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As per the instructions given for preparing report of the course F-304 named Financial market and institutions, we  have tried to make the report in proper order. Our special gratitude goes to our honorable course teacher –

                                     M. Kismatul Ahsan

 Professor

                                  
 Department of Finance

                                    University of Dhaka

Above all, this term paper is a combined effort of the sincerity, efficiency and determination of all the group members.  


The purpose of this report is to understand how commercial banks operate their functions.

This report is based on the data of loans provided by Agrani Bank in different sectors.. In our report we have shown different category of loans with their respective interest rate that have been charge on the loans. Then we made our analysis. In our analysis we have tried to focus on amount of loans have been sanctioned and amount of recovery respectively from year 2005 to 2008 in amount and relatively.

The report justifies the importance of analyzing different aspects of loan and its recovery process. We also had shown the steps taken by bank to recover the loan. After analyzing the report we got a scenario of the whole process of loan provisioning by Agrani Bank.


 



Origin
This report is prepared in an attempt to meet the requirement of the course, “Financial market and institutions”. The core idea of this report was initially approved by our course instructor, M. Kismatul Ahsan.  This report demonstrates how well we have grasped tools of financial institutions. 

 



Objective

The main objective of this report is to check the” The process of loan provisioning by Agrani Bank”. 

 The exposure of this report for this academic purpose will also give the path to enhance the real life experience in the world of financial institutions. It is one of our main aims to implement the academic knowledge into practical purpose. So, preparing this report will act as the basic guideline.

 




Methodology
An exploratory research will be carried out in order to gather the required information.  The sources of data will provide valuable insight in the process of loan provisioning of a commercial bank. The data collected from different brochure published by Bangladesh Bank, Ministry of finance, and Ministry of commerce.                 
 



Limitations
The time constraint may be a major determining factor in ensuring the reliability of results obtained. The reluctance of employees of our concerning bank to provide the information is also proved as a limitation.                

 


Introduction
After the independence the government of Bangladesh decided to nationalize all the banks of the country. Accordingly, on 26th March 1972 the Bangladesh Banks (Nationalization) Order 1972 (Presidents Order No 26 of 1972) was promulgated. Under article 4 of the nationalizing law, 6 new banks have been constituted with all the legal characteristics of corporate body. The undertakings of Agrani Bank specified below:

	1.  Habib Bank Ltd                                                   

2.  Commerce Bank Ltd
	Agrani Bank


After the promulgation of the nationalizing law, Bangladesh entered in to a phase of some what planned banking.

Besides normal banking one of the important functions of Agrani Bank is providing loan to the private sector. There are different heads under which the bank sanctions its loan. Some of the major heads are industrial loan, Agrani Bank industrial development bond, female education project, agricultural & rural loans, and poverty alleviation loan. 
 


Aim
The aim of this paper is to appraise the loan provisioning & recovery practices in Agrani Bank.

 


Scope
For better understanding and easy assimilation we will cover the topic under the following heads:

· Description and goal  of the Organization

· Procedure of loan disbursement

· Loan classification and provisioning practices

· Outstanding loans with trends

· Steps taken for loan recovery

 


Description and goals of Agrani bank

General:
Agrani Bank is one of the four nationalized bank of Bangladesh. Other nationalized banks are namely Sonali Bank, Rupali Bank and Janata Bank. This bank has total 866 branches spread up to remote areas of Bangladesh. 47% of these branches that is total 405 branches are located in the rural area. There are total 52 regional branches and 10 corporate branches.  The bank has a total manpower of 11345 among which 6358 officers and 4987 are employees.
 


Procedure of loan disbursement
Procedure.  If any individual or group wants to get loan from this bank, they have to submit an application form to the bank authority for their subsequent approval. This form has got total 4 parts, these are as follow:

Part A: Information regarding Entrepreneur, ownership and management.

· Details of project 

· Ownership of project

· Details of Entrepreneur, managers and their activities

Part B: Details of the project:

· Name of the product/ service

· Land/ Building

· Machinery/ Equipment

· Raw materials

· Manpower

Part C: Details of project expenditure and source of fund

· Expenditures on different items

· Details of source of fund

Part D: Sales and marketing 

In addition to this few more things are included to the form. These are as follow:

· Assets and liabilities of the entrepreneurs/directors

· Bio data of the entrepreneurs/ directors

· Affidavit
 


Heads of loan with interest rate
 
Agrani Bank provides loan in different sectors. Heads of loan disbursement including interest rates are as follow:

	Serial
	Heads
	Interest Rates

	1.
	Agriculture
	8%

	2.
	Term loan for large and medium industry
	12-14%

	3.
	Continuous Capital

	14%

	4.
	Export loan
	7-9%

	5.
	Business loan

	11-15%

	6.
	Handloom loan
	11.5- 12%

	7.
	Other special loan
	11-16%

	8.
	Term loan for export oriented industry
	9%

	9.
	Cash credit and Hypothecation
	14%

	10.
	Working Capital

	8.5%
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Agrani Bank is a 100% stete-owned. commercial Bank in Bangladesh one can open a Savings, Current or Fixed Deposit account with any branch of Agrani Bank Limited. Agrani Bank Limited's service charges for Inland Remittances like purchasing Pay Order, Demand Draft, Telegraphic Transfers, Inland Bill Purchase etc. are very nominal compared to those of any private bank. Open an account with any of our 866 branches and enjoy the privileges. If you interested to avail of loan you should maintain a Current Account in any of our branches for at least six months. Agrani Bank Limited offers easier terms for Loans under Thrust Sectors for boosting exports. We offer credits for about 30 sectors related to Agro-based Rural Businesses with a view to alleviate poverty and generating employment opportunities in rural areas in Bangladesh. Avail of any such credit that suits you. You can avail of credit and advisory services for establishing micro-enterprises near your home in any rural part of Bangladesh. Credit upto Taka 75,000 is collateral-free. If you have availed of any short term loan from any branch of Agrani Bank Limited , you must abide by the terms & conditions mentioned in the Loan Sanction advice, otherwise your loan may not be renewed even after full adjustment of your loan. If you repay loan installments regularly you will enjoy rebate of interest @ 1.50 % for general loan and @ 0.50% for House Building Loan. Your performance in respect of transactional behavior and repayments of loan will pave the way for your availing of higher limits in future.

Bangladesh Bank has circulated a revived policy to all scheduled banks of Bangladesh through BRPD Circular No-16, dated 06 December, 2007. All loans and advances are classified into four parts:

· Continuous Loan

· Demand Loan

· Fixed Term Loan

· Short Term Agricultural and Micro Credit
  


Continuous loan

The limited loans with expiry date of loan payment which can be transacted without any particular payment schedule are termed as continuous loan.
 


Demand loan

The loans which become eligible for payment when demanded by the bank are termed as demand loan. If contingent or any other debt becomes forced loan, then those are also termed as demand loan.

 


Fixed term loan 
The loans which are to be paid within limited term with a particular payment schedule are termed as fixed term loan.

 


Short term agricultural loan and micro-credit
The short term loan, which are listed in yearly  loan disbursement schedule served by the loan department of Bangladesh Bank, are termed as short term agricultural loan and micro-credit. The loan given to the agricultural sector for less than 12 months is also included in this loan. By short term loan we mean the loan below 10000 taka, to be paid within 12 months. It is immaterial that in whatever name it is called as nonagricultural loan, hand loom loan, sonirvor loan, are also classified under this category.

 


Objective criteria
The continuous loan is classified as discontinuous loan after the expiry of scheduled date of payment or if it is not renewed before its expiry.

· From 6 months to 9 months …….. Substandard loan

· From 9 months to 12 months…….. Doubtful loan

· From 12 months and above……….. Bad/Loss loan

If any demand loan is not paid or declared forced loan:

· From 6 months  to 9 months….Substandard loan

· From 9 months to 12 months….Doubtful loan

· From 12 months and above…..Bad/Loss loan

If any installment of a term loan is not paid within the scheduled date, then that debt will be termed as installment default.


The term loans which are to be paid within maximum five years time:

· If the amount of installment default is equal to or more than the installment to be paid within six months will be classified as substandard loan. 

· If the amount of installment default is equal to or more than the installment to be paid within 12 months will be classified as doubtful loan.

· If the amount of installment default is equal to or more than the installment to be paid within 18 months will be classified as bad or loss loan.


In case of the loan which are to be paid within more than five years:

· If the amount of installment default is equal to or more than the installment to be paid within 12 months will be classified as substandard loan.

· If the amount of installment default is equal to or more than the installment to be paid within 18 months will be classified as doubtful loan.

· If the amount of installment default is equal to or more than the installment to be paid within 24 months will be classified as bad or loss loan.


If short term agriculture loan is not paid within the date mentioned in the contract, will be termed as discontinuous loan. It will be discontinuous if it crosses:

· 12 months ----Substandard loan

· 36 months----Doubtful loan

· 60 Months----Bad/Loss loan

 


Qualitative judgment

If any doubt or uncertainty arises for any loan irrespective of whether it is termed as continuous, demand or term loan under objective criteria, then those loan have to be classified under qualitative judgment. 


If there is any change in terms or conditions under which the loan was sanctioned or if the principal of debtor is affected for adverse situation or if the value of security is reduced or if the loan recovery become uncertain, then this loan has to be classified under qualitative judgment. More over, if without any reason or time and again any loan is rescheduled or the regulations for rescheduling is broken or if the tendency of crossing the limit of schedule or any case is filed or any loan is sanctioned without permission of appropriate authority, then this have to be classified under qualitative judgment.


In spite of reasons mentioned above or for any reason if there is any possibility of the loan being affected can be changed into present condition after taking necessary steps, then it will be classified as substandard loan. If it can not be changed after taking required measure then it is classified as doubtful loan. If it can not be changed after taking all possible measure then it is classified as bad or loss loan.

Respective Bank will classify the loan and after improvement of quality they can declassify it. But if any loan is classified by the inspection team of Bangladesh Bank then that will be declared as final classification and before the next inspection or without prior concern of Bangladesh Bank that loan can not be declassified.

 


Calculation of interest rate of classified loan


If any advance or loan becomes substandard or doubtful, then the interest rate will be applicable as per the type of the loan. But that interest cannot be taken as income of the bank. These whole interests will be reserved as “Interest suspense”.

When any advance or loan becomes bad or loss, the application of interest rate on that loan will be ceased. If any case has to be filed against this type of loan, then interest will be calculated up to the date of filing case. Then case will be filed on the total interests and principal. But this interest will be treated as interest suspense. If for other reason interest rate is applied on bad or loss loan, then that will be also treated as interest suspense.

If classified loan is recovered, then first non applied and applied interest will be adjusted, then the principal will be adjus
 


Reservation of provision
Bank will reserve provision for continuous, demand and term loan as per following rate:

· Substandard loan -      20%

· Doubtful loan -            50%

· Bad or Loss loan -       100%
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The aforesaid provision will be applicable on the remaining loan, deducting the suspended interest and value of eligible security from the main loan. 1% provision will be reserved for declassified loan.
Aforesaid eligible security includes following:

· Lien security against the loan-100%

· Market rate of deposited gold/ ornaments in the bank-100%

· Lien Government Bond/Savings certificate-100%

· Guarantee from Government or Bangladesh Bank-100%

· Easily Marketable Goods Kept under control of Bank-50%

· Market value of secured land and building-50%

Provision has to be maintained for short term agricultural loan and micro-credit:

· All classified loan other than bad or loss-5%

· Bad or loss loan-100%

· According to aforesaid rules bank will run their loan classification quarterly.

 


Outstanding Loan with Trend
From the portfolio of last 5 years we get different type of trends for different sectors. These are as follow:

· Continuous loan.  Among all the loans continuous loan has the larger amount. From 2005 to 2008 we see different trends. Out of 123632 million tk. outstanding only 26% recoverable, that is 32822 million tk. is recoverable. Rate of recovery in year 2008 is the highest, about 45%. In the 2007 year it has the lowest recovery rate.

· Demand loan. It has the lowest amount among all the loans. The recovery rate in 2008 was 55% which is the highest recovery rate for demand loan. The lowest rate is 39% in year 2005.

· Term loan . The highest recovery rate of this term loan is 77% in 2006. The lowest rate is 51% in year 2005

· Short term agricultural & micro-credit. It has the highest recovery rate of 98% in 2006 and the lowest rate is 80% in2007.

· Employee loan. It is not clear here about the employee loan. We could get the amounts disbursed only, but how it is recovered and in which rate is not stated. The authority could not give any satisfactory answer to this matter. Recovery rate of last five years  are discussed below
RECOVERY OF CLASSIFIED LOAN UNDER DIFFERENT HEADS (2005)

(Taka in million)
	Description
	Outstanding
	Recovered
	Rate of Recovery

	Continuous Loan
	20042
	4391
	22%

	Demand Loan
	10290
	4044
	39%

	Term Loan 
	2625
	1315
	51%

	Short Term Agri & Micro-credit
	1342
	1180
	89%

	Employees Loan
	297.55
	-
	-

	Total
	34596.55
	10930
	32%
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RECOVERY OF CLASSIFIED LOAN UNDER DIFFERENT HEADS (2006)          

(Taka in million)
	Description
	Outstanding
	Recovered
	Rate of Recovery

	Continuous Loan
	37010
	8460
	29%

	Demand Loan
	596
	275
	46%

	Term Loan 
	1732
	1332
	77%

	Short term Agri & micro-credit
	924
	907
	98%

	Employee Loan
	353.21
	-
	-

	Total
	40615.21
	10974
	27%
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RECOVERY OF CLASSIFIED LOAN UNDER DIFFERENT HEADS (2007)

(Taka in million)
	Description
	Outstanding
	Recovered
	Rate of Recovery

	Continuous Loan
	38946
	7545
	19%

	Demand Loan
	438
	221
	50%

	Term Loan 
	904
	1268
	140%

	Short Term Agri & micro-credit
	969
	1203
	124%

	Employee Loan
	402.87
	-
	-

	Total
	41659.87
	10237
	25%
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RECOVERY OF CLASSIFIED LOAN UNDER DIFFERENT HEADS (2008)

(Taka in million)

	Description
	Outstanding
	Recovered
	Rate of Recovery

	Continuous Loan
	27634
	12426
	45%

	Demand Loan
	327
	180
	55%

	Term Loan 
	528
	422
	80%

	Short Term Agri & Micro-credit
	1107
	975
	88%

	Employee Loan
	451.65
	-
	-

	Total
	30047.65
	14003
	47%
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Steps Taken to Recover the Loan

Legal actions:.
Different legal actions are taken against the loan defaulters. Certificate cases are also filed against the defaulters. These cases are filed with the insolvency court. 
Internal side: From bank’s side, different incentive package or program are taken by the authority to increase the rate of recovery.
Incentive scheme. There is a general incentive scheme in vogue in all the nationalized bank. Agrani bank has also the same scheme. This scheme has been introduced to encourage the officers and employees to increase the rate of recovery of classified bad and loss loan. The officers and employees of a bank will receive the monetary reward which will recover the bad or loss loan. This reward will be a portion of the recovered loan at a rate stated below:

· Recovered loan classified as bad or loss which remained outstanding  for more than 7 years- 7%

· Recovered loan classified as bad or loss which remained outstanding  for 3 to 7 years-  6%

· Recovered other classified bad or loss loan-  5%

· Recovered classified doubtful loan-  4%

Government side.


Insolvency law and other types of rules and regulations are there to control the lending of bank. Besides this, some recovery projects taken by government are as follow:

Hand loom loan.


 Even after 18 years, all the interest of the loans was excused by the government. The borrowers had to pay only the principal amount.

Agricultural loan


Government has decided that, up to 5000 taka loan, no interest has to be paid.
 


Other projects
Very frequently government comes up with rescue plan to the bank, when it absolves the total amount of interest. That time 50% of the interest is born by the government in terms of giving bond and 50% is born by the respective bank.

After examining all the rules and regulations of loan classification and provisioning and also the practices on ground, our group recommend the following:

· Bangladesh Bank should monitor more closely the lending activities of Agrani Bank.

· More incentive program need to be undertaken for the officers and employees of the bank to improve the recovery rate.

· Credit information bureau (CIB) should act more efficiently. All the necessary information of a prospective borrower should be available to the bank authority. Here the bank should use upgraded computer software for this purpose.

· The bank itself should be much more cautious before sanctioning loan. The bank authority should strictly follow the loan appraisal procedure, and also ensure that all the information provided by the clients is correct.

· All the officers and employees working specially in the recovery section should be more sincere to their respective job.

· Long outstanding cases filed in the insolvency court should be resolved as early as possible with greater priority.

· There is a commission to resolve and supervise long outstanding loan should publish their report without any delay. Normally in our country most of the report does not see the light, they remain in pen and paper. Even if it is published, the recommendations are not implemented. So the recommendations of the said commission should be implemented despite of any hindrance. 

Being one of the nationalized banks, besides their normal banking Agrani bank is undertaking a lot of economic program for poverty alleviation. By this, the bank has been able to link a huge population of rural areas with development activities of the whole country. The main aim or goal of these programs are to alleviate unemployment by turning the overloaded population into manpower, improve the economic condition that is development of overall life and above all include them to the development activities of the country which can be done by providing loans in various sectors. The bank has computerized some of its important branch to facilitate the service to the customer. Besides this, the bank is arranging a number of training for the officers and employees to improve the quality of banking service through development of human resource. 


1. Arthik Protisthan Somuher Karjyabali-2005-08.

2. Bangladesh Laws on Banks and Banking.

3. Banking Regulation and Policy Department( BRPD) circular no-16, 06 December, 2007.                  
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