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After liberation of Bangladesh in December 1971, it inherited an undiversified and undeveloped financial system. Out of historic necessity, government nationalized and reorganized all the financial institution and made them to achieve the economic objective of the government. Since 1972, the financial institution of Bangladesh used to operate under a regime of rigid government control and central bank regulation. The regulations covered fixation of interest rate on deposits and credits, directions of credits to public sector enterprises and priority sectors, directed expansion of bank branch etc. Till 1982, all the financial institutions were kept under the ownership as well as regulatory control of the government.

During the period, 1972-1982, financial network of the banking system increased commendably. The total number of branches increased 13.36% annually during 1973-1983. At the same time, population per branch reduced remarkably form 50,945 to 20,761. The urban-rural proportion of branches, deposits and credit improved significantly in favor of rural to extension of banking services to the rural area and extension of generous credit to public manufacturing enterprises. It is imperative that as the financial network of a country increases, than economic regulations for the matter of improving on the operations of financial markets economic regulations monopolized whole regulatory structure of Bangladesh financial system. Consequently, financial institution pursued a policy of rapid credit expansion to priority areas in response to government directives with little regard to loan quality. Sound credit analysis was replaced with socioeconomic considerations. Many rural branches were opened without considering viability aspects. Lending rates, especially for priority sectors, were kept at such a lower level which did not cover the risk and actual cost factors. As a result, a huge proportion of the asset proportions of the financial institutions became overdue. Debt recovery performance was also poor due to inadequate laws for debt recovery and ineffective debt recovery efforts on the part on the financial institutions themselves. All these had been reflected through decline in the profitability of the nationalized commercial banks.

Since 1983, the government of Bangladesh started taking “ownership reform” measures in the financial sector. Two out of six NCBs were denationalized and a number of private commercial banks were allowed to operate by the government. It was thought that these measures of denationalization and privatization would generate competition and improves the level of customer services and operational efficiency of the banking sector.

 1.2 ORIGIN OF THE REPORT








As a mandatory requirement of the Masters of the Business Administration (MBA) program under School of Business at Dhaka University this report entitled -“Credit Management & Operation Procedure of Prime Bank Limited”" - is a connived depiction of the three month long internship program at the Credit & Foreign Exchange Department in Prime Bank Limited. For any business school student only curriculum activity is not enough for handling the real business situation, therefore it is an important opportunity for the students to know about the field of business through the internship program. As internship program is a perfect blend of the theoretical and practical knowledge.

This report is originated to fulfill the requirement of the assign project internship report on “Credit Management & Operation Procedure of Prime Bank Limited”. It has been prepared under the supervision and guidance of my honorable teacher M.A Taleb, Assistant Professor, Department of Banking, University of Dhaka. In this regard an organizational attachment at “Gulshan Branch of Prime Bank Limited”, has been given to me a period of (03) three months commencing from June 04, 2007 to September 03, 2007. And this report is prepared on that internship experience. My organization supervisor Mr. Md. Amzad Hossain (Operation Manager, Gulshan Branch, PBL) assigned me the topic of the report & my institution supervisor at Dhaka University duly approved it. The report will definitely identify how the corporate world really works and how the loans are approved and disbursed; and will help to apply theoretical knowledge in the practical life. During this period I have learned how the host organization works with the help of the internal supervisor.  

 1.3 OBJECTIVES OF THE REPORT








Part A: Organization Part, Feature of the Prime Bank Limited (PBL).
Part B: Project Part: Credit Management and Operational Procedure

· Finding out the credit management and operational procedure practice by Prime Bank.

· Performance Analysis of Prime Bank.
Besides the organizational objective, my objective is 

· Identify the Strategies for PBL implementing to combat with competition and risk in constant prosperity of the company.

· To fulfill academic requirement.

· Having a clear-cut concept of credit appraisal and management practice by a prominent bank and to know the effectiveness of credit appraisal in the process of credit approval system and the portfolio of loan and advances and how they manage it.
· To develop my capabilities as an employee in realistic field in the job market.

1.4 DATA COLLECTION & METHODOLOGY







 1.  Data Collection (Primary & Secondary Sources):
Information collected to furnish this report is both from primary and secondary sources.

The Primary sources are:

· Practical Desk work

· Face to face conversation with the officer.

· Face to face conversation with the clients.

· Relevant file study as provided by the concerned officer.

The secondary Sources are:

· Different Circulars issued by Head office and Bangladesh bank.

· Different “Procedure Manual” published by Prime Bank.

· Annual Reports (1999, 2000, 2001, 2002, 2003, 2004, 2005, 2006) of Prime Bank and Information obtained from PBL Web-site (www.prime-bank.com).

· Publications obtained from different libraries and from Internet.

  2. Methodology:  

The study requires a systematic procedure from selection of the topic to final report preparation. To perform the study data sources are to be identified and collected, they are to be classified, analyzed, interpreted and presented in a systematic manner and key points are to be found out. This overall process of methodology is given in the following page in the form of flowchart that has been followed in the study.
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Figure: Flow Chart of methodology

 1.5 SCOPE OF THE REPORT









The scope of this report covers the overall description of the company, its services, and its position in the industry and its financial performance analysis. Since 1995 PBL is still in its growth stage in Bangladesh; it has still to go a long way to achieve its destination. To achieve the long-term goal it must take each step very carefully. The report will mainly focus on how PBL is providing credit facilities to its corporate customers and providing loans to individuals for different purposes. The whole report is divided, mainly into four parts. In the first session I will focus on the company’s background, management style, present status and specially the products of prime Bank. In the second session it focuses on the credit management and operation procedure of the credit system of Prime Bank thoroughly. The third session covers the financial performance of Prime Bank and the fourth session that is the final part covers the some shortfalls, problems of Prime Bank will be taken into account. And finally I give some recommendations.

 1.6 RATIONALITY OF THE STUDY







Internship program is the practical aspect of our theoretical learning. It makes a bridge between the gap of classroom learning and practical learning. In this view, Internship plays a pivotal role for each professional degree like MBA. The study will help formulate suitable policies taking into consideration different ideas, suggestion and feelings of the customers and bankers. Further more, it may noted that prime Bank executives who are really executing the policies undertaken by the top management will have a chance to communicate their interaction and provide necessary feedback. 

 1.7 LIMITATIONS OF THE STUDY








An Internee has to complete the internship and prepare an internship report within a semester. In briefly, I faced following limitations during the time of preparing this report.

· The research was limited to the credit division of Gulshan Branch and does not cover the Head Office due to time constraint.

· Lack of comprehension of the respondents was the major problem that created much confusion regarding verification of conceptual question.

· Large-scale research was not possible due to constraint and restrictions posed by organization.

· Some of the relevant papers and documents were strictly prohibited.

· To protect the organizational loss in regard of maintaining confidentiality some parts of the report are not in depth.

· As per Bank’s compliance, as an intern I was unable to obtain indispensable experiences of different departments.

· Due to time shortage, details of many aspects of the services of PBL have been skipped in this report.

· One of the main barriers in writing this report was the confidentiality of data. Though I saw their internal procedure that is being used in processing and evaluating any documentary credit, but I was told strictly not to disclose that even in my internship report. 

· The findings of the survey are based on customers’ response of Gulshan branch only and because of that the result may not properly reflect the same for other branches of prime Bank.

· Sufficient data for prepare a report is not available.

· The employees of the bank are so much busy so they cannot provide me to give information about the foreign exchange such as import, export etc.

Observing and analyzing the broad performances of a Bank and one of its branches is not an easy job by this short time duration.
  2.1  INTRODUCTION










In the backdrop of economic liberalization and financial sector reforms, a group of highly successful local entrepreneurs conceived an idea of floating a commercial bank with different outlook. For them it was competence, excellence and consistent delivery of reliable service s with superior value products. Accordingly, Prime Bank Ltd. Was created and commencement of business started 17th April 1995. 

As a fully licensed commercial bank, a highly professional and dedicated team is managing Prime Bank Ltd. with long experience in banking. They constantly focus on understanding and anticipating customer needs. As the banking scenario undergoes changes so is the bank and it repositioned itself in the changed market condition.

Prime Bank Ltd has already made significant progress within a very short period of its existence. 

Prime Bank Ltd. was designed to provide commercial and investment banking services to all types of customer ranging from small entrepreneur to big business firms. Besides investment in trade and commerce, the Bank participates in the socioeconomic development through the participation in priority sectors like agriculture, Industry, housing and self-employment. Prime Bank Ltd. want to establish, maintain, carry on transact Undertake and conduct all types of banking, financial all investment and trust business in Bangladesh and abroad.

Prime Bank offers all kinds of Commercial, Corporate and personal banking services covering all segments of society within the framework of Banking Company Act and Rules & Regulations as laid down by Bangladesh bank. Diversification of products and services includes corporate banking, retail banking and customer banking from industry to agriculture and real state to society.

Prime bank has an authorized capital of Taka 1,000 million and paid up capital of Taka 1,000 million. The former Governor of Bangladesh Bank Mr. Lutfar Rahman Sarker was the first Managing Director of this Bank. At present, Managing Director is Mr. M Shahjahan Bhuiyan, who has a long experience in domestic and international banking. The bank has made a significant progress within a very short time due to its very competent board of directors, dynamic management and introduction of various customers’ friendly deposit and loan products. At present bank has 13 Directors, including the Chairman. Present Chairman of the Bank is Mr. Azam. J. Chowdhury, who is one of the renowned and prominent businessman in Bangladesh. The bank holds the first position in the CAMEL rating, published by Bangladesh Bank for the last consecutive five years.

Prime Bank being Banking Company has been registered under the Companies Act 1993 as a Public Limited Company on February 12,1995 with its registered office at 5, Rajuk Avenue, Motijheel Commercial Area, Dhaka-1000, Bangladesh. Later, the office had been shifted to Adamjee Court (Annex Building), Motijheel Commercial Area. It started operation from April 17, 1995 with a commitment to play some social role in addition to normal banking. Its slogan is “Prime Bank Ltd.- a bank with a difference”. From the very beginning, the bank has adopted the policy of diversifying its business. The bank has a plan to open more branches over the next several years at different important commercial places of the country.

 2.2 VISION OF PRIME BANK LIMITED








A Bank with a difference” is the motto of Prime Bank Ltd. So the motto itself is self-explanatory to deliver the vision of the bank. Prime Bank Ltd. is prepared to meet the challenge of the 21st century well ahead of time. To cope with the challenge of the new millennium it hired experienced and well-reputed banker of the country from the inception. The bank has efficient and dedicated professional and equipped with modern technology to provide the best service in the need of the people and thus to realize its vision.

2.3 OBJECTIVES OF PRIME BANK LIMITED







The objectives of Prime Bank Limited are specific and targeted to its vision and to position itself in the mindset of the people as a bank with difference. The objectives of the Prime Bank Limited are as follows:

· To mobilize the savings and channeling it out as a loan or advance as the company approve.

· To establish, maintain, carry on, transact and undertake all kinds of investment and financial business including underwriting, managing and distributing the issue of stocks, debentures and other securities.

· To finance the international trade both in Import and Export.

· To carry on the foreign Exchange Business, including buying and selling of foreign currency, traveler’s cheque, international credit card issuance etc

· To develop the standard of living of the limited income group by providing retail credit.

· To finance the industry, trade and commerce in both the conventional way and by offering customer friendly credit service.

· Performing the banking operation by their different branches based on interest mode banking i.e. Conventional Banking and investment mode i.e. Islamic Banking.

· To encourage the new entrepreneurs for investment and thus to develop the country’s industrial sector and contribute to the economic development.

 2.4  MANAGEMENT OF PRIME BANK LIMITED






Board of Directors is the sole authority to take decision about the affairs of the business. Now there are 13 directors in the management of the bank. All the directors have a good academic background and have huge experience in business. Mr. Azam J Chowdhury is the chairman of the Bank. The board of Directors holds the meetings on a regular basis.

· Executive Committee: The Executive consists of the members of the Board of Directors. This committee exercises the power as delegated by the Board from time to time and approves all matters beyond the delegation of Management.
· Management Committee: The Management Committee consists of Managing Directors and Head Office Executives. They discuss about the progress on portfolio functions. Different ideas and decision, guidelines regarding deposits, lending and management of Human and Material resources are the main concern of this committee.
All these committees meet on a regular basis for discussing various issues and proposals submitted for discussion.

ORGANOGRAM OF PRIME BANK LIMITED






FIG: ORGANORRAM OF PRIME BANK LIMITED

MANAGEMENT HIRARCHY OF PRIME BANK LIMITED




Source: HRD, Head Office PBL

 2.5 DEPARTMENTS OF PRIME BANK LIMITED






If the jobs are not organized considering their interrelation and are not allocated in a particular department, it would be very difficult to control the system effectively. If the departmentalization is not fitted for the particular works there would be haphazard situation and the performance of a particular department would not be measured. Prime Bank Limited has done this work very well.

  1. Logistic & Support Services Division (L&SSD):






This division was formerly known as General Service Division (GSD). Its main functions relate to procurements and supply of all tangible goods and services to the Branches as well as Head Office of Prime Bank Limited. These include:

· Every tangible functions of Branch opening such as making lease agreement, interior decoration etc.

· Print all security papers and Bank Stationeries.

· Distribution of these stationeries to the Branch.

· Purchase and distribute all kinds of Bank’s furniture and fixtures.

· Receives demand of cars, vehicles, telephone etc from branches and different division in Head Office and arrange, purchase and delivery of it to the concerned person/Branch.

· Install & maintain different facilities in the Branches.
  2. Financial Administration Division (FAD):







Financial Administration Division mainly deals with the account side of the Bank. It deals with all the Head Office transactions with bank and its Branches and all there are controlled under the following heads:

· Income, Expenditure Posting: Income & expenditures are maintained and posted under these head.
· Cash Section: Cash section generally handles cash expenditure for office operations and miscellaneous payments.
· Bill Sections: This section is responsible for inland bills only.
· Salary & Wages of the Employee: Salary and wages of the Head Office executives, officers and employees are given in this department.
· Maintenance of Employee Provident Fund: Employee provident fund accounts are maintained here.
· Consolidation of Branch’s Accounts: All Branches periodically (especially monthly) sends their income and expenditure i.e. profit & loss accounts and Head Office made the consolidated statement of income and expenditure of the Bank. Here branch statements are reviewed. This division also prepares various monthly, quarterly, half-yearly statements and submits to Bangladesh Bank. It also analyzes and interprets financial statements for the management and Board of Directors. 
 3. Credit Division :








The main function of this division is to maintain the Bank’s Credit Portfolio. A well-reputed and hard working group of executives & officers operate the functions of this division. These functions are as follows:

· Receiving Proposals.

· Proposing and appraising.

· Getting approval.

· Communicating & Sanctioning.

· Monitoring and follow-up.

· Setting price for credit and ensuring effectiveness of it.

· Preparing various statements for outward submission to Bangladesh Bank.

 4. International Division (ID):








The objective of this division is to assist management to make international dealing decisions and after decision is made, guide Branches in their implementation. Its functional areas are as follows.

· Maintaining correspondence relationship.

· Monitoring foreign rate and exchange dealings.

· Maintaining Nostro Account and reconciliation.

· Sending updated exchange rates to the concerned Branches.

 5. IT/ Computer  Division :









Prime Bank operates and keeps records of its assets and liabilities in computer by using integrated software to maintain client Ledger and General Ledge. The main functions of this division are:

· Designing software to support the accounting operation.

· Updated software, if there is any lagging.

· Improving software to get best possible output from them.

· Hardware & Software trouble shooting.

· Maintaining connectivity through LAN, Intranet & Internet.

· Providing updated CD’s of online accounts to the Branches.

· Routine Checking-up of computers of different Branches.

 6. Public Relation Division :









It has to perform certain functions related to all types of communication. The board routine functions can be enumerated as follows:

· Receiving and Sanctioning of all advertising application.

· Keeping good relation with different Print Media.

· Inviting concerned ones for any occasion.

· Keeping good relation with different officers of Electronic Media. 

 7. Sales and Marketing Division :








Marketing Division is involved in two types of marketing:

· Asset Marketing: Marketing of assets refers to marketing of various kinds of loans and advances. In-order to perform this job, they often visit to large organizations and attract them to borrow from Bank to finance profitable venture.
· Liability Marketing: The process of liability marketing is more or lees same as Asset marketing. In this case different organizations having excess funds are solicited to deposit their excess fund to the Bank. If the amount of money to be deposited is large, the banks sometimes offer a bit higher price than the prevailing market rate.
 8. Human Resource Division (HRD) :







HRD performs all kind of administrative and personnel related matters. The board functions of the division are as follows:

· Selection & Recruitment of new personnel.

· Preparation for all formalities regarding appointment and joining of the successful candidates.

· Placement of manpower.

· Dealing with the transfer, promotion and leave of the employees.

· Training & Development.

· Termination and retrenchment of the employees.

· Keeping records and personal file of every employee of the Bank.

· Employee welfare fund running.

· Arranges workshops & trainings for employee & executives.

 9. Inspection & Audit Division:








Inspection and Audit division works as internal auditor of the company. With a view to having strong internal control, the Bank strengthened its internal audit team and undertook comprehensive as well as special audit from time to time. The Board conducts its own audit through Audit cell, which lend authenticity to the process. The Audit Committee reviews the audit report and suggests remedial measures and control points for non-recurrences of the lapses in the processes of various business units. The Audit team will now grade the branches as per the business and control risks and frequency of audit will depends on risk grading. The officers of this division randomly go to different Branches examine the necessary documents regarding each single account. If there is any discrepancy arises, they inform the authority concerned to take care of that/those discrepancies. They help the bank to comply with the rules and regulation imposed by the Bangladesh Bank. They ensure the Bangladesh bank about the current position of the rules and regulation followed by the Bank.

 10. Credit Card Division:









Prime Bank obtained the principal membership of Master Card International in the month of May 1999. A separate division is assigned to look after this card. The Marketing Team of this division goes to the potential customers to sell the card. Currently Prime Bank Ltd. offers four types of cards: 

	· Local Silver Card.

· International Card.

· Local Gold Card.

· International Card.
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Recently Prime Bank has obtained the membership of VISA credit card and soon they will start marketing of it.

11. Merchant Banking Division:









This division concentrates its operation in the area of underwriting on Initial Public Offering (IPO) and offering Bridge Finance for the company who need finance to entering them into capital market. They also are offering advances against shares. This division also engages in portfolio investment for their Bank. The Bank has a large amount of investment in shares & securities of different corporations as well as government treasury bills and prize bond. The Bank launched a scheme titled “Prime Investment Portfolio Management Services” for the individual and institutional investors to invest in the stock market. It is a non-discretionary investment management services for the investor having the option to avail loan facility as margin.

 2.6 HUMAN RESOURCE MANAGEMENT OF PRIME BANK LIMITED




The core competencies in banking sector can be created with the help of its personnel. The main thing in banking business is that a bank or financial institution has to avail the trust of the depositor, client for improving its performance. Availing the trust of the general people is not an easy task. Not only the directors attitude and efficiency but also that of the employees are important for achieving the trust of the general people and thus for better performance of the Bank. In the face of the today’s global competition, it is not only essential to assemble the best people to work for the company but also to equip the workforce with the latest skill and technologies and retain the high achievers to compete effectively and efficiently.

To cope with the customers’ need Prime Bank’s human resources policy emphasize on providing job satisfaction, growth opportunities, and due recognition of superior performance. A good working environment reflects and promotes a high level of loyalty and commitment from the employees. Realizing this PBL has placed the utmost importance on continuous development of its human resources, identify the strength and weakness of the employee to assess the individual training needs, they are sent for training for self development. To orient, enhance the banking knowledge of the employees PBL organize both in-house and external training.

 2.7 PRIME BANK TRAINING INSTITUTE (PBTI):






Prime Bank Training Institute had all along supported the Bank through various in house training courses, workshop and seminars. The institute had played a significant role in strengthening the capabilities of their human resources. In constantly worked on improvement of training methods and materials. Most of the programs had been designed in modular form with specific objectives and goals. The trainees measured those for evaluation of performance. PBTI had conducted Foundation Training Courses, Short Courses, and Workshops for new recruit Entry-level officers, mid level management and senior executives. In addition, the institute conducted short courses on Credit operation, International Trade Finance and Laws and Practices of Banking for mid level management.

 2.8 CONVENTIONAL & ISLAMIC BANKING OPERATIONS:




Prime Bank performs its banking operation in both Islamic and Conventional mode. The separate branch of Prime Bank practices the operations. Prime Bank Limited is operating branches on both conventional interest based banking and Islamic Shariah Principle based Banking. The Islamic Banking operations are completely separate from the conventional Banking.

Prime Bank has started its Islami Banking operation through its first Branch being inaugurated at 19, Dilkusha C/A, Dhaka on 18 December 1995. Since then it has so far has established four more branches at different locations in the Country. Because of its popularity and management’s commitment toward social well being gradual expansion of Prime Bank’s Islami Banking operations is assured. Following are the salient features of Islamic Banking, as is practiced in Prime Bank Limited.

The bank is maintaining a separate set of accounts for Islamic Banking branches, which is completely different from conventional Banking branches to conform with the standard adopted by financial Accounting and Auditing organization for Islamic Financial Institution.

Mode of operation of Islami banking Conducted by PBL are as follows:

· All activities are conducted according to Islamic Shariah.
· Interest free monetary operations.
· Building partnership relation between the Bank and its customers.
· Following Islamic principles in its investment portfolio.
· While investing special consideration to social needs is given.
· Through small and long term deposit schemes providing hope to the poor income group of the society.
· Client service centric banking, through which making the clients feel special
· Conduct welfare activates etc.

 2.9 AUTOMATION IN BANKING OPERATION:






Technology integration for automation of business process and procedures is an integral part of PBL customer service. Since the very beginning, PBL have made conscious efforts for induction and upgrading of information technology at various levels to gain competitive edge over the others. Process of selecting top quality banking software was in an advanced stage and the Bank had already short listed three solutions from internationally reputed firms. PBL needed high performance, scalable online Banking software so that customer service was rendered more efficiently and new products were deployed with little loss of time. In that exercise, we were looking into a total solution to their needs. Putting multiple delivery channels had also been considered for extra capacity building in customer service by doing away with limitations of time and space. All the branches of PBL are now in an automated environment as far as customer transactions are concerned and excepting a few branches in locations not accessible by Lease Line all other branches are under a wide area network. For remittance and fund transfer purpose, PBL customers could take the advantage of online facility, PBL has already undertaken initiatives to look into the possibility of connectivity outside BTTB to keep PBL online service at a desired level and without interruptions. PBL has offered a website (www.prime-bank.com) to their customer. The site is always undated with current information about PBL services and products. Rate of interest on various products are also available on the website.

 1. Prime Line (Any Branch Banking):







The Bank has set up a Wide Area Network (WAN) across the country to provide “Online Branch Banking” facility to its valued clients. Under the Scheme, clients of any branch shall be able to do banking transaction at other branches of the bank.

 

Under this system a client will to be able to do following type of transactions:

· Cash withdrawal from his/her account at any branch of the Bank irrespective of location

· Cash deposit in his/her account at any branch of the Bank irrespective of location

· Cash deposit in other's account at any branch of the Bank irrespective of location

· Transfer of money from his/her account with any branch of the Bank.

Any amount can be deposited or transferred under Prime Line. In the system, however, at present there is a limit for cash withdrawal through bearer or by account holder himself.

 2. Society For World Wide Inter Bank Financial Tele Communication (SWIFT):

Prime Bank Limited is one of the first few Bangladeshi Banks who have become member of SWIFT (Society for Worldwide Inter-bank Financial Telecommunication) in 1999.  SWIFT is a member owned co-operative, which provides a fast and accurate communication network for financial transactions such as Letters of Credit, Fund transfer etc. By becoming a member of SWIFT, the bank has opened up possibilities for uninterrupted connectivity with over 5,700 user institutions in 150 countries around the world.

SWIFT No.: PRBLBDDH

 2.10 NETWORK OF BRANCHES OF PRIME BANK LIMITED:




During 2006, the Bank opened 9 Branches at important financial hubs of the country. Out of the 9 Branches 4 are rural branches located at places for facilitating inward remittance wage earners. The opening of Branches have strengthened the network and opened opportunity for growth. The Present status of Network branches are given below:

	Classification

	2006

	2005


	Urban

	40

	35


	Rural

	10

	6


	Total

	50

	41



	
	

	Alongside the presence in the commercial hubs of the country, Prime Bank has taken a position to extend its network in the special export-processing zone created for foreign investors and local entrepreneur engaged in 100 percent export based industry. 
	


Under the license issued by Bangladesh Bank, the Bank has entered into an agreement with Bangladesh Export Processing Zones Authority (BEPZA) to open the Offshore Banking Unit at Savar EPZ and Chittagong EPZ. Opening of Offshore Unit will enable the Bank to provide banking services to the foreign investors and wage earners more efficiently.

 2.11 SUBSIDIARY OF PBL ( PRIME EXCHANGE COMPANY PTE LIMITED):


Prime Bank Limited established its fully owned subsidiary "Prime Exchange Co. Pte Ltd." to offer remittance services to Bangladeshi nationals in Singapore, which started its operation from 8th July, 2006 under remittance license received from Monetary Authority of Singapore (MAS) and approval of Bangladesh Bank. Mr. Qazi Saleemul Huq, MP Chairman of the Executive Committee of the Board of Prime Bank Ltd. is the Chairman of Prime Exchange Co. Pte Ltd. while Mr. M Shahjahan Bhuiyan, Managing Director of the Bank is the Director of the Prime Exchange Co. Pte Ltd. The Exchange Company is located at Zaman Centre, 5 Roberts Lane, Singapore-218286, a very convenient place at Serangoon area near Mustafa Centre, where Bangladeshi nationals congregate during weekends for social interaction and money remittance services. Opening of the fully owned subsidiary in Singapore to offer remittance services to Bangladeshi nationals will add new dimension to the Bank's remittance operation.

 2.12 OFFSHORE BANKING UNIT OF PRIME BANK LIMITED:




Prime Bank Limited established  "Off-Shore Banking Unit " to offer Offshore banking services to investors, personnel and businessmen involved in Dhaka Export Processing Zone (DEPZ). The Unit has started its operation in March 2007.

 1.13 SERVICES AND PRODUCTS OF PRIME BANK LIMITED:




Personal, commercial, corporate, investment and private banking; trade services; cash management; treasury and capital markets services; personal and business finance; pension and investment fund management; trustee services; and securities and custody services.

The Product and Services that are currently available are given below:

· Deposit Scheme.

· Loan Scheme.

· Islamic Banking.

 1. Depository Product:








 
Bank is the largest mobilizer of surplus domestic savings. For poverty alleviation, we need self-employment, for self-employment we need investment and for investment we need savings. In the other words, savings help capital formations and the capital formations help investments in the country. The investment in its turn helps industrialization leading towards creation of wealth of the country. And the wealth finally takes the country on road to progress and prosperity. As such, savings is considered the very basis of prosperity of the country. The more the growth of savings, the more will be the prosperity of the nation.

The savings rate in Bangladesh is one of the lowest in the world. In order to improve the savings rate, Financial Institutions responsible for mobilization of savings should offer attractive Savings Schemes so that the marginal propensity to save increases. The savings do not, of course, depend only on the quantum of income but largely depend on the habit of savings of the people.

Prime Bank Limited is now offering 15 depository products for mobilizing the saving of the general people. There are also accounts for force saving from the exporter that is called Reserve Margin from the export bill.



 














 2. Loan  Product of Prime Bank Limited:






Lending of funds to the constituents, mainly traders, business and industrial enterprises, constitutes the main business of the banking company. The major portion of the bank’s funds is employed by way of loans and advances, which is the most profitable employment of its funds. The major part of bank’s income is earned from interest and discount on the funds so lent. The business of lending, nevertheless, is not without certain inherent risks. Largely depending on the borrowed funds a banker cannot afford to take undue risks in lending. While lending his funds, a banker, therefore, follows a very cautions policy and conducts his business on the basis of the well-known principles of sound lending in order to minimize the risks.

The Prime Bank is offering the following loan and advance product to the client for financing different purposes that fulfill the requirements of the bank and have good return to the investment as well as satisfy to its clients. The loan and advance products are divided into three classes as per the requirements of different types of customers.

 (a) Consumer Credit/ Retail Credit Products of Prime Bank Limited:



Retail banking is, however, quite broad in nature - it refers to the dealing of commercial banks with individual customers, both on liabilities and assets sides of the balance sheet. Fixed, current / savings accounts on the liabilities side; and mortgages, loans (e.g., personal, housing, auto, and educational) on the assets side, are the more important of the products offered by banks. Related ancillary services include credit cards, or depository services.
The issue of retail banking is extremely important and topical. Across the globe, retail lending has been a spectacular innovation in the commercial banking sector in recent years. The growth of retail lending, especially, in emerging economies, is attributable to the rapid advances in information technology, the evolving macroeconomic environment, financial market reform, and several micro level demand and supply side factors. Retail loan is estimated to have accounted for nearly one-fifth of all bank credit. Housing sector is experiencing a boom in its credit. The retail loan market has decisively got transformed from a sellers’ market to a buyers’ market.

Gone are the days where getting a retail loan was somewhat cumbersome. All these emphasize the momentum that retail banking is experiencing in the Indian economy in recent years. 

Finally, retail banking does not refer to lending only. In the whole story of retailing one should not forget the role played by retail depositors. The homemaker, the retail shop keeper, the pensioners, self-employed and those employed in unorganized sector - all need to get a place in the banks.

Prime Bank Limited had a pioneer role in providing necessary finance to the fixed income group for buying items that are necessary for raising the quality of living. As a part of risk diversification strategy they have expanded their lending activities in this sector during 2006-07.  The growth rate of their consumer financing was about 50(fifty) percent during the financial year. In the view of the growth potentials separate division was created for managing the retain business. A number of products were developed and existing products were re-launched which received good response. The Bank arranged fairs to introduce the products, which attracted lot of enthusiasm among the customers. In order to provide financial assistance to the limited income group for raising their standard of living by acquiring domestic durables like Refrigerator, T.V., Washing machine, Furniture, Computer, Motor Car, etc., PBL have introduced a Scheme to improve the quality of life particularly of the fixed income earner of the society and this scheme is known as Consumer Credit Scheme. The bank introduced direct selling services by recruiting highly trained and customer focused professionals. Their functions and responsibilities are closely managed and supervised by in-house banking officials.

Eligibility of Credit:

The persons having confirmed/permanent job in any one of the following organizations and age between 20 to 50 years are eligible for availing of Credit facilities under the Scheme  

· Government Organization
· Semi-Government and Autonomous Bodies
· Banks, Insurances Companies or any other Financial Institutions
· Armed Forces, B.D.R, Police and Ansar
· Private Organizations having corporate structure
· Teachers of Universities, Colleges and Schools
Besides the above, Professionals like Doctors, Engineers, Architects, Lawyers, Journalists, Chartered Accountants, Self Employed Business Executives are also eligible for enjoying credit facilities under this scheme subject to the providing of Bank Guarantee or Insurance Guarantee for the amount of Credit.


	House Durable Goods


	· Motor Cycle

· Personal Computer

· Laptop

· Photocopier/Fax Machine.

· Small PABX system.

· Furniture
	· Television

· Mobile Phone Set.

· Refrigerator.

· Audio-Video Equipment.

· Other Home Electric Appliance.

· Any other household Durable.

	Car Loan

	· New Vehicle

· Recondition Vehicle.

· Bus.
	· Truck and Corporate Bodies for own Use
· CNG Conversion Loan.

	Doctors Loan

	· General Practitioner MBBS/BDS.

	· Specialized Doctor.



	Others Loan

	· Advance Against Salary.

· Education Loan.

· Travel Loan.
	· Any Purpose Loan.
· Hospitalization Loan.

· Marriage Loan.



 (b) Small & Medium Enterprise Loan of Prime Bank Limited:



Bangladesh is a densely populated country. Job opportunity here is very scanty; Unemployment rate is approximately 40%. Population below poverty line is 36%. Therefore, it is the prime concern for the nation to generate income through creation of job opportunity & employment. Creation of job opportunity at large scale by us is not possible. What can be done better is to help self-employment through financial support. There are many small and medium entrepreneurs in the country that have innovative idea, spirit and potentiality to do something productive for local consumers as well as export abroad.

They can generate income and contribute to the GDP. They may also provide employment to other people. Development and growth of Small and Medium Enterprise is vital for national development. Such type of beneficial enterprises borrower can not go a long way for want of financial support because they have no access to institutional credit facilities, as they cannot provide collateral security as demanded for such credit facility. 

	Prime Bank Limited is committed to play positive role in the overall socioeconomic development of the country. And that is why they introduce credit for the small and medium enterprise. Main objective of the loan is to advance or lend money to the unemployed persons for self-employment and rehabilitation  in     the 
	 SMALL & MEDIUM ENTERPRISE (SME) LOAN PRODUCTS
· Working Capital Loan.

· Double Loan.

· Commercial Space Loan

· Festival Loan

· Renovation Loan




society and to finance the Small and Cottage Industries for Industrialization and also to create employment opportunities. Apart from offering customized financial services, the Bank puts its efforts for the development of this sector by participating in various road shows and forums to build awareness among the customers, and arranging skill development training for clients. Moreover, the bank is a party to various refinance programme executed with Bangladesh Bank for making available easy finance to this sector. The bank has renewed its guarantee agreement with USAID and strengthened its partnership with South Asia Enterprise Development Facility (SEDF) for enhancing support to SME.

 © Corporate Credit of Prime Bank Limited:






Prime Bank Limited continued to extend credit facilities to industries, trade and commerce, productive and properties sectors and to small and medium enterprises within the policy guidelines of the bank & Bangladesh Bank. The clients of this segment of business are the Large & Medium size corporate customers with expertise in trade finance; the bank also disburse term loan. The corporate credit products of Prime Bank are as follows:

	MODES OF CORPORATE FINANCE

· Lease Finance.
· Hire purchase.
· Loan Against Share.
· House Building Financing Scheme.
· Working Capital Financing.
· Project Loan.
· Computer Software Financing Scheme.
· Financing Schemes for Contractors.
· Import Financing.
· Industrial Working Capital Financing.
· Project Loan.
· Structured Finance (Loan Syndication).
· Agriculture/Agro Based/Agro Processing Finance.
· Loan Against FDR, MBDS, CSS and all other Scheme Deposit of PBL.


 (d) Islamic Banking Products of Prime Bank Limited:




Prime Bank Limited has started its operation as a Conventional Bank in April 1995. But pretty soon afterwards, within few months, the Bank has taken up the Challenge to start Islami Banking Operations. The Challenge is not so much as in operating Islamic Banking but in maintaining both the forms in Parallel. From its inception as an Islami Bank the bank has proven itself to be worthy of its slogan of ‘Bank with a Difference’, through successful operation of Islami Banking.

Prime Bank has started its Islami Banking operation through its first Branch being inaugurated at 19, Dilkusha C/A, Dhaka on 18 December 1995. Since then it has so far has established four more branches at different locations in the Country. Because of its popularity and management’s commitment toward social well being gradual expansion of Prime Bank’s Islami Banking operations is assured.

Service Portfolio of PBL under Islamic Banking Operation:

· Deposit.
· Investment.
· Foreign Trade.
· Remittance and Fund Transfer.

	Depository Product

	· Al-Wadiah Current Account
· Mudaraba Saving Account.
· Mudaraba Short Term Deposit
· Mudaraba Term Deposit.
· Mudaraba Education Saving Scheme.
· Prime Millionaire Mudaraba Deposit Scheme.
· Resident Foreign Currency Deposit.
	· Mudaraba Hajj Saving Scheme.
· Mudaraba Contributory Saving Scheme.
· Mudaraba Monthly Benefit Deposit Scheme.
· House Building Mudaraba Deposit Scheme.
· Non Resident Foreign Currency.

	Investment Products

	Under Bia Mechanism:

· Bia-Murabaha.
· Bia-Muajjal.
· Bia-Salam.
Under Share Mechanism:

· Mudaraba.
· Musharaka.
	Ijara

· Hire Purchase/ Ijara.
· Hire Purchase under Shirkatul Melk.
Miscellaneous

· Quard-e-Hasana.


Source: Product Brochure of PBL
The Bank has its concentration for new product and development services for satisfying its customer and increasing its customer base. They prefer now faster service with least cost.
3.1 INTRODUCTION TO CREDIT OPERATION




Credit in General Sense means, as act of allowing person or persons immediate use of money with payment until an agreed future date. According to renowned Bank Specialist Professor Dr. A.R. Khan “A credit may be defined as money lent at interest or on profit. It is nothing but temporary parting with one’s (an individual or an institution) resources in order to augment the purchasing power of the receiver of such facility with a promise to return the same with interest/profit or otherwise as mutually agreed upon.”

In a financial system of an economy, a financial market provide a mechanism whereby an individual, firm and household who is a surplus spending unit make funds available to a deficit spending unit who intend to spend more than their current income. In a banking system a bank act as an intermediary between surplus spending unit & deficit spending unit. Bank mobilizes the fund from surplus spending unit as a form of deposit and makes the fund available to the deficit unit is nothing but creation of credit. Credit is in true sense, making provision of fund by one party to another party under certain terms & conditions.

 3.2 MODES OF CREDIT


 







Loans and advances primarily have been divided into two major groups. Continuous credit and fixed term loans. Continuous credits are the advances having no fixed repayment schedule, but have an expiry date at which it is renewable on satisfactory performance. Fixed term loans are the advances made by the bank with fixed repayment schedules. The term of loan are defined as follows:

	· Short Term

· Medium Term

· Long Term
	:

:

:
	Up to 12 Months.

More than 12 up to 36 Months.

More Than 36 Months.


As initiated by Bangladesh Bank BCD Circular NO.08 Dated April 25, 1994 different kinds of lending were subdivided into 7 categories for fixation of rates of interest by the individual banks on competitive basis depending on the costs on funds, prevailing market condition and monetary policy of the country.

 1. Agriculture Credit:

Loans to primary producers engaged in farming, fishing, forestry or livestock and loans to input dealers/ distributors fall under this category. Loans to processors or traders of agricultural products are not to be categorized as agricultural Loans.

Agricultural loan may include short, medium and long-term loans as well as continuing credit. As such it may fall under the head Loan (General)/ Hire purchase/ Lease Finance.

	Crop Credit
	Non Crop Credit

	· Credit for food Grain.
· Credit for fruit.
· Credit for earning Crops.
	· Credit for cattle.

· Credit for poultry.

· Credit for fisheries


2. Term Loan for Large & Medium Scale Industry:
Small industries is presently defined as those establishment whose total investment in fixed capital such as land, building, machinery and equipment (excluding taxes and duties) does not exceed 30 million taka and investment in machinery and equipment (excluding taxes and duties) does not exceed 10 million taka. Cottage industries also fall within this definition. Medium and long-term weaver credits are also included under this category.

Bangladesh Bank gives interest subsidy @ 3% to the Banks on Loans extended under this category. Like the Large and Medium Scale Industry it is also allowed in the form of Loan (Gen)/ Hire-purchase/Lease Finance.

3. Working Capital Loan:
Loans allowed to the manufacturing units to meet their working requirements, irrespective of their size i.e. big, medium or small fall under this category. These are usually continuing credits and as such fall under the head “Cash Credit”.

4. Export Credit:
Credit facilities allowed facilitating export of all items against Letter of Credit (LC)/ or confirmed export orders fall under this category. It is accommodated under the head Export Cash Credit (ECC)/ Packing Credit (PC)/ Foreign Documentary Bill Purchase (FDBP)/ Local Export Bill Purchased.

5. Commercial Lending:
Short-term loans and continuing credits allowed for commercial purposes other than export fall under this category. It includes import financing, financing for internal trade, service establishment etc.; no medium and long-term loans are accommodated here. These categories of advances are allowed in the form of:

· Loan against imported merchandize (LIM).

· Payment against import documents (PAD).

· Secured Overdrafts (SOD).

· Cash Credit (CC).

· Loan (General).

 6. Others Credit Facilities:
Any loan that does not fall in any of the above categories is considered under the category “Others”. It includes:

· Transport equipment.

· Construction works including housing (commercial/residential).

· Work order finance.

· Personal Loans etc.

 3.3  LOAN CLASSIFICATION & PROVISIONING:


 



Bangladesh Bank introduced new accounting policies with respect to loan classification, provisioning and interest suspense in 1989 with a view to attaining international standard over a period of time. A revised policy for loan classification and provisioning was introduced from 1st January 1999. The revised policy calls for an independent assessment of each loan on the basis of quantitative factors and objective criteria. Each loan is branded with the worst level of classification resulting from these independent assessments.

1.  Loan Classification:
Classification of loan is mandatory for all scheduled commercial banks. It has become obvious due to the bad culture of fabricating the income by window dressing of the financial statement of the commercial banks. It has been observed that sometimes bank income is being calculated by showing the unrealistic expected income. To protect this ill practice, classification of loan has come to the effect basing upon a standard criterion.

Loans are classified into three categories on the basis of the length of overdue. These are as the following:

	(1) Substandard.
	(2) Doubtful.
	(3) Bad or Loss.


The criteria of loan classification are

· Overdue.

· Required Payment.

· Limit overdrawn.

· Legal action.

· Quantitative judgment.

Continuous Credit or Demand Loan:

	Types of Classified Loan
	Description

	Sub-standard
	Remain non performing for 6 months or more

	Doubtful
	Remain non performing for 9 months or more

	Loss (Bad debt)
	Remain non performing for 12 months or more


Term Loan:(Repayable within a maximum period of 5 years)
	Types of Classified Loan
	Description

	Sub-standard
	If any installment is not repaid within the specified period and if the time-equivalent of such unadjusted balance is 6 months.

	Doubtful
	If the time-equivalent of unadjusted balance is 12 months.

	Loss (Bad debt)
	If the time-equivalent of unadjusted balance is 18 months.


Agricultural Loan & Micro credit

	Types of Classified Loan
	Description

	Sub-standard
	Remain non performing for 12 months or more

	Doubtful
	Remain non performing for 36 months or more

	Loss (Bad debt)
	Remain non performing for 60 months or more


Under the existing system scheduled banks are required to maintain provisions against unclassified and substandard loans in addition to doubtful and loss loans. They are allowed to book interest against classified loans only on cash. Whether a credit is classified or not under the objective criteria, it is subjected to classification under quantitative judgment if any doubt arises regarding repayment of loan.

2. Loan Provisioning:
After getting lists of the classified accounts where no loss is anticipated, partial or total loss is anticipated, audit report by Auditor division and Bangladesh Bank, previous and current portfolio by external Auditors and Branch Managers comments on the classified accounts, Head office Credit Division prepares a list of credit accounts which are considered to be totally or partially be unrecoverable.

Rate of Provisioning:

Prime Bank Limited in the time of loan provisioning to get the real picture of the income mainly follows the Bangladesh Bank guideline. The rate of provisioning used in Prime bank is summarized in the following tables:

	Class
	Short Term Agriculture
	All Other credit

	
	Rate of Provisions

	Unclassified (UC)
	5%
	1%

	Substandard
	5%
	20%

	Doubtful
	5%
	50%

	Bad or Loss
	100%
	100%


   Source: Bangladesh Bank Circular

3. Accounting Procedure of Interest of Classified Loan:
The accounting procedure in dealing the interest earned on the classified loan is very important because the treatment may overestimate the earning of the bank. In Prime Bank Limited the accounting procedure that are followed in dealing with interest fee earned are pointed out below:

(1) If all credit or advance is classified as substandard or doubtful, the interest will be charged on the credit account but such interest is not transferred to the income account rather it is kept on the interest suspense account.

(2) If any loan or advance is classified as Bad or Loss, the interests of that account are suspended instantly. If any suit is required to be filed for recovery of such credit, then it is filed on the total amount of the principal including the interest suspense account.

(3)  If any classified loan or part of that loan is recovered, the interest will be adjusted first then the original loan will be adjusted.

 3.4  CREDIT MANAGEMENT PROCEDURE:


 



The failure of the commercial bank is mainly occurs due to bad loan, which occurs due to inefficient management of the loan and advances portfolio. The objective of the credit management is to minimize the performing asset and the minimization of the non-performing assets as well as ensuring the optimal point of loan and advance and their efficient management. Credit management is a dynamic field where a certain standard of long-range planning is needed to allocate the fund in diverse field and to minimize the risk and maximize the return on the invested fund. Continuous supervision, monitoring and follow-up are highly required for ensuring the timely repayment and minimizing the default. Actually the credit portfolio is not only constituted the banks asset structure but also a vital factor of the bank’s success. The overall success in credit management depends on the banks credit policy, monitoring, supervision and follow-up of the loan and advances.

Flow-Chart: Steps in Credit Operation













 3.5  CREDIT PLANNING


 







Credit Planning implies efficient utilization of scarce (lonable fund) to generate earning for the bank. Constituents of credit planning are forecasting of lonable fund likely to be available in a particular period of time and allocation of the same amongst alternative avenues in a prudent way. Credit planning has got a serious importance because Lonable fund comes out of deposit mobilized from the people. So safety of people’s money should be ensured carefully. Unplanned lending may create harm in two ways; firstly, excess lending may create liquidity crisis for the bank. Secondly, too much conservative lending may make the lonable fund idle. Idle but cost-bearing fund again incurs operating cost for the Bank. Excess liquidity led by unplanned inadequate lending push the profitability to decline. Planned credit helps to maintain conformity with the national priority. Unplanned credit may upset the total economic stability from macro point of view either by making inflation or deflation.

3.6 PORTFOLIO MANAGEMENT OF CREDIT


 



Portfolio Management of Credit implies the development of lonable fund among alternative opportunities through proper allocation. The objective of portfolio management of credit is the best and efficient management of loan to ensure profitability. Designing the size and pattern of loan portfolio with accuracy is a tough job. Even then, a prudent loan portfolio management can be done by careful consideration of the factors mentioned in the following:

· Bank’s Capital position.

· Deposit mix (Tenure of deposit).

· Credit Environment.

· Influence for monetary and fiscal policies.

· Credit needs of the respective commanding area.

· Ability & experience of the bank personnel to handle the loan portfolio.

Is designing the loan portfolio, three things should be decided; first, the type of customers the bank wants to serve; Second, involvement of risks with various kinds of loans; and finally, the relative profitability of various kinds of loans. With each and every coin of loan, there is an involvement of risks. So the quantum of risk should be spread over the various types loan through diversification. Diversification of credit into a particular sector or area, product or business should also be observed carefully. If credit is already been concentrated to a particular streamline mentioned earlier, that should be avoided.

Finally, the type & tenure of deposit should be analyzed carefully in determining the loan portfolio of a bank. How much quantum of fund will be earmarked for long term lending and how much for short term depends to a large extent on the deposit structure.

 3.7  PRICING OF LOAN






 



Loan pricing is an important factor in banking business. Because through pricing, bank usually calculate their margin/profit. So, it is to be determined carefully. In pricing, four components are to be calculated prudently otherwise pricing of that loan will create a definite loss for the bank. The components are:

(1) Interest Expense or Cost of Fund.

(2) Administrative Cost.

(3) Cost of Capital.

(4) Risk Premium. 

Addition of the first three elements will provide the “Prime rate” beyond which a bank can never go for lending. Magnitude of the risk premium creates margin for the bank. And this rate of risk premium may vary from person to person and even from sector to sector depending upon the value or importance of the client and the prospective priority of the sector. Once upon a time, it was dictated by the Central Bank but now a day, in compliance with open market operation this power has been delegated to the listed commercial banks.

Table: Pricing of Bank Loan







Table: Factor Considering For Loan Pricing



 3.8  PRNCIPALS OF SOUND LENDING





 

There are a few general principles of good lending followed by bankers while considering proposals for advances. For sound lending inter-alia the following points should be kept in view:

(1) Judicious selection of Customers.

(2) Purpose.

(3) Safety.

(4) Security.

(5) Liquidity.

(6) Adequate return (Profitability).

(7) Supervision.

(8) National/Social interest.

(9) Credit Control Policy of Bangladesh Bank.

It is to be always remembered that the Bank is the custodian of public money and as such we must be judicious, careful and selective while lending out the depositors’ money to ensure timely recovery. The deciding factors for recovery of loans are selection of right type of borrowers, end-use of credits and effective follow-up and proper supervision.

Despite the maximum risk involved in the credit operation/lending, bank has to go with this operation as most of the revenue generates from this operation. In case of lending to the various customers the bank must follow certain principles so that risk involvement may be kept at minimum or zero. The principles of sound lending may therefore be summarized an safety, liquidity, purpose, profitability, security, dispersal/spread and national interest.

(1) Safety: A bank is a business to make money. It mainly uses depositor’s fund as a means of its earnings but safety should never be sacrificed for profitability. The money of the depositors is being repayable on demand or after short notice.

(2) Liquidity: Liquidity means availability or readiness of bank funds on short notice. The liquidity of advance means its repayment on demand on due date or after a short notice. The loan must have fair chances of repayment according to repayment schedule otherwise the liquidity position of a bank may be threatened.

(3) Purpose: The bank should not lend money for any purposes for which a borrower may want. The recruitment of the borrower may be free from all risks.
(4) Profitability: Banking is essentially a business, which aims at earning a good profit.  The working funds of a bank are collected mainly by means of deposits from the public and interest has to be paid on those deposits. Bank has also to meet their establishment charges and other expenses. Interest earned by a bank on its advances is the main source of its income. The difference between the interest received on advances and the interest paid on deposits constitutes a major portion of the banker’s income.

(5) Security: The security offered for an advance is insurance to the banker. A banker would not normally like to recover the advance from the normal source. Security serves as a safety value for an unexpected emergency.

(6) Dispersal/Spread: The advance should be as much broad-based as possible and must be in keeping with the deposit structure. The advances must not be in one particular direction or to one particular industry; because any adversity faced by that particular industry would have serious repercussions on the bank. Again advances must not be granted in one area alone.

(7) National Interest: Banking industry has significant role to play in the economic development of a country. They may advance in priority sector in the larger national interest. Such as financial assistance to self employed person, etc. Side by side to promote retail trade, transport business, small businesses etc. are also being taken into consideration.
 3.8  STEPS IN CREDIT MANAGEMENT & APPRAISAL SYSTEM:



There is no hard and fast procedure of managing credit, yet it should follow the instructions of the Bangladesh Bank, Central Bank of Bangladesh and the Circular of Head office from time to time. The first step of credit proceedings is the request for credit from the clients. Then scrutinizing and collection of information from primary and secondary sources take place. Credit appraisal and evaluation is the most important part of credit management. On the basis of evaluation approval is given by higher authority with certain conditions to be fulfilled. The sanctioning officer, who was the authority to sanction the credits, does sanction of credit. After fulfilling the conditions the credit is disbursed. Credit monitoring and reviewing start at the time of disbursement. Necessary steps should be taken to minimize the risks and increase the return of the Bank. Delegation of Business Power is important in credit sanctioning. Four-tire level is maintained in case of large amount of credit sanctioning. Lending risk analysis is also done in case of credit above TK. 50 Lac.

 Step 1: Request for Credit from the Client
Bank provides Credit facilities to the people who are credit worthy to the Bank. Credit worthiness depends on the credibility, financial capability, and feasibility of the project management ability of the credits to earn profits. When bank is satisfied with all these then the client is provided with the requested credit. At this point it should be mentioned that the client has to go through an interview where his credit potentiality is justified through critical observation. When credit officer is satisfied with the customer he is asked to submit an application and to fill up a form with specific details.

In general the client having an account approached the bank official for financial help in the form of credit. The client may directly go to the credit department or talk with the Manager of the Branch. While talking with the client the officer try to find out the following cues:

	· Borrower’s Identity, Family Background, Character, Capacity and Integrity.

· Reputation in Business Circles, Friends, and Competitors and Employees.

· Education Qualifications, Business Experiences.

· Physical Fitness and Eagerness.

· Purpose of the Loan, Popularity and Marketability of the product.

· Owen Stake Business and Security offered.

· Expected terms of Repayment.

· Other sources of Income.

· Lifestyle of the Borrower.

· Declaration of the Assets and Liabilities.

· Whether reason for credit facility seeking is justifiable.

· Tendency to disclose the information.




Here this discussion is like preliminary screening of the client. So the credit officers need to be cautions about the facility the client is seeking and the available fund in the Bank. Moreover most of the business in our country don’t have any standard form of accounting department and don’t have any audited statements. So the main task of the credit officers is to make a relationship with the client to find out the hidden income sources.
Credit Application:

Completeness of information can best be obtained by requesting the applicant to fill out a comprehensive application. Psychological attitudes toward the seriousness of credit obligations are improved when the application is rather formal and complete.

When the customer fills in the application, it is well for the interviewer to look over the form and to provide supplemental information, which will assure completion of the blanks not filled in, or which probes more deeply into the questionable areas. It is well to provide space on the form for the recording of more information after the customer has left. Points in favor of having the application fill out the form is that fewer skilled credit personnel are necessary and that more customers can be accommodated in the same space.

The client has to provide the following information in the Credit application Form:

· Mode of Financing and amount of credit sought.

· Primary information of the Business.

· Directors name along with their shareholder’s percentage of ownership and net worth and the filled up net-worth statement.

· Sister concern’s information and working capital related basic information.

Signature and Contract:
It is regarded as goods practice to have the applicant sign the application form. Some credit departments add words above the signature, which make the application a rather formal written contract. The clause may be a testimonial that the information is given for the purpose of obtaining credit and that the facts are complete and correct. The clause may also be recite the terms and be drawn a contract between creditors and debtors.

Step 2: Scrutinizing and Collection of Information
Selection of Borrower:
Experience has shown that a banker has to be very careful while choosing a borrower. Security is not the only thing to be relied upon. There has been cases where forged share certificates were offered as security and the banker found to his utter bewilderment, that the advance was really on an unsecured basis. There are also instances where the same godown was pledged to two different bankers and the respective bankers were taken to the godown for inspection through two different entrances, creating an impression on each that it was the godown pledge to him. In the Banker borrower relationship, there may be a number of opportunities to the borrower to take an unfair advantage of the facilities granted to him. Only the honest borrower co-operates with the banker and is fair in his dealings.

Selection of borrower is a significant part of a credit decision. The borrower should be diagnosed prudently. Degree of risk has an inverse relationship with the selection of borrower. Selection of right borrower reduces the risk of non-repayment of the loan. To the contrary, degree of risk of non-repayment increases with the selection of wrong borrower. In our country, the huge volume of non-performing loan is mainly the result of failure in selecting right borrower. So, if it is found that, line of business is prospective and profitable but the potential borrower is not right one, the proposal should be mentioned. There are some parameters for selection of a borrower. These are as follows:

	





Some C’s are commonly express the parameters. And thus the criteria for selection of a borrower are popularly known as 5 C’s. These 5C’s are briefly hinted as under:

(1) Credit character: Credit character refers to reputation of the perspective borrower in meeting obligations of the bank upon maturity. This includes certain moral and mental qualities of integrity, fairness, responsibility, temperance, trustworthiness, industry and the like character is a relative manner.
(2) Capacity:  Capacity refers to the ability of the potential borrowers of repay the debt when it falls due and is indicative of the borrower’s competence to utilize the loan effectively and profitably. This is very important variable of credit analysis as the customer’s ability to repay is essentially dependent upon his earning capacity.
(3) Capital: Capital represents the general financial position of the potential borrower’s firm with special emphasis on tangible net worth and profitability (which indicates ability to generate funds continuously overtime). The net worth figure in the business enterprise is key factor that governs the amount of credit that would be made available to the borrower.
(4) Collateral: Collateral represented by assets that may be offered as pledge against loan extension. Collateral thus serves as a cushion or shock absorber if one or several of loans on maturity. Collateral in the form of a pledged assets serves to compensate for a deficiency in one or several of the first three ‘Cs’.
(5) Conditions: Conditions imply economic and business conditions that affect the borrower’s ability to earn and repay debt and that are beyond the control of the borrower. Economic conditions include all these factors, which have bearing on economic processes of production, distribution and consumption.
	5-Cs
	Attribute
	How measured

	Character
	Will the customer repay the loan according to the term offered?
	Previous credit experience; Other credit references; Accuracy of application.

	Capacity
	Does the customer have the ability to repay the loan according to term offered?
	Monthly income in excess of monthly outflows; Stability of income sources; Stability of the customer; liquidity of the customers.

	Capital
	Does the customer have alternative sources of capital to repay the loan in the event of adverse circumstances?
	Customer’s net worth equity in home and other assets.

	Collateral
	Is the loan backed by collateral that could provide for repayment if the customer is unable to repay the loan?
	Loan-to-value ratio relative to terms of the loan; Marketability of the collateral.

	Condition
	Do current economic conditions indicate any potential problems in the customer’s ability to repay the loan?
	General economic conditions that are forecast over the life of the loan; Stability of the customer’s income source relative to those conditions.


Preliminary Screening of a credit Proposal Submitted by the Borrower:

Screening means critical diagnosis of a credit proposal at the very initial stage. It should be made carefully just after the proposal comes to the bank.

At the time of screening of a credit proposal the preliminary screening should be done on the following premises:

· Quality of management and the entrepreneurial background of the sponsors.

· Equity strength i.e. the own capital positions.

· Position of assets & properties.

· Line of business, its future prospects and the existing position of the respective industry.

· Required technology, machinery, equipment and their availability.

· Location, where the infrastructural facilities are available.

· Potential contribution to the overall economic development of the country.

· Proposed security are to be given and the genuinity of the title of documents.

Analyzing the above matters, it is to be convinced that the credit proposal satisfies all the key elements of a sound lending policy such as:

(i) Safety of the Fund.

(ii) Security (easy marketability of the property given as security)

(iii) Liquidity (the tenure of the Loan)

(iv) Profitability.

(v) Diversity.

(vi) National interest.

In case of clients who have previous record of taking credit facilities, their in-file records are examined to see whether the client has a good record of payments in time.

Information gathers through direct Inquiry:

Direct inquiry one of the common methods of obtaining information to verify facts presented on the application of during the interview of an applicant for an initial credit transaction. A careful distinction is made between obtaining credit information directly from sources having such facts and between buying somewhat similar credit data in the form of prepared reports from the credit reporting bureaus and agencies.

Call Report is a form of direct inquiry where the credit officers directly go to the project sites to prove the physical existence of the project. This report is submitted to the Board when the credit granting decision is taken.

Information gathers through in-file ledger facts:

In-file ledger facts are one of the most important sources of information available to the credit committee whether to accept or reject a large amount of credit from an established credit customer. From the in-file records, credit analysts have at their disposal the experience of the concern with the customer. They know the customer’s payment habits, the complaints registered, the collection efforts, if needed to keep the customer in line with the established terms.

Prime Bank Limited requests the client to provide the following documents when the credit application form is submitted. These documents are used to collect information for processing the loan proposal. These also help the credit analyst to appraise the clients are as follows. 

Table 6: Documents Disclosed to the Credit Officer

	General Documents

	· Board Resolution for availing credit facility from Prime Bank.

· Certified copy or photocopy of the Memorandum of Articles of Association/ certified of incorporation.

· Photocopy of the directors duly attested.

· Personal Net worth of the Directors.

· Copy of the TIN and Trade License duly attested.

· Last three years audited Balance Sheet.

· Group brochure/Machinery list/stock report/list of buyers.

· Short Profile of the Directors mentioning their business experiences.
	· Project profile (if new project).

· Name and address of the present Banker.

· Name and address of the sister concern.

· Quotation.

· Last three years audited Balance Sheet.

· Marketing Distribution System/ Export Target.

· Brief Description of the management of the company mentioning their educational and professional experiences.

· Short description of the products of the company.

· A latest liability position of all the business concerns of the group with other Bank or financial Institution.



	Property Documents

	· Copy of the original title deed of the landed property offered for mortgages.

· Bia Deed of the previous owner of the same property.

· Certified copy of the Mutation Khatian.

· Duplicate Carbon Copy  (DCR)

· Up-to-date Non-Encumbrance Certificate.

· Photocopy of the owner of the Land.


	· Valuation Certificate by the engineer.

· Certificate copy of CS, S.A and RS Khatian.

· RAJUK approved plan of the building with the approved letter.

· Board Resolution of the mortgaging the property if the same belongs to any limited company.


Step 3: Credit Appraising & Presentation of Credit Proposal For Approval
When credit officer is satisfied with his credit worthiness, financial capability, management ability and feasibility of the project through credit appraisal of clients in a prescribed form, he can hope for credit from the bank. Credit appraisal is done through “Credit appraisal Form”. Ratio analysis is given importance in case of project finance. But most of the medium quality loans are given on the basis of financial capability of repaying and credit worthiness of the client. Lending risk analysis is done in a prescribed form in case of large amount of loan, above 50 Lac. There is a prescribed form for the credit proposal of PBL given by the Head Office used as the credit proposal for particular client. 

	













Information about The Client or Credibility Appraisal:
The credit officer has to check the integrity and the honesty of the client that is the management and the other allied company as well. The integrity is checked through different ways. These are as follows.

Personal Interview:

When the client approached for credit, the credit officer talked with him to identify whether the client has any need of seeking credit facility. The credit officer has to have deep analyzing power to find out the clue. 

Report from Prime Bank Limited:

If the customer hold an account or in enjoining credit facility from the PBL, the statements of the accounts are collected for analyzing the performance of the existing facility, transaction summary of the accounts along with the integrity of the client.

Table: Allied Liabilities with Prime Bank Limited

	Name of the Branch
	Name of A/C
	Nature of Advance
	Amount of Limit
	Amount Outstanding
	Security held
	Validity of the Limit

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Report from Other Bank: 
The client has to mention whether he has other liability in other Bank in the name of the project and or in the name of the sister concern in the time applying credit. From the given information the credit officer contract and communicate with the respective authority of those banks with which the credit seeker has the transaction to collect the information about few things.

· Whether the client has taken any loan in the name of the proposed project or any other sister concern.

· The amount outstanding and whether classified or not.

· The payment habit of the client.

All the collected information taken from other Banks is kept confidentially.

Table: Liability with other Banks

	Name of the Bank and Branch
	Name of A/C
	Nature of Advance
	Amount of Limit
	Amount Outstanding
	Security held
	Validity of the limit

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Report from Society:

Sometimes the credit officer collects information from other businessman having relationship with PBL. Informally the credit officers discuss about the project and the initiator and the potentiality with the businessman. Moreover the information about the sponsor are also collected from the socially important person like community representative, chamber representative.

CIB (Credit Information Bureau) Report:

There is possibility of hiding information about the current liability and transaction with other Bank. So to get the appropriate information about the credibility of the customer, the office collects CIB report through the head office. It is known that all the Banks have to send liability position of the client. The CIB authority provides the related information for which he is asked for.

Financial Strength Analysis:
Analyzing the financial position is one of the main factors to be identified before financing any business. In the application form the client has to furnish the total investment made by him in the said project in which he is seeking loan facility. The credit officer must find out the Net-Worth of the client. The credit officer focused the following objects:

	· Net-worth of all the Directors.

· Paid-up Capital.

· Investment in Business.

· Leverage (Equity Multiplier).

· Cash Flow.

· Allied Deposit in PBL.
	· Tangible network of the business for the lasts three years and projected two years.

· Total Assets & Total Debt.

· Overall group strength (if applicable).

· The strength also appraised by the business performance.


Liability Position Analysis:
Credit facility taken by the client from PBL & other Banks i.e. existing debt must be submitted when applying for new credit. The credit officer looks for the followings:

· Existing Credit facility enjoining by the clients fro the own Bank & other Bank.

· Existing Facilities for the sister concern if applicable.

· Debt to asset ratio.

Table: Typical Liability Information Collection Sheet

	Company/ Trade Name
	Existing Facilities
	Security Value

	
	Nature
	Limit
	Outstanding
	Expiry
	Over dues
	CL Status
	FDR
	Property
	Others
	Total

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total Cash
	
	
	
	
	
	
	
	
	
	

	Total Contg
	
	
	
	
	
	
	
	
	
	

	Total 

(Group)
	Cash
	
	
	
	
	
	
	
	
	

	
	Contg
	
	
	
	
	
	
	
	
	

	Grand Total
	
	
	
	
	
	
	
	
	
	


Source: Credit Proposal of PBL

Here the credit officer needs to look for the followings:

· Nature, limit, outstanding, overdue, CL status, security value of the credit facilities.

· Whether the amount outstanding are classified or not.

· Monthly installment payment or fixed charge coverage performance of the clients.

Details of the Proposed Facilities:
In this phase of the credit proposal followings are mentioned:

· Nature of Credit Facilities.

· Amount of Credit.

· Margin.

· Rate of Interest/Profit.

· Validity/Expiry.

· Mode of Repayment.

· Purpose.

· Security/Collateral.

Risk Assessment:
This part is very much important for the Bank, as the risks involved with the project will determine the return of that particular project. For assessing the risk, the bank follows some factors those are the key risk factors associated with that business. The following factors are considered at the time of risk assessment:

· Economical Risk.

· Social.

· Political.

· Technical.

· Other aspects of clients business.

Some important methods are used for the risk assessment, these are discuss below:

Credit Scoring System:

Credit scoring system is a modern approach for assessing the credit worthiness of a potential borrower. Credit scoring system helps to produce a rating that provides an indication of a company’s management ability and financial strength. LRA & FSS are used as the tool for scoring a credit.

By preparing LRA, the degree of risk associated with the credit proposal is determined. By preparing FSS, two scores termed as ‘Y’ score and ‘Z’ score are derived using financial ratios to make an inference about the firm.

LRA & FSS-an evaluation:

Since we have been experiencing an undisciplined situation in the financial sector of our country for a long two decades, attributing itself by a system of poor operational efficiency, a system of non-transparency, the question of entire reformation of the financial sector has come up to the consideration of our Govt. With this end in view, Financial Sector Reform Project (FSRP) has worked for about 6 years long in our country. Bangladesh Govt. has launched FSRP in the year 1990. During the period of its job, FSRP introduced various tools & techniques for improving the operational efficiency of the commercial banks. Lending Risk Analysis (LRA) & Financial Spread Sheet (FSS) are the two of those products which are being used as a tool for assessing the nature and extent of risk lying with a credit proposal which is in turn, most significant matter for a credit decision.

FSS helps to see the financial strength of the borrowers firm. The asset, liability & equity position is being analyzed by using FSS. At the same time, the critical synchronization of flow of fund is verified to gather information about the sources & utilization of fund.

SWORT Analysis:

SWORT analysis is a technique by which the credit officer assesses the credit applicant’s organizational efficiency. Here the SWORT means.

· S = Stands for Strength.

· W= Stands for Weakness.

· O = Stands for Opportunities.

· T = Stands for Threat.

There are specific risks of any projects and to mitigate those there are some suggestions by following which those risk can be reduced. Those are:

Table: Project Risk and Mitigation

	Risk
	Result
	Featured to be Checked

	Construction Risk
	Incomplete Project
	· Data certain completion contracts, cost, performance of the contractor.

	
	Construction Delay
	

	
	Cost overrun
	

	Operation & Market Risks
	· Late Supply of the input.

· Management ability.

· Lower equipment performance.

· Force Majeur (Acts of good).
	· Supplier reliability and influence.

· Equipment warranty and guarantee.

· Insurance for the force majeure.

	Credit Risk
	· Failure to pay the debt in time.

· Insufficient Cash flows.
	· Prospect of the goods or services to be produced.

· Buyers’ payment habit & creditworthiness.

	Legal risks
	· Insufficient collateral value to pay the debt.

· Banks’ take-over problem in case of default.
	· Proper valuation of the collateral and lending amount must be lower than the forced sale value.

· Bank’s power to participate in the management meeting and analyzing and suggestion.


Sources: Credit Division of PBL

Financial Information:

Financial Statement Analysis:
At the time a borrower, especially a businessman or an industrialist, approaches a banker with a credit proposal, the banker investigates into all aspects of the borrower’s business and also about his personal character , capacity, and capital. In this task of financial appraisal of the credit proposal and the evaluation pof the borrower’s creditworthiness, financial statement of the business are of great value of the banker. The two important financial statements are the balance sheet and the profit and loss account of the business. The balancesheet shows the financial position of the business at a particular point of time. The profit and loss account shows the financial results of the working of an enterprise over a period of time. When these statements of the last few years atudied and analyzed, significant conclusions may be arrived at regarding the changes in the financial position, the important policies followed and the trends in profits etc. Analysis and interpretation of the financial statements has now become an important technique of credit appraisal.

The financial statements are analyzed and interpreted by different classes of persons from different angles and to serve their respective purposes. A banker analyses and interprets the financial statements so as to evaluate;

1. The financial soundness and stability.

2. The liquidity position, and

3. The profitability or the earning capacity of the borrowing concern.

Financial statement is the end use of financial accounting. Financial statements are a process of collecting, formulating & compiling the accounting data in a consistent & logical accounting procedure. Very popularly we used to understand the financial statements simply by Balance sheet & Income statement. But financial statement is in fact a purpose oriented financial picture. Financial statement can be of various forms such as:

1. Retained Earning Statement.

2. Fund flow Statement.

3. Cash flow Statement.

4. Profit & Loss account.

5. Manufacturing Account (in case of Manufacturing Company) etc.

Analysis of financial statement is the process of evaluating significant relationship between the components of the financial statement. The purpose of analysis is to obtain a better understanding of the firm’s position & performance.

Assessment of Working Capital:
The Capital, which is needed to meet current obligation and to finance day-to-day operational expenditure of a firm, is working capital. Assessment of working capital bears great importance because excess working capital incurs cost for the firm and in reverse, shortage of working capital may totally upset the smooth operation of the firm. Practically, working capital becomes obvious for the following reasons:

· For purchase of raw materials, stores & spares.

· For making advance payment to the raw material supplies.

· Blocking of fund in Work-in-process and Finished goods.

· Blocking of fund with sundry debtors.

· For meeting the day-to-day cash expenditure.

Assessment:

Required components of working capital are to be computed prudently. As for example, assessment of a manufacturing company’s working capital requirement can be calculated by considering the following components:

	· Projected annual sales.

· Yearly consumption of raw materials.

· Annual labor charges.

· Overhead costs.

· Stock of raw materials.

· Stock of Process.
	· Stock of finished goods.

· Credit allowed to customer in days.

· Credit received from suppliers in days.

· Annual selling & administrative expenses.

· Annual depreciation.

· Closing inventory.


The days or tied up period for stock of raw material (Local/Imported), stock in process, stock of finished goods, credit allowed to customers, credit received from suppliers should be considered very prudently.

Cost of Production = RM + DL + O/H + Depreciation.

Cost of Sale = Cost of Production + Selling & Admin. Expense – Closing inventory.

Working Capital requirement may vary case to case depending upon the nature of the industry, length of operating cycle, seasonal nature of industry, credit practice in purchase & sales, company policy related to depreciation, dividends and expansion, government policy relating to taxation, nature of raw materials (local/imported), perishable or non-perishable.

Assessing the Financial Viability of the projects:
It is another significant part of appraisal. Financial viability of a project is examined in this part. Various financial tools & techniques are used in testing the financial viability such as:

(A) Capital Budgeting.

(B) Break Even analysis.

(C) Sensitivity Analysis.

(D) Ratio Analysis.

(A) Capital Budgeting Technique:
Capital Budgeting is process of analyzing or evaluating an investment decision. The Capital Budgeting tools used for evaluating an investment opportunity are:

(i) Non-Discounted Method (Time value of money adjusted): 
· Accounting Rate of Return (ARR):

ARR is an arithmetic expression of expected return from the investment. The higher the rate, the more is the financial viability of the project.

· Payback Period:

The Period within which the volume of investment is expected to be returned from the project. The “period” should be the maximum acceptable pay back period.

(ii) Discounted Method (Time Value of money adjusted):

· Net Present Value (NPV):

It is the difference between present value (time adjusted value) of expected inflows and that of outflows or investment.

Under this method expected future benefits are being converted into present value using reasonable rate of discount. Incase of a single project, the project can be accepted if the present value of inflows are higher than present value of outflow. But incase of a mutually exclusive decision, the project having higher NPV should be accepted.
Decision rule:

· A project can be accepted if NPV > 0.

· A project can be rejected if NPV < 0.

· A project can be indifferent if NPV = 0.

· Internal Rate of Return (IRR):

It is a rate at which the present value of inflow equates the present value of outflow. IRR tells the minimum required rate of return from an investment. Acceptable IRR is being determined by considering the opportunity cost, cost of capital, the prevailing maximum return in the economy etc. IRR is a trial & error method. Under trial & error process two discounting rate is considered, one at which NPV is negative and other at which NPV is positive are used in calculating IRR.

Decision rule:

· A project can be accepted if IRR > K.

· A project can be rejected if IRR < K.

· A project can be indifferent if IRR = K.

Where K is some required return (cost of capital) or hurdle cost.

· Profitability Index (PI):

PI is calculated by dividing present value of inflow with the present value of outflow. 

Decision rule:

· A project can be accepted if PI ( 1.

· A project can be rejected if PI < 1.

· A project can be indifferent if PI = 1.

(B) Break Even Analysis:
Break-Even Analysis is commonly known as the Cost-Volume-Profit (CVP) analysis. Breakeven analysis shows the relationship between cost and revenue with respect to profit. By showing the breakeven point, this analysis says the minimum level of output or sales that is required to equate the cost. Moreover, breakeven analysis provides a clear idea about the required volume of sales to earn profit. Thus breakeven analysis helps the decision criteria.




BEP = Fixed Cost/ (Sales per unit- Variable Cost per unit)

(C) Sensitivity Analysis:

Sensitivity analysis provides the picture of relative changes in overall profitability due to change in any variable. Usually changes (increase) in material and other variable cost or changes (decrease) in selling price are being taken into consideration for making sensitivity analysis.

(D) Ratio Analysis:
Ratio analysis is the analysis and interpretation of data given in the financial statement such as: Balance Sheet, Income Statement etc. Ratio is the quantitative expression of relationship between two accounting figures. Ratio analysis gives a clear picture about the strength and weakness of a firm, its historical performance and current financial condition. The common ratios that are being used in the analysis are:

	Categories of Ratio
	Ratio
	How to Calculate

	Liquidity Ratio
	Net Working capital
	Current Asset – Current Liability

	
	Current ratio
	Current Asset/ Current Liability

	
	Quick Ratio
	Quick Asset/ Current Liability

	Activity Ratio
	Inventory Turnover
	Cost of good sold/ Average inventory

	
	Average Collection Period
	Accounts Receivable/ Per day credit sales

	
	Average payment period
	Accounts Payable/ Per day credit Purchase

	
	Fixed asset Turnover
	Sales Revenue/ Fixed Asset

	
	Total asset Turnover
	Sales Revenue/ Total Asset

	Leverage Ratio
	Debt ratio
	Total Debt/ Shareholders Equity

	
	Time Interest Earned
	Operating Income (EBIT)/ Interest Expanse

	
	Fixed Payment Coverage
	(EBIT + Lease payment)/ [(Interest + Lease payment) + (PP+PD)]

	Profitability Ratio
	Gross profit margin
	Gross profit/ Sales Revenue

	
	Operating profit margin
	Operating Profit/ Sales Revenue

	
	Net profit margin
	Net Profit/ Sales Revenue

	
	Return On Investment (ROI)
	EBIT/ Total Asset

	
	Return On Equity (ROE)
	Net Income / Equity

	
	Price/Earning Ratio
	Market price per Share/ Earning per Share


Appraising the Business/Details of the Business of the customer:
The main task of the credit officer is to analyze the vehicle’s (for which the credit is sought) market potentiality, competitors, distinctive competitiveness and the strategy taken.

In appraising the business, the main concern is whether there is any prospect of the business. PBL look for,

· Industry outlook:

(i) Number of competitors.
(ii) Prospect of the Business.
(iii) Influence technology changes.
· Client’s business Appraisal:


Initialization of the business,

(i) Customer base (increasing trend).
(ii) Relationship with the Customer.
(iii) Work done so far and the value.
(iv) Annual income at least stable.
(v) Overall growth of the business.
(vi) Basis of competition (guessed).
(vii) Quality of services (guessed).
Management Competence’s or Capability Appraisal:

The ability of the management to run the business smoothly and business background of the promoter and the sponsor director and the management are important. Most of the established businessman in Bangladesh are traditional and have no educational background. So it is difficult for a bank to properly judge the competency of the clients. Moreover PBL collect the following information about the client:

· Brief description of the directors’ educational & business background.

· Brief profile of the management.

· Business performance for the last three years as performance of the business implies the capability of the management’s running the business.

· Equity mobilization of the directors as it implies their risk-taking attitude.

If it is revealed that the directors are in the business for a long time and have operated the business well is said to have the capability to run the business.

The management personnel should also have-

· Technical skill to use knowledge, method and techniques (acquired from experience, education and training).

· Human skill to maintain interpersonal relationship within or outside the organization.

· Conceptual skill to understand the complexities in overall organization.

Marketing Aspect:
Marketing aspect is the most significant aspect. Whether a project will be able to generate profit depends largely upon the market position. The market demand for the product of the project is analyzed in this part of appraisal. The following assessments are made under market feasibility test:

· Past & present demand for the product.

· Past & present supply of the product.

· Expected future demand for the product.

· Demand & Supply Gap.

Existence and impact of complementary goods and the distribution channel or marketing mechanism is critically analyzed in this part of project appraisal.

Technical Aspect:

In this part, the factors those are more or less technical in nature are examined. Examination of the technical factors enables us to know whether the project is technically feasible. The points of observation in this area are:

· Location or site of the project.

· Availability of infrastructural facilities such as road & transport, school, college etc.

· Availability of raw materials.

· Availability of utilities such as electricity, gas, water etc.

· Climate position of the project area.

· Availability of the required machinery.

· Availability of required labour.

· Nearness of market for the product.

· Political factors such as govt. patronage, industrial policy of the govt.

Socio-economic Aspect:
The observation of this aspect is to see whether the project is socially desirable. How much contribution will be made by the project to the GDP and how many numbers of employment will be generated by the project should be ascertained.

Product Appraisal:
The client has to furnish brief description of the product or services; he/she is producing or going to produce or rendered. After getting the product description, the credit officer of PBL has the job is to assess the future prospect of the product.

Table: Criteria of Products of Borrowers
	Attributes
	Reason/look for

	USER
	Customer base must be large and the client has to have good relationship incase of the garments.

	Last three years Volume and amount of Sales.
	Look for increasing or at least stable growth.

	Rate of Growth
	At least stable

	Major competitors and position of the customers
	Though the competitor is identified, position is judged on estimation basis and some times avoided.

	Volume of market Demand and Supply
	Not done or most of the time done on estimation basis.

	Prospect of increase in demand for the product(s)/service(s)
	Depending on the related information the credit officer gives his own view.


Sources: Credit Risk Unit (CRM) of PBL.

Security Appraisal & Valuation

Asset, which is offered as security, must be analyzed thoroughly on the basis of some criteria as different assets and different influencing factors. The factor that has to be considered in the time of asset valuation are briefly discussed below:

Liquidity:

In a word it means, “How quickly an assets can be converted into cash”. The more liquid the asset the greater is the value as collateral. Stock, bonds, and other marketable securities are easily sold and for this reason, these represent attractive value as collateral and highest liquidity.

Depriciability:

Some types of assets lose their value than others. Computers and other electronic assets are continuously upgraded so that last years models are technically obsolete. Dresses suits and apparels also quickly lose their values as public’s fashion taste change frequently. But however real estate and certain other fixed assets may increase in value day by day. These assets are attractive sources as collateral.

Marketability:
The market available for purchasing liquid assets is a vital part of having a good collateral value. Secondly market is necessary for buying and selling the liquid assets. If secondary market is not available the bank has to lose the value of the asset and has to sell it at discount. So if there exists secondary market for the collateral assets, it can yield an attractive value.

Controllability:
This refers to the bank’s ability to locate and hold the assets. The bank can hold bonds and stocks posted as collateral in the banks’ volt easily and highly controllable. Therefore, prior lien, offsets, warranties & other legal claims should be investigated by the credit officer before taking any thing as collateral as the higher the complexity in realizing the collateral the lower the value. Once the collateral loan value is established, the commercial loan officer should deduct the costs that can be expected to be incurred if the collateral is liquidated. The bank may absorb forecasting cost (Legal & Appraisal) and holding cost (Including tax and maintenance costs) before proceeds are realized from the sale of the collateral assets. The amount remaining after deducting all the cost, the bank can expect to apply to the principal, interest and cost of the loan.

In providing loan PBL take mortgage of land and buildings along with PSP, FDR, MBDS. In the time of taking documents the borrower has to disclose all the information related to the land and buildings, which will be offered as collateral against the loan

· The credit officer must collect all the documents to verify the land’s actual owner and the updated government fees paid receipt.

· For justification the documents should be communicated with the bank’s lawyer.

· Whether the sites plan of the land is permitted by the RAJUK (if applicable).

· The client must have to submit valuation certificate from an engineering firm.

· Valuation by the two Credit officers must be submitted after visiting the land and discuss with the neighborhood about the value, and the market value and the forced value of the land and/or building must be submitted in prescribe form and duly signed by them as well.

· Three photographs from three different angles of the mortgage land should be submitted, the credit officer must duly attest the submitted photographs.

The client may seek for credit in terms of Working Capital, Work-Order Finance, and Project loan. The credit officer has to analyze the required amount through the client revealed their credit demand in the credit application. The calculated or assessed amount by the credit officer may be lower than the client’s demand. PBL analyze the financial statements and the amount required as working capital. The credit officers analyze earning forecast, expense estimation.

Credit officer prepares a credit proposal along with the prescribed ‘Credit Proposal Form’. Credit officer measures the risk associated with the credit facility. No credit proposal can be put for approval unless there has been a complete written analysis. It is absolute responsibility of the Proposing Officer to ensure that all necessary proposal documentation have been collected before the facility request is sent to the Sanctioning Officer.

In spite of some limitations, LRA is really appreciable tool in assessing the risk lying with the credit proposal. But it should be modified for the sake of simplicity and consistency in the context of our country to get rid of the drawbacks illustrated.

Step 4: Approval of Credit by Higher Authority

Branch Credit Committee:
Branch credit committee is to be headed by the Branch Manager, other members to be selected by the manager in consultation with Head Office Credit Division.

Head Office Credit Committee:
Head office credit committee is to be established in accordance with the authority delegated by the Board of Directors of PBL. The authority and responsibilities of the credit committee are to be given below:

· Reviewing, analyzing and approving extension of credit in accordance with authority established and delegated by the Board of Directors.

· Evaluate the quality of tending staff in the bank & take appropriate steps to improve upon.

· Recommending credit proposal to the Executive committee/Board of Directors, which are beyond the delegated authority.

· Ensuring, that all elements of credit application i.e. Forms, Analysis of statements and other papers have been obtained and are in other.

· Confirming that the transaction is consistent with existing loan policy and Bangladesh Bank guidelines & if not the Committee may prepare a recommendation form an exception to or change in policy for consideration by the Executive Committee/Board of Directors.

Executive Committee:
Approving credit facilities as delegated by the Board of Directors. Supervising the implementation of the directives of the Board of Directors. Reviewing of each extension of credit approval by the Head Office Credit Committee/Managing Director. Keeping Board of Directors informed covering all these aspects.

Board of Directors:
Establishing overall policies and procedures for approving and reviewing credits. Delegating authority to approve and review credits. Approving credit for which authority is not delegated. Approving all extensions of credit, which are contrary to bank’s written credit policies.

Step 5: Sanction and Disbursement of Credit

Most important step of providing credit facility is the sanctioning of credit. Because sanctioning authority will be held responsible for any discrepancies. In this step all the documentation is completed and the customer is sent an advising letter for the credit facility along with all the terms & conditions.

Norms maintained in sanctioning of credits are described below:

· Credit will be sanctioned and disbursed strictly in terms of the approved Credit Operational Manual of the Bank and the Head Office Circulars issued from time to time.

· All norms informed through the Circulars of Credit Division in particular and all other relevant circulars in general, which are to be followed meticulously while exercising power.

· Credit will be subject of Bangladesh Bank restriction.

· The party to whom credit will be allowed should be as far as possible within the command area i.e. Area of operation of the Branch. Derivations, if any are to be explicitly explained in the proposal.

· No Sanctioning Officer can sanction any credit to any of his near relations and to any firm/company where his relations have financial interest. Such cases should be sent to the Head Office.

· All Sanctioning Officers maintain a Sanctioned Register for recording serially all credits sanctioned by him. Sanctioning officer will accountable for non-recovery due to his injudicious decision.

· All approval of credit facilities must be conveyed under dual signature. Ideally both the signatories must have the required lending authority. If however, two lending officers of the required lending are not available, one of the signatories must have the required authority.

Limit Enhancement/Renewal:
If the client approach for limit enhancement or time extension, his previous performance of the loan account is highly emphasized and analyzed. In that case for analyzing the account, the performance is measured in the following way:

· Recycle Time 
= Credit Turnover/Limit.

· Debit Turnover
= Summation of Credit Transaction.

· Credit Turnover
= Summation of Debit Transaction.

· Adjustment Time     
= How many times the party has adjusted the accounts, which implies that the party has made reasonable transactions. The standard is that party will adjust the account every quarter.
Disbursement of Credit:
Disbursement of credits presupposes observance of all norms and procedures, which are conveyed through different Circulation of Head Office, issued on time to time.

Step 6: Credit Administration and File Maintenance

Credit File Maintenance:
The credit file for each facility shall contain all information necessary to facilitate ready monitoring of that facility. It should contain a through history of the customer relationship to help credit officer tract any problems, assist a newly assigned credit officer in understanding the customer and make the lending process transparent. Primary items in Credit File includes:

· Credit Application and Credit approval notes/analysis. Evidence of credit approval and data upon which approval was granted together with any comments, if appropriate.
· Copy of Sanction and Loan Agreement. A checklist along with copies of all legal &banking documents obtained/to be obtained. Details and six months updated information of all related facilities to the named customer group.
· All supporting data such as financial statements and analysis, references, credit investigation results, CIB & other Bank reports and notes of all discussions with the borrower and other relevant parties with paper clipping.
· Correspondences call reports, site visit reports, stock report etc. each credit file shall be maintained in a secured location and where access restricted to authorized personnel’s only. Copies of the information may be kept where regular access is required.
Facility Evidence Maintenance:
All charges documents should be maintained in a place of utmost security. All charge documents as prescribed by the bank & legal laws, for the relevant credit facility, Signed credit agreement, Signed guarantees or other evidence of credit security or collateral agreement shall be kept in fire proof safe under the custody of Branch manager or his designate alternative and another officer. A register of charge and security documents should be maintained under the supervision of the Branch Manager. Type of documents to be signed by the client varies depending upon the nature of loan and advances given. Some common documents are listed below:

· Demand Promissory Note.
· Letter Arrangement.
· Letter of Agreement.
· Letter of Continuity (in case of continuous loan).
· Letter of pledge (in case of Pledge).
· Letter of Hypothecation.
· Letter of Undertaking.
· Letter of Debt Authority.
· Letter of Installment (in case of term loan to be paid in installment).
· Letter of Guarantee (Personal Guarantee).
Table: Documents to be obtained against different form of Credit

	Loan

	· D.P. Note
· Letter of Partnership (in case of partnership concerns) or Resolution of the Board of Directors (in case of Limited Companies),
· Letter of Arrangement.
· Letter of Disbursement.
· Letter of Pledge (in case of pledge of goods)
· Trust Receipt (in case of T.R. Limits).
	· Letter of Hypothecation (in case of hypothecation of goods).
· Letter of Lien and ownership (in case of advance against shares).
· Letter of Lien for Packing Credits (in case of Packing Credits)
· Letter of Lien (in case of Advance against FDR, PSP etc.)

	Overdraft

	· D.P. Note
· Letter of Partnership (in case of partnership concerns) or Resolution of the Board of Directors (in case of Limited Companies).
· Letter of Arrangement
	· Letter of Lien (in case of advance against FDR PSP etc.)
· Letter of Ownership (in case of advance against shares).
· Letter of Continuity.

	Cash Credit

	· D.P. Note
· Letter of Partnership (in case of partnership concerns) or Resolution of the Board of Directors (in case of Limited Companies).
· Letter of Arrangement.
· Letter of Continuity.
	· Letter of Hypothecation (in case 
of hypothecation of goods).
· Letter of Lien (in case of advance against FDR, PSP etc.)
· Letter of Pledge (in case of pledge of goods).

	Bill Purchased

	· D.P. Note
· Letter of Partnership (in case of partnership concerns) or Resolution of the Board of Directors (in case of Limited Companies)
	· Letter of Arrangement.
· Letter of Hypothecation bill (in case of hypothecation of goods.)


Creation of Charge over Securities:

A cardinal principal of sound banking is to ensure safety of funds lent by the banker to his customer. The viability of the project and the honesty and capability of the borrower ensure to a large extent the safety of funds lent by the banker. But the banker can hardly afford to take any risk in this regard and hence reliance is placed on the tangible asset own by the borrower. In case of default by the borrower in repaying the loan-for nay reason whatsoever-the banker’s interests are safeguarded if he possesses a charge or right over the tangible asset of the borrower in favour of the banker. So, as a safety measure, bank has to create charges over the securities against the risk of non-repayment of loan. The banker gets certain rights in the modes of creating a charge. The most common modes of charge creation are defined below in a brief form:

1. Pledge:
According to the section 172 of the Company Act, when a borrower surrenders his business goods to the banker’s custody as the security of loan given by the bank then it as called pledge. The pledged goods remain with the possessing and control of the bank and the client draw the goods in case of need with the permission of the bank by repaying adequate amount of loan. Bank usually permits drawing power (DP) to the borrower to draw the goods from its custody after checking the stock report. Incase of default, bank deserves the right to realize the loan by selling the pledge goods. Bank creates this charge based upon the letter of pledge, which has been taken from the borrower before disbursement.

2. Hypothecation:
When loan is given to the borrower against hypothecated possession of goods then it is called Hypothecation, the physical possession & control remain with the borrower’s custody. Bank creates charge over the hypothecated goods in case of default. For creation of this charge bank takes the letter of hypothecation from the borrower.

3. Lien:
Lien is the right of the creditor to retain the goods or properties given by the borrower to the creditors as the security against the loan. The creditor deserves the right of lien until the debt is paid. Lien can be two types:

(i) Particular Lien: In particular lien, the creditor can retain goods only introspect of a particular debt.
(ii) General Lien: As per the declaration under section 171 of the Contract Act 1872 the creditor, in absence of any contract to the contrary exercise lien and retain the security of any goods bailed to them for a general balance of account. In the event of default by a customer the banker can sell the goods/securities retained after giving a reasonable notice.
4. Assignment:
Assignment is the transfer of a right, property or debt, existing or future by one person to another person. In banking the usual subject of assignment is “auction able claims.” Common types of assignments are:

· Book debts.

· Contract money due from government or semi-government bodies.

· Supply Bills.

· Life Insurance Policies.

5. Set-off :
Right of set-off is the right of a banker to combine all the accounts of a customer to realize the debt. Set off accrues to the banker as a result of banker-customer relationship. If a customer maintains more than one account with the bank, usually bank obtains a prior letter of set-off so that bank can combine them at its discretion without giving any notice to the customer. The judgments in different cases reveal that bank can combine more than one account of a customer maintains with different branches of the same bank.

6. Mortgage
As per the declaration of the Transfer of Property Act 1882 under section 58 (a) mortgage is the transfer of an interest in specific immovable property for the purpose of securing the repayment of money advance or to be advanced by way of loan, existing or future debt, or the performance of an engagement which may give rise to a precautionary liability. The transferor is called the mortgagor and the transferee is called the “Mortgagee”. The mortgagor gets back all his rights to the mortgaged property on repayment of loan due there on. Mortgage may be of different types such as:

(a) Registered or Simply Mortgage.

(b) Equitable Mortgage.

(c) English Mortgage.

(d) Anomalous Mortgage etc.

Among these, first two are used more frequently.

(a) Registered or Simple Mortgage: Where without delivers the documents of title of immovable property, the mortgagor binds himself personally to repay the debt. The mortgage (Bank) can sell the property by obtaining decree fro the court.
(b) Equitable Mortgage: Where mortgagor delivers the documents of title of immovable property with intention to create a security thereon, the transaction is called mortgage by deposit of the deeds or equitable mortgage.
Step 7: Credit Monitoring and Reviewing

It is the responsibility of the Manager to monitor the overall profile and risk aspect of the credit portfolio in accordance with the criteria set down in the Bank Credit Policy. Such monitoring shall be evidenced from the comments of the Manager in monthly Call/Visit Report and be kept in the Credit File with a copy to the Head Office.

This review shall be formally performed at intervals prescribed by Head Office but it is the responsibility of the Manager to ensure at all times that the credit portfolio meets the standard set forth by the Bank.

Periodic Review and Follow-up should aim at ensuring:

· Terms of approval have been maintained.

· Conduct (turnover, regularity of repayment etc) of the borrowing accounts during the period under the review has been satisfactory or as expected.

· There are no adverse trends in market, economic and political conditions which may endanger the reliability of the facility.

· Business reciprocity offered and received is commensurate with the facilities allowed.

· Earning from the account is cost effective (i.e. adequate to meet business cost of funds and leave sufficient margin for adequate risk reward, overheads and profits).

· Borrowers business is being satisfactorily conducted as reflected through a review and analysis of the financial and operating statements.

Assessment of Group Exposure:
If facilities of any one-customer group are booked in a number of locations, an officer designated by Head Office shall be responsible for the management of the Bank’s global exposure to that customer group. Any development in the customer’s which may effect the management of the facility and in particular the credit rating assigned to the customer, shall be documented and advised by the designated officer to the concerned Branch & to the Head Office, Credit Division.

General Norms for Monitoring Credit Facilities:
The Branches will submit a monthly statement of the credits allowed under the discretionary power of the Manager to the Head Office irrespective whether the same are outstanding or not on the date of return. Recovery of loan ensures the recycling of fund. Non-recycling of fund leads a bank or financial institution to become stagnant. So, recovery of loans and advances is a must. But the scenario of loan recovery is undoubtedly poor and inefficient in our country. This is mainly because of inadequate, inefficient and even absence of supervision & monitoring system. Recovery can be ensured or at least making close supervision and monitoring can increase rate of recovery. Supervision can be done in two stages:

(A) Pre-finance Stage Supervision: In this stage, supervision should be made:
· To select the right borrower i.e., credit worthiness of the borrower.

· To be sure about the business prospect.

· To see whether any misstatement made by the borrower etc.

(B) Post finance stage Supervision: Post finance stage supervision is sometimes synonymous to the monitoring. Monitoring is a continuous process of overseeing the borrower, his business, and his trend in repaying the loan. In this stage supervision & monitoring should be made:
· To see whether the borrower draws the sanctioned credit regularly.

· To see whether the loans are being properly & fully utilized.

· To see whether the borrower repays the loan regularly.

· To see whether any significant change happens in the management of the borrower.

· To see whether the borrower maintains close contract with bank regulatory.

· To see whether any significant change happens in the borrower’s business plan.

· To make the borrower aware about the timely repayment of loan.

· To make necessary step in case of need.

Supervision & monitoring helps to develop a cooperative attitude between the borrower and the bank. Moreover, close supervision & monitoring make the borrower make the borrower loyal to the Bank and thus supervision & monitoring ensure the recovery of the loan.

Step 8 : Taking Precaution/ Legal Action against Delinquent Clients

What is Problem/Distressed Loan?

	












Table: Factors That Causes Problem Loan

	Quantitative Causes
	Qualitative Causes

	(1) Dispersal of funds before documentation finished.
(2) Repeatedly rewriting loan to cover delinquent interest due.
(3) Not analyzing cash flows and repayment capacity.
(4) Funds not applied as represented, diverted to borrower’s personal use-no attempt to verify for what purpose money was applied.
(5) Funds used out of the bank’s market area; poor communications with borrower.
(6) Repayment plan not clear, or not stated on the face of the note.
(7) Failure to received or infrequent receipt of borrower financial statement.
(8) Ignoring overdraft situation as tip off to borrower’s major financial problems.
(9) Lending against fictitious book net worth of business; no audit or verification of financial statement.
(10) Lending against fictitious book net worth of business; no audit or verification of financial statement.
(11) Insufficient/ improper analysis of loan proposals.
(12) Overemphasis on bank profit & growth.
(13) Over dose of loan-no capable hand to meaningfully oversee the borrower’s affairs.
(14) Loan made on the size of deposit rather than net worth.
(15) Loan given on the basis of transaction rather than net worth.
(16) Loans for real estate transactions based on equity ownership.
(17) Loan based on unmarketable stock/shares or bonds.
(18) Liberal lending to a new business.
	(1) Collateral overvalued; improperly margined, failure to get appraisal.
(2) Officer making “ good ole boy ” loan, by passing committee; officer had personal friendship with borrower.
(3) Loan to a new business, with inexperienced owner-manager.
(4) Renewing loan for increasing amounts with no additional collateral taken.
(5) Failure to realize on collateral because borrower raised nuisance legal defenses.
(6) Bank failure to follow its own written policies and procedures.
(7) Bank president too dominant in pushing through loan approval
(8) Failure to inspect borrower’s business premises
(9) Failure to get or ignoring negative credit bureau reports or other credit references
(10) Officer not reviewing loan’s status frequently enough.
(11) Incomplete credit information
(12) Technical incompetence to make a through analysis of potential borrower’s particulars
(13) Competitions desire to have a larger loan portfolio than competing banks
(14) Favoritism-too lenient credit policies for personal friends or friends of directors & executive officers
(15) Inadequate legal remedy- No clear-cut agreement governing loan repayments and a program of progressive loan liquidation
(16) Poor review-inadequate periodicals check-ups & audit of marginal loan cases.
(17) Timidity- reluctance to demand performance in accordance with the contract
(18) Loan inadequately collateralized.


The responsibility for review and classification of credit facilities starts at Branch level. The frequency of the supervision and monitoring depends on the classification of credits.

Sub-standard Advances:
This classification contains accounts where irregularities have occurred but where such irregularities are considered to be either “technical” or “temporary” in nature. The main criteria for a sub-standard advance are that despite these technical and temporary irregularities, no loss is expected to arise. These accounts will require close supervision by the management to ensure that the situation does nit deteriorate future. Provision@15% of the base is required for the debt in this classification where the base is the outstanding balance less interest kept in Interest Suspense Account less the value eligible securities.

Doubtful Debt:
This classification contains debt where doubt exists the full recoverability of the principal and/ or interest. Although a loss is anticipated it is not possible at this state to quantify the exact extent of that loss. Management is required to handle such debts with the utmost caution to either avoid or minimize the Bank’s losses. Provision@50% of the base is required for debt in this classification.

Bad Debts:
These facilities are considered to be uncollectable shall be made a provision@100% of the base.

Special Mention:
In addition to the above classification rating, there should be another category which is not classified but where special attention is necessary to keep the account out of classification. This category will be known as Special Mention. Facilities required special monitoring are to be flagged or put on a watch list. No provision is necessary for this category.

Problem Loan:

Loan Grading or Classification Based on Recovery:

Table: Classification of Problem Loan

	SL

No
	Classification
	Probability of not Recovery
	Necessity of Review
	Percentage of Problem

	1
	Prime Loan
	0.00
	Not Necessary
	0%

	2
	Satisfactory Loan
	0.01
	Periodical Review
	1%

	3
	Good Loan
	0.05
	Half Yearly review
	5%

	4
	Standard Marginal Loan
	0.20
	Quarterly Review
	100%

	5
	Doubtful Loan
	0.50
	Monthly Review
	100%

	6
	Bad Loan/ Loan Losses
	1.00
	Several times if possible
	100%


Management of Delinquent Client:
When a problem loan is detected the responsible loan officer takes the corrective action and tries to minimize the loan losses allowing different facilities to the client.

Handling Problem/ Distress Loans:
	






The steps practices in Prime Bank Limited to manage the delinquent loan are:

Persuasion:
This is the first step practiced in the PBL to manage the problem loan. This steps involves:

· Open discussion with the borrower about the problem he is facing.

· Discussion with third party to find out the underlying reasons.

· Issuing “1st Reminder” letter to inform the due date and ever due installments.

· If the party does not response issuing “2nd Reminder” and then “3rd Reminder” letter.

Negotiation:
If the persuasion failed, the loan officer negotiates a plan of action with the borrower to try to extract both the bank and the borrower from possible loss. This calls for certain sacrifices on the part of the bank and borrower in their mutual interest. The plan of action in PBL consist of-

· Revise loan agreement.

· Concession of interest (if the client was difficult to manage).

· Rescheduling of the loan and giving installment facility to repay the overdue amount besides the regular installment.

Litigation:
If after rescheduling the loan and or failed to negotiate with the delinquent client, PBL go for taking legal action against the delinquent client to recover the loan. The Branch Manager sends a letter to the Head Office Credit Department informing the borrower’s reluctance to repay and negotiate the loan/

· Filing case against the client.

· Assigning the loan officer for assisting the lawyer.

As soon as an account is classified delinquent a detailed report will be sent to the Head Office Credit Division jointly signed by the Branch Manager with the Credit Operation Officer. Besides this the Branch Manager should include the action plan taken against the delinquent account and status report.

       PERFORMANCE OF PRIME BANK OVER LAST COUPLE OF YEARS     


The Prime bank is one of the most successful Private Commercial Bank in Bangladesh, Though it started its operation few years back, it has achieved the trust of the general people and made reasonable contribution to the economy of the country by helping the people investing allowing credit facility, Year 2006 was eleventh year of operation and during this small period of time it has become able to secure the first position in the CAMEL Rating. Prime Bank received many coveted awards during 2006. Prime Bank is the receipt of 1st prize under ICAB National Award 2005 for its published account for the year 2005 in the Banking sub-sector under the financial sector. This year also Bank receives “SAFA Merit Award” for the year 2005.

 4.1 CAPITAL FUNDS:










The Bank’s Capital fund is divided into two parts. Tier-1 and Tier –2 includes the equity (paid up capital, reserve and retained earnings) and Tier-2 includes General Provision on unclassified loans and advances and exchange equalization account. Total capital fund increased by TK 1,232 million and stood at TK 4,409 million during 2006. Tier-1 capital i.e Shareholder’s equity grew by TK 1,052 million and stood at TK 3,860 million during the year under review. Total capital fund is equivalent to 9.95 percent of Risk Weighted Asset. 

Table: Tier 1 & Tier Capital of PBL for the Year 2006
	Sl No
	Particulars
	Amount (TK in Lac)

	1
	Core Capital (Tier-1):
1. Paid up Capital.
2. Statutory reserve
3. Surplus in profit and loss account/Retained Earnings
	17500.00

	
	4. 
	14041.70

	
	5. 
	7057.18

	2
	Supplementary Capital (Tier-2):

1. General provision maintained against unclassified loan

2. Exchange equalization account
	54480.00

	
	3. 
	45.23

	Total
	44092.12


	Capital Adequacy Ratio 2002-2006
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	Tier 1 & Tier 2 Capital of PBL 2006
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 4.2  DEPOSITS:











The customer base of the PBL is large in its kind in any other commercial Bank. It has targeted both the lower income group and higher income groups as well. For mobilizing saving, PBL has introduced different saving schemes, which gained popularity among the public. The deposits balance of Prime Bank reached the level of TK 54,724 million during 2006 from TK 36,022 million of previous year. The growth rate is 52 percent. The growth was supported by branch network and high standard service provided to customers. The share of No cost and Low cost deposits is 30 percent of the deposits. However, Fixed Deposits remained the main component of deposits contributing about 55 percent of the total deposits. Interest cost of deposit increased to 8.15 percent as against 7.07 percent of previous year.

This growth was possible due to superior customer service delivery at the branch level, expansion of branch network to rural areas where foreign remittance flow is significant. Expansion of the branches at rural areas has provided the lower income group an access to modern banking system and prompt receipt of remittances. Fixed deposits, Scheme deposits, saving deposits, Short-term deposits from customer remained the core deposits of the Bank. Some of the deposits also offer insurance coverage. As a part of bank’s strategy to attract retail customers some new products like “Prime Millionaire” and House Building Deposit Scheme were introduced. Both the scheme deposits ensure higher return but the latter has additional feature of being accepted as equity participation for house building loan to be taken up at maturity. In order to provide adequate financial support to the senior citizen, the bank has a Senior Citizen Scheme for the depositors. As per the scheme 0.50% more value is provided to the eligible savings and fixed depositors of the Bank.

Deposit Mix Based on Product:
Table : Deposit Mix of PBL 2006

	Sl No.
	Items
	TK. In lac
	Percentage of Total deposits

	1
	Current & other deposits
	82612.64
	15.10

	2
	Saving bank deposits
	41256.22
	7.53

	3
	Fixed deposits
	301323.92
	55.07

	4
	Short term deposits
	34703.35
	6.34

	5
	Deposits Schemes
	82032.11
	14.99

	6
	Bills Payable
	5282.31
	0.97

	Total
	547240.80
	100


	


Sector Wise Deposit:
Table: Sector Wise Deposit of PBL 2006

	Sl No.
	Items
	TK. In lac
	Percentage of Total deposits

	1
	Government
	10308.55
	2.00

	2
	Deposit money banks
	12377.10
	2.00

	3
	Other public
	37564.26
	7.00

	4
	Foreign currency
	10605.69
	2.00

	5
	Private
	476385.19
	87

	Total
	547240.80
	100
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 4.3 LOANS AND ADVANCES:









The credit portfolio of the Bank includes both conventional and based on Islamic Shariah. Credit of the Bank increased by TK.13094 million during 2006 registering a growth of 41 percent against the previous year. The growth rate of Retail and SME lending was 38 percent and 27 percent respectively. This indicates gradual positioning of the Bank in the Retail and SME sector. However, Corporate lending remained the major area of operation. Trade finance that includes import and local trade finance was 27 percent of the total loan portfolio and was the highest contributing sector. The growth rate of the sector was 65 percent compared to previous year. The loan to Industry/Project (Large & Medium Scale Industry Loan) accounting for 42 percent of the total loan portfolio. Out of the above Industrial loan, Agricultural Loan grew by 282 percent. Due to expansion of branches in rural areas the growth of lending in rural areas increased by 50 percent. Loans and advances of the Bank grew strongly by 41 percent to 45,010 million in 2006. Bills purchased and discounted increased by 27 percent indicating strong growth in export performance. Investment of Islamic Banking Branches grew by 38 percent and Loans and advances of Conventional Branches grew by 41 percent. Yield on loan increased to 13.51 percent from level of 12.75 percent of previous year.

Prime Bank is maintaining a leading role in syndication market. Prime Bank so far concluded 14 syndicated deals of TK 8,500 million as Lead arranger and agent for its corporate clients. The sectors of financing through syndication now include pharmaceuticals, chemical, ceramic, steel, micro finance, food and allied infrastructure. In the year 2006 Syndication and Structured Finance Unit arranged syndication investment deal of TK 230 Million through Hire Purchase under Shirkatul Melk (HPSM) which is first of this kind under Islamic Shariah in Bangladesh. Besides, to serve its corporate clients and to expand the base of its corporate clients Prime Bank participated in syndication Unit also arranged 15 visits program for participating lenders to observe the operational status and monitor the implementation of the projects.
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Loans and advances based on Geographical Location (Year 2006):
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4.4  INTERNATIONAL BUSINESS :








The bank has done a significant amount of Foreign Exchange and Export & Import Business and that a vital role in the overall performance of the bank. The Bank’s performance in this area was satisfactory. Total import and export business transaction were TK 52,639 million and TK 41,801 million respectively during 2006.

Export:

	The growth rate of export business was 45 percent and the items of export were RMG, Shrimp, Jute & Jute goods, Leather, Tobacco, Ceramic tiles, Fresh vegetables, Tempered Quoted Glass, Bone crush, Betel-Nut etc. The growth of export gave the Bank an edge in managing required foreign currency for meeting LC commitments.
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Import:

	The growth rate of the import business was 31 percent and the main items of imports were industrial machineries, raw materials, commodities and other consumer products. The import and export business were contributed by our corporate clients. In export sector there was expansion in non-traditional items also.
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Performance of Foreign Exchange Business 2001-2006:
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Letter of credit position of PBL in the Year 2005-2006:

(Taka in Million)
	Sl.
	Particulars
	Year 2006
	Year 2005

	1
	Letter of Credit (Inland)
	370.52
	246.29

	2
	Letter of Credit (General)
	8701.72
	7099.66

	3
	Back to back L/C
	2026.94
	2109.96

	4
	Back to back bills
	4755.95
	2736.80

	5
	Back to back bills (EDF)
	8.06
	74.00

	6
	Bank’s Liability PAD (DEF)
	2460.49
	2665.87

	Total
	18323.70
	14932.61


 4.5  FOREIGN REMITTANCE:









With the pace of growth in the volume of inward foreign remittance, Prime Bank has positioned itself as a major player in the Bangladesh Remittance market within a very short span of time.

	As a part of our strategic initiative we have opened Branches in different remote locations and also established remittance arrangement with a good number of leading Exchange Companies and Banks around the globe, which has remarkably increased the flow of foreign remittance through the Bank sent by non-resident Bangladeshi living in different parts of the world. 
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	At present Prime Bank has arrangement with 20 Exchange Houses in UAE, UK, KSA, USA, Oman and Italy. Shortly, other parts of world will also come under the umbrella of Prime Bank remittance service to facilitate Non Resident Bangladeshis to send their hard earned foreign currency in a nick of time.

	During the year 2006 Prime Bank has channeled USD 162.82 million of foreign remittance, which were distributed to the beneficiaries all over the country with utmost personal care and efficiency of the dedicated officials of Centralized Foreign Remittance Cell through 50 branches and a network of 8 local Banks. In 2006 the foreign remittance recorded a growth of 308 percent over the figures of 2005. 
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Out of the total remittance received by Prime Bank 45 percent was received from UAE, 25 percent from UK and 30 percent from other countries.

 4.6 SOURCES OF FUND:










The sources of fund of Prime Bank come from Deposit, Paid up Capital, Reserve & Surplus and Other liabilities. 

	Deposit is the main sources of fund for a Bank. The Bank’s deposits grew by 52 percent. The deposits balance pf Prime Bank Reached the level of TK 54,724 million during 2006 from TK 36,022 million of previous year. Another sources of fund comes from borrowing, total liabilities of the increased by 18,341 million during 2006, resulting mainly from increased in deposit from customers.
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The shareholders’ fund increased by 37 percent during the year. Paid-up capital increased by TK 350 million (bonus share of 2005) and stood at TK 1,750 million during 2006. The statutory reserve also increased by TK 354 million during the year. The strong growth in shareholders’ fund will help the Bank to expand business.

 4.7 USES OF FUND:










PBL has used its fund in Loan and advances, Investments, Fixed assets & other assets. Investment, Loans and advances and Total assets at the end of 2005 and 2006 stood at TK 41506.29 million and TK 60897.62 respectively.
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4.8 INTEREST INCOME:










The bank is earning a satisfactory interest income and non-interest income as well. The PBL net interest income in the year 2006 and 2005 stood 1500 million and 1174 respectively. The bank’s net interest grew by 28 percent during 2006. The growth was mainly driven by increase in credit. Both yield on loans and advances and cost of fund showed upward trend. Net interest income was the main contributor to total income, accounting for 46 percent of the total income.
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 4.9  GROWTH OF CREDIT OF PRIME BANK LIMITED:





Credits are provided in different names. Prime Bank provided 16 types of credits to their clients. Actually Bank started operation in 12 types of credits in 1995. It has introduced different loan product in the name of LIM, IDBP and QTRD in 1996 and Cash Credit (pledge) in 1997.

The credit portfolio of the Bank includes both conventional and financing based on Islamic Shariah. Total Credit of the Bank increased by TK 13,094 million during 2006 registering a growth of 41 percent against the previous year. The loan disbursement of PBL in 2006 was satisfactory. All the loan product of different categories except Inland bill purchased was increased. The Loan (General) was increased by 54 percent against the previous year. LTR was increased by 66 percent compared to year 2005. House Building Loan was increased by 70 percent than previous year.  Other types of loan product i.e. Lease Finance, PAD, Cash Credit, Consumer credit schemes, Foreign Bill Purchased, Secured Overdraft, Other Loan & Advances was increased 53%, 21%, 38%, 42%, 29% and 19% respectively. Only the Inland Bill Purchased was decreased 15% compared to previous year. The overall performance of credit disbursement from year 2001 to 2006 shows in the diagram where the curve are increasing but not that much steep but increasing trend shows the a progress, that is a good sign of credit disbursement.
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Table : Amount of Credit Disbursed for the Year 2001-2006

(Taka in Million)
	Credit Types
	2006
	2005
	2004
	2003
	2002
	2001

	Loan (General)
	8394.96
	5453.15
	1996.45
	1463.03
	686.37
	482.21

	Loan Against Trust Receipt
	8114.75
	4900.21
	1826.57
	1837.71
	836.03
	715.82

	House Building Loan
	977.75
	526.54
	548.13
	392.12
	349.73
	312.95

	Lease Finance
	2584.99
	1688.64
	1215.92
	929.39
	549.36
	267.27

	Payment Against Document
	949.86
	556.71
	631.49
	482.38
	72.12
	379.39

	Cash Credit
	7881.01
	6491.93
	3416.44
	2763.54
	1795.41
	1380.04

	Consumer Credit Scheme
	1355.75
	983.8
	519.47
	473.57
	299.53
	180.82

	Inland Bills Purchased
	681.68
	797.69
	294.72
	200.55
	187.15
	105.30

	Foreign Bills Purchased
	3021.02
	2123.45
	1631.55
	1,239.00
	1653.97
	1675.03

	Secured Overdraft
	5954.23
	4634.82
	2545.52
	1683.8
	1320.37
	1084.94

	Others Loan & Advances
	2241.46
	1884.51
	1865.96
	1221.73
	1324.9
	1123.27


Table: Product Wise Disbursement of Credit:
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 4.10 RECOVERY OF CREDIT OF PRIME BANK LIMITED:





The ratios of classified loans to total loans of Prime Bank in 2001, 2002, 2003, 2004, 2005, 2006 were 1.49%, 1.13%, 1.48%, 1.98% and 1.52%, 0.96% and 0.82 percent respectively. Whereas international standard is 5%. In Bangladesh the ratio of classified loans to total loans for all Private Commercial banks is 10% and for Nationalized Commercial Banks is about 50%. The industry average is 65%.

So we can conclude that recovery rate of Prime Bank is above the International standard and better than the industry as well as all Private Commercial Bank’s average. 
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4.11 SUMMARY OF FINANCIAL PERFORMANCE OF PBL:


Despite the Challenges, Prime Bank closed on a high note and made an impressive progress in many lines of Business during 2006. The operating profit before provision registered a growth of 40 percent during the year. 

	Strong profit performance was attributable to its sustained high level of deposits and loan growth, maintaining the good assets quality and enhancing productivity and proactive management of balance sheet. Revenue income increased by 34 percent while expenses increased by 24 percent. The growth of asset was 47 percent and non-performing loan remained below 1 percent.
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Contingent business grew by 21 percent during 2006 contributing to the increase in fee-based income. Profit before tax showed a growth of 45 percent. Profit after tax was 1,052 million registering growth of 85 percent. Return on assets stood at 2.03 percent compared to 1.54 percent of previous year. Despite the rise in capital base by TK 350 million, EPS was an impressive TK 60.11 while return on average equity stood at 31.55 percent.

Figure: Employee of Prime Bank Limited
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4.12 RATIO ANALYSIS:










Return on Equity (ROE):
ROE is the rate of return flowing to bank’s shareholders, i.e., the net benefit the investors have received from investing their capital in the bank. ROE is calculated as follow:

ROE = Net Income After Tax / Total Equity Capital
	The calculated ROE figures have shown an increasing trend from the year 2002 to 2006. It has increased to 5.00 % during this period. The main reason behind this result is the well tax management efficiency of PBL that result in higher net income after tax. Another reason is the increase in Equity/Total Asset ratio improves the earnings as much as expected. As a result the ROE has increased.
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Return on Asset (ROA):
ROA is a managerial efficiency indicator that shows how successfully the management has been converting the bank’s assets into net earnings. ROA is calculated as follow:

 
ROA = Net Income After Tax / Total Asset

	The calculated return on asset shows that in the year 2002 it was 2.38 percent but in 2003 it was decreasing and 2004 it was increasing but 2005 it was again decreasing. Again 2006 it was decreasing. The ratio is fluctuating frequently but it was better than the industry average. So we can say that the bank has utilized its asset efficiently.
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Net Interest Margin:
It measures how large a spread between interest revenues and costs management has been able to achieve by control over Bank’s earning assets and the pursuit of the cheapest sources of fund. It is calculated as follow:

 
Net Interest Margin = (Interest Income – Interest Expense) / Total Asset

 

During the period 2002-2006 net interest margins were 4.26%, 4.36%, 4.41%, 3.68% and 3.23% respectively. This shows that the interest revenue has reduce relative to the interest expense over these years. This shows an inefficient control of the management over the revenue and expense.

Net Non-Interest Margin:

It measures the amount of non-interest revenue stemming from service charges the Bank has been able to collect relative to the amount of non-interest cost incurred. The formula for determining the net non-interest margin is the following:

 Net Non-Interest Margin = (Non-Interest Revenue–Non-Interest Expense)/Total Asset 
Net non-interest margin of PBL in 2000-2006 were 1.38%, 1.45%, 0.52%, 1.08%, 1.37%. These results clearly show the efficiency in controlling the non- interest expenses, which exceeds the non-interest revenue earned by the Bank.

Earning Base in Assets:

It is the measure of non-earning assets versus earning assets. It is calculated by the following equation:

 
Earning Base in Assets = Total Earning Assets / Total Assets
 

	PBL’s earning base in assets has seemed to be high in the past five years. It was 78% in 2002 and it increases to 79% in 2001 and being increasing every year. In the year 2006 it was 90%. These figures certainly indicate the PBL’s efficiency in acquiring earning assets.
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Net Profit Margin:
The profit margin reflects the effectiveness of cost control and service pricing policies of a bank. Net profit margin of a bank is determined by the following formula:

 
Net Profit Margin = Net Income After Tax / Total operating Revenue

Net profit margin of PBL has increased from 24% during 2005 to 32% during 2006. This certainly indicates the good management of costs that results in increased percentage of operating revenue converted to net income. 

Asset Utilization Ratio:

It reflects the portfolio management policies, especially the mix and yield on a bank’s asset. The asset utilization ratio of a bank is calculated as follow:

 
Asset Utilization Ratio = Total Operating Revenue / Total Assets


The asset utilization ratio of PBL has an increasing trend during the period 2005-2006. It increases from 5.7% to 6.3% during this period. This trend indicate that yield on the Bank’s asset has been increasing and credit for this goes to the portfolio management policies formed by the management.

Equity Multiplier:

Equity multiplier reflects the leverage or financing policies that indicates the sources chosen to fund a bank (debt or equity). The following formula is used to calculate equity multiplier of a bank:

 
Equity Multiplier = Total Assets / Total Equity Capital


Equity multiplier of PBL has increased from 14.78% during 2005 to 15.77% during 2006.These ratios certainly indicate that equity financing of the Bank has been increased during this period. The increasing ratios rises the Bank’s potential for high returns for its stockholders. On the other hand, it reduces the exposure to failure risk of the Bank since the larger equity portions absorb losses on the Bank’s assets.




PRIME BANK LIMITED, GULSHAN BRANCH



Gulshan is a diplomatic zone, a commercial area, surrounding the Gulshan the inhabitants belongs to different status upper class, upper middle class, middle class, lower middle class, etc. The area is an attraction for industrialist people. Prime Bank Ltd, Gulshan branch is located at Plot#1, Road#109, Block #CEN (H), Gulshan Avenue, Dhaka. It has total deposit of Tk.32,500 Lac on 31st December 2006. It has 32 employees.

5.1 PERFORMANCE OF GULSHAN BRANCH AT A GLANCE



 
         Branch Position As on 30.12.2006 

 

	SL. No
	Particulars
	Budget 2006
	Budgeted December 2006
	Actual December 2006
	Variance with Budget

	1
	Total Deposit
	32500.00
	32500.00
	37826.45
	5326.45

	2
	Advance
	20000.00
	20000.00
	23713.57
	3713.57

	3
	Profit
	1500.00
	1500.00
	2005.00
	505.00

	4
	Import
	37500.00
	37500.00
	41337.96
	3837.96

	5
	Export
	55000.00
	5000.00
	55004.05
	4.05

	6
	Inward Remittance (Foreign)
	2000.00
	2000.00
	2011.32
	11.32

	7
	Bank Guarantee
	4000.00
	4000.00
	5608.48
	1608.48

	8
	Inland Letter of Credit
	13500.00
	13500.00
	15901.92
	2401.92


 
 Monthly Allocation of Target for the Year 2007
 
   

(Figure in Crore)

	Months
	Particulars

	
	Profit
	Deposit
	Advance
	Import
	Export
	Remittance

(Inward)
	Inland L/C

	January
	1.9
	383.64
	242.60
	41.25
	54.38
	225.00
	1500.00

	February
	3.5
	389.10
	248.14
	83.05
	109.48
	453.00
	3020.00

	March
	5.42
	394.66
	253.79
	125.68
	165.66
	685.50
	4570.00

	April
	7.44
	400.32
	259.54
	169.13
	222.94
	972.50
	6150.00

	May
	9.59
	406.05
	265.41
	213.40
	281.30
	1164.00
	7760.00

	June 
	17.16
	412.05
	271.45
	259.05
	341.48
	1413.00
	9420.00

	July
	14.64
	418.08
	277.58
	305.25
	407.38
	1665.00
	11100.00

	August
	16.87
	424.21
	283.81
	352.28
	464.16
	1921.50
	12810.00

	September
	19.18
	430.34
	290.04
	400.40
	527.80
	2184.00
	14560.00

	October
	21.37
	436.62
	296.41
	449.35
	592.33
	2451.00
	16340.00

	November
	23.89
	441.15
	303.04
	499.73
	658.74
	2725.80
	18177.00

	December
	27.00
	450.00
	310.00
	550.00
	725.00
	3000.00
	20000.00

	Budgeted 2007
	27.00
	450.00
	310.00
	550.00
	725.00
	3000.00
	20000.00


5.3  MANAGEMENT OPERATION OF GULSHAN BRANCH






























 5.3  WORKS DONE AT GULSHAN BRANCH






General Banking Department:

I have specially assisted and helped to maintain the following tasks regarding various section of branch with prior permission of Management: The responsibilities under the department I have performed are given below:

(1) Attain customer to provide excellent service and make good relationship with them.

(2) To receive all type of schedule Bank’s cheque from clients with proper checking and preservation.

(3) Preparing properly local and outward bills for collection and maintain register.

(4) Responding local and outward bills for collection.

(5) Commission and postage charge realization from outward bills for collection.

(6) Payment of inward OBC by issuing advice.

(7) Preparing of return memo for bounce of inward clearing cheque and issuance of credit advice to send principal branch.

(8) Return cheque charge realization.

(9) Entry of outward clearing cheque in computer and preparing properly for clearing house.

(10) Entry of inward clearing cheque in register and balancing with computer and schedules.

(11) Keeping contact with client for return cheque.

(12) Issuing cheque books.

(13) Issuing DD, TT, PO, PS.

(14) Opening of FDR.

(15) Opening of all type of Accounts.

(16) Checking supplementary.

(17) IBCA responding & issue.

(18) Preparing voucher for on line transaction.

Credit & Advance Section:

I have specially assisted and helped to maintain the following tasks regarding various section of branch with prior permission of Management: The responsibilities under the department I have performed are given below:

(1) CCS loan application formation;

(2) Checking of all papers filed and enclosed by clients.

(3) Making calculation for set up installment as per head office instruction;

(4) Prepare relevant voucher and pay order for loan disbursement;

(5) Signing properly all further required papers if any misunderstanding may arise;

(6) Finally receive delivery challan from clients.

Foreign Exchange Department:

I have specially assisted and helped to maintain the following tasks regarding various section of branch with prior permission of Management: The responsibilities under the department I have performed are given below:

(1) LC Advising: After verifying signatures and being confirmed genuineness of a LC and whether it covers the articles of UCPDC, I advise it to the beneficiary.

(2) LC Transfer: First I check that whether I have the authority to transfer the LC, then transfer the LC and advise the issuing bank transfer amount and transferee’s name if they require.

(3) Bills Collection: After complying a document with LC, I dispatch it to the drawee bank for acceptance / payment.

(4) Deduction of Chargers: I deduct charges relating LC advise, Bills Collection, LC Transfer and other charges connecting my jobs.

(5) EXP Form Issue and Certify: I issue Exp forms to our exporters; comply with invoice and prepare those for certifying.

(6) Maintaining Register: I maintain LC Advising Register, FDBCL Register, FDBPL Register, Exp Register, LC Transfer Register.

(7) Adjusted loan Account Closing: I close all adjusted loan accounts of FDBPL on every Thursday.

(8) Submission of EXP Form (Duplicate Copy): Every week I submit duplicate copies of EXP forms to Bangladesh Bank.

(9) Monthly Statements: At the end of every month I prepare following statements as per Head office requirements:

a. Monthly Statement of Outstanding FDBPL 

b. Monthly Statement of Overdue FDBPL

c. Monthly Statement of Bank Wise Outstanding FDBPL

d. Monthly Statement of Bank Wise Overdue FDBPL

e. Monthly Statement of Discounted Bills against NFCD Account.

I also prepare customer wise statements for strong follow-up of bills and provide a copy of that to my customers. A statement of bills purchased in the reporting month is prepared for evaluating performance of our export customers in every month and for observing trend of the business.




FINDINGS AND RECOMMENDATION




 5.1
   FINDINGS      
  
On the base of survey, theoretical analysis and practical experience of 3 months internship program, the following findings are identified during the research period:

1. It seemed to me that the bank having a large amount of deposit is not encouraging the large scale producers that much of long term industrial loans to accelerate the economy as well as to help the economy to solve unemployment problem.

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

3. All the lending and savings packages offered to the premium customers are same as offered to the general customers, excepting the waiver of service charges for premium ones. Prime Bank Ltd. should try to introduce more attractive lending and savings scheme to its premium customers to create more business for the bank. The bank can pay more attention to this segment of customers, as it is the most solvent group from which income can be generated if the package is designed properly.

4. There is no provision of trend analysis in the existing proposal format of PBL. Trend analysis has to be included. Because trend analysis is an analysis of a firm’s financial ratios over time used to determine the improvement or deteriorate in its financial situation. Trend analysis provides information about whether the firm’s financial position is more likely to improve or deteriorate in the future. Trend analysis is done by changing the percentage and comparing the current year with the previous years. Prime Bank, at present does not do trend analysis. Therefore to understand the improvement or deterioration of the financial condition Prime Bank should introduce trend analysis.

5. Prime Bank closed on a high note and made an impressive progress in many lines of businesses and hold the first position in the CAMEL rating by Bangladesh Bank. For the Banking business this is a good sound of operation. The Prime Bank is now 12 years age of its operation and builds a strong-based capital with having insignificant percentage of non-performing assets. The credit appraisal and loan proposal system is standard but some factors are overlooked.

· In appraising system the competitive position analysis is not focused while doing the appraisal system.

· The product appraisal is done on the customer base not any comparison is done with other product.

· Due to the data unavailability the credit demand assessment is not properly done.

· The suppliers’ influence is overlooked.

6. Credit scoring is the way to find out how much cash will be generated by the firm. There are two kinds of credit score: one is Z – score and the other is Y – score. Z – score should be applied to the manufacturing companies and Y-score should be applied to all trading companies. In Prime Bank, the Head Office does the credit scoring. If credit scoring is done in branch then the financial analysis will be more reliable and transparent.

7. With a view to improving the quality and soundness of loan portfolio, credit risk management methods were updated in 2004. The Bank is now applying a new system of credit risk assessment and lending procedures by striker seperation of responsibilities between risk assessment and lending decisions and monitoring functions. The Bank monitors its exposure to particular sectors of economy on an ongoing basis. The Bank has undertaken the changes in policy of credit risk management, credit risk administration and credit monitoring & recovery in line with the guidelines of Bangladesh Bank, formulated in the last year.

8. The scope of credit diversification is limited due to shortage of specialist manpower in relevant fields. It is recommended that the PBL authorities consider the deployment of technical manpower in various fields, particularly in the fields of computer software, diagnostic centers etc. in order to diversify the credit areas and increase the credit volume of PBL.

9. Recently Bangladesh Bank has introduced a circular that any Bank can disburse loan upto 25 percent of its total capital to a single customer. It actually encourages syndicated financing. Because textile/spinning/glass factory and dyeing factory etc. are capital intensive and requires a lot of fund. That’s why for the last several years Prime Bank achieve a landmark progress and maintaining a leading role  in syndication market.

10. In view of the potential Prime Bank is focusing on expansion of Retail Loans/consumer Credit during last couple of years. The growth rate of business has rapidly increasing. A number of products were developed and existing products were re-launched with better pricing structure and repayment period, which have received good response. In order to give easy access to products and to give best possible services at the doorstep of existing and potential customers, the Bank introduced direct selling services. The objective of the facilities is to increase the buying power of the middle class people, which ultimately leads to increasing the standard of living of the people of Bangladesh.

5.2
   RECOMMEDATION      

In credit management, it is conventional that proposals of credit facilities must be supported by a complete analysis of the proposed credit. More importance should be given on refund of loans out of funds generated by the borrower from their business activities instead of realization of money by disposing of the securities held against the advances, which is very much uncertain in present context of Bangladesh where a large numbers of creditors are willful borrowers because of default credit culture.

The credit officer of the branch who deals with respective credit disbursement should accurately measure the risk associated with the credit facilities. He should properly evaluate the viability of the project as well as choose the proper client for credit facility. The credit analysis should covers the selection of right borrowers, credit purposes, viability of the project, loan repayment capacity, right and secured collateral, proper documentation etc. The Branch should improve the file management system to faster the dealings with the clients’ proposal.

1. Using the five-force model the client must be appraised to identify types of competition it would face and how strong each of the competitive forces are on the business of the client where the following things must be highlighted.

· The rivalry among the competitor.

· The potential entry of new competitors in terms of economies of scale, technological know-how, Experience curve effect, resources requirements, access to the distribution network.

· Bargaining power of the buyer.

· Suppliers’ influences and bargaining power over the business of the client.

· Potentiality of the substitute products.

2. Sensitivity analysis shows how the value of criteria (say NPV, IRR etc.) changes with the changes in the value of any variable in the analysis. This analysis is applicable only in project finance. For example A is a project and the bank is going to finance in that project. We have seen earlier that the bankers do forecasted cost of good sold, financial ratios etc. but if later increase in raw material costs or decrease in sales revenue or increase in manufacturing overhead how sensitive will be the project’s profitability and debt service coverage capacity that is calculated in sensitivity analysis. So Prime Bank Ltd. should include sensitivity analysis in proposal format to analyze project finance.

3. Product Comparison should be done between competitors in terms of Characteristic, Price, Packaging, Ingredients, Unique Selling Proposition (in case of service analysis).

4. As it has been observed that, there are some inconsistency in post approval and pre-approval monitoring. Most of the clients does not submit the stock report, monthly statements, and overall stage report in case of large project. To reduce the difficulties in project implementation and supervision and monitoring following clues can be implemented.

· A time budget for the project to be implemented with mentioning the exact time of beginning and ending must be collected. So that time over-run while project completion can be avoided.

· For reducing the cost problem the credit officer must look for whether the construction be given contract and turnkey basis.

· Disbursement of fund procedure must be improved, the credit officer must become sure that the funds are going to the project in which it is sanctioned. There must be a credit officer assigned to the project and he will be responsible for completing the “Stage Completion Report Form” which will mainly deal with the details of the cost incurred in the previous period and percentage of project work completed. Justification whether the portion of the project works are completed in time. The management must introduce project progress reporting form for better disbursement procedure.

· Most of the time the client doesn’t channel their proceeds through the accounts with the Prime Bank though they supposed to. Revenue Cascade and hierarchy of payment must be maintained to ensure that the installments ate in time in right amount, as there is a potentiality that the client will default.

· The risk that can be arising while implementation of the project must be analyzed and mitigated through the perfect risk taker.

· The assignment system to supervise and monitor the loan account can reduce the default tendency. If each credit officer are assigned certain amount of client for close contract and supervision, there will be good relation with the client and the recovery will be in time.

5. Prime Bank has a great image as they have already achieved first position in CAMEL rating consecutive for five years. Using this reputation they should be more service oriented by implementing any branch services, Tele banking and introducing more new product.

6. The management of Prime Bank may invest in interest sensitive asset by taking deposit of short term and lend for long to reduce maturity gap between its interest rate sensitive assets and interest rate sensitive liabilities.

7. Proper communication regarding the products and services of the bank should be enforced. As a result confusions will be minimized and customer satisfaction will enhance.

8. Prime Bank should actively manage the complaints of various customers and encourage customers to give feedback about the services. The management should collect document complaints, use that information to identify dissatisfied customers, correct individual problems where possible and identify common service failure points. Research showed that this strategy would radically improve the overall customer satisfaction.

9. The Bank should focus more on existing customers in order to build strong and loyal relationship with them as most satisfied customers recommends the bank to friends and relatives. Thus the power of relationship will foster positive Word of Mouth Communication and will attract new customers at a lower cost.

10. Employee training and workshops should be administered in order to give them knowledge and professionalism in customer interactions. With a more professional base, employees can better satisfy the customers. They should be taught about how to deal with problem customers and problematic situations. The survey showed significantly low scores for employee’s willingness to help. Thus this aspect should be considered.  

11. The scope of credit diversification is limited due to shortage of specialist manpower in relevant fields. It is recommended that the PBL authorities consider the deployment of technical manpower in various fields, particularly in the fields of computer software, diagnostic centers etc. in order to diversify the credit areas and increase the credit volume of PBL.




Bangladesh economy is expected to grew by 6.8-7.00 percent during the fiscal year 2006-2007 due to good harvest, recovery of agricultural output, stable manufacturing growth supported by strong export demand of knit garments, robust service sector growth and steady flows of remittances. The high international prices of crude oil and continuing upward trend in prices of many commodities, interest rate are on rising trends in global economy with associated increase in the inflationary expectation. Bangladesh Bank is alert to contain the inflationary pressure and tightened monetary measures are expected to continue for facilitating smooth credit flow to the productive pursuits only for targeted output growth. The rate of interest of the country has already shown a rising trend due to the tightened measures.

Prime Bank limited is well positioned to meet the challenges of 2007 and will continue to strive to innovate and capture opportunity for growth and value creation. The Bank will focus on its large customer base to generate more business from existing customers. This strategy is supported by wide spectrum of product and services and level of customer service delivery. The Bank will continue to harness the potential of Retail, Credit Card, SME and Remittance market. However, continued pressure on interest margins, fees, exchange earnings and increased provision requirement for Retail, Credit Card and SME will pose a challenge to the financial institutions during 2007 also. In its pursuit for growth, the Bank will always adhere to good corporate governance and practices and sound risk management policies and strict credit evaluation procedure.

There is a growing realization that the micro finance can act as engine of sustainable growth. 2006 was a steeping stone for the Bank in micro financing and due to the strong commitment towards corporate social responsibilities, the Bank will look for more avenues for participating in micro financing during coming days.  We wish the future progress of Prime Bank.






CONCLUSION





Bangladesh economy is expected to grew by 6.8-7.00 percent during the fiscal year 2006-2007 due to good harvest, recovery of agricultural output, stable manufacturing growth supported by strong export demand of knit garments, robust service sector growth and steady flows of remittances. The high international prices of crude oil and continuing upward trend in prices of many commodities, interest rate are on rising trends in global economy with associated increase in the inflationary expectation. Bangladesh Bank is alert to contain the inflationary pressure and tightened monetary measures are expected to continue for facilitating smooth credit flow to the productive pursuits only for targeted output growth. The rate of interest of the country has already shown a rising trend due to the tightened measures.

Prime Bank limited is well positioned to meet the challenges of 2007 and will continue to strive to innovate and capture opportunity for growth and value creation. The Bank will focus on its large customer base to generate more business from existing customers. This strategy is supported by wide spectrum of product and services and level of customer service delivery. The Bank will continue to harness the potential of Retail, Credit Card, SME and Remittance market. However, continued pressure on interest margins, fees, exchange earnings and increased provision requirement for Retail, Credit Card and SME will pose a challenge to the financial institutions during 2007 also. In its pursuit for growth, the Bank will always adhere to good corporate governance and practices and sound risk management policies and strict credit evaluation procedure.

There is a growing realization that the micro finance can act as engine of sustainable growth. 2006 was a steeping stone for the Bank in micro financing and due to the strong commitment towards corporate social responsibilities, the Bank will look for more avenues for participating in micro financing during coming days.  We wish the future progress of Prime Bank.
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Conducting Loan recovering operations.


Identifying the problem loans.


Adjusting, if necessary, the terms and conditions of the problem loan cases through discussion with loanees.


Taking Legal steps against the willful defaulter.





Recording loan transaction through journals & lasers.





Filling documentation of the securities.








Making separate file for each of the loan cases.





Making decision basing on the credit/loan analysis.





Sanctioning/rejecting loan application.





Determining securities & condition through discussion.





Preparation of loan agreement.





Collecting loan/credit documentation.





Loan/ Credit recovery





Review & monitoring of loan agreement Execution





Accounts of loan/ credit transaction





Signing loan agreements by bank & the borrower for home loan sanction.


Taking Charges of the securities offered.


Starting disbursement of loan/ loan instrument. 





Giving notice of installments dues.


Acknowledging the receipts of the installment.


Making list of the monthly default cases to be pleased before the board of directors.


Reporting on the periodical inspection of the business unit of the loanees.





Loan/Credit final decision/Approval.





Loan/ Credit documentation








Loan/ Credit 


agreement.


    





Inviting & receiving loan application.





Checking whether the loan application are properly filled with all information required





Analyzing collecting information.





Making Reports on the basis of credit/ loan analysis.





Interview.





Collecting statement of accounts & other information relating to the business.





Collecting relevant information from other sources.





Loan/ Credit analysis.





Scrutinizing & collection of Information


   





Request for credit from the client














Pricing of Bank Loan





Non-Interest Based Pricing





Pricing Based on Interest





Compensating Balance





Fees, Charges etc.





Fixed Rate





Rate of General Customer





Prime Rate





Rate On Other Basis





Prime Times





Caps & Floors





Variable Rate











Internal Factors





External Factors





Factors consideration for Loan Pricing





Amount of Loanable Fund.


Cost of Bank Fund.


Administrative & Transaction Costs.


Overhead Expenses.


Expenses for credit Investigation & Credit Analysis.


Security Maintenance of Expenses


Amount of Risk of Loan and Cost of Risks.


Amount of Bad debt.


Bank Customer Relation.


Earning Possibility from the alternative use of funds.


Shareholder expectation on Dividend.





Guidance of the Government & Bank Regulatory Agencies.


Number of Competitors and their capacity to control the Loan Market.


Nature of Loan Price by the Competitors.


Risk of increase or decrease of Interest Rates.


Possibility of raising funds through securities and other documents and the expenses involvement.





5 Cs:


Character.


Capacity.


Capital.


Collateral.


Condition.





CAMPRI:


 C  = Character.


 A  = Amount.


 M = Means.


 P  = Purpose.


 A  = Accountability.


 R  = Risk.


 I   = Insurance.








Credit Analysis





PARSAR:


   P  = Purpose.


  A  = Amount.


  R  = Reason


  S  = Source of repayment.


  A  = Ability.


  R  = Risk.








5 Rs:


Responsibility.


Reliability.


Respectability.


Resource.


Return possibility.








Analyzing sensitive risky credit information.








Assembling all credit information together.








Analyzing refined & very essential risk information.








Collecting the primary risk related information.








Flow Chart of Credit Analysis





Making decisions on the basis of credit/loan analysis.





Collecting business information for which credit is sought








Collecting loan information of the applicant








Positive decision based loan structure





Fig: Credit Analysis
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Ability to repay (+)
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Ability to repay (-)





Willingness to repay (-)
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Steps to be taken for problem loans





Legal steps through courts





Steps to be taken by bank itself





Curative steps





Preventive steps





Special suit to declared the problem loanee as bankrupt.





Loan recovery suit in an ordinary manor
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