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1.1 Introduction

Historically, commercial banks have been playing a vital role in the world
=conomy and financial system. it is the place where the people with surplus
fund can deposit the money with full trust and safety and also the people who
zr2 in deficit position can borrow money to fulfill their needs. Bank is not only
z financial institution, it is a helping hand for the common people, different

organizations and also for the government.

Bank’s services are not only limited in deposit and loan services, the functions
of commercial banks have changed as the needs of the economy have
changed. There are other financia!l institutions that also provide the service of
deposit and loan. But there are some difference between other financial
institutions and banks. Other financial institutions do not provide the
withdrawal service of money through demand deposits and they aiso do not
concern about the basic financial needs of the consumers like fund
remittances inside and outside the country. And they also do not have foreign
exchange service, which is one of the most important service that banks

provide.

By continuous research and development commercial banks are providing the
best financial services with the superior technological facilities. They are
acting as intermediary between the deficit units and the surplus units. Through
their activities they are actually driving the wheel of the economy. Country’s
prospect and future economic conditions largely depend on the activities of

the commercial bank.

National Credit and Commerce Bank Limited is also playing its role efficiently

for the prosperity and good economic future of the country.
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1.2 Oéjiectives

The main objective of this paper is to analyze the credit management system
of National Credit and Commerce Bank Limited.

What types of loan and advance schemes they offer, how they sanction those
schemes, how they maintain the security of those schemes, how they manage
the client to make the payment on due time, these are the key areas of

observation in the credit management.

Another objective of this paper is to define the NCC Bank Ltd. as an
organization.

What is its background, history, vision, mission, organizational structure and
what are the services it provides for the consumers; these are the main

purposes of this objective.

Mangers of the commercial banks need to manage several risks to maximize
the wealth of the owners, like interest rate risk, liquidity risk, capital risk,
operational risk, etc. These risks are more or less interrelated but credit risk is
directly related with the credit management. To evaluate the credit
management performance it is very important to know how much credit risk
the bank is taking. Is the risk too much high compare to the other banks? Or it
is low. The last objective of this paper will provide the answer of these

questions.

So the final objective of this paper is to analyze the credit risk of NCC Bank

Ltd. by comparing with the peer group average.
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1.3 Limitations

There are some limitations of this paper. But these limitations represent only
ine facts that really hampered the quality of the report. Like this report
focuses on loan and advance part of NCC Bank Ltd., which is the most
sensitive element of the bank so in some cases the bank authority hesitated

to disclose important information to maintain the business secrecy.

Publications of NCC Bank Ltd. were not sufficient to collect the needed
information. But they provided the required annual reports of the bank. But the
main difficulty was to collect the information of other commercial bank to make
the peer group average. Because of the limitation of time it was not possibie
to collect data directly from the particular bank. So the necessary data has
been collected from the library of Securities and Exchange Commission
(SEC).

Limitation is a very common thing of our life. If there are some advantages of
any work at the same time there will be some difficulties of that work also. But
with these limitations people become successful, they achieve their desire

goals. There are so many examples of that.

So, no excuse should be given to hide the weaknesses of any given job. But if
there is hard work and full effort behind it then people appreciate the whole

waork, no body search for the flaws.
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1.4 4}gvﬁcation Procedures ©Source gf

Information

Application procedure of chapter two was sorting the informations and
arranges those in an appropriate order to clarify the subject matter. Same
procedure has been followed in chapter three also.

Application procedure of chapter four was sorting the information and using
different financial ratios to calculate the credit risk. Microsoft Excel has been

used as the spreadsheet program for different calculations.

The necessary informations have been collected from both primary and
secondary sources. These are, the annual reports of different banks including
NCC Bank, credit manual and other publications of the organization have
been used as the secondary information sources. On the other hand, informal

meeting with knowledgeable officials of NCC Bank helped to collect the
primary information.
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2.1 About NCC Bank Limited

Philosophically, a bank is a financial institution, which accepts depositors’ money
for safe — keeping and contracts with the depositors to lend this money at interest
to individuals or organizations who are in need of its use and who can give
security that the loans will be paid with interest. From the profits made from
iending money at interest the banker agrees to pay the legitimate depositors a
fixed sum of interest besides safe — guarding the deposits. NCC bank Limited

also follows these operations.

National Credit and commerce Bank Limited, formerly the National Credit
Limited, was primarily established as a Investment Company in November 1985
to expand the business activity and industrialization in Bangladesh to create new
employment opportunities, by acting as a catalyst for the attraction of new
entrepreneurs, capital, skills, and technology. As an investment company, named
National Credit Limited (NCL) its objective was to participate in the capital market
and mobilize fund. Their main services were “Investment Account (I/A)” and
“Issuing Promissory Notes (P/N)”. The minimum amount of opening an I/A was
Tk. 1000. The investor could take loan against his/her I/A as much as three times
of the amount invested. NCL would charge 18%-20% interest (including service
charge) from borrowers. There was no range of amount in issuing Promissory
Notes. But in 1989, Bangladesh Bank made a law asking NCL to issue P/N not
less than of Tk. 5,00,000. They also asked for its quarterly performance report.
NCL’s liguidation amount was 10% of the net profit whereas that of other banks

and investment companies was 20%.
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2.2 Backgroun&[

NCL was doing well until the Bank of England closed BCCI in 1992. The incident
of BCCJ affected commercial banks and investment companies of Bangladesh

czdly, specially the private ones.

NCL faced a serious tension for a long period (Apri'92 — April'93), while all types
of transactions were closed. After this period, NCL was given permission by the
Government of the People’s Republic of Bangladesh and Bangladesh Bank to
emerge as a full-fledged Commercial Bank having the initial authorized capital of
Tk. 75.00 crore and, paid-up capital Tk. 19.50 crore at the time of conversion
which is now raised, to Tk. 39.00 crore paid-up. The sponsors of the new bank
consisted of 26 (Twenty-six) Members, who comprised the first Board of

Directors.

The Bank which started with 16 branches in 1993, has at present 29 (twenty-
nine) branches and 03 (three) Booths located in prime commercial areas. Among
the branches of Dhaka, Chittagong, Sylhet, Feni, Khulna, Jessore and Rangpur
District Headquarters 16 (sixteen) are Authorized Dealer, means these branches
are fully equipped for dealing in direct foreign exchange businesses. NCC Bank
IS now positioned to best suit the financial needs of its customers and make them

partners of progress.

The share price of the bank is currently being quoted at both Dhaka and
Chittagong stock exchange at an average price of Tk. 200 against per value of

Tk. 100. NCC Bank based upon its commendable business performance for the
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year ended 2000, has meanwhile declared dividend at the rate of 20% (cash
10% plus Bonus 10%).

Main shareholders of this bank comprise leading industrialist and business
magnets of the country. The board of directors consists of 26 members. Most of

the directors are owners of large of business groups having high net worth.

Due to the predecessor company’s involvement in investment financing sector of
the country the bank inherited its top corporate customers. Moreover the bank is
involved in import trade financing. Bulk importers of consumer goods, food grains
industrial raw materials are its customers. The bank has financed in textiie and
apparels sectors. The bank has a trend of choosing customers from diversified
groups. The bank has first class customers in the construction sector involved in

high rise building, heavy construction and roads and high way construction.

The purpose of the bank is to become “ the bank of choice” in the communities
they serve. They accomplish this by offering to the customers the financial
services they expect while providing a return to the owners. in accomplishing this
mission, the bank has fulfilled ail the conditions set by the central bank. They

claim that “NCCBL is profit making and problem-free institution”.

2.3 The Vision

To be in thee forefront of national development by providing all the customers
inspirational strength, dependable support and the most comprehensive range of
business solutions, through our team of professionals who work passionately to

be outstanding in everything we do.
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2.4 The Mission

The mission of NCCBL is to be at the forefront of national economic development
by:

O Anticipating business solutions required by all the customers everywhere
and innovatively supplying them beyond expectation.

O Setting industry benchmarks of world class standard in delivering
customer value through the comprehensive product range, customer
service and all the activities.

U Building an exciting team-based working environment that will attract,
develop and retain employees of exceptional ability who help celebrate the
success of the business, of the customers and of national development.

U Maintaining the highest ethical standards and a community responsibility
worthy of a leading corporate citizen.

U Continuously improving productivity and profitability, and thereby

enhancing shareholder value.

2.5 NCC Bank at Present

Like clothes shops, candy shops, bakeshops, food shops, NCCBL is not a “debt

shop” the term being used by many to call the present say banks. It is now been
called a modern bank that undertakes all its operations at an international

standard.

Having started its operations as a commercial bank in 1993, recovering from
some primary difficulties, NCC Bank has now emerged as a major player in the

financial sector. lts performance has been outstanding in terms of profitability for
10
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the year ended 2000. Listed in both the Dhaka and Chittagong stock exchange
since late 1999 with an IPQO that raised the paid-up capital of the bank to Tk.39
crore, the current price levels of its shares and turnover in trading is evidence of

its high rating among investors.

Banks are the pillars of the financial system. Specially, in Bangladesh, the health
of the banking system is very vital because the capital market is little developed
here. As the banks are still the major sources of credit and exercise great
influence on the financial system, it is extremely important that the country’s
banking system should be in good health in the interest of investment activities,

meeting the needs of all kinds of finance and related matters.

Qver the years, NCC Bank has built itself as one of the strong and important
member of Bangladesh'’s financial sector and is playing a significant role in

extending the role of the private sector of the economy.

The bank is pledge & bound to perform even better in the coming years, opening
new branches, adding new and better products and services to its customers at

their doorsteps.

Without efficient policy maker and management team it is not possible to achieve
the desire goal. NCC Bank also needs that to accomplish their mission. The next
few sections will present the board of directors, the management team, the

organizational structure and the responsibilities of each division.

11
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2.6 Board gf Directors

There are 27 members in the board of directors of NCC bank. Bank’s Chairman

is head of the board of directors. There is 1 Chairman, 1 Vice-Chairman, and 24
directors. Managing Director who is head of the management is also the member
of the board of directors. Chairman and Vice-Chairman are elected for the period

of two years by rotation among the directors.

Chairman:

Nurul Islam

Vice Chairman:
Khondkar Zakaria Mahmud
Directors:

A.S.M. Main Uddin Monem
M. A. Awal

Amjadul Ferdous Chowdhury
Shabbir Ahmed Chaudhuri
M. Wazhiullah Bhuiyan
Abdus Salam

A.B.M. Kamal Uddin Khan
Mahbubul Alam Tara

Mrs. Monira Yasmeen Khan
Mir Zahir Hossain

Mrs. Ayesha Akhter

Md. Anwar Pasha
Mostafizur Rahman

Yakub Ali

Mohammad Ali

Tofazzal Hossain

Fakhrul Anwar

Al-Haj Md. Nurun Newaz
M. A. Quasem

Din M. Rana

Md. Abdul Halim

Md. Abdul Salam Talukdar
Md. Harunur Rashid
Khairul Alam Chaklader

Manaqing Director:

Anwar Ahmed
12
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2.7 Management

There are 23 members in the top management team of NCC Bank Limited.
Managing Director is the head of this team. There are 4 Executive Vice-
presidents, 6 Senior Vice-Presidents, and 12 Vice-Presidents in this

management team.

Managing Director:

Anwar Ahmed
Executive Vice-President:

Akkas Ali Khan

Md. Nurul Amin

Kazi Md. Safiqur Rahman
Kazi Kabir Ahmed

M. A. Momen

Senior Vice-President:

A K Md. Siddique
A. M. M. Farhad

G. M. Fakhruddin
Mohabbat Khan
Swapan Kumar Das

Vice-President:

Khan Jahan Khan
Md. Tarikul Alam
Abdul Malek

Md. Motiur Rahman
T. M. Farugue Chowdhury
M. G. Quayyum
Sheikh Abu Ahmed
Lutful Kabir
Shahed Sekander
Mamun-ur-Rashid
Md. Janul Abedin
Md. Abul Kalam

13
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2.8 Organizational Structure of NCCBL

Chart 2.1: Organizational Structu
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2.9 Regvonsiﬁi[ities of Divisions

2.9.1 Board’s Secretariat

Conducting annual general meeting, board meeting and communicating with the
members of the board of the directors and helping stockholders for any banking
affairs. They also update list of the shareholders and maintain the registration

procedure of the new shareholders.

2.9.2 MD’s Secretariat

Assisting the Managing Director in bank’s operational affairs by providing
necessary information and particulars. This department aiso maintains the daily

program of the MD’s.

2.9.3 Training Institute

Arranging training program, seminar, and workshop for development of skill of
bank’s employees. It also does the selection process of the employees for the
training purpose. This institution not only arrange training courses itself, they also
have a contract with Bangladesh Institution of Bank Management (BIBM) to

provide training to the employees of NCC Bank.

15
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2.9.4 Audit & Inspection Division

Acting as internal auditor of the bank to audit the transaction of bank’s account.
Usually this audit has been made in the early time of the year at NCC Bank. This
audit team also evaluates the performance of the employees individually and
reports it in the human resources division. Some time audit comes from the

Bangladesh Bank also. They especially check the foreign exchange transactions.

2.9.5 Marketing & Branches Division

Although NCC Bank does not provide any tangible product to its consumers but it
also needs a strong marketing strategy to serve its services comparatively better
than the competitors. This division looks after this job. They takes the necessary
steps to promote the banking products & services. It also communicate with the
branches for banking affairs, like any branch can face liquidity problem or low
deposit problem then this division takes proper initiatives to solve that. It keeps
contract with the big corporations and institutions to accumulate big amount of
deposits.

2.9.6 Personnel Division

Recruiting human resources and maintaining the salary system. It controls the
promotion system of the existing officers. They also provide internship facilities to

the students of the business school.

16
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2.9.7 Establishment Division

Maintaining bank'’s assets and providing stationary items to the branch and head
office. It operates the maintenance account and sets the fund range for the
branch to spend for the needed accessories. But if the branch exceed the fund

range then they have to take the permission of the head office.

2.9.8 Central Accounts Investment and Fund Management Division

In NCC bank the master account is operated by the head office. It operates the
operation of the clearinghouse for all branches and also the other internal
transactions through inter branch transaction account (IBTA). it also maintains
the accounts of the bank for investing the idle fund in the money market

instruments.

2.9.9 MIS & Planning Department

This department controls the central database, which contains all the confidential
informations, the instructions and the bylaws of central bank, and important
research works and also the competitor’s information. This department actually

does the job of research & development.

2.9.10 Computer cell

NCC Bank has a contract with a Sri Lankan software company called DMS

Software. This company has installed a banking software called Cu Probe 3.0

(Customer Productive Banking Environment) in most of the branches. This
17
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software provides a full-fledged automation system for account transaction. This
company also provides service for this system. The computer cell department
looks after these matters.

2.9.11 Credit Division

Monitoring the advance and approving the proposal of advances through the
board of directors. It also maintains all the information about the loan of each
branch. They especially process this information for Bangladesh Bank’s Credit

Cell called "Credit information Bureau.

2.9.12 International Division {ID)

Maintaining the foreign exchange transaction of the head office and branches. it
controls the international fund transfer among the branches and also verifies the
letter of credit and sets the margin for it. It time to time notify the latest instruction
of the central bank to all its authorized dealer (AD) branches. This department
also keeps the record of foreign currency reserve and disbursement and informs
central bank every month with particular statement. They also provide daily

exchange rate list to all its AD Branches through telex or fax.

So these are the responsibilities or job description of the different divisions of
NCC Bank Ltd. The employees who work in these divisions or in the branches
are also very important for the bank. Because only their good performance can
help NCC Bank to reach the expected destination. The next section will describe
the benefits that the employees are provided by the bank.

18



Chapter Two: Organization Part

NCC
BANK

2.10 Engvfoyees Bengﬁ'tg

In addition to fixed salaries and allowances, employees of NCCBL are given

following incentives to motivate them in working.

2.10.1 Incentive Plans

NCCBL provides Cash, Accelerated Promotion, and Special Increment, etc. as
incentives to its deserving employees. Like every year head office sets a deposit
limit for every branch. If the branch can exceed that limit then the employees will
enjoy some monitory incentive. Also in between the branch the Vice-President
(VP) ask the employees to provide their personal contribution to increase the
deposit of the branch. The employee who contributes the highest amount of

deposit by using their link has been given a nice incentive.

2.10.2 Pension Plans

NCCBL does not have any pension plan, but its employees receive gratuity. They
also have provident fund and the welfare fund for the employees. The head office

invests these funds on the securities, which are non-speculative in nature.

2.10.3 Number of Paid Holidays

The employees of NCC Bank get 45 days holidays in a year. They get casual
leave of 10 days, and earned leave of 35 days. If one employee does not take

the casual leave then he/she will not get this in the next year. But if one

19
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employee does not take the earned leave then he/she will get these holidays in

ine next year.
2.10.4 Insurance

NCC Bank does not facilitate its employees with medical, dental or individual life
nsurance policies but maintains group life insurance for all. If any body died then

nis/her family will get some amount by the designation.

2.10.5 Bonuses

NCCBL gives two bonuses every year, amounting one basic each. Usually in

the Eid time they get these two bonuses.

Branches are the main source of income for a commercial bank. Actually
branch sells the services to the ultimate customer. it acts as a retail shop.
This is also true for NCC Bank. The next two sections will represent the

branches of NCC Bank and what services its provide to the customers.

20
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2.11 Branches of NCC Bank Ltd.

There are 29 branches of NCC Bank Ltd. around the country. Branches are in
all the division of the country except Barishal. There are 3 booths located in
prime commercial areas. Among the branches 16 are authorized dealer (AD).
The bank is planning to open more branches at different important business
centers of the country. But this is subject to approval of Bangladesh Bank.
The network of the branches is as follows:

Chart 2.2: Branches of NCC Bank Ltd.

) TS
I “Rajshahi Division”

Agrabad (AD}
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2.12 Services ngCC Bank

National Credit and Commerce Bank Limited provides various kind of
services to its customers like deposit schemes, loan schemes, foreign
exchange services, Islamic banking, inland and foreign remittance services.
Also this bank provides ATM facilities to its regular depositors. And it will start

its credit card service along with master card in very near future.

These services have many categories. NCC Bank always tries to create new
opportunities for its clients. It gives customized services and maintains
harmonious banker-client relationship. It contributes towards formation of
national capital, growth of savings & investment in trade, commerce &
industrial sectors. Its planning department is always trying to originate new
banking products to stay in the competitive market. And they are committed to

the customers to give them uitimate satisfaction.

2.12.1 Deposit Schemes

The deposit scheme of NCC Bank can be classified in to two main categories like

the other banks. One is time deposit and another is demand deposit. These
deposit schemes are available in many forms. Foreign currency account can be

opened also at NCC bank.

Time deposit and its categories will be discussed in the succeeding pages.

22
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2.12.1.1Time Deposits

A deposit which is payable at a fixed date or in a notice of the depositors. It gives
fixed interest rate over a fixed period of time. In case of premature time deposit,
the bank is not bound to accept surrender of deposit before its maturity date. in
order to prevent such tendency, the interest on such a fixed deposit is made cut
a certain percentage less than the agreed rate. Normally, savings bank deposit

interest rate is allowed.

NCC Bank gives time deposits service through Fixed Deposit Receipt (FDR),
Short Term Deposit (STD), and Bearer Certificate Deposit (BCD) etc.

2.12.1.1.1 Fixed Deposits Receipt (FDR)

This is a contract between the bank and the depositor for a specified fixed period
of time that the bank will maintain the deposit amount and will give a fixed rate of
return to the depositor. The bank does not need to maintain any cash reserve
against these deposits as per the central bank’s rules. Therefore the bank offers
high rate of interest on such deposits. The instrument is automatically renewed
within seven days after the date of its maturity if the client does not come to
encash the FDR. In case of lost FDR, the customer is asked to record a GD in
the nearest police station. After that, the customer has to furnish an indemnity
bond to NCC Bank then a duplicate FDR is issued to the customer by the bank.
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2.12.1.1.2 Short Term Deposit (STD)

In Short Term Deposit, the deposit should be kept for at least seven days to get
interest. For the Short Term Deposit interest rate is 6.00%. The interest offered
for STD is less than that of saving deposit. In NCC Bank, various big companies,
organizations, government departments keep money in STD accounts. Frequent

withdrawal is discouraged and requires prior notice.

2.12.1.1.3 Bearer Certificate Deposit (BCD)

The bearer certificate deposit is a document of title similar to time deposit receipt
issued by the bank. The document is a bearer document, which is negotiable like
money market financial instruments. VWhoever presents it to the bank has the
right to get the money. There is no prescribed interest rate on such funds but
NCC Bank offers 1% less than the rate of the term deposit of different maturity.
The face value of the instrument is the future value. The face value is the sum of
the principal amount and the interest. It is beneficial to both NCC Bank and the
investor because the bank is not required to encash the deposit before the date
of maturity. Hence it is assured of funds for a minimum period of time. On the
other hand the investor is assured of ready liquidity. In case of emergency he can

sell the certificate in the secondary market.

A table on the interest rate of time deposits has been given in the next page.
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NCCBL offers following attractive rates of profit to its depositors on Time

Deposits:

Table 2.1: Interest Rate on time Deposits

Nature of Deposits Band of Rate of Interest

Fixed Deposit 1 month | 8.00% - 8.50%

Fixed Deposit / Bearer !

. [5)
Certificates for 3 months 9.00% - 9.25%

" Fixed Deposit / Bearer

o/ _ 0,
Certificates for 6 months 9.25% - 9.50%

|
|
|
|
l
Fixed Deposit / Bearer . e l
Certificates for 1 year | 9.75% - 10.50%

FiXed Deposit / Bearer
Certificates for 2 years

Fixed Deposit / Bearer ;: 10.75% - 11.50%
Certificates for 3 years f

2.12.1.1.4 Special Savings Scheme

in addition to above, higher rate of profit is offered on bulk deposits. With a view
to ensuring risk free and profitable investment of limited income of majority of our

people & thereby providing maximum benefits, NCC Bank has launched “Special
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Savings Schemes (SSS)” like “Deposit Pension Scheme (DPSY’, this scheme

includes the following features for the convenience of the clients.

#  The monthly instaliments of Tk. 500 to Tk. 2500 may be deposited every
month during the entire period of the scheme.
#  The duration of the scheme is 5 years or 10 years.

The depositors will be paid a specified amount as per the following table:

Table: 2.2 Amount of return in SSS

Monthly Tlanks;allment E‘ Duration
| 5Years 'j'f' 10 Years
) 500 | 40,000 1,00,000
1 1000 | 80,000 | 2,00,000
i 1500 ~1,20,000 ' 3,00,000 \
' 2000 | - 160,000 ,,,,_55__ 4,00,000

2500 | 200000 | 500000

e ]

A depositor may open one or more accounts of different installments in the same
Branch. Loan may be extended upto 80% of the deposited amount.

2.12.1.1.5 Special Fixed Deposit Scheme

Any amount of Tk. 1,00,000/- or its multiple may be deposited under this scheme.
Duration of the Scheme is 3(three) years. Monthly interest will be given to the

depositor against the deposited amount according to the following schedule:
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Table: 2.3 Monthly Profit of Special Fixed Deposit Schemes

Amount Deposit (Tk.) ‘: Monthly Profit (Tk.)
50,000 ) - a2r ]
- 100000 | 854 - |l
B 200000 | 1708 1
300000 | 2,563
- 400000 A |
5,00,000 4,583 :
6,00,000 L ss00 !
- 7,00,000 | 6,417 |
] 8,00,000 * - 7333 ]|
g00000 | 8 250 |
airigeisossent SR SRS
|

~ 10,00,000 10,000

2.12.1.2Demand Deposits

Demand deposit means money in a bank account, which can be taken out by the
depositors as much as their demand. He/she can do it just by writing a check.
NCC Bank offers two types of demand deposit account one is savings deposit

another is current deposit.

2.12.1.2.1 Savinq Deposit

Savings deposit is the most popular and most common demand deposit of our
banking system. NCC Bank also offers this account. The specialty of this deposit

account is the depositors can withdraw the money whenever he/she wishes but
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not more two times in a week. In case of emergency, permission has to be taken

from the branch manager. For the savings deposit interest rate is 8.50%.

2.12.1.2.2 Current Deposit

This type of account is popular all over the world. Mainly for the business
purposes this type of account is used. Because the depositor can withdraw
money without any prior notice. The depositors can write several cheques in a
day against the account. There is no limitation of amount. Current account can
be opened by individual, proprietorship business, partnership business, or by
limited companies both private and public. The account can open in individual
name or in joint name. Interest is not given in this account. Some times the
depositors may allow withdrawing money by exceeding their deposit limit. Banks

do this kind of practice only for their prime customers. This thing creates one kind
of loan.

2.12.1.2.3 ATM Account Deposit

E-cash ATM
With you. Always.
This is the name and the slogan of the ATM service of NCC Bank. This is one

kind of demand deposit, where the depositors can withdraw their money by using

the ATM card from the automated teller machine. E-cash ATM has introduced a
new era in banking services of NCC Bank. First of its kind in Bangladesh, E-cash
ATMs provide multiple banks a network to allow their customers to conduct

banking transactions and pay utility bills 24 hours a day.
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NCC Bank is providing this service for 24 hours along with other seven leading
commercial banks of Bangladesh, these are Al Baraka Bank Bangladesh Ltd.,
Dhaka Bank Ltd., Credit Agricole Indosuez (the bank), Islami Bank Bangladesh
Ltd., National Bank Ltd. Southeast Bank Ltd., and Bank Asia Ltd. An ATM
account holder of any of these banks can withdraw money from any ATM

machine situated anywhere in the country.

The objective of this service is to give relief to customers from reaching the bank
within the banking hour. Sometimes people have no other choice but to wait until
the bank opened the next day, this kind of thing happens especially on holidays
or after banking hours. But E-cash gives the depositors, access to their account
any time of the day whether it’s a holiday or after banking hours. E-cash ATMs
are located in the major shopping centers, business districts and residential
areas. E-cash is fully secured, because an E-cash holder can only carry out

transactions on E-cash ATMs with Personal Identification Number (PIN).

2.12.1.3Foreign Currency Deposits

As a leading private commercial bank of Bangladesh NCC Bank is contributing
it's best to provide the service of foreign transaction. It has been using the most
upgraded technology for this purpose from the very beginning. And that's why
Bangladesh Bank has given them the permission to maintain different types of

foreign currency accounts. These are as follows:

2.12.1.3.1 Private FC Account

Without prior approved of the Bangladesh Bank foreign currency accounts may
be opened with NCC Bank in the names of:
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#  Bangladesh Nationals residing abroad.
#  Foreign nationals residing abroad or in Bangladesh and also foreign firms
registered abroad and operating in Bangladesh or aboard.

#  Foreign missions and their expatriate employees.

Foreign exchange earned through business done or services rendered in
Bangladesh cannot be put into these accounts. On the above foreign currency
accounts maintained with NCC Bank under this authority they can pay interest on
such accounts provided the accounts are maintained in the form of term deposits
for a minimum period of S0 days. Rates of interest payable on such accounts
should normally be comparable with the rates available on similar accounts
maintained abroad.

Foreign nationals residing in Bangladesh are allowed to maintain and operate
their foreign currency accounts abroad. This account may be opened in the
names of resident Bangladeshi nationals working with the foreign/international
organizations operating in Bangiadesh provided salary is paid in foreign

currency.

2.12.1.3.2 Resident Foreign Currency Deposit (RFCD)

Persons ordinarily resident in Bangladesh may open and maintain with NCC
Bank “Resident Foreign Currency Deposit (RFCD)” accounts with forcing
exchange brought in at the time of their return from travel abroad. Any amount
brought in with declaration to Custom authorities in form FMJ and up to us $
5000 brought in without any declaration, can be credited to such accounts.

However, proceeds of export of goods or services in Bangladesh or commission
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arising from business deals in Bangladesh shall not be credited to such

accounts.

2.12.1.3.3 Non-Resident Foreign Currency Deposit (NFCD)

NFCD account can be opened for a term of 1 month, 3month, 6month and 12
month in USD, GBP, German Mark, Japanese Yen or EURO Currency with any
of NCC’s AD branches. The minimum amount of deposit should be USD 1000.00

or GBP 500.00 or equivalent amount in other currency.

NFCD account can be operated or renewal basis up to an unlimited period. The
account holder can operate such account as long as he/she desires after the final
return from abroad. A non-resident Bangladeshi national can also open an NFCD
account by deposit of foreign currency earned In foreign country within 6 months
from the date of his/her final return from abroad. interest will be accrued on the
balances of foreign currency deposit in NFCD account at the equivalent rate of
interest applicable on EURO currency deposits. Interest so earned on the NFCD
balances will be tax-free. Balance of NFCD account in foreign currency can be
remitted to any country freely. This balance is also convertible in BD Taka at the

prevailing exchange rate.

2.12.1.3.4 Wage Earners Bond

Non-resident Bangladeshi nationals can remit their surplus earnings in foreign
currency to their home country for investment in the 5 years term Wage Earners
Development Bond in BD Taka. NCC Bank will process everything on behalf of

the investor. It is one kind of time deposit scheme of Bangladesh government.
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Such Bonds can be purchased in denomination of Tk.1000, Tk. 5000, Tk10000,
Tk.25000, Tk.50000, and Tk.100000. These Bonds are renewable and attractive
rate of interest is allowed on this investment in BD Taka. Present rate of interest
is 12%. Interest earner on the Wage Earners Development Bond is Tax Free in

Bangladesh.

2.12.1.3.5 NITA

Non-resident Bangladesh Nationals can open NITA account with any of NCC'’s
AD branches for investment of their surplus earnings in foreign currency in the
capital market of Bangladesh by purchasing shares and securities. Dividend
earner on the shares & securities and its sale proceeds can be deposited to NITA

account. Profit /dividend earned on NITA account is income tax free.

Entire balance of the NITA account can be freely transferred at any time in FC to
foreign countries at the existing exchange rates. NITA account can be operates
through a nominee. The concern Bank in this case NCC Bank maintaining the

account can also act as nominee.

2.12.1.3.6 Quota Account

Government of Bangladesh has taken many initiatives to encourage the export-
oriented industries. One of them is quota account. Any industry (accept the
garments industry) who does almost 100% value added” export will get 40%

retention quota from the government. And the amount will be 40% of the total

' Value addition means how much import has been done for the exporting purpose. Usually in the
garment industry the value addition is much lower than the other exporting industries. Because
the garment companies import most of their raw materials from abroad.
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value of the export in cash. With this cash amount foreign currency account can
be opened at NCC Bank.

2.12.1.4 Islamic Banking Deposits

Although there are very few demand of this kind of deposit scheme, some of the
branches of NCC bank open profit-loss, share-based saving/current/fixed deposit
accounts. Attractive profit is given at the end of the year after deducting the

bank’s service free through proper accounting.

So, these are the deposit schemes that NCC Bank Offers. The following section
will denote the remittance services, which is one of the biggest non-interest
income source of the bank.

2.12.2 Remittance Services

Remittance or fund transfer service is another area where NCC Bank is giving
their service very efficiently. They are using most upgraded technology for this
service. Their intention is to provide this service to the customers with minimum
cost and time. The following section will define the two types of remittance

services one is inland remittance and the other is foreign remittance:

2.12.2.1 Inland Remittance

In Bangladeshi banking system iniand remittance or domestic fund transfer

system is very common practice. Aimost every bank provides TT, DD, PO
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facilities. A good portion of bank’s income comes from the commission of these

services.

2.12.2.1.1 Telegraphic Transfer (TT)

A telegraphic transfer (TT) is an instruction for transfer of money by telegraph
technology, means by telephone or telex. TT is used especially to transfer money
from one district to another district. In the NCC Bank only account holders are
allowed to take the TT service. Both the sender and the receiver must have
account in NCC Bank. Bank charges 0.15% commission on total amount of TT.
Bank also receives Tk.100 as telephone or telex charge. The security of the TT is
maintained by a test number. Two authorized officers of sender’s branch give two
or three digit test number. After sending TT advice two authorized officers of
receivers bank also give two or three digit test number. This two test numbers
have to be matched. Other wise the receiver will not get the money. This is very
strange thing, but for the bankers it is not very difficult because this is their secret
system and they do not want to disclose this matter. The money of TT is being

adjusted through the “inter branch transaction account (IBTA)” of head office.

2.12.2.1.2 Demand Draft (DD)

DD is another kind of money transfer system from one place to another place.
Like TT; DD also has to be between the branches of the NCC Bank. But the
sender and the receiver do not need to have any account in NCC Bank. Bank
charges some commission for DD. The main purpose of this system is to carry

the money safely from one place to another place, but that place should have the
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pranch of NCC. The receiver may deposit the DD in his/her account in another

pank to collect the money through clearing house.

2.12.2.1.3 Pay Order (PO)

Pay order is most commonly used inland remittance system. Usually it is used as
an alternative of check to give any payment. It is account payee only. The sender
of pay order does not need to be an account holder in NCC Bank. Any person
can take this service from them. But there are some commercial banks who
provide this service only to their account holders. NCC Bank charges very

minimum amount of commission for this.

2 .12.2.2 Foreign Remittance

It has been mentioned earlier that out of all the branches 16 are authorized
dealer, means they are allowed to provide foreign exchange services. Foreign
remittance is one of the most essential parts of foreign exchange business of
commercial banks. A good amount of NCC's revenues come from this segment.
And this service is also contributing to increase the foreign exchange reserve of

the country. The foreign remittances are as follows:

2.12.2.2.1 Money Gram

In NCC'’s continuous commitment to serve the country’'s economy in a better way
they have made agreement with MoneyGram Payment Systems Inc. to facilitate
transfer of money from abroad. Our expatriates who are living in many countries

of the world can derive the best benefit of the service. Moreover, money can also
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be sent quickly through MoneyGram from Bangladesh to other parts of the World
as is done through the banking channel. At the moment NCC Bank is

concentrating on home remittances being sent by the expatriates.

MoneyGram Payment system Inc is a non-back provider of electronic money
transfer service. MoneyGram is providing its customers a service of an
unsurpassed quality and superior value. MoneyGram has over 25,000 Agent
locations throughout the world. Persons anywhere require transferring cash
quickly, reliably, conveniently and at attractive prices to more than 115 countries

can depend MoneyGram agents for the service.

MoneyGram, Originally a money-transfer service of American Express Company
provides the expertise and reliability you expect from years of experience in the
payment system industry. American Express Travel related service company
launched a new consumer money-transfer service named MoneyGram in 1988.
Until December 11, 1996 MoneyGram was a wholly- owned subsidiary of First
Data Corporation. In 1996 MoneyGram was taken public and listed on the New
York stock exchange. MoneyGram is now a part of Travelers Express Company,
the US’s largest money order company through a merger in end 1998. In March
1998 MoneyGram became fully licensed to provide money transfer service under

its own name.

#* How it works:

It is not necessary to have a bank account to use Money Gram Service. It gives
very easy and convenient transfer. All one has to do is to visit a conveniently
situated MoneyGram agent anywhere in the world and hand over the money they

want to send their relatives or friends along with the transacting fee. Suppose a
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sender wants to transfer 100-pound starling from London to Dhaka, then he/she

has to do the foliowings:

#  Sender has to complete a “Send” form, in which he needs to provide his
identity and the receiver’s identity. He also has to provide a secret
question with the answer, which the receiver also knows. MoneyGram
Agent will give him/her a reference number.

#  Sender has to pass the reference number and the answer of the secret
guestion to the receiver as soon as possible over telephone or fax or e-
mail.

#  In the mean time the Money Gram agent will transfer the money in
Standard Chartered Bank, New York. Where NCC Bank has its dollar
account. At that place 100 pound will be converted in to US dollar at
current US spot rate.

#  From New York head office of NCC Bank will get the identity information
of both the sender and the receiver. And also they will get the information
that how much dollar have been deposited in New York account.

#  In Bangladesh the recipient will go to any of the branch of NCC Bank in
Dhaka or outside of the Dhaka (it must be an authorized dealer). He/she
has to fill out a “Receive” form where he needs to provide his proper
identification?, reference number and the answer of the secret question.

#  Branch of NCC Bank will make an inquiry to the head office by telephone.
Head office will authorize and confirm all the information given by the
receiver. If it matches then the receiver will get the money from the branch
cash counter in taka. But the rate will not be the spot rate in Bangladesh.

NCC bank will make an exchange gain here.

21t it is more than $900 then the receiver has to show his/her passport.
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Although the ultimate amount the receiver gets, is not the same amount that
sender gave to the Money Gram agent. But it is very convenient because
MoneyGram is one of the fastest way to transfer money. Customers using
MoneyGram can send or receive money usually within 10 minutes from
anywhere in the world. And it also ensures that the foreign currency enter the
country in a legal way. The following chart will clarify more the Money Gram
remittance system:

Chart 2.3: Money Gram Remittance System
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2.12.2.2.2 Foreign Demand Draft (FDD)

FDD is another kind of foreign remittance system. If a customer wants to transfer
money from Bangladesh to any foreign country through FDD then he/she must
has an account in any foreign bank where he/she will deposit the FDD. And that
bank will collect the money from the correspondent bank of NCC Bank in that
country. FDD is safer then any other foreign remittance system. If the client
loses the FDD he/she can make stop payment by informing NCC Bank in
Bangladesh. But in case of travelers check and other system this benefit is not

available.

2.12.2.2.3 Travelers Check (TC)

NCC Bank has arrangements with American Express Bank Ltd. for travel related
services, especially for travelers check. NCC bank sells traveler check of $100
and $500. But the person wants to purchase travelers check must have visa of

destination.

Loan and advarice is one of the biggest contributor to the total income of a bank.
This is also the biggest asset. The next section in the next page will define the

loan and advance schemes of NCC Bank.
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2.12.3 Loan Schemes

The primary function of commercial bank is the extension of credit to borrowers
and earns interest on it. This is a major source of income for them. NCC Bank
also earns one of its major part of income from the loans and advances. In this
section only main theme of the loan schemes will be highlighted. Details of this
section will be discussed in chapter 3 (Credit Management of NCC Bank
Limited).

The following sections will define different types of loan schemes under four main
categories these are general loan & advance, import loan & advance, export loan

& advance, Islamic loan:

2.12.3.1 General Loan & Advances

NCCBL allows general credits to individuals /firms /companies to help their

business in the following categories:

% Loan (G)

When an advance is made in a lump sum repayable either in fixed monthly
installments or in lump sum and no subsequent debit is ordinarily allowed except

by way of interest, incidental charges, etc.

% Cash Credit

Cash credit is a favorite mode of borrowing by traders, industrialist etc. for

meeting their working capital requirements. It is operated like overdraft account.
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Depending on charging security, there are two types cash credit one is CC
(Hypothecation) and another is CC (piedge):

e Cash Credit (Hypothecation)

This type of credit is allowed to the traders and industrial borrowers for promoting

trade and commerce and industries.

e (Cash Credit (Pledge)

Allowed for promoting trade, commerce and industries of the country against
pledge of stock in trade under Bank’s control. Here bank retains the goods in its

control as collateral.

& 80D (FO)

Allowed against financial obligation like lien of FDR, Government Securities, ICB

Mutual Funds, etc. for promotion of economic and business activities.

& SOD (General):

Generally allowed to the traders for business promotion and economic activities.

Usually these loan is given against different work order and supply order.

& Bank Guarantee

NCC Bank issues bank guarantee generally for business/ economic purpose for

participating in the local /industrial tenders and other commercial activities.
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= Loan (HBL)

—ouse building loan is one of the most important sector for any bank to lend their
money. NCC bank also provides house-building loan for constructing residential

oulldings as well as commercial buildings.

# Temporary Overdrawn (TOD)

In case of any special situation if the borrower apply to the bank to withdraw

more than the loan limit then bank may give the permission.

# Current Account Overdrawn

The overdraft is a kind of advance always aliowed on a current account operated
upon by cheques. The customer may be sanctioned a certain limit upon which,

he can overdraw his current account within a stipulated period.

# Inland Bill Purchase (IBP)

If any regular client of the bank approach them to purchase any bill which
is post dated and if the bank agrees to do that then IBP loan will be
created.

# Consumer Finance Scheme (CFS)

In the recent time it has been observed that most of the commerciai banks are
giving more concentration on consumer finance scheme. Under the scheme the
clients may secure loan facilities at easy instaliments to procure household

amenities.
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# Lease Finance Scheme (LFS)

ltems leased out to the newl/existing industries to procure machines for the

industries. An entrepreneur, under this scheme, may avail of the lease facilities

to procure industrial machinery with easy repayment schedule.

% Credit Card

Throughout world credit card is the most famous instrument for the instant credit
services. Financial institutions as well as commercial banks offer credit card to
their potential customers with very gentle care. NCC Bank also has taken the
necessary steps to launch its credit card for the first time. Recently NCC Bank

has signed an agreement with the MasterCard to launch the Credit Card.

2.12.3.2 Import L oan & Advances

The Bank allows credits to the importers in the following forms:

# Payment against Document (PAD)

In case of a sight L/C bank must make the payment to the beneficiary’s bank
when it get the document. Bank does this thing on behalf of the importer. Actual
payment will be made by importer. So this practice create a contingent liability for

the bank. And bank charges interest until they get the payment from the importer.

# Loan against Imported Merchandise (LIM)

In this loan scheme borrower is allowed to retire documents and clear the

consignment form the customs authority taking the goods under Bank’s Control.
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& Foreign Document Bill for Purchase (FDBP)

This is a post-shipment export financing. After exporting if the exporter need the
money immediately. NCC Bank can purchase the bill as a service to the exporter
and charge interest on that.

# Local Document Bill for Purchase (LDBP)

This is exactly like FDBP the only difference is this is local and that is foreign.
Sometimes in the local market one party can import from another party in order

to complete the export order.

2.12.3.4Islamic Loan

Although there are very few demand of this kind of loan but NCC Bank has the

facility of sanction Islami loans if any regular client approach for this.

2.12.4 Foreign Exchange Services

Although most of the foreign exchange services have already been discussed in
the deposit scheme, foreign remittance, and import export loan schemes
sections, but considering the importance of foreign exchange business in NCC

Bank some of its important aspects should be discussed in the paper.

Today successful companies are fully aware that they need to be able to rely on
the services of a bank that can handle international trade with a good hand. Ever

since its conversion into a full-fledged bank in 1893, NCC Bank has been has
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been established itself as a “Trade Finance” bank. With a highly professional
team experienced and competent professionals they are able to provide a wide

range of services to companies engaged in international trade.

As an authorized dealer bank NCC Bank do all the common operations of foreign
trade like letter of credit (L\C) issuing, advising, negotiating, etc. They also do
all the regular operations of bill of exchange purchasing, selling, and financing.
Because the topic of this paper is not that much related with the foreign
exchange so that it could be irreievant to discuss the very common things of

foreign exchange.

But there are some important things in the foreign service, which represent the
organizational efficiency of NCC Bank. Like the world wide correspondent and
the membership of SWIFT (Society for Worldwide Inter-Bank Financial

Telecommunication). These will be discussed in the next page.

2.12.4.1 World Wide Correspondent

NCC Bank has positioned itself as an established Correspondent Bank. Through

a worldwide network of 260 correspondent banks NCC Bank is present in all key
areas of the globe. Their list of correspondents includes top ranking international
banks with a global reach. In today’'s world it is very important to have effective
link with other international banks. Because it is not possible for every bank to
have branch in the internationai arena. But with the help of the correspondent
banks NCC Bank is providing fast and very efficient services to the companies

who are related with foreign trade.
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2.12.4.2 SWIFT

NCC Bank is a member of the Society for Worldwide Inter bank Financial
Telecommunication (SWIFT). This is one kind of networking system between
most of the banks in world. This is an Internet based networking system, which
provides e-mail facility to its member banks. But there are some differences
between the regular e-mail (which is usually used all over the world) and the
SWIFT e-mail. SWIFT e-mail is operated by an especial software, which is not
Windows based. Disc Operating System (DOS) is the required operating system
for SWIFT technology. Because DOS is considered to be one of the most
secured operating system and security is the first priority in foreign exchange

transaction.

Through this fast, reliable and secure global communication NCC Bank has
gained 24 hours connectivity with over 7000 financial institutions in 200 countries
for transmission of LCs, Guarantees, funds transfer, payments, etc. Some other
private banks of Bangladesh are using SWIFT but they have this facility only in
the head office. But NCC Bank is giving this facility in its all authorized dealer
(AD) branches.

2.12.5 Other Services

NCC Bank also offers locker service to its customers. This service is offered in

some selected branches. Three types of lockers are available small, medium and

large. NCC Bank also sales prize bond and revenue stamp in its cash counter.
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3.1 Credit Management gf NCC Bank Ltd.

A senior loan officer of Northeastern Bank, USA addressed the trainees of the
bank in a seminar’ that “making a loan is like growing vegetable in a garden. It
takes time to prepare the ground, plant the seeds, nature them, and wait for them
to grow. Some plants will blossom and be fruitful, others will wither on the vine.
Your task is tc make loans, monitor them, and then harvest the fruits of your
labor.” From this speech it can be easily understand that lending is a complex

business.

The primary function of commercial bank is the exiension of credit to borrowers.
Bank credit is a catalyst for bringing about economic development. Without
adequate finance there can not be any growth or maintenance of a stable output.
But banks are not only the source of loan to the deficit units. There are other
financial institutions that also provide loans. They are now directly competing with
the banks in many sectors. Among these financial institutions the house finance

companies and the leasing companies are doing very well now a days.

But bank lending is more important to the economy because, it ensure the
financing of agriculture, commercial and industrial activities of a nation. At the
same time, a bank will therefore, distribute its funds among various assets in a
manner as to derive sufficient income. Lending comprises a very large portion of
banks total assets and forms the backbone of the bank structure. But loans and
advances are required to be made valuable on the basis of lending policy
formulated by the central bank in consonance with the nationai priorities and
productive purposes only. Therefore the lending policies of the Bangladeshi
banks have been regulated by the Bangladesh Bank. But as liquidity and

' This quotation has been taken from the bock “Commercial Banking, The Management of Risk”
first edition, ©1995, by West Publishing Company USA, chapter 16, page-535.
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profitability are conflicting considerations, NCC Bank Limited, employing the
funds pays due regard to both profitability and liquidity.

3.1.1 Lending Consideration

Although off balance sheet activities play a vital role in augmentation of bank’s
earning, still income earned out of lending accounts for major portion of income
of a banking company. This particular portfolio of lending more popuiarly
characterized as “Risk Assets’. It may raise the standard of success of a bank to
the highest possible level and at the same time can be a sole instrument for
liquidation depending on how this portfolio is handled. NCC Bank also maintains

its fund to invest in loans and advance to raise the standard of success.

3.1.1.1 Factors Considered to Reduce Credit

Risk

A major part of the bank income comes from the loan and advance. So lending
accounts for very high risk of the bank. Credit risk is the risk of loosing money
when loans defaults. If credit risk become too high then bank may fail. So to
reduce the credit risk and also to protect the bank and country’s interest, in the
time of sanctioning loans NCC Bank considers several factors. These are the

followings:

3.1.1.1.1 Safety

Safety should be the first guiding principle of a banker. Because the existence of

a bank depends of the safety. Bank should never be sacrificed the safety

50



Chapter Three: Credit Management of NCC Bark Ltd. Ne’
NCC
BANK

because of the profit earning capacity of its advances. Consequently to maintain
a banking concern in sound condition, it is very essential that the safety of its
advances to customers should be above suspicion. Extreme care should be
taken that the fund lent out are not subject to any risk of being lost. The banker is
to ensure in the best possible manner that the money advanced by him goes to
the right type of borrower. And it should utilize such a way that it will not only be
safe at the time of lending but will remain so throughout the maturity period.
Bankers have to ensure that the loan is serving a useful purpose in the trade or
industry where it is employed. They should also concern about the repayment of
loan with interest. If the banker is aware of the prominent reasons of loan default
and risk elements, he can take precautionary measures to minimize risk element
in recommending, sanctioning, or disbursing a loan. There may be hundreds of
reasons for loan default but there are some important factors that a loan
manager should concern before sanctioning the loan. These are sick
management, sick products, sick operation, sick finance, sick

entrepreneur, sick market, willful default etc.

3.1.1.1.2 Liquidity

The liguidity of an advance means its repayment on demand or on due date or
after a short notice, the loan must stand fair chances or repayment according to
the repayment schedule. It is utmost important that bank loan must be repaid as
they become due otherwise the liquidity position of the bank is endangered. The
major reason of bank’s failure has been bad liquidity of a bank. The period of the
advance and the case with which it will be repaid are very important. Even in the
case of fully secured advances if it is feared from the very beginning that the
advance would only he recovered by selling the securities it is not considered a
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good advance. It must therefore, always be ensured that the advance will be
repaid from resources other than the securities pledged.

Another problem in advance is gradual reduction and eventual repayment. A
banker would be failing in his duty to safeguard the interest of his depositors and
share holders if his credit policy does not take full cognizance of this problem and
not provide a method for gradual re-payment and final recovery of the money
advanced.

3.1.1.1.3 Purpose

Another significant principle, which is to be kept, in view when advancing, is the
purpose. The purpose for which lending is made should be productive as to
ensure definite source or repayment. Banks discourage advances for investing in
stocks or for speculative activities. There are obvious risks involved therein apart
from the antisocial nature of such transactions. The banker must closely
scrutinize the purpose for which the money is required, and ensure as far as he
can, that the borrower applies the money borrowed for a particular purpose
accordingly. Purpose has assumed a special significance in the present-day
concept or banking.

3.1.1.1.4 Profitability

In bank advances profitability is equally important as the other factors. Like other
commercial institutions, banks must make profit. Firstly, they have to pay interest
on the deposits received by them. They have to incur expensed on
establishment, rent stationery etc. They have to make provision for depreciation
of their fixed assets and also for any possible bad or doubtful debts. After
meeting all these items of expenditure, bank has to ensure its income to cover

those expenditure. It is sometimes possible that a particular transaction may not
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appear profitable in itself, but there may be some additional business available,
such as deposits from the borrower other concerns or his foreign exchange
business, which may be highly remunerative. In this way the transaction may on
the whole be profitable for the bank.

3.1.1.1.5 Security

Whenever a moneylender lends money he/she be must consider carefully the
chances of his being repaid by the borrower. Security creates an obligation on
the borrower to make the payment on time. Sometimes bank wants some
tangibie security from which he can obtain repayment in case the borrower is
unable to meet his obligations. Without taking such security the business of
money lending would be too speculative. Security is considered as insurance or
a cushion to fall back in case of emergency. Bankers may realize it and
reimburse themselves if the well calculated and almost certain scurce of
repayment unexpectedly fails. It is, however, incorrect to consider an advance
proposal from the point of view of security alone. An advance is granted by a
good banker on its own merits, that is to say with due regard to its safety,
capacity liquidity purpose etc. and after looking in to the character, capacity and

capital or the borrower and not only because the security is good.

Adequate securities to be obtained while sanctioning & disbursing loan &
advances stand for the banker as the last resort for recovery in case of loans &

advances being stagnant & stuck-up.
Security can be classified as personal as well as primary security:

% Personal Security: In all advances the banker has a right of action against

the borrower personally. Still then bank takes demand promissory notes from the
borrower. Some times the banker in addition to borrower’s personal security
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obtains guarantee from a respectable third party as personal security. These

securities may be termed as personal security.

% Primary and collateral Security: Primary security is that security which is
regarded as the primes cover for an advance and ordinarily is tendered by the
porrower himself. The term’s collateral security is applied to security tendered by

the first party or third party to secure as advance.

The common methods of charging security are:

% Pledge: When goods are bailed? as security against advance or performance
of a promise then it is called pledge. Ownership remains with the pledge and

profession lies with the pledge that acquires & special priority and lien so long his
loan is not repaid.

# Hypothecation. It creates a charge on property or goods for the amount of

the debt. The owner retains his ownership as well as possession. But incase of
default bank will be the legal owner of the goods.

# Mortgaqges: Transfer of an interest in specific immovable property for the
purpose of securing the payment of money advanced or to be advanced by way

of loan, existing or future debt, the performance which may give rise to a
pecuniary liability. Usually there are tow types of mortigage such as registered

mortgage & equitable mortgage.

# Assignment: An assignment means transfer of right, property or debt or to
make it over to another person. It is same as mortgage with the difference that in

mortgage there is always a right of redemption but in the assignment it is

2 Delivery of goods by one person to anther for some purpose, upon a contract that when _the
purpose is accomplished the goods will be returned or disposed of according to the direction of
the person delivering the goods.
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provided by a separate agreement. Assignment relates to actionable claims.
Actionable is a claim to any debt other than a debt secured by mortgage of

immovable property or by Hypothecation or pledge of movabie assets.

# Lien: Lien is a right to retain goods/properties belonging to the debtor given
to the creditor as security until he has discharged the debt due. Lien entitles the
retainer to only retain the goods. He can not sell the goods in the absence of a

contract to the contrary.

# Set off: Right of set is the right of debtor to the total or partial margin of a
claim of a creditor against him in his counter claim against the latter. It is the
combining of accounts between a debtor & a creditor so as to arrive at the net
balance payable to one or the other. The right of set off enables a banker to
adjust wholly or partly, a debit balance in a customer’s account with any balance

lying at his credit in any other account.

# Guarantee: Guarantees are obtained from third parties to secure advances
under different situations such as in case of clean advances which is subject to
credit restrictions. Or in case of advances to a partnership firm, limited company,
advances where collateral security in the form of real estate/FDR BSPs are
owned by third person etc. Guarantee should never be accepted from minors and
persons of unsound mind, insolvent person who can not enter in to a valid

contract.

# Insurance: Insurance is a written and definite contract between two parties
under which one party pays the other party, the insurer, a definite sum of money
called premium in consideration of which the insurer agrees to indemnify the
losses, under agreed terms and conditions. This insurance policy can be a

security for the bank in the time for sanctioning loans.
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3.1.1.1.6 Diversification

Another important principle of good lending is the diversification of advances. An
element or risk is always present in every advance, however secure it might
appear to be. In fact the entire banking business is one of taking calculated risks
and a successful banker is an expert in assessing such risks, he is keen on
spreading the risks involved in lending over a large number of borrowers, over a
large number of industries and areas, and over different types of securities. The
advances must not be in one particular industry. Too many eggs should not be
placed in one basket, because any adversity faced by that particular industry
would have serious effect on the bank. Recession does not normally affect all

industries and business simultaneously.

3.1.1.1.7 National Interest

Even when an advance satisfies all the aforesaid principles it may still not be
suitable. The advance may run counter to national interest. These principles may
have to be relegated to a certain extent. So as to fit in the overall national
development plans necessary flow of credit to priority sectors in the larger
national interest. Suitability of an advance from national viewpoints has,

therefore, come to be regarded as a basic principle of lending.

3.1.1.1.8 The Inteqgrity and Reliability of the Borrower

The last and the most fundamenta! principle of lending is the integrity and
reliability of the borrower. To avoid bad debt, it is the basic factor before any loan
proposal can be considered. The success of any business depends upon the

ability of the banker to study borrowers. The study of a borrower involves the
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study of the seven “C’s” of the party. This refers to his character, capacity,

capital, collateral, conditions, compliance, and creditability.

3.1.1.1.9 Other Factors

The NCC Bank therefore, follows the cardinal principle of lending, but the loans
contain some degree of risk. Sound principles of credit must be employed in
approving loans in order to keep the risk to a minimum. There is no uniform
lending applicable to the bank. There are, however, certain factors that govern

the making of Loans. These are:

& The obligation of banker to its customer because of its deposit liability.
& Prevailing local condition and general business conditions.
# Regulation and limitations imposed by Law.

& Policies established by the banks Board of Director or by regulatory

authorities, the Government in case of nationalized banks.

3.1.1.2 Loan Sanction Procedure at NCC Bank
Ltd.

A person or a firm or a limited company who submit a proposal for the loan at

any branch of NCC Bank must have an account in that particular bank. The

proposal of the outsider or account holder of NCC's other branches are not

considered for loan sanctioning. Although the traditional rules and regulation
have been followed in the time of sanctioning loan but the bankers client

relationship plays the main role here. The security, safety, and the profitability
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and the other factors are important here but it is more important for the NCC
Bank to have good relation with the clients. And it is necessary to have regularity

in the banking activities for the clients.

NCC Bank is a private bank of Bangladesh and in the operations of the private
bank head office plays a vital role. For any kind of major decision the branch has
to rely on the head office instructions. Most of the time loan and advance
sanction depends on the head office decisions. Credit division of the head office
monitors the advance and approves the proposal of advances through the board
of directors. 1t also maintains ali the information about the loan of each branch.
They especially process this information for Bangladesh Bank’s Credit Cell called
“Credit Information Bureau.” Credit division of head office often inspects the
loans, which are subject to high collateral. Basically valuation of the collateral is
done by the credit division at NCC Bank. Branch office has nothing to do here

unless until the ultimate decision comes from the credit division.

Inspection is done not only for the collateral there are many other thing which
must be taken in to consideration at the time of sanctioning loan. Such as, the
purpose of taking loan, whether the borrower has any other loan in any other
bank, or the collateral he is providing is already used in another bank or not. To
find out this information credit division of NCC Bank contacts the Central
Information Bureau (CIB) of Bangladesh Bank. CIB is a cell of Bangladesh Bank
they monitors the loan and advances sanctioned by ail the commercial bank
around the country. They collect the data of each and every loan taker directly
from the branch office. Branches of every commercial bank of Bangladesh fill up
the CIB forms for the every borrower and send it to Bangladesh Bank within 5t
day of every month. CIB save this record in a computer program according to the

bank name and the borrower and his father’'s name.
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Every loan taker has a code number given by the CIB. Credit division of NCC
Bank queries in the CIB about the client who has applied for the loan. After the
collection of the information about the client credit division approves the loan if it
is satisfactory.

After that sanction of the loan the whole amount of loan is debited to the
customer’s name on a loan account to be opened in the ledger and, is paid to the
borrower either in cash or by way of credit to his current Savings account.
Interest is charged on the entire amount of debit balance, usually with quarterly
rests unless there is an arrangement to the contrary. After creation of loan there
will be only repayment by borrower. A loan, once repaid in full or in part, cannot
be drawn again by the borrower. If the borrower desires further accommodation,

it will be treated as separate transaction.

3.1.1.3 Loan Control, & Monitor

Having completely and accurately prepare the necessary loan documents, the
loan officer ready to disburse the loan to the borrower’s loan account. After
disbursement of the loan it is the most important duty of the banker to control and

monitor the current position of the loan.

The loan needs to be monitored to ensure whether the terms and conditions of
the loan fulfilled by both bank and client or not. Is the borrower following the
installment schedule or the due date of payment in case of short-term loan? If it
is a cash credit how much the borrower withdrawing weekly or daily from the

account and how much he returns. These are the main things to monitor.

Moreover, credit monitoring implies that the checking of the pattern of use of the

disbursed fund to ensure whether it is used for the right purpose or not. It
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includes a reporting system and communication arrangement between the
borrower and the lending institution and within department, appraisal,

disbursement, recoveries, follow-up etc.

If the bank finds anything irregular then they send reminder to the borrower.
Reminder to the client is given through a formal communication channel. A letter
is written and properly signed on the bank’s papers. This letter is issued several
times to remind the borrower to repay the outstanding payment. If the loan
amount is not yet repaid after sending a series of letters, then, social pressure is
created on the client by persons referred while opening account in the Bank. If it
does not work then legal notice is prepared and sent by NCC Bank when above

two steps fails to recover the amount. It is a threat to the borrower.

The last and final step of the recovery procedure is to take legal action. NCC
Bank sincerely tries to avoid this kind of situation for its honorable clients but

sometimes it has no other way because it is directly related to its survival.

3.1.1.4 Classifications of Loan

Loan classification is a process by which the risk or loss potential associated with
the loan accounts of bank on a particular date is identified and quantified to
measure accurately the level of reserves to be maintained by the bank to provide
for the probable loss on account those risky loan. This rule is for every
commercial bank of Bangladesh. Bangladesh bank has made this rule to reduce

the number of loan defaulter. NCC Bank also follows this rule very strictly.

All types of loans of NCC Bank fall into following four classifications:
©@ Unclassified Loan & Advance

Mainly the fresh loans and the loans, which repayment is regular go under this

classification. Bank does need to worry about this. But it is the duty of the
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managers to maintain this properly to protect it from becoming substandard
loans.

© Substandard Loan & Advance

If the Repayment is stopped or irregular but has reasonable prospect of
improvement then it goes under this classification. In case of term loan if an
advance or any portion of an advance or interest thereon remains overdue for
more than 09 (nine) months to 12 (twelve) months, then the advance will be
classified as “Substandard”. In case of continuous loan if an advance or any
portion of an advance or interest thereon remains overdue for more than 06 (six)
months to nine (nine) months, then the advance will be classified as
“Substandard”.

© Doubtful Loan & Advance

If any foan is unlikely to be repaid but special collection efforts may result is
partial recovery then it goes under this classification. in case of term loan if an
advance or any portion of an advance or interest thereon remains overdue for
more than 12 (twelve) months to 18 (eighteen) months, then the advance is
classified as “Doubtful’. In case of continuous loan if an advance or any portion
of an advance or interest thereon remains overdue for more than 09 (nine)

months to 12 (twelve) months, then the advance is classified as “Doubtful”.

©® Bad Loan & Advance

If any loan has very little chance or no chance of recovery then it will goes under
this category. In case of term loan if an advance or any portion of an advance’ or
interest thereon remains overdue for more than 18 (eighteen) months, then the

advance wiil be classified as “Bad/Loss”. In case of continuos loan if an advance
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or any portion of an advance or interest thereon remains overdue for more than

12 (twelve) months, then the advance will be classified as “Bad/Loss”.

3.1.2 Loan Schemes Offered by NCC Bank Ltd.

National Credit and Commerce Bank Limited offers different types of loan
scheme for its clients. In chapter 2 only main theme of the loan schemes have
been highlighted under the “services of NCC Bank Ltd.” section. Details of these
schemes will be discussed in this chapter.

The following sections will define different types of loan schemes under four main
categories these are general loan & advance, import loan & advance, export loan

& advance, Islamic loan:

3.1.2.1 General Loan & Advances

NCCBL aliows general credits to individuals /firms /companies to help their

business in the following categories:

3.1.2.1.1 Cash Credit

Cash credit is the favorite mode of borrowing by traders, industrialists,
agriculturists etc. for meeting their working capital requirements. This type of
facility is always against pledge of goods, produce and merchandise. It is opened
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. NCC Bank charges interest on the daily balance in the
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account. Depending on charging security, there are two types cash credit one is
CC (Hypothecation) and another is CC (pledge).

¥ Cash Credit (Hypothecation)

This type of credit is allowed to the traders and industrial borrowers for promoting
trade and commerce and industries. It is the bank sanctions a short-term
arrangement by which a customer is allowed to borrow money up to a certain
limit for a certain time. In a manufacturing company, whose stocks of raw
materials and manufactured goods constantly fluctuate, it is difficult for the bank
to control such changes; so hypothecation facilities are allowed to them. The
same is true of the small traders and small industrialists who cannot offer their

stocks for pledge but can only hypothecate the stocks in their shops, etc.

In this case, ownership and possession of the goods remain with the borrower
although by virtue of the hypothecation agreement, the bank can take possession
of the goods if the borrower defaults. Under the condition the borrower is
required to submit the stock fortnightly in the bank specimen form. It is allowed to

maximum a period of one year.

# Cash Credit (Pledge)

This credit is allowed for promoting trade, commerce and industries of the
country against pledge of stock in trade under Bank’s control. it is also a
continuous loan allowed against pledge of goods as primary securities fall under
this head of advance. Moreover, cash credit in its truest sense is against pledge
of goods. It is a separate account by itself and, is maintained in a separate
ledger. In addition, goods ledger, go-down registers, go-down key register, go-
down index card, etc. are also maintained. Deliveries of goods are made on the
strength of delivery order issued by the banks and, goods are received through

goods challan deposited by borrower. It is operated upon like an overdraft
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account. The principal advantages of a cash credit account to a borrower are
that, unlike the party borrowing on a fixed basis, he may operate the account
within the stipulated limit as and when required and, can save interest by
reducing the debit balance wherever he is in position to do so. Thus, cash credit

account is an active and running account to which deposits and withdrawals may
be affected frequently.

3.1.2.1.2 SOD (FO)

This credit is allowed against financial obligation like lien of FDR, Government
Securities, ICB Unit certificate, company’s stock etc. for promotion of economic
and business activities. The most important and the guiding point to be
remembered in allowing advances against such securities is that the ceriificates
must be got transferred in the name of bank and the same will be re-transferred
in the name of the borrower after the advances are fully and finally liquidated. To
this end the manager should ensure that the certificates have been issued in the
name of borrower/guarantor and the other identification requirement are original.
Bank'’s lien must be marked with issuing office of the certificates and a written
confirmation must be obtained. A written assurance is needed that the proceeds
of the certificates with interest will be paid to bank on demand without reference
to buyer. In case of companies share manager should ensure that the share of
the particular company is quoted in the Stock Exchange. Shares must be fully
paid up. Before sanctioning the loan bank must evaluate the market value of the

share and its intrinsic value.

3.1.2.1.3 SOD (General)

Generally allowed to the traders for business promotion and economic activities.
Usually these loan is given against different work order and supply order. The

purpose of loan should be specific. It is not a continuous loan. Risk element in
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such financing is more than in any other mode of financing. The work/supply
order must be issued/allotted to the contractor by a government department,
corporation/autonomous body against allocated and available fund. The
genuineness of the work/supply order must be verified to the best possible

satisfaction of the manager.

Experience of the proposed borrower in the line of business should be verified
and examined from certificates of enlistment and past performance from different
government/semi government departments, corporations, autonomous bodies
where they executed work/supply orders. Certificate of availability of fund for
payment of bill under the concerned work/supply order and how he accomplished
the task should be attached with the credit proposal of SOD (General).

3.1.2.1.4 Bank Guarantee

Issuance of Bank Guarantee on behalf of clients is a common banking service
rendered by commercial bank. Guarantees are expressed commitment to make
good of any financial loss the beneficiary of the guarantee. It may sustain when
the party named in the guarantee on whose account the guarantee is issued,
fails to perform the contract or discharge his/her obligation under the guarantee.
Though the bank issuing the guarantee is not called upon to pay the amount
immediately, the obligation undertaken in the guarantee is of no less importance
than that of actual credit disbursed as bank is substituting its own credit where its
customers credit fails and on demand the sum guaranteed is payable. It is, as
such, a contingent or anticipated financial liability but charges interest on it as like

as other loans and advances.

In keeping with the ever increasing business need of its clients Bank may be

required to issue guarantee against advance payment, in the shape of bid bond
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Performance bond, and investment bank guarantee. Normally NCC Bank issues
guarantee for a period not exceeding one year at different percentage of margin
and security determined on the basis of banker customer relationship and the
nature of lability undertaken. Guarantee for longer period or a continuing

guarantee may also be issued based on security aspect.

3.1.2.1.5 Loan (G)

When an advance is made in a lump sum repayable either in fixed monthly
instaliments or in lump sum and no subsequent debit is ordinarily allowed except
by way of interest, incidental charges, etc. it is called a loan (general). This type
may be short term or long term. It is sanctioned for a fixed period of time. it may
be a Demand Loan repayable on demand. Entire sum is debited to loan account
of party and credited in his current or savings account for withdrawal as per need
of loaner. Where payable in instaliments, amount of each instaliment is released
as above. No Check Book is issued for this loan. No subsequent debit excepting
for charging interest of incidental charges. Amount repayable either in lump sum
or in installments. Interest is charged on debit balance. Loan once repaid in full or

in part, cannot be drawn by borrower unless a fresh loan is sanctioned.

3.1.2.1.6 Loan (HBL)

House building loan is one of the most important sector for any bank to lend their
money. NCC bank also provides house building loan for constructing residential
buildings as well as commercial buildings. This loan is given against mortgage of
land and the building to be constructed thereon, is permissible subject to credit

restriction imposed by Bangladesh Bank from time to time.

66



Chapter Three: Credit Management of NCC Bank Ltd. \Q’
NCC
BANK

A comprehensive credit report based on credit worthiness, reputation and
repeatability of the proposed borrower should be prepared and if it is acceptable,
the proposal may be accepted for consideration. The disbursement schedule
should be prepared in such a way that the construction of the house will be

completed by utilizing bank’s advance and borrower’s equity.

3.1.2.1.7 Temporary Overdrawn (TOD)

All most all the loan has a limit of amount. The borrower is not allowed to
withdraw money over that amount. But in case of any special situation if the
borrower apply to the bank to withdraw more than the limit then bank may give
the permission. But for this kind of practice banker client relationship is a vital

thing. Bank usually provides this kind of service to their prime customer.

3.1.2.1.8 Current Account Overdrawn

The overdraft is a kind of advance always aliowed on a current account operated
upon by cheques. The customer may be sanctioned a certain limit upon which,
he can overdraw his current account within a stipulated period. Here, withdrawals
or deposits can be made any number of times at the convenience of the
borrower, provided the total amount overdrawn does not, at any time, exceed the
agreed limit. Interest is calculated and charged only on the actual debit balances
on daily product basis. Thus, the borrower in this case can have interest by
reducing the debit balance. Sometimes in a current account overdraft is allowed
to honor an important check without any prior arrangement thereof. Such facility

by the bank to a first class party for a short period is called temporary overdraft.
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In an overdraft account the balance may fluctuate day-to-day. It may increase by
drawing of check by the customer and may decrease by payment into the
account. It is essential that a letter of continuity must be obtained in the case of
overdraft account. This letter makes the customer liable to the final balance of his
account by confirming the intervening debits and credits in his account. Overdraft
facilities are generally ranted to businessmen for expansion of their business
against the securities of stock-in-trade, shares, debenture, Government
promissory notes, fixed deposit, life policies, gold and gold ornaments etc. In
case, where the overdraft is allowed with no other security except personal

security of the borrower, it is termed as clean overdraft.

3.1.2.1.9 Inland Bill Purchase (IBP)

If any regular client of the bank approach them to purchase any bill which
is post dated and if the bank agrees to do that then IBP will be created.
inland bill could be any financial paper, which has monitory value like
check, pay order, fixed deposit receipt, different government bond etc.
Bank usually purchase the bill on discount from the client and clear the
instrument after the maturity date. After receiving the money bank aiso

charge interest from the client account on the total amount.

3.1.2.1.10 Consumer Finance Sceme (CFS)

The majority of the people of our country belong to middle class and of limited

income. The majoerity of the people of the country can not increase the standard

of living by purchasing necessary modern household amenities paying the price

at a time. In order to help this vast population purchases the essential amenities

by/financing, NCC Bank Ltd. has introduced consumers credit Scheme. It may be
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expected that this program shall provide with strong contribution to the Socio
economic development of Bangladesh. Loans allowed to service people for
purchasing domestic/household items repayable on monthly instaliment basis.
The Scheme aims at improving the standard of living of the fixed in come group.
Under the scheme the clients may secure loan facilities at easy instaliments to
procure household amenities.

# The purpose of the scheme

The purpose of this Scheme is to provide assistance in promoting the skill
keeping pace with modern technology and life style along with the development
of their standard of living through providing the people belonging to the limited
income group, service holders and self employed profession with Bank Credit
Facilities.

# The Eligibility of the Customers
The interested customers shall have to be considered by the Bank able to pay off

the installments of loan. They shall have to submit income certificate got from the
employer along with the application. The customer must have a savings account
in the concerned branch of the Bank. In the consideration off the Bank a person
considered able to pay of the instaliments of all loans from the monthly income,

shall be able to apply for more than one commodity.

# The scope of the scheme

U New or reconditioned motor car/motor cycle/micro bus etc.
U Refrigerator, Deep Freeze

U Television’'VCR/Two-in-one/Three-in-one/Camera etc.

U Air conditioning system/Generator,

U Personal Computer/\Word Processor.
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O Water pump/Micro oven/Washing machine/Dish Antenna etc.
U Photo Copier/Sewing Machine/Laminating Machine etc.

O Furniture/ Fixture.

O Fax Machine/ Cellular Phone.

O Any Consumer goods acceptable to the Bank.

3.1.2.1.11 Lease Finance Scheme (LFS)

NCC Bank offers lease finance scheme usually for new /existing industries to
procure machines for the industries. An entrepreneur, under this scheme, may
avail of the lease facilities to procure industrial machinery (without having to
purchase it by down payment) with easy repayment schedule. The clients also

get special rebate in their income-tax payment under the scheme.

Consumer credit scheme is given for personal use but lease finance scheme is
given for commercial use. Other than machinery for the commercial transport or
for taxicab this scheme is used. But until the borrower clear all his/her obligation
NCC Bank will be the owner of the asset.

3.1.2.2 Import Loan & Advances

The Bank allows credits to the importers in the following forms:

3.1.2.2.1 Payment against Document (PAD)

In case of a sight L/C bank must make the payment to the beneficiary’s bank

when it get the document. Bank does this thing on behalf of the importer. Though

actual payment will be made by importer. So this practice create a contingent

liability for the bank. And bank charges interest until they get the payment from
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the importer. Directly PAD is not like a loan but it is the first step to create loan

against imported merchandise and loan against trust receipt.

Moreover, PAD must be formed within 24 hours. If there is any discrepancy in the
document then issuing bank (in this case NCC Bank) will inform the importer
whether he/she will accept it or not. If he/she does not accept then bank will stop

the payment and inform the negotiating bank.

3.1.2.2.2 Loan against Imported Merchandise (LIM)

Allowed to retire documents and clear the consignment form the customs
Authority taking the goods under Bank’s Control. This kind of loan aliowed for
retirement of shipping documents and release of goods imported through L/C
taking effective control over the goods by pledge fall under this type of advance.
When the importer failed to pay the amount payable the exporter against import
L/C, then NCC Bank gives loan against imported merchandise to the importer.
The importer will bear all the expenses like the go down charge, insurance fees,

etc. and the ownership of the goods is retaining to the bank.

The landed cost of merchandise is properly worked out before the goods are
delivered to the customer against proportionate payments. Each item should be
separately worked out so that goods are delivered to the customers against
proportionate payment made for each item. Before allowing this advance proper
verification of the goods should be made at the port for assessing the quality and

guantity of the goods imported as far as possible.

LIM is same as the CC (Pledge) the difference is LIM is given for foreign
businesses. This is also a temporary advance connected with import, which is

known as post import finance.
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3.1.2.2.3 Loan against Trust Receipt (LTR)

In the ordinary course of business, it is usual practice that bank delivers shipping
documents and or goods held under pledge or LIM to his customer only on
receipt of payments pertaining to the documents or goods. But, situation may
arise when banker considers it advisable to release the bill of lading or goods
without receiving the corresponding payment only because of emergency and for
mutual interest of bank and the customer. Under such exceptional situation only,
banker releases the shipping documents or goods without immediate payment.
The goods are handed over to the importer under trust with the arrangement that
sale proceeds should be deposited to liquidate the advances within a given
period. This is post import finance by NCCBL. Here goods will be under
importer's control because if bank takes the control then the importer who might
be a producer might not able to produce the products. LTR is same as CC

(Hypothecation) only difference is LTR is for foreign businesses.

3.1.2.3 Export Loan & Advances

The Bank allows credits to the exporters to help performing their exports under

the following categories:

3.1.2.3.1 Export Cash Credit (ECC)

Allowed to provide with working capital for production of items of export. Credit
facilities allowed to the facilitate export against L/C fall under this category. It
includes loan against packing credit. ECC is extended to the companies who are

involved in exporting goods and services. ECC is provided to procure raw
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material, packing list, wages salaries, utilities etc. other characteristics of ECC

are same as general cash credit.

3.1.2.3.2 Packing Credit (PC)

Packing credit is called pre-shipment export financing. It allowed to the exporter
for packing the goods before shipment. The quantum of packing credit is usually
10%- 15% of the value of the export L/C. It is a short term advance allowed by
bank to an exporter to enable to procure, process, manufacture, pack and ship
the goods to the buyers abroad in conformity with the terms of export letter of
credit. Usually garments industries take this loan to finance their expenses for
utilities, salaries, wages etc. These types of credit are generally sanctioned to
regular exporters for a particular period against confirmed/open Export Letter of
credit received in favor of the borrower from first class Foreign Bank. The terms
and conditions of the credit must be acceptable and should not contain clause as

may jeopardize bank’s/borrower’s interest.

3.1.2.3.3 Back-to-Back L/C Financing

This facility is extended to garment factories. Suppose a garments company has
got an order of exporting 10,000 shirts in the United States. That company has
an account in NCC Bank Gulshan Branch. Bank already has received a master
LC from the US importer’s bank by SWIFT for this shipment. But to make 10,000
shirts they do not have the required raw materials. The material has to be
imported from Japan. In this case the company can open a back to back LC
against the importer’s master LC to import the raw material from Japan. And the
company may ask for loan for this purpose. If bank provide loan for this then it

would be back to back LC financing.

~]
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It is different form the original credit based on which the bank undertakes the risk
of the back-to-back credit. In this case, the bank’s main surety/security is the
original credit. The original credit (selling credit) and the back-to back credit
(buying credit) are separate instruments independent of each other and in no
way legally connected, although they both form part of the same business
operation. The supplier (beneficiary of the back-to-back credit) ships goods to the
importer or supplier goods to the exporter and presents documents to the bank
as is specified in the credit. It is intended that the exporter would substitute his
own documents and ships the goods to the importer, if necessary, and present
document for negotiation under the original credit, his liability under the back-to-
back credit would be adjusted out of these proceeds. The export L/C is marked
lien and no margin is taken. Import of Raw martial through opening back-to-back

LCs against lien of Export LCs. This facility is extended to garment factories.

3.1.2.3.4 Foreign Document Bill for Purchase (FDBP)

This is a post-shipment export financing. After exporting the goods the exporter
might need the money immediately. But if the bill is a time draft then the
importers bank will make the payment 90 days or 120 days after. And also in
case of sight drift the exporter may need the money urgently. In this situation as
the exporter's bank NCC Bank can purchase the bill from the exporter at
discount. Bank also make a exchange gain here by purchasing the bill at a lower
exchange rate than the actual rate in which importer's bank will make the
payment. But the question is how the loan is created here. Actually the bank
purchases the bill as a service to the exporter so the exporter has to take some
risk here. If the payment does not come after 21 days from the last date of

payment then bank will charge interest on the bill purchase amount.
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3.1.2.3.5 Local Document Bill for Purchase (LDBP)

This is exactly like FDBP the only difference is this is local and that is foreign.
Sometimes in the local market one party can import from another party in order
to complete the export order. Just to make the transaction authenticated banks

are related here. This is also a back to back L/C but in the local market.

3.1.2.41slamic Loan Schemes

Although there are some demand of this kind of loan scheme, NCC Bank usually
does not offer this type of loan. Because the reality is this profit and loss based
loan schemes are very risky. Not only the default risk is here, the risk of not
getting profit is also high. But some of the branches of NCC bank offer profit-loss,
share-based loans on Mudaraba, Musharaka, and Murabaha system. Because
there might be some implicit benefits of offer this type of loan. Suppose a very
important client with whom the prosperity of NCC Bank is very much related, and
if he ask for Islamic loan then bank will provide it. There is another reason of
offering these loan schemes, that is some of the competitors of NCC Bank offer
Islamic loan scheme to take the market share of Islam oriented banks. Especially
Prime Bank does this business very seriously. So to keep the way of progressing
in the right track and to compete with the competitors NCC Bank Islamic loan
schemes.

3.1.3 Lending Rates on Different Loan Schemes

Interest rate of the loan schemes is a vital matter for the profitability of the bank.

Because it is the price of the bank’s product. If the price is not set accurately by

considering the cost of borrowing and the competitors rates then it will definitely
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hamper the growth and wealth maximization process. So the interest rate on loan

schemes should be determined by the competitive market forces.

NCC Bank also follows the market forces to determine its interest rate on loan
schemes. Generally NCC bank charge same rate for most of the loan schemes.

But there are some exceptions also.

Recently, a very big change has been occurred in the I0an interest rate of NCC
Bank due to the Bangladesh Bank’s decision of reducing bank rate by 1% and
Bangladesh Government’s decision of reducing interest rate on all the
government securities. The executive committee of the board of directors of the
bank in its 63 meeting has approved the reduction of interest by 1% on general

advances and 3% on export finance of NCC Bank.

Due to this decision the revised interest rate on advances of NCC Bank Lid. has
been effected from November 01, 2001. The previous and the current rate of

interest under different categories of advances are as follows:

Table 3.1: Revised Lending Rates of NCC Bank Ltd.

Previous Rate of | Current Rate of
Categories of Advance |
Interest Interest

“Cash Credit _'
Both pledge & hypothecation | 16.50% 15.50%

5% above the FDR | 3% to 5% above the
rate, minimum | FDRrate minimum
13.50% { 13.50%

SOD (FO)
Against NCC's FDR
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SOD (FO)
against other bank’s FDR,

Demand Loan

Consumer Finance Scheme
(CFS)

Lease Finance Scheme (LFS)

Import Finance: PAD, LIM,
LTR, etc.

B 16.00% 15.00%
govt. securities, shares &
debenture
SOD (general)
Against work/supply order 16.50% 15.50%
And real estate
Loan (g)/Temﬁ Loan for sﬁgﬂm? ) _
cottage industry f 12.00% | 12.00%
Loan (g)/Term Loan for large |
o | 16.00% 15.00%
& medium industry g!
Loan (g)/Term Loan for : I
_ ;i 14.00% 13.50%
agriculture |
Loan (g)/Term Loan for HBL, | u
Transport, Project Loan, 16.50% :i 15.50%

16.50%+1.00%

Service Charge

15.50%+1.00

Service Charge

16.00%+2.00
supervisory and

monitoring charges

16.00% if adjusted
within 30 days of

?; creation. 16.50% p.a.

|

at monthly rest after

expiry of 30 days

15.00%

Risk Fund 1.00%

(1time)

15.00% if adjusted
within 30 days of
creation. 15.50%

p.a. at monthly rest

after expiry of 30

days
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Export Finance: Packing

10.00%
Credit, ECC
Ex. Finance: - B -
16.50%
LDBP,FDBP,ABP
Other lending IBP, TOD,
16.50%

Current account over drawn

NCC Bank calculates the interest rate quarterly on most of the loan schemes

mean four times in a year. Ifitis lees than a quarter, they charges interest on the

total number of days.
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4.1 Credit Risk Ana[ysis gf NCC Bank Ltd.

It has been mentioned in the chapter one that the final objective of this paper
IS to analyze the credit risk of NCC Bank Ltd. by comparing with the peer
group average. So this chapter will define the credit risk position of NCC
Bank. To manage bank operations a manager has to deal with various kind of
risk such as interest rate risk, liquidity risk, capital risk, operational risk, fraud
risk, etc. But credit risk is the most important risk for the bank’s profitability,
because it is directly related with the credit management, which is the biggest
earning source for any commercial bank. But before going through the

analysis it is necessary to know, what is credit risk?

4.1.1 What is Credit Risk?

The credit risk of a bank is defined as the risk that the interest or principal, or

both, on securities and loans will not be paid by the borrower as promised.
Credit risk is estimated by relating the proportion of assets that cut medium or
low quality loans. It means if the quality of the loan is not very high then there
will be a credit risk that the bank will not get its money back. So the assets

have to be sufficient enough to cover the credit risk.

Credit risk will be high if the bank has more medium or low-quality loans, but
returns will be usually higher too because without taking high risk it is not
possible to make high return. But in Bangladesh case it has been seen that
instead of giving higher return the highly risky loan becomes bad loan, which
is not recoverable. On the other hand returns tend to be lower if the bank
chooses to lower its credit risk by having a smaller portion of its assets in
medium quality loans. It effects the bank's profit maximization process
because in case of high quality loans bank takes collateral, which reduces the

risk of default 90% to 100%. But because of this security borrower negotiate

80



Chapter Four: Credit Risk Analysis of NCC Bank Ltd.

NCC
BANK

the interest rate and takes the loan with minimum possible rates. So it

hampers the profit maximization of the bank.

4.1.2 Procedures of Measuring Credit Risk

From the definition of the credit risk it has been cleared that to measure how
much credit risk the bank is taking it is necessary to know the quality of the
loan. If the quality of the loans is high then bank is not taking too much credit
risk. But if the low quality loans are high then bank is certainly taking too much
credit risk.

But without having internal access it is impossible to know which are high
quality loans and which are low quality loans because it is subject to secrecy
of the organization. So if qualitative data about the loans are not available and
some one tries to analyze the credit risk of a bank from external data such as
the numerical data of loan and advance from the annual report of the bank
then he/she should calculate the credit risk ratios of the particular bank and
should compare with the similar individual bank or peer groups average.
Industry average should not be taken in case of bank because bank industry
is very much diverse the motto of every bark is not similar like NCC Bank
should not be compare with Standard Chartered Bank because NCC Bank’s

focus is retail banking and Standard Chartered focus is wholesale banking.

This procedure also has been followed to measure the credit risk of NCC
Bank Ltd. The credit risk ratios such as provision for loan losses ratio, loan
ratio, bad debt to total assets ratio have been calculated to measure the credit
risk. And also a comparison of loan classification of NCC Bank with the peer

group has been accomplished.

Peer group average of these ratios have calculated on the basis of four
competitor banks of NCC Bank these are Prime Bank Ltd., Southeast Bank

Ltd., Dhaka Bank Ltd., and Eastern Bank Ltd. These four banks have been
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selected to calculate peer group average’ by the suggestion of the
knowledgeable officials of NCC Bank Ltd.

4.1.3 Credit Risk Analysis

The following ratios and comparison of loan classifications will define the

position of NCC Bank comparing to its competitors in term of credit risk:

4.1.3.1 Provision for Loan Loss Ratio

By analyzing the loan quality every commercial bank generate an estimate of
future loan losses. And to cover this loss bank arrange some fund as
provision for loan losses. According to the banking accounting system this
provision is an expense and it is deducted from the income. So if the quality of
the loan is not satisfactory then the management will provide large provision
for loan losses and it will reduce the income of the bank. So it is the duty of
the banker to make the loan portfolio as good as possible to have less

provision for the loan losses.

But if a commercial bank wants to know that the amount of loan losses they
are generating is higher than its competitors or they are in better position.

Then they can know it by calculating the following ratio:

Provision for loan losses
Provision for loan loss ratio? = X 100

Total loan & advances

This ratio measures the bank’s chances of loan losses as a percentage of
total loan and advances. It means if the percentage of loan provision is large

then chances of loan losses is higher. So if the ratio is large the quality of the

' The calculations of peer group average of different ratios are given in the appendix.
% This & all other ratios have been calculated in MS Excel. The calculation sheet has been
attached in the appendix.
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loans are questionable and the future of the bank is not also good. It will also
indicate the performance of the managers because it is the duty of them to
make this ratio lower as much as possible.

Provision for loan losses ratio® of NCC Bank and its peer group is as follows:

Table 4.1: PL Ratio of NCC Bank Ltd. & Peer Group Avg.

~ NCC Bank Ltd.

| Peer Group Avg.

Chart 4.1: Provision for loan loss Ratio

Provision for Loan Loss Ratio

— % 00% )

3.00%

2.50% +

2.00%

1.50%

1.00%

Ratio in Percentage

0.50%-

=3
-

0.00% :
1999 2000
Years

[ HNCC Bank Ltd. W Peer G_r'cE_p Avg.

® The data of provision for loan losses was only available for the year 1999 & 2000.
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This chart is representing that NCC Bank’s percentage of provision for loan
losses is much higher than its peer group both in the year 1999 and 2000. It
indicates that it has much higher loans than its competitors, which are

questionable. So its credit risk is much higher than its peer group.

4.1.3.2 Loan Ratio

The loan ratio indicates the extent to which assets are devoted to loans as
opposed to other assets such as cash, securities, and plant and equipment. |t
measures what is the percentage of loan and advance portion out of the total
assets of the bank. Although loan and advance usually is the biggest part of
the assets of the balance sheet of any commercial banks. But if the loan and
advance is large then the credit risk is also high because chances of not
getting the money back is higher in loan investment than the investment in
securities. Because securities, plant, equipment can provide a certain return
with very minimum risk. But default risk in loan investment is very high. So a
bank which has high amount of provision for loan losses should not expand its

loan portfolio without proper consideration of all the factor of loan sanctioning.

Loan ratio can be calculated as follows:

Net Loans & Advances
Loan ratio = X 100
Total Assets

The table of loan ratio of NCC Bank Ltd. & its peer group is in the next page:
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Years

e _ ,
| NCC Bank Ltd. 35.31%

Peer Group

42.53%

Table 4.2: Loan Ratio of NCC Bank Ltd. & Peer Group Avg.

39.05%

59.81%

1996 1997 1998 1999 2000

64.09%

32.54%

Chart 4.2: Loan Ratio

43.51%

46.37%

49.39%

53.68%

Ratio in Percentage

70.00%

60.00%

Loan Ratio

50.00% -

40.00%

ok

30.00%

20.00%

10.00%

0.00%

1996

2000

1997 1988 1999
B Years B
L -+ NCC Bank Ltd —e— Peer Group Avg.
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Here it can be observed* that the percentage of total loan out of the total
assets of NCC Bank is pretty much fluctuating. It was more or less same in
the 1996 and 1997 but in the 1998 it was far below than the peer group
average. But in the year 1999 and 2000 higher than the peer group average.

4.1.3.3 Bad Loans to Total Loans Ratio

This indicates the bad loan as a percentage of total loan and advances. It
measures that how much bad loan a commercial bank is carrying. As it is
described in the chapter three that bad loan is the loan which has almost no
chance of recovery. So bad loan should not be very high for any bank. if the
amount of bad loan is high the ratio of bad loan to total loan will be high. If it is
higher than the peer group it means the competitors have better quality of
loan portfolio.

Bad loan to total loan ratio can be calculated as follows:

Total Bad Loans
Bad loans to total loans ratio = X100
Total Loans & Advances

Bad loans to total loans ratio of NCC Bank Ltd. & its peer group is in the next
page:

* The detail findings of these ratio analyses have been discussed in the next chapter.
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Table 4.3: Bad Loans fo Total Loans Ratio of NCC Bank Ltd. & Peer
Group Avg. :

NCC Bank Ltd.

Peer Group

Chart 4.3: Bad Loans to Total Loans Ratio

Bad Loans to Total Loans Ratio

13.56%

14.00% -
12.00%
10.00%
8.00%

Ratio in Percentage

1999 2000
Years

mNCC Bank Ltd. B Peer Group Avgﬂ
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The main observation of this ratio analysis is that the percentage of bad loan
of NCC Bank Ltd. is much higher than the peer group average in both the
years 1999 & 2000. Which indicates they have huge amount of loans, which is
almost unrecoverable. On the other hand the competitors have very minimum
amount of bad loans. It means a good amount of NCC Bank’s loans are
questionable.

4.1.3.4 Comparison of Loan Classifications

Comparison of loan classification will show the total picture of the loans and
advances of NCC Bank Ltd. It will judge the position of NCC Bank’s loans and
advances with the loans and advances of its two main competitors, Prime
Bank Litd. and Dhaka Bank Ltd. Because it is not a ratio comparison that's
why peer group average will not be used here.

Table 4.4: Comparison of Loan Classifications

89.14% 98.59% 08.20%

. NCCBankLtd. Prime Bank Ltd. Dhaka Bank Ltd.

0.70% 0.33% 0.33%

0.34%

0.26%

1.22%

The chart of bad loans to total loans ratio is in the next page:
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Chart 4.4: Loan Classifications

Loan Classifications of NCC Bnak, Prime Bank. & Dhaka Bank

2000
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It has been already mentioned in chapter three® that loan classification® is a
process by which the risk or loss potential associated with the loan accounts
of bank on a particular time horizon is identified. it also accurately measures
the level of reserves or provision to be maintained by the bank to provide for
the probable loss of the risky loans. This rule is for every commercial bank of
Bangladesh. Bangladesh bank has made this rule to reduce the number of
loan defaulter.

Here it can be seen that NCC Bank has less unclassified loans than the Prime
Bank and Dhaka Bank. NCC Bank has 89.14% of unclassified loans but the

® The characteristics of loan classifications have been discussed in the chapter three. Refers
to 3.1.1.4 page 60.
8 The calculations of the loan classifications have been given in the appendix.
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other two bank has unclassified loans more than 98%. It proves that the
competitors of NCC Bank are taking very minimum credit risk. Because their

loan quality is much higher than the NCC Bank.

On the other hand NCC Bank has the highest percentage of bad loan which is
9.82% but the Prime Bank and Dhaka Bank has bad loan of 0.75% and 1.22%
respectively. 1t also proves that the quality of the loan of NCC Bank is not very
good.
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By analyzing the credit management and the credit risk of NCC Bank Ltd. the
following findings have been found:

& The provision for loan loss ratio shows that in the year 1999 the ratio of the
NCC Bank is 3.00% and the ratio of the peer group average is 0.81%. In
the year 2000 ratio of the NCC Bank is 2.51% and the ratio of peer group
average is 1.04%. In both years the ratio of NCC Bank is very high. It
indicates that NCC Bank’s chance of loan losses is very high. Because if
the percentage of loan provision is high then chances of loan losses is
also high. As the ratio of NCC Bank is large compare to the peer group the
quality of their loan is questionable and the future of the bank is also not
very good. It also indicates the performance of the managers was not
satisfactory because it is the duty of the management team to make this
ratio lower as much as possible. Their performance shows that the loan
they have sanctioned is lower category then the competitor banks loan.
For that they have provided high provision to cover the expected loan

losses.

# From the calculation of loan ratio it has been observed that upto 1998 the
loan ratio of NCC Bank was more or less same as the peer group average
but from 1999 to 2000 the ratio has increased by 10% to 11% from the
peer group average. In general view it is not a problem because increased
the loan investment will maximize the interest income of the bank. But in
the same time the high provision for loan loss ratio of NCC Bank indicates
that they have doubt about the loan’s quality. So the investment which will

not give the expected return should not be increased.
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& From the calculation of total bad loans to total loans ratio it has been found
that in 1999 ratio of NCC Bank is 13.56% and the ratio of peer group
average Is 2.45%. In 2000 the ratio of NCC Bank is 9.82% and the ratio of
the peer group is 2.86%. In both the years the ratio of NCC Bank is much
higher than the peer group average. It indicates they have huge amount of
bad loans, which is almost impossible to recover. And a good amount of
NCC Bank’s loans are questicnable. On the other hand the competitors
have very minimum amount of bad loans and have better quality of loan
portfolio.

& In the analysis of loan classification it has been found that NCC Bank has
less unclassified loans and high bad loans than its competitors. It shows

that they are taking higher credit risk than its competitor banks.

& The most important finding is that though NCC Bank has pretty much
lower category loans then its peer group but they are still making profit at a
increasing rate. In the year 2000 they have made 429.24 million taka of
profit, which is the highest income ever by NCC Bank Ltd. So the question
is without having any high quality loan portfolio how did they earned this
amount of profit. From the proportion of the income it has been found that
the biggest portion of the income of NCC Bank has been earned from the
investment on securities, commission, exchange, brokerage of foreign
exchange services and remittance services and from other operating
income. But this may not be a good position for NCC Bank by considering
the current economic condition of the country. Because the current world
economy is going through a recession after the terrorist attack of
September 11, 2001 at New York. Due to this unwanted situation many of
the export industry of Bangladesh has started to loose their market in the
foreign country. Some of them have already lost many of their confirmed
order. So in this situation a bank like NCC which has it highest income
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from the commission, exchange gain, brokerage of foreign exchange will
definitely loose the business. So if NCC bank can not diverse their main

income focus then it may hamper their profitability.

5.2 Recommendations

On the basis of the findings the NCC Bank Ltd. is suggested the following

recommendation:

& At first NCC Bank should find out that why the bad loan amount is so high

and why the quality of the loan is not better compare to the competitors.

& At least for some time NCC bank should not increased their loan
investment without modifying the quality of the loans. And for that they

should strictly follow the factors considering before sanction of any loan.

# Rather than investing in the loan they can diversify the loan portfolio in to
the securities. And should give more emphasize in the foreign exchange

and remittance services to maximize the income.

& Due to the unwanted war situation in Afghanistan the world economy as
well as Bangladesh economy is facing a big challenging situation. it has
especially effected the garments industry of Bangladesh. And NCC bank
has some good amount of loan investment in the garment industry. If this
situation continues then there is a big possibility that the garments
companies will be defaulted. So NCC Bank should be very careful about
this matter.

% Recently all most every commercial bank of Bangladesh have decreased
their interest rate both on deposit and loan by the instruction of the

government. But NCC Bank has only decreased the interest rate on the
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loan schemes but did not decrease on the deposit schemes yet. The
management has decided not to decrease the interest on deposits for few
months. But interest on deposit is an expense and interest on loan is an
income. By doing this they are not increasing their expense but
decreasing their biggest source of income. Under this circumstances the
bank may be unable to meet its obligations. And within these few months
their deposit may increase but comparatively low interest income on the
loan schemes will raise the cost of borrowed fund. Which may decreased
the value of the bank. So NCC bank should immediately decrease their

interest rate on the deposit schemes.

& Although the operational profit and loss result showing that NCC Bank is
making profit for the last few years. But this thing may not be very long.
Because in 1989 and 2000 they got their biggest portion of income from
investment, commission, exchange and brokerage, and other operating
income. They can make short run profit from that. But with this highly risky
credit position it may face difficulty in the long run so they should come up

with some innovative ideas, which can protect them in future.

& The quaiity of the human resource of NCC Bank must be improved.
Because the human resource which have lack of knowledge, information,
and decision making abillity is not fit for the bank’s future prospect. it has
been observed during the internship time that these types of empioyees

are working in the bank.

% Employees of NCC Bank have a tendency of ignoring the competitor bank
performance and their activities. This is one of the biggest internal

weaknesses this bank has. So it should be changed.
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5.3 Conclusion

After analysis of the credit management and the credit risk it has been
observed that though the credit management system of NCC Bank is efficient
but the credit quality is not satisfactory. It is due to the mismatch of law and
practical implications. So if NCC Bank wants to make their position Stronger

then they should maintain the rules of credit very carefully.
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Calculations of the Credit Risk Analysis of NCC Bank Lid.

100

Provision for loan loss ratio=Provision for loan losses/Total loans & advances

PL ratio of NCC Bank Ltd:

Taka in Millions

Years | 1996 1997 1998 1999 2000
Provision for loan losses 436.35 311.19 217.67 183 200
Total loans & advances 2649.576| 3158.022| 4153.394| 6108.437 7965.14
Calculated ratios 16.47% 9.85% 5.24% 3.00% 2.51%
Peer group avg. of PL ratio

Taka in Millions
Years 1996 1997 1998 1999 2000
Calculated avg. ratios 0.00% 0.00% 0.64% 0.81% 1.04%

Peer group avq.- calculated from PL ratios of the following four banks:

PL ratio of Prime Bank Ltd:

Taka in Millions

Years 1996 | 1997 | 1998 | 1999 | 2000
Provision for loan losses 17.98 27.23 66.5
Total loans & advances 1202.60f 1752.11 3127.77| 5121.03 7667.73
Calculated ratios 0.00% 0.00% 0.57% 0.53% 0.87%
PL ratio of Southeast Bank Ltd:

Taka in Millions
Years 1996 1997 | 1998 1999 2000
Provision for loan losses 67.65 31.23 50
Total loans & advances 1231.00| 2588.32| 3402.21 5051.88 7061.87
Calculated ratios | 0.00% 0.00% 1.99% 0.62% 0.71%
PL ratio of Dhaka Bank Ltd:

Taka in Millions
Years ; 1996 | 1997 | 1998 1999 | 2000
Provision for loan losses 21.37 39.49
Total loans & advances 571.84| 1530.26] 2692.31 3843.35 5414 .86
Calculated ratios 0.00% 0.00% 0.00% 0.56% 0.73%
PL ratio of Eastern Bank Ltd:

Taka in Millions
Years 1996 | 1997 1998 1999 2000 |
Provision for loan losses 12214 152.59
Total loans & advances 3801 5258 5744 7902 8141
Calculated ratios 0.00% 0.00% 0.00% 1.55% 1.87%




Loan Ratio=Net loans & advances/Total assets

Loan ratio of NCC Bank Ltd:

101

Taka in Millions

Years | 1996 1997 | 1998 1999 2000
Net loans & advance 2649.576| 3158.022| 4153.394] 6108.437 7965.14
Total assets 7503.18| 7425.06| 10637.17] 10212.55 12428.16
Calculated ratios 35.31% 42.53% 39.05% 59.81% 64.09%
Peer group avg. of loan ratio

Taka in Millions
Years 1996 1997 1998 1999 2000
Calculated avg. ratios 32.54%| 43.51%| 46.37%} 49.39% 53.68%

Peer group avg.- calculated from loan ratios of the following four banks:

Loan ratio of Prime Bank Ltd:

Taka in Millions

|Years 1996 | 1997 | 1998 | 1999 2000
Net loans & advance 1202.60 1752 11 3127.77] 5121.03 7667.73
Total assets 4439.764] 5676.053| 8563.715| 12180.01 12845.86
Calculated ratios 27.09% 30.87% 36.52% 42.04% 59.69%
Loan ratio of Southeast Bank Ltd:

Taka in Millions
Years l 1996 | 1997 1998 1999 2000
Net loans & advance 1231.001 2588.32{ 3402.21; 5051.88 7061.87
Total assets 3275.52| 442322 5962.71 8336.17 11710.56
Calculated ratios 37.58% 58.52% 57.06% 60.60% 60.30%
Loan ratio of Dhaka Bank Ltd:

Taka in Millions
Years | 1996 | 1997 | 1998 1999 2000
Net loans & advance 571.84 1530.26; 2692.31 3843.35 5414 .86
Tofal assets 3195.08| 4634.38| 680455 9606.79 11646.44
Calculated ratios 17.90% 33.02% 39.57% 40.01% 46.49%
Loan ratio of Eastern Bank Ltd:

Taka in Millions
Years | 1996 1997 | 1998 1999 2000
Net loans & advance 3801 5258 5744 7902 8141
Total assets 7985 10186 10973 14394 16880
Calculated ratios 47 .60% 51.62% 52.35% 54.90% 48.23%




Bad loans to total loans ratio=Amount of bad loans/Total loans & advances

Bad loan to total loans ratio of NCC Bank Ltd:

Taka in Millions

Years | 1999 | 2000
Bad loans 828.53 782.34
Total loans & advances 6108.44 7965.14
Calculated ratios 13.56% 9.82%

Peer group avqg.of bad loan to total loans ratios

Taka in Millions

Years

1999

2000

Calculated avg. ratios

2.45%

2.86%

Peer group avq.- calculated from bad loan of the following four banks:

Bad loan amount of Prime Bank Ltd:

Taka in Millions

Years | 1999 | 2000
Bad loans 42 91 57.565
Total loans & advances 5121.03 7667.73
Calculated ratios 0.84% 0.75%

Bad loan amount of Southeast Bank Ltd:

Taka in Millions

Years 1999 | 2000
Bad loans 135.781 175.59904
Total loans & advances 5051.88 7061.87
Calculated ratios 2.69% 2.49%|

Bad loan amount of Dhaka Bank Ltd:

Taka in Millions

Years 1999 | 2000
Bad loans 4.85! 62.879691
Total loans & advances 3843.35 5414 .86
Calculated ratios 0.13% 1.16%

Bad loan amount of Eastern Bank Ltd:

Taka in Miliions

Years | 1999 2000
Bad loans 486.33 572729
Total loans & advances 7902.00 8141.00
Calculated ratios 6.15% 7.04%
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Calculations of Loan Classifications

Loan Classification, NCC Bank Ltd.

Year 2000
Unclassified 7100.03890"1
Substandard 55413
Doubtful 27.35
Bad 782.343

Loan Classification, Prime Bank Ltd.

Year 2000
Unclassified 7559492557
Substandard 24927000
Doubtful 25751000
Bad 57565000

Loan Classification, Dhaka Bank Ltd.

Year 2000
Unclassified 5073023584
Substandard 16908313
Doubtful 13370131
Bad 62879691
INCC Bank Ltd. [Prime Bank Ltd. |Dhaka Bank Ltd
Unclassified 89.14% 98 5%% 98.20%
Substandard 0.70% 0.33% 0.33%
Doubtful 0.34% 0.34% 0.26%
Bad 9.82% 0.75%! 1.22%
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Sectoral Distribution of Advances of NCCBL - 2000
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Taka in Millions
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Total Assets of NCCBL (1993-2000)
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Deposit Mix of NCCBL - 2000
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