



of laan Purpose Loan | Rate | Tenor Repaymen | Disburse | Loan | Service Charge
t ment- Proc
of Method | essin
Size E
Interes Method Fee
| K
Purchas | Max 16.5% 14 Equal Pay Tk | % of loan amount at
[ of 10 lac VEArs monthly order 10 | 100 | the time of disbursemen
nems to | with instalimen | vendorfc | m of loan.
suppot | collate [ reditor the
professt | ral to lime
onal secunt custome | of
needs ¥ r CDVYSH | disb
such as alc. urse
o sef up meent
an office of
chamber loan
Marriag | Max 16.5% |1-3 Equal Creditin | Tk 1% of loan amount
e 20 Vears. monthly E to | 1000 | before the ime of
capense, | times installmen | CINSB | befo | disbursement of loan
holiday | of 1 alc re
expense, | basic the
CMErgen | pay lme
cy but not of
Your medical | exceed dish
Floxi Loan needs, | ing urse
mternior | TK., 3 ment
decorati | lac. of
| on. ~ loan
Purchas | Max | I5% | 1.3 Equal Tk 5000 1% of loan amount at the
| e of Mat | 75 lac. VEars manthly ar  the time of disbursement of
or installmen  time of loan.
| construc 1 disburse
tion of | ment of
| own loan
| house,

Your
Thikana Loan




-

with
registration
cosl.

Bhepes of loan Purpose | Loan | Rate | Teno | Repay | Disbursement | Loan Service Cha
r ment | Method Proces
of SINE
Size Fee
Intere Metha
Purchas | Max 155 | 1-5 |Equal | After Tk | % of loan
'~ of | 20 lac. | % year | month| | registration 2000 | amount at th
newirer 5 ¥ vendor will be [ at  the | time of
ondition | install | paid the total | hme disbursemen
car, menl value of the | of loan
car in the | disbur
form of | sement
Your pavment order | of loan
Auto Loan

PROCEDURES FOR GIVING ADVANCES

The General Advances Department of Federation Branch usually ollows the below-
mentioned procedures and steps for sanctioning any kind of advances as avalable with

the branch —

In the first step, the prospective borrower has to apply to Federation branch for loan by
filling up of a specific Application form, The Application form (Request for Credit Limit)

containg following particulars -
41 Mame of the Borrower
by AMC No.

¢)  Busingss address (with telephone no. Residential address and Permanent address

d) Introducer's name, A/C no, & address
e} Date of establishment! Incorporation

1) Trade license number, date and expiry date (Photocopy of trade license enclosed)

g) GIR/ TR no. & amount of income tax pad last vear

b} Constitution/Status (Mention whether sole propnetorship! partnership/ Public Lid.

company! Pnvate Ltd. company)

iy Particulars of Individual! Propretor! Partners/ Dhrectors {(Name & Designation,
Father's/ Husband's name, present & permanent address with Telephone no., % of

shares held)

1) Expenence and background of Individual/ Proprietors! Partners/ Directors
k) Full particulars of assets in the personal name of Individual/ Propnetor! Partners/

Directors with valuation

MNames of Subsidiaries’ Affiliates, percentage of share holding and nature of business



m) Nature and details of business/ products (for which credit facility is applied for),
Markets (Present market price per unit, Factory price), Estimated sales for next one year

n) Credit facilities required (type, amount, period, purpose and mode of adjustment)

0) Details of securities offered with estimated value (Primary security, Collatera) security,
market value of the security)

p) Deuails of habilities in the name of the client or in the name of any other partners/
Directors or Subsidianes/ Affiliates with [FIC Bank Ltd. and other banks, if any (Name
of the Bank, A/C no.. Nature of advance. amount. security and validity of Jimit)

q) Balance Sheet/ Income Statement or Statement of Accounts of the following years
attached (Preferably last 3 years)

r) Other relevant information

s) Proposed debt/equity ratio

t) Signature of the Apphcant

In the second step, after receiving the loan apphication form, Motijheel Br. sends a letter to
Bangladesh Bank for obtaining a report from there. This report is called CIB (Credit
Information Bureau) Report. This report is essential 1f the Joan amount exceeds Tk.50 lac. But
Motijheel Br. usually collects this report if the loan amount exceeds Tk.10 lac. The purpose of
this report is to being informed that whether the borrower has taken loan from any other bank;
if 'yes', then whether these Joans are classified or not.

In the third step, after receiving CIB report »f the Bank thinks thal the prospective bortower
will be a good borrower, then the bank will scrutinize the documents. In this stage. the branch
will look whether the documents are properly filled up and signed.

In the fourth step, i.e., the processing stage, the branch will prepare a Proposal. A proposal
contains following relevant information —

u) Name of the Borrower

v) Nature of Limit

w) Purpose of Limit

x) Extent of Limit

v) Security

z) Margin

aa) Rate of [nterest

bb) Repayment

cc) Validity

The branch incumbent has the discretionary power to sanction loan (SOD) up to Tk.25 lac
against financial obligations by informing Head Office. But in that case, the DGM of the
branch has to give attention to the following matters —

» The interest rate of the loan must not be less than 14.5%; and

» The borrower must maintain 10% margin.
Except this case, the branch has to send the proposal o the Head Office. Head Office will
prepare a minute and submit it before the Executive Commiutee (EC). The minute has to be
passed by the EC. After passing the minute, it will be sent to Bangladesh Bank for approval in
case of the followings —
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» If the proposed limit exceeds 15% of bank'’s equity
> If the proposed limit against cash collateral securities exceeds 25% of bank's equity.

After getung the approval from Bangladesh Bank, it will again come lo the Head Office. The
HO then prepares a “Sanction Advice” and sends it to the branch. A Sanction Advice usually
contains the following particulars amongst other details -

Name of borrower.

Facility allowed.

Purpose.

Rate of interest.

Margin

Period of the loan and mode of adjustment.

Security.

Other terms and conditions.

YVVVVVYVYVYVYYVY

The borrower receives the advice and returns a copy of this letter duly signed by him as a
1oken of having understood and accepted of the specified terms and conditions.

In the Hifth step, afier receiving the sanction advice, the branch will collect necessary
documents. Documents mean any written record, which serves as evidence in respect of a
mansaction and may be described as anything that is obtained for recoding a transaction.
Documentation s a very important aspect of Joans and advances. It may be described as the
process or technique of obtaining the relevant documents/papers for securing advances. A
banker must obtain proper documents to be executed by the borrower to protect thr Bank's
interest. Moreover, when money is lent against security of some assets, the document must be
got executed 1n order to give to the banker a legal and binding charge against those assets.
The documents for loans and advances can be classified into the two categories namely
charge documents and security documents. Charge Documents are a set of printed and
prescribed forms, which are executed by the borrowers to protect Bank’s interest while bank
is providing loan/advances. Different types of advances are allowed to the customers against
different types of securities. Al securities are not suitable for all types of advances. There is
common type of charge documents for types of advances.
There are as follows —

(a) Demand Promissory Note

(b) Letter of Arrangement

(c) Leuer of Disbursement

(d) Balance Confirmation Certificate
Specific types of charge documents are required for commensuration types of
securities/facilities. The types of advances made by the Federation Br. to its customers 4nd
probable securities offered by them are listed in the following page—

Types of Advances Probable Securities
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Types of Advances | Probable Securities

LADS Lien of various kinds of Sanchaypatras, Govl,
Secunbies, Debentures elc.

I L5M Muortgage of Immoveable Properties

LM I Pledge of Imported Merchandise

TR Trust Receipt obtained in lie of import
documents

Secured Overdmft Sanchaypatra, Non-resident foreign  currency
deposit (NFCD) etc.

Cash Credit Pledge or Hypothecation of stock-in trade,
Gonods produce and merchandise

Classification and Provisioning

In order to strengthen credit discipline and to improve the recovery portion of loan
Bangladesh Bank from time to time has given broad outline for loan classification. All
good loans are treated as unclassified loan and overdue loans are classified into 4
categones. (1} Special mention (SM), (2) Sub standard (55), (3) Doubtful (DF). (4) Bad
loss (BL).

For Continuous Loans and Demand Loans

Period of armear Classification status
Less than 3 months uc

3 months or more but less than 6 months M

& months or more but less than 9 months 55

& months or more but less than 12 months DF

|2 months or more BL

Term loan upto 5 years

Perod of arrear Classification status
Less than 3 months uC

3} months or more but less than & months SM

v months or more bur less than 12 months 55

12 months or more but less than 18 months DF

|8 menths or mone BL
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Less than 3 months

3 months or more bul less than 12 months
|2 months or more but less than 18 months
| 5 months or more but less than 24 months
24 months or more

Term loan for more than 5 vears

Penod of amear

Less than 3 months

} months or more but less than |2 months
12 months or more but less than 36 months
36 months or more but less than 60 months
6} months or more

ue
SM
55

DF
BL

UC
SM
35

DF
BL

Provision
L. In case of classified loan bank is required 1o make provision in the following scale-
Sub-standard 20%
Doubiful 50%
Bad 100%

2. Provision is o be made afler deducting amount held m interest suspense o/c and value
of ehigible secunnes from outstending balance of classified loans. General provisions
at the rate of 1% hove to be made ns provision sgainst unclassified loans.

3. Eligible securities are congidered in the following manner:

Eligible securities

Particulars of value ol securities eligible
for deduction

Lien on deposits 1 00%
Pledge of gold or gold omaments kept in 100%:
the bank as per present market value

| Lien on Govt Bond/Sanchayapatras 100
Giovt or Bangladesh Bank guarantee 100
Force sale value of easily marketable 50%

| pledged goods
Forced sale value of the mortgaged/land & 50%
buildings

_Pledged of stock/secuntics 50%
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Writing-OIT Loans

Some borrowers do not follow discipline of payment of their loans and default. Despite
persuasion loan becomes stuck-up and arce classified 1o special mention, sub standard,
doubtful and ulbmately tums to bad loan. Prospect of recovery of certain cases remains
uncermn. Bank shall keep sufficient provision against those loans. Such loans are required to
be wrilten-off as per intemational practice. After writing-off such loans, bank’s nght o
recover Lhe loan through legal action are Fully protected by the law of the country. In order 1o
check unnecessary and aruficial inflatton of balance sheet. Bangladesh Bank has issued
prudential guidelines for writing -off loans.

Prudential guidelines for writing-off loans and advances

Bank can wnite-off any loan end advances at any me which has been classified as
bad lomn. Loan accounts which have been classified for 5 vears and above and agamsi
which 100% provision has been kept shall be writien off immediately.

In case provision falls shon of 100% outstanding ducs, a Inan afc may be wntien off
debating curmenl year’s income a'c.

All out efforts shall be taken 10 recover wntten off loans/fadvances. If suint is not filed
for any reason agamst any loan alc sclected for wnting off, suit must be filed before
writing off.

Responsibility for recovery of wntten off loans shall be entrusted to a separate  “debt
collection umit"™ formed in the bank.

Ouiside agencies can be engaged to expedite disposal of swits relating to wnitten off
loans or 1o recover wnitten off dues.

Wniten off loans/advances shall be maintained in a separate ledger and wntien off
loan for current year and cumulative writien off loan are 10 be reponed separately at
the noles 1o the a'c of annual reporv/balance sheet of the bank.

Concemed borrower shall be weated as defaulting borrower even afier writing off
their loans/advances. Wrnitten off losn/advances along with thewr loans and contingent
habilities should be reported to the Credit Information Bureau (CIB) of Bangladesh
Bank.

Bangladesh Bank's approval 15 mandatory while wnting off loansfadvances where
Directors of former Directors of the bank have had interest

=] eH
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Findings and Recommendation

In the working period of IFIC Bank Limited I personally find some lacking in the branch
banking. These lacking are not a major one but management need to improve those area.
Areas where the bank needs to improve are as follows:

e Lack of initiative to develop and expand new product.

» Lack of enthusiastic scheme for export & import, loans & advances.
» Lack of skilled employees.

e Inegularity of training in various perspectives.

» Not to take commission/charges to issue Pay Order/DD.

e Not to ensure Retail Banking.

e Lowerrate of FDR & Savings A/C,

e Lack of arranging annual sitting (continuous) with shareholders & chients.
» Lack of employees’ satisfactions.

» Unavailable of advertisement.

e Insufficient number of branches.

For the improvement of the service, the following measures should be taken.

Initiating to expand new product:

Management should take initiative to expand new product, which will be profitable for IFIC.
Such as:

- DPS (Deposit Premium Scheme)

- SME (Small & Medium Enterprise) Joan.
- Islami Banking.

By expanding those products IFIC can earn more profit and minimize the risk proportion.

Ensure Sufficient Manpower and Skilled Employees
The number of human resources in credit section and in clearing section is really insufficient

to give services to huge number of customers. So number of staff should be increased and
only skilled employees should be scrutinized.

Providing Continuous Training Program:

Management should provide training program continuously for the employees to improve the
skill ness at a standard marked.

Taking Commission to Issue Pay Order
IFIC should take commission/ charges to issue P.O for which they will eam a large portion of

profit. IFIC must take injtiative to protect the misuse of “free cost of issuing P.O. for the
account holders™.

Ensure the Retail Banking
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IFIC should provide the Rewail Bunking facilities for the customers and employees for their
betterment. Such as:

- Personal loan

- Credit card

- Car loan

- Special savings scheme for the retired person
- Consumer credit scheme.

Increasing the Rate of FDR, Savings A/c:

The rate of FDR & SB A/C in IFIC is comparatably lower and not competitive. To compete
with others in competition market, JFIC should increase and maintain the competitive rate for
holing and creating customers.

Arranging Special Program for the Shareholders and Clients in a Continuous Basis
Management should arrange special program for the shareholders and clients to improve the
relationship with them and give them opportunity to express their opinions valuable
suggestions.

Ensuring Employees Satisfaction
In IFIC employees are satisfied but not highly motivated to perform their best. So, IFIC
should increase the salary and other facilities to motivate them.

Expand the Branch Network
In presently banking, the number of branches in TFIC is not so sufficient. Yet IFIC does not
cover the divisional area. So, management should place the attentive looking on this corner.

More Gifts and Discounts for the Premium Customers

Premium customer should be offered occasional gifts and discounts, which can make the
premium service more attractive and keep consumer delight. The interest rates on several loan
and deposit schemes should be differentiated for the Premjum Customers.

CONCLUSION

IFIC Bank Limited is one of the most potential Banks in the banking sector. It has a large
portfolio with huge assets to meet up its liabilities and management of this bank is equipped
with the export bankers and managers in all level of management. So it is not an easy job to
find out the drawbacks of this branch. I would rather feel like producing my personal opinion
about the ongoing practices in Federation Branch.

There are computers almost in every branch in the IFIC Bank Limited; it is maintaining a
network among them. The networking system obviously charges a high installation cost, but it
will definitely reduce the overhead cost and an error free banking may be in progress.
Moreover by adopting this system the bank join the modemn banking along with e-commerce
concept. The main problem is that the foreign banks and other private commercial banks have
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started providing these facilities. So inroduction of these facilities are very necessary for
surviving and thriving in the modem competitive banking.

IFIC Bank Limited uses most modern and internationally recognized banking software. The
bank used Bexi-Load bank solution software. It produce large amount of investment. IFIC
Bank Limited provides an up-to-date training program to its all employees from top to
bottorm. This program helps the employees to provide a better service to their respective
customer.

IFIC Bank Limited is a socially responsible bank in the country. The bank maintains a regular
donation program to all over the country.

LIMITATIONS OF THE STUDY

The following limitations are apparent in the report—
= Lack of time serves as one of the limitations of this report.
= Another limitation of this report is Bank’s policy of not disclosing some data and
information for obvious reason, which could be very much useful.

The bank’s employees were very much busy in banking hour. So it was very difficult to get
them in time.
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