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In 2005 Bangladesh Bank undertook a project to review the global best practices in the banking sector and examines in the possibility of introducing these in the banking industry of Bangladesh. Four 'Focus Groups' were formed with participation from Nationalized Commercial Banks, Private Commercial Banks & Foreign Banks with representatives from the Bangladesh Bank as team coordinators to look into the practices of the best performing banks both at home and abroad. These focus groups identified and selected five core risk areas and produce a document that would be a basic risk management model for each of the five 'core' risk areas of banking. The five core risk areas are as follows- 

a) Credit Risks; 

b) Asset and Liability/Balance Sheet Risks; 

c) Foreign Exchange Risks; 

d) Internal Control and Compliance Risks; and 

e) Money Laundering Risks. 

Bangladesh Bank in one of it’s circular (BRPD Circular no.17) advised the commercial banks of Bangladesh to put in place an effective risk management system by December, 2003 based on the guidelines sent to them.

In this report, I try to make a comparative analysis credit principles, policy, strategy and over all credit risk management in NCC Bank Limited.

1.3
Objective of the Report

The study has been undertaken with the following objectives:

· To analysis the pros and cons of the conventional ideas about credit operation of a Bank.

· To have better orientation on credit management activities specially credit policy and practices, credit appraisal, credit-processing steps, credit management, financing in various sector and recovery, loan classification method and practices of NCC Bank Limited (NCCBL). 

· To identify and suggest scopes of improvement in credit management of NCCBL.

· To get an overall idea about the performance of NCC Bank Ltd.

· To fulfill the requirement of the internship program under MBA program.

1.4
Scope of the Report

· The study would focus on the following areas of NCC Bank Limited.

· Performance analysis Of NCC Bank Limited.

· Credit appraisal system of NCC Bank Limited. 

· Procedure for different credit facilities.

· Portfolio (of Loan or advances) management of NCC Bank Limited.

· Organization structures and responsibilities of management.

Each of the above areas would be critically analyzed in order to determine the efficiency of NCCBL’s Credit appraisal and Management system.

1.5
Sources of Information

Information collected to furnish this report is both from primary and secondary in nature. The secondary information was collected from the different publication, and books and website. Primary data was mainly collected from, share division (Head office), finance and accounts 
department (Head Office), credit depart (Head Office) and different employees of NCC Bank Limited.

1.6
Methodology of the Report

The following methodology will be followed for the study:

· Both primary and secondary data sources will be used to generate this report.

· Primary data sources are scheduled survey, informal discussion with professionals and observation while working in different desks.

· The secondary data sources are annual reports, manuals, and brochures of NCC Bank Limited and different publications of Bangladesh Bank.

· To identify the implementation, supervision, monitoring and repayment practice- interview with the employee and extensive study of the existing file was and practical case observations were done. 

1.7
Limitation of the Report

This report will only consider credit risks of NCC Bank Limited. It will not cover

· Asset and liability/ balance sheet risk.

· Foreign Exchange Risk

· Internal control And compliance risk

· Money laundering Risk. 

1.8
Report Organization

This report is divided in five chapters. The following section is introductory chapter. Section II is the overview of NCC Bank Limited. In section III deals with risk and risk management. Credit risk management of NCCBL is critically analyzed in section IV. Section V deals with findings and recommendations.

Chapter Two

An Overview

of

NCC Bank Limited (NCCBL)
2.1
Background

National Credit and Commerce Bank Limited was incorporated in Bangladesh as a banking company under the Companies Act 1994. The principal place of business is the registered office at 7-8 Motijheel Commercial Area, Dhaka 1000. It carries out all banking activities through its branches in Bangladesh. National Credit and Commerce Bank Ltd. bears a unique history of its own. The organization started its journey in the financial sector of the country as an investment company back in 1985. The aim of the company was to mobilize resources from within and invest them in such way so as to develop country's Industrial and Trade Sector and playing a catalyst role in the formation of capital market as well. Its membership with the browse helped the company to a great extent in this regard. The company operated up to 1992 with 16 branches and thereafter with the permission of the Central Bank converted in to a full fledged private commercial Bank in 1993 with paid up capital of Tk. 39.00 crore to serve the nation from a broader platform.

Since its inception NCC Bank Ltd. has acquired commendable reputation by providing sincere personalized service to its customers in a technology based environment.

The Bank has set up a new standard in financing in the Industrial, Trade and Foreign exchange business. Its various deposit & credit products have also attracted the clients-both corporate and individuals who feel comfort in doing business with the Bank.

2.2
Mission


To mobilize financial resources from within and abroad to contribute to Agricultures, Industry & Socio-economic development of the country and to pay a catalytic role in the formation of capital market.

2.3
Vision

To become the Bank of choice in serving the Nation as a progressive and Socially Responsible financial institution by bringing credit & commerce together for profit and sustainable growth.
2.4
Positioning statement

NCC Bank is a contemporary, upbeat brand of distinctive quality of service and solution that offers a rewarding banking experience as preferred choice of banking partner every time, every where.

2.5
Value
· Trustworthy 

· Dependable 

· Reliable 

· Professional 

· Dynamic 

· Fair 

2.6
Training

In provisional period every one take six(6) month training. It is most important to employee. Other part every employee take a short course of any program. It is one kind of training. Like: Software, Hardware and IT

2.6.1
Human Resource Development (HRD)
Human Resources Development is focused on recruitment and in-house training for both on the job and off the job Bank staff members through the Bank’s Academy.  NCC Bank Limited Training Institute is one of well equipped institutions in the private sector – was conceived of as an in-house training center to take care of the training needs of the Bank internally. 

Academy is fully equipped with a professional library, modern training aids and professional faculty.  Library has different books on banking, economy, accounting, management, marketing and other related subjects. 

Main training activities consists of in-depth foundation programs for entry level Management Trainees.  Specialized training programs in the areas like general banking, advance, foreign exchange, information technology, marketing and accounts etc. are also organized by the Academy depending on need.

Frequently outreach programs are organized to meet demand for new and specialized skills.

Since its inception Academy has not only conducted courses, workshops and seminars as required by the Bank, but it has also organized training programs abroad for the officials. 

The academy also re-design its courses, programs etc, regularly to meet the requirement of new skills arising out of various directives, guidelines of the Central Bank and significant changes in the banking sector from time to time.

In addition the IT & Card division offers the following training activities for its employees.
2.6.2
Software Training
· Flora Banking Software (Head Office and Branch Level) 

· Software Bug Searching (Business Team) 

· Real Time Problem Solution 

2.6.3
Network Training 

· Branch Network Support 

· IP phone Maintenance 

· Internet Communication 

· Anti Virus Update and Maintenance 

· E-mail Server Admin 

2.6.4
Hardware Training 

· Basic Hardware Setup Training 

2.6.5 Card Division Training 

· All Visa Related Training 

· International Visa Compliance 

· Internal Credit Card Marketing

2.7
Human Resources Management

NCC Bank follows a structured service rules and compensation package for its workforce at all levels. The bank provides various benefits like Provident Fund, Gratuity Scheme and Superannuation Fund for its eligible staff. The Bank has adopted a new Human Resource Policy for recruitment, promotion and training. The new policy includes detailed and specific criteria for recruitment of competent candidates on the basis of merit only.
2.8
Management Information System (MIS)

The Management Information System (MIS) of NCC Bank Limited is at developing stage. The bank is currently using MIS Report only for customer account related information and bank’s financial position. The bank has recently launched online banking services at front office operations which facilitate any branch banking, ATM Banking, 24 hours Phone Banking, SMS Banking and Internet Banking to all customers. Except one, all branches of the bank are currently using Centralized Banking Software for their daily transaction processing and routine reporting. Credit risk management is also available in the centralized banking software. Besides, the bank has subscribed to ATM, VISA Debit and Credit cards, which will be an important milestone in automation of banking services. It is expected that with the introduction of new technology, the bank will be able to render better and efficient services to its customers that will enhance bank’s competitive value. The bank has taken sufficient safeguard against disaster management and recovery. The bank has a Disaster Recovery Site (DRS) in place replicating the Data Center and its DR site is equipped with compatible hardware and telecommunications equipment to support the live systems in the event of any disaster. Yet the Bank is to develop modern “MIS” for use of management and other offices for timely availability of vital data for planning and decision making purposes at the appropriate time to augment profitability. Under the forthcoming Basel II implementation plan of BB, banks will be required to have its IT system Basel II compliant.

2.9
Board of Directors


Chairman, Board of Directors
Mr. Yakub Ali


Vice Chairman
Mr. Md. Harunur Rashid
Chairman, Executive Committee of the Board

Mr. S.M. Abu Mohsin

Audit Committee of the Board

Mr. Principal M. Wazhiullah Bhuiyan
Mr. Tofazzal Hossain
Mr. A.S.M. Main Uddin Monem

Directors

Mr. Nurul Islam

Mr. Md. Abdul Awal

Mr. Amjadul Ferdous Chowdhury

Mr. Masuda Begum
Mr. Abdus Salam
Mr. Mrs Yasmin Kamal Khan

Mr. Mahbubul Alam Tara

Mr. Mir Zahir Hossain

Mr. Ainul Kabir
Mr. Khondkar Zakaria Mahmud
Mr. Md. Shahjahan
Mr. Mostafizur Rahman
Mr. Mohammad Ali
Mr. Fakhrul Anwar
Mr. Alhaj Md. Nurun Newaz
Mr. Md. Humayun Kabir
Mr. Din M. Rana
Mr. Md. Abul Bashar
Mr. Khairul Alam Chaklader
Mr. Md. Moinuddin
Managing Director & CEO
Mr. Mohammed Nurul Amin

2.10
Ownership Pattern

Presently the bank is primarily owned by the local sponsors of the country. They hold 49.29% shares and the rest (i.e. 50.71%) is held by the Financial Institutions, Foreign Investors and General Public.

	Particulars
	% of holdings

	Local sponsors
	49.29

	Financial Institution
	14.89

	Foreign Investors
	0.24

	General Public
	35.58


Table: Ownership Pattern of NCCBL
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Chart: Percentage of Shareholdings of NCCBL.

2.11
Branch Network

The Branch network of the NCC Bank Limited is quite strong. These branches are situated at various strategically important commercial and industrial locations in the country. The above branch network is expected to be sufficient to maintain required growth rate of the bank.

NCC Bank have 61 branched in various prime area of the country, in 2009, NCC Bank is going to open another 10 (ten) new branches in Dhaka, Chittagong and other areas of the country.

2.12
Nature of Business

NCC Bank Limited offers full range of banking services that include deposit banking, loans & advances, export, import and financing national and international remittance facilities etc.
2.16
Associates, Subsidiary/Related Holding Company:

The Bank does not have any associates, subsidiary/related holding company.

2.17
Competitive Conditions in the Business:

The Banking Sector comprises of consisting of four major Nationalized commercial banks, two agricultural banks and three DFI and a large number of private commercial banks including about a dozen foreign owned private banks. They severely compete for savings/deposits and are in search of sound investment/lending targets. Despite stiff competition, the private sector banks earning have gone up significantly, especially for those having professionally managed operations.

2.18
Financial performance

2.18.1
Income

A comparative income position of the Bank for the years ended 31 December 2007, 2006, 2005, 2004 & 2003 is attached as appendix-I with this report.

Net Profit after tax for the last five years for NCC Bank Limited is shown in the following graph:
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Chart : Net profit after tax in NCCBL in last Five Years

From the graph above we see that NCC bank limited can gradually increase its income, Average increase in income of its income is 32.79%.

2.18.2
Operating Performance

NCC Bank Limited has shown average performance over the period of 2006 to 2007. But it earn high growth in fixed deposit. Performance of NCCBL in terms of its financial performance and operating efficiency as explained below:

	Deposits and other accounts of NCCBL

	
	2004
	2005
	2006
	2007
	2008

	Current deposits and other accounts
	2,458.00
	3,070.68
	3,603.93
	4,365.19
	4,864.15

	Bills payable
	240.92
	333.01
	371.29
	669.65
	692.28

	Savings Bank Deposits
	1,839.35
	2,109.13
	2,569.31
	3,248.24
	3,920.78

	Fixed Deposits
	8,615.88
	12,923.33
	17,534.25
	21,608.79
	30,880.91

	Term deposits
	2,762.48
	2,898.14
	3,924.32
	4,963.40
	6,508.95

	Bearer Certificates of Deposits
	152.60
	143.91
	144.24
	46.51
	37.59


Table: Deposit and other accounts in NCCBL in last five years
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From the table below we see that though amount of cash credits, overdrafts etc. increase in previous year, but in year 2008, it decreased.

	Loans and advances of NCCBL

	Year
	2004
	2005
	2006
	2007
	2008

	Loans, cash credits, overdrafts, etc.
	14,246.56
	23,038.76
	19,124.07
	44,394.50
	30,616.56

	Bills purchased & discounted
	964.59
	1,639.59
	1,409.06
	1,938.19
	2,071.20
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2.18.3
Financial Performance

The financial performance of the bank is marginally above the peer average. The performances may be judged in terms of Return on Assets (ROA), Return on Equity (ROAE) and Earning per share (EPS). The bank’s net profit after tax at YE2008 was Tk.  882.28 million which was TK. 677.18 million at YE2007, recording 30.29% increase. Based on the above the bank’s earning per share (EPS) was TK. 50.20 and TK. 38.53 during YE2008 and YE2007 respectively reflecting an increase of 30.29% over the previous year.
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                             Chart: EPS of NCCBL of Last five Years

	Financial Highlights of NCC Bank Limited

	Paid-up Capital
	607.81
	975.04
	1,201.79
	1,352.01
	1,757.62

	Total Capital
	1,368.99
	1,859.94
	2,417.37
	3,326.53
	4,440.26

	Capital surplus / (Deficit)
	18
	4
	192
	191
	255

	Total Assets
	21,469.02
	26,114.13
	32,615.01
	42,522.85
	57,365.52

	Total Deposits
	16,069.23
	21,478.22
	28,147.34
	34,901.77
	46,904.66

	Total Loans & Advances
	15,211.15
	20,533.13
	24,678.36
	32,687.75
	46,332.69

	Total Contingent Liabilities
	7,635.00
	9,272.14
	10,107.75
	10,337.79
	10,940.93

	Credit Deposit Ratio 
	0.95:01
	0.96:01
	0.88:01
	0.94:01
	0.98:01

	Percentage of classified loans against  total Loans & Advances 
	7.87%
	4.82%
	4.95%
	4.17%
	4.14%

	Profit after tax & provision
	285.16
	352.08
	479.22
	677.18
	882.28

	Amount of classified loan during current year
	1,188.40
	981.54
	1,212.26
	1,353.31
	1,902.58

	Provision kept against classified Loans
	650.06
	405.75
	523.58
	644.11
	912.90

	Provision surplus / (deficit)
	                    -       
	                    -       
	                    -       
	                    -       
	                    -       

	Cost of Fund ( %)
	9.83%
	9.45%
	10.51%
	10.86%
	11.64%

	Interest earning Assets
	20,014.82
	24,066.77
	30,008.63
	39,266.48
	53,077.60

	Non-interest earning Assets
	1,454.20
	2,047.36
	2,606.38
	3,256.37
	4,287.93

	Return on Investment (ROI)
	9.24%
	8.00%
	7.47%
	8.30%
	9.77%

	Return on Assets (ROA)
	1.33%
	1.35%
	1.63%
	1.59%
	1.54%

	Income from Investment
	261.50
	240.74
	265.17
	519.68
	638.07

	Earning per Share ( Taka)
	46.92
	36.11
	39.88
	38.53
	50.20

	Net income per Share (Taka)
	46.92
	36.11
	39.88
	38.53
	50.20

	Price Earning Ratio (Times)
	11.61
	8.66
	7.25
	8.81
	7.29


Similarly, the ROA of the bank stood at 1.54% and 1.59% at YE2008 and YE2007 showing a small amount of decrease. The ROI of the bank was 9.77% and 8.30% at YE2008 and YE2007 showing an increase of 17.71% over the previous year. NCCBL’s Balance Sheet at the last date of last five financial years is attached as appendix-II.
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Chart: ROI & ROA of NCCBL for last three years

2.18.4
Operating Efficiency

NCC Bank Limited showed an outstanding performance in its’ operating activities Interest income in 2008 and 2007, it was 5,449,728,058 and 3,861,806,484 respectively, which indicate 41.12% increase. On the other hand interest expenses were 4,099,984,694 and 2,738,449,472 in 2008 and 2007 respectively that shows 49.72% increase.
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                   Chart: Interest Income & Interest Paid In Last Five Years

2.19
SWOC Analysis

Strength

· Satisfactory asset quality.

· Good internal capital generation.

· Satisfactory operating efficiency.

· Diversified product lines.

· Low human resource turnover.

· Experienced Management team.

Weaknesses

· Limited market share.

· Dependency on Term Deposit.

· Moderate MIS.

· High cost of fund.

· Moderate corporate governance.

Opportunities

· Investment in SME.

· Basel-II compliance for capital adequacy.

· Creation of brand image.

· Dual currency credit card.

· Online products & services.

Challenges

· Increasing cost of fund.

· Market pressure for.

· Increasing the SLR.

· Implementation of Basel-II.

· Increased Market competition.

· Product Risk.

Chapter Three

Risk and Risk Management

3.1
Risk

Risk is the element of uncertainty or possibility of loss that prevail in any business transaction in any place, in any mode and at any time. In the financial arena, enterprise risks can be broadly categorized as Credit Risk, Operational Risk, Market Risk and Other Risk.

3.2
Risk Management

The Risk Management of the Bank covers five Core Risk Areas of banking. The main objectives of the risk management is that he Bank takes well calculative risks while safeguarding the Bank’s capital, its financial resources and profitability from various risks. In this context, the Bank implements the guidelines of Bangladesh Bank as followings:

• 
Credit Risk Management

This is one of the major risks that can be described as potential loss arising from the failure of a counter party to perform as per contractual agreement with the Bank. A separate corporate division has been formed at Head Office which is entrusted with the duties of maintaining effective relationship with the customer, marketing of credit products, exploring new business opportunities etc. The Bank has segregated the functions of credit approval, administration, monitoring and recovery by forming three separate units within Credit Division. In determining the credit limit, the instructions of Bangladesh bank are strictly followed. Internal audit conducted on periodic interval to ensure compliance of Bank’s and Regulatory policies. Classifications of Loans are made as per Bangladesh Bank’s guidelines.

• 
Foreign Exchange Risk Management

Foreign exchange risk is defined as the potential change in earnings arising to change in market prices. The foreign exchange risk of the Bank is minimal as all the transactions are carried out on behalf of the 
customers against underlying L/C Commitments and other remittance requirements. No dealing on Banks account was conducted during the year. Treasury department independently conducts and transactions and the Back Office of Treasury are responsible for verification of the deals and passing of their entries in books of accounts. All foreign exchange transactions are revalued at Mark-to-Market Rate as determined by Bangladesh Bank at the month-end. All NOSTRO Accounts are reconciled on monthly basis and outstanding entry beyond 30 days is reviewed by the Management for its settlement.

• 
Asset Liability Risk Management

The primary objective of the Asset Liability Committee (ALCO) is to monitor and avert significant volatility in Net Interest Income, investment value and exchange earnings. They also monitor Balance Sheet risk and Liquidity risks of the Bank.

Chapter Four

Credit Risk Management

4.1
Credit

The word credit comes from the Latin word “Credo” meaning “I believe”. It is a lender’s trust in a person’s/ firm’s/ or company’s ability or potential ability and intention to repay. In other words, credit is the ability to command goods or services of another in return for promise to pay such goods or services at some specified time in the future. Credit is the confidence of the Lender in the ability and willingness of the borrower to repay the loan at a future date. It is generally believed that confidence is the basis of all credit transactions. . For a bank, it is the main source of profit and on the other hand, the wrong use of credit would bring disaster not only for the bank but also for the economy as a whole. The fundamental principles, upon which credit is generally based, are character, capacity, capital, collateral and condition (5C’s).

Character:

Character is the greatest single asset of any individual. The character indicates his/her intention to reply the loan while his/her capacity are the factors upon which depend his/her ability to repay the loan

Capacity:

Capacity is closely connected with the success of failure of a business. Borrowers experience in the line of business is very important to avoid loss.

Capital:

Capital will help the borrower to recoup any loss in the business.

Collateral:

It is an important matter as it determines the riskiness of the credit.

Condition:

Conditions determine the standards of behavior of the borrower.

4.2
Types of Credit Facilities

Credit may be classified with reference to elements of time, nature of financing and provision base.

4.2.1
Classification of credit on the basis of time

On the basis of elements of time, bank credit may be classified into three heads, viz.

1.
Continuous loans

These are the advances having no fixed repayment schedule but have a date at which it is renewable on satisfactory performance of the clients. Continuous loan mainly includes "Cash credit both hypothecation and pledge" and "Overdraft".

2.
Demand loan

In opening letter of credit (L/C), the clients have to provide the full L/C amount in foreign exchange to the bank. To purchase this foreign exchange, bank extends demand loan to the clients at stipulated margin. No specific repayment date is fixed. However, as soon as the L/C documents arrive, the bank requests the clients to adjust their loan and to retire the L/C documents. Demand loans mainly include “Payment against Documents,” "Loan against imported merchandise (LIM)" and "Later of Trust Receipt".

3.
Term loans

These are the advances made by the bank with a fixed repayment schedule. Terms loans mainly include "Consumer credit scheme", "Lease finance"," Hire purchase", and "Staff loan". The term loans are defined as follows:

· Short term loan: Upto 12 months.

· Medium term loan: More than 12 months & up to 36 months

· Long term loan: More than 36 months.

4.2.2
Classification credit on characteristics of financing.

The following types of credit facility are generally allowed by banks to individuals, partnership firms, companies, corporations and others, either on demand, time or sell liquidating basis and are carried on the bank’s general ledger as assets:

4.2.2.1
Funded Facilities:

1.
Time Loan:

Time loan is allowed with a fixed maturity date (up to one year) indicating due date of repayment in full or in equal installments. Time loan is disbursed in one or two installments and the same has to be adjusted within a year by equal installments as per specific repayment schedule.

2.
Term Loan:
Generally term loan is allowed to large well established business enterprises for financing capital expenditure, such as for acquisition of machineries to set up an industry, balancing and modernization of existing plant/machineries for over a period for one year.

3.
Overdraft Facilities:
This is the operative credit facility extended to the client as working capital finance for trading and manufacturing business and also for finance 
against work order. Specific limit covering the sanctioned loan amount is given on client’s current account. The client is allowed to draw and maintain regular transaction upon this limit in his/her current account. The extent to which client can overdraw (Drawing Power) depends upon sanctioned amount and margin stipulation. Specific repayment dates are given within which the client has to adjust his/her overdrawn amount. The overdraft facility is generally secured by hypothecation of stocks, assignment of bills and collaterally secured by mortgage properties. 

Overdraft facilities can be allowed:

· Against pledge of goods/stocks

· Against hypothecation of goods/stocks

· Against any other permissible securities
4.
Trust Receipt Facility (LTR):
This facility is connected with import facility and is provided to very selective only. The tenure of such facility varies from 30-180 days. Sometimes as per earlier arrangement or under compelling situation bank allow their valued clients to retire the L/C documents without adjusting the demand loan or outstanding BLC. The documents are provided to the client after transferring the outstanding liabilities to LTR account. Thus T/R is a funded facility.
5.
Bill Discounting:
This type of loan is provided to the client by discounting bill of exchange favoring the client. When usance bill are submitted by the client a margin (covering also the interest on the loan amount) is deducted from the face value of the bill and the rest is provided to the client. At maturity of the bill the same has to be presented to the drawer for full proceeds of the bill through which the loan is adjusted.

Bills purchased and discounted in NCCBL in last three years are presented below:
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                  Chart: Bills purchased and discounted in lays three Years

	Remaining maturity grouping of bills purchased and discounted (in million Taka)

	
	2004
	2005
	2006
	2007
	2008

	Payable with in one month
	90.71
	155.89
	246.82
	676.07
	603.56

	Over one month but less than three months
	456.84
	724.60
	500.86
	746.59
	779.93

	Over three months but less than 01 year
	288.77
	524.06
	795.05
	502.91
	424.69

	More than 01 year
	128.27
	4.51
	96.87
	145.62
	130.01

	Total
	964.59
	1,409.06
	1,639.59
	2,071.20
	1,938.19


Table: Remaining maturity grouping of bills purchased and discounted

Other Advances:
· Against import bills (BLC)

· Against imported merchandise (LIM)

· Against Trust receipt (LTR)

· Against export bills purchased/ discounts (EBP)

· Against work order

· Against other securities

· Against inland bills purchased / discounted (IBP)
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Chart:  Loans and Advances including Bills Purchased and Discounted

4.2.2.2
Non-funded Facilities:

1.
Letter of Credit (L/C)

A Letter of Cre3dit is an arrangement whereby a bank at the request and in accordance with the instructions of a customer (Importer) I to make payment to or to the order of a third party (Exporter) or is to pay, accept or negotiate bills of exchange drawn by such third party or authorities such payment or negotiation by another bank, against stipulated documents provided that the terms and conditions of the credit complied with. Simply, stated, a Letter of Credit is an arrangement whereby the bank undertakes to pay drafts on itself or it’s customer in accordance with the terms of credit.


[image: image10]Flow Chart: Letter of Credit Operation

2.
Bid bond:
Bond required of a contractor submitting the lowest bid on a project. If the contractor then refuses to undertake the project, the bid bond assures that the developer will be paid the difference between the lowest bid and next lowest bid. The bid bond encourages contractors to make serious bids and live up to their obligations.
3.
Performance Guarantee:
By performance guarantee bank take responsibility for payment of a debt or performance of some obligation if the client primarily liable fails to perform.
Other

· Advance Performance Guarantee
· Foreign Counter Guarantee

4.2.2.3
Syndication

Syndication means joint financing by more than one bank to the same clients against a common security. This is done basically, to spread the risk. It also provides a scope for an independent evaluation of risk focused monitoring by the agent/lead bank.

In syndication financing banks also enter into an agreement that one of the lenders may act as Lead bank. In such cases, lead bank has to co-ordinate the activities at various stages of handling the proposal i.e. appraisal, sanction, documentation, sharing of security, disbursement, inspection, follow-up, recovery etc. it may also call meetings of syndication members, whenever necessary to finalize any decision. The central bank also suggests finalizing large obligor through syndicated financing to diversify risks.

4.3
What is Credit risk

Credit risk is the risk of losing contractually obligated cash flows promised by a corporation, financial institution, government, etc. (the counterparty) due to default on the debt obligation. Defaults are usually associated with a credit event such a bankruptcy or reorganization, although delinquency in payment may also be considered a credit event even if there is not a formal bankruptcy. Credit risk is the possibility that a borrower or counter party will fail to meet agreed obligations. Globally, more than 50% of total risk elements in banks and FIs are Credit Risk alone. Thus managing credit risk for efficient management of a FI has gradually become the most crucial task. Credit risk may take the following forms:

· In direct lease/term finance: rentals/principal/and or interest amount may not be repaid.

· In issuance of guarantees: applicant may fail to build up fund for settling claim, if any;

· In documentary credits: applicant may fail to retire import documents and many others.

· In factoring: the bills receivables against which payments were made, may fail to be paid.

· In treasury operations: the payment or series of payments due from the counter parties under the respective contracts may not be forthcoming or ceases.

· In securities trading businesses: funds/ securities settlement may not be effected.

· In cross-border exposure: the availability and free transfer of foreign currency funds may either cease or restrictions may be imposed by the sovereign.

4.4
Credit risk management

The objective of the credit risk management is to maximize the performing asset and the minimization of the non-performing asset as well as ensuring the optimal point of loan and advance and their efficient management. Credit risk 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 maximizing 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 constitute the banks asset structure but also a vital factor of the bank’s success. The overall success in credit risk management depends on the banks credit policy, portfolio of credit, monitoring, supervision and follow-up of the loan and advance. Therefore, while analyzing the credit management of NCCBL, it is required to analyze its credit policy, credit procedure and quality of credit portfolio. Credit risk management encompasses identification, measurement, matching mitigations, monitoring and control of the credit risk exposures to ensure that:

· The individuals who take or manage risks clearly understand it.

· The organization’s Risk exposure is within the limits established by Board of Directors with respect to sector, group and country’s prevailing situation.

· Risk taking Decisions are in line with the business strategy and objectives set by BOD.

· The expected payoffs compensate the risks taken.

· Risk taking decisions are explicit and clear.

· Sufficient capital as a buffer is available to take risk.

Credit risk management needs to be a robust process that enables FIs to proactively manage facility portfolios in order to minimize losses and earn an acceptable level of return for shareholders.

Risk Management Functions

· Oversight of NCCBL’s credit policies, procedures and controls relating to all credit risks arising from corporate/commercial/institutional/personal/ treasury operations.

· Oversight of the NCCBL’s asset quality.

· To ensure that lending executives have adequate experience and/or training in order to carry out job duties effectively.

Credit Functions

· To review Credit Applications recommended by RM and to provide independent risk assessment and recommendation to Board for approval.

· To provide advice/assistance regarding all credit matters to line management/RMs.

Monitoring Functions

· Directly manage all Substandard, Doubtful & Bad and Loss accounts to maximize recovery and ensure that appropriate and timely facility loss provisions have been made.

Credit Administration

· To ensure that all security documentation complies with the terms of approval and is enforceable.

· To monitor insurance coverage to ensure appropriate coverage is in place over assets pledged as collateral, and is properly assigned to NCCBL.

· To control facility disbursements only after all terms and conditions of approval have been met, and all security documentation is in place.

· To maintain control over all security documentation.

· To monitor borrower’s compliance with covenants and agreed terms and conditions, and general monitoring of account conduct/performance.

Relationship Management/Marketing (RM)

· To act as the primary NCCBL contact with borrowers

· To maintain thorough knowledge of borrower’s business and industry through regular contact, factory/warehouse inspections, etc. RMs should proactively monitor the financial performance and account conduct of borrowers.

· To be responsible for the timely and accurate submission of Credit Applications for new proposals and annual reviews, taking into account the credit assessment requirements.

· To highlight any deterioration in borrower’s financial standing and amend the borrower’s Risk Grade in a timely manner. Changes in Risk Grades should be

· Advised to and approved by CRM.

· To seek assistance/advice at the earliest from CRM regarding the structuring of facilities, potential deterioration in accounts or for any credit related issues.

4.4.1
Credit Risk Policy

NCCBL has a credit risk policy document that include risk identification, risk measurement, risk grading/ aggregation techniques, reporting and risk control/ mitigation techniques, documentation, legal issues and management of problem facilities. The senior management of NCCBL develops and establishes credit policies and credit administration procedures as a part of overall credit risk management framework and gets those approved from Board. Such policies and procedures provide guidance to the staff on various types of lending including Corporate, SME, Consumer, Housing etc.

Credit risk policies of NCCBL:

· Provide detailed and formalized credit evaluation/ appraisal process.

· Provide risk identification, measurement, monitoring and control.
· Define target markets, risk acceptance criteria, credit approval authority, credit origination/ maintenance procedures and guidelines for portfolio management.

· Communicated to branches/controlling offices. All dealing officials should clearly understand the FI’s approach for credit sanction and should be held accountable for complying with established policies and procedures.

· Clearly spell out roles and responsibilities of units/staff involved in origination and management of credit.

In order to be effective, these policies are clear and communicated down the line. Further any significant deviation/exception to these policies is communicated to the top management/Board and corrective measures are taken. It is the responsibility of senior management to ensure effective implementation of these policies duly approved by the Board.

4.4.2
Credit Principles

In the feature, credit principles include the general guidelines of providing credit by branch manager or credit officer. In NCC Bank Limited they follow the following guideline while giving loan and advance to the client.

· Credit advancement shall focus on the development and enhancement of customer relationship.

· All credit extension must comply with the requirements of Bank’s Memorandum and Article of Association, Banking Company’s Act, Bangladesh Bank’s instructions, other rules and regulation as amended from time to time.

· Loans and advances shall normally be financed from customer’s deposit and not out of temporary funds or borrowing from other banks.

· The bank shall provide suitable credit services for the markets in which it operates.

· It should be provided to those customers who can make best use of them.

· The conduct and administration of the loan portfolio should contribute with in defined risk limitation for achievement of profitable growth and superior return on bank capital.

· Interest rate of various lending categories will depend on the level of risk and types of security offered.
4.4.3
Global Credit Portfolio limit of NCCBL

The features which deals with how much total deposits would be used as lending the proportion of long term lending, customer exposure, country exposure, proportion of unsecured facility etc. the most notable ones are:

· The aggregate of all cash facility will not be more than the 80% of the customer’s deposit.

· Long term loan must not exceed 20% of the total loan portfolio.

· Facilities are not allowed for a period of more than 5 (Five) years.

· Funded credit facilities to any one customer group shall not normally exceed 15% of the capital fund or TK. 35 crores.

4.4.4
Credit Risk Strategy

The very first purpose of FI’s credit strategy is to determine the risk appetite of the FI. Once it is determined the FI could develop a plan to optimize return while keeping credit risk within predetermined limits. It is essential that FIs give due consideration to their target market while devising credit risk strategy. The credit procedures of NCCBL aims to obtain an in-depth understanding of it’s clients, their credentials & their businesses in order to fully know it’s customers.

· NCCBL develop, with the approval of its Board, its own credit risk strategy or plan that establishes the objectives guiding NCCBL’s credit-granting activities and adopt necessary policies/ procedures for conducting such activities. This strategy spell out clearly the organization’s credit appetite and the acceptable level of risk-reward trade-off for its activities The strategy, therefore, include a statement of the NCCBL’s willingness to grant facilities based on the type of economic activity, geographical location, currency, market, maturity and anticipated profitability. This would necessarily translate into the identification of target markets and business sectors, preferred levels of diversification and concentration, the cost of capital in granting credit and the cost of bad debts.

· The strategy delineate NCCBL’s overall risk tolerance in relation to credit risk, the institution’s plan to grant credit based on various client segments and products, economic sectors, geographical location, currency and maturity.

· The strategy provides pricing strategy and ensures that NCCBL’s overall credit risk exposure is maintained at prudent levels and consistent with the available capital.

· The strategy provide continuity in approach and take into account cyclic aspect of country’s economy and the resulting shifts in composition and quality of overall credit portfolio. While the strategy is reviewed periodically and amended, as deemed necessary, it is viable in long term and through various economic cycles.

· Senior management of NCCBL is responsible for implementing the credit risk strategy approved by the Board.

4.4.5 Lending Guidelines

NCCBL has established “Lending Guidelines” that clearly outline the senior management’s view of business development priorities and the terms and conditions that should be adhered to in order for facilities to be approved. The Lending Guidelines is updated at least annually to reflect changes in the economic outlook and the evolution of the NCCBL’s facility portfolio, and be distributed to all lending/marketing officers. The Lending Guidelines is approved by the Managing Director/CEO & Board of Directors of the NCCBL. 

Any departure or deviation from the Lending Guidelines is explicitly identified in credit applications and a justification for approval provided. Approval of facilities that do not comply with Lending Guidelines is restricted to the NCCBL’s Head of Credit.

The Lending Guidelines provide the key foundations for account officers/relationship managers (RM) to formulate their recommendations for approval, and include the following:

· Industry and Business Segment Focus

The Lending Guidelines clearly identify the business/industry sectors that should constitute the majority of the NCCBL’s facility portfolio. For each sector, a clear indication of the NCCBL’s appetite for growth is indicated (as an example, Textiles: Grow, Cement: Maintain, Construction: Shrink). This will provide necessary direction to the NCCBL’s marketing staff.
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· Types of Facilities

The type of facilities that are permitted is clearly indicated, such as Lease, Term Loan, Home Loan, and Working Capital etc.

· Single Borrower/Group Limits/Syndication1
Details of the NCCBL’s Single Borrower/Group limits are included as per Bangladesh Bank guidelines.

· Sector Lending Caps

An important element of credit risk management is to establish exposure limits for single obligors and group of connected obligors. NCCBL develop 
its own limit structure while remaining within the exposure limits set by Bangladesh Bank. The size of the limits is based on the credit strength of the obligor, genuine requirement of credit, economic conditions and the institution’s risk tolerance. Appropriate limits are set for respective products and activities. 

· Product Lending Caps

NCCBL establish a specific product exposure cap to avoid over concentration in any one product.

· Discouraged Business Types

NCCBL outline industries or lending activities that are discouraged. NCCBL has segregated sectors to be discouraged based on the following:
	Government Specified
	Best Practice
	Company Specific

	· Military Equipment/Weapons Finance.

· Lending to companies listed on CIB black list or known defaulters.
	· Highly Leveraged Transactions.

· Logging, Mineral Extraction/Mining, or other activity that is ethically or environmentally sensitive.

· Counter parties in countries subject to UN sanctions.
	· Finance of Speculative Investments.

· Share Lending

· Taking an Equity Stake in Borrowers.

· Lending to Holding Companies.

· Bridge Loans relying on equity/debt issuance as a source of repayment.


Table: Discouraged Business Types for lending

· Facility Parameters

Facility parameters (e.g., maximum size, maximum tenor, and covenant and security requirements) are clearly stated. As a minimum, the following parameters are adopted:

· NCCBL should not grant facilities where the NCCBL’s security position is inferior to that of any other financial institution.

· Assets pledged as security should be properly insured.

· Valuations of property taken as security should be performed prior to facilities being granted. A recognized 3rd party professional valuation firm should be appointed to conduct valuations.

· Cross Border Risk

Risk associated with cross border lending. Borrowers of a particular country may be unable or unwilling to fulfill principle and/or interest obligations. Distinguished from ordinary credit risk because the difficulty arises from a political event, such as suspension of external payments

· Synonymous with political & sovereign risk

· Third world debt crisis

4.4.5.1 
Credit Assessment & Risk Grading

4.4.5.1.1
Credit Assessment

A thorough credit and risk assessment is conducted in NCCBL prior to the granting of a facility, and at least annually thereafter for all facilities. The results of this assessment should be presented in a Credit Application that originates from the relationship manager/account officer (“RM”), and is reviewed by Credit Risk Management (CRM) for identification and probable mitigation of risks. The RM is the owner of the customer relationship, and held responsible to ensure the accuracy of the entire credit application submitted for approval. RMs are familiar with the NCCBL’s Lending Guidelines and conduct due diligence on new borrowers, principals, and guarantors.

RMs know their customers and conduct due diligence on new borrowers, principals, and guarantors to ensure such parties are in fact who they 
represent themselves to be. NCCBL has established Know Your Customer (KYC) and Money Laundering guidelines which are adhered to at all times.

Credit Applications summaries the results of the RMs risk assessment and include, as a minimum, the following details:

· Amount and type of facility(s) proposed

· Purpose of facilities

· Facility Structure (Tenor, Covenants, Repayment Schedule, Interest)

· Security Arrangements

· Government and Regulatory Policies

· Economic Risks

In addition, the following risk areas addressed:

· Borrower Analysis. The majority shareholders, management team and group or affiliate companies are assessed. Any issues regarding lack of management depth, complicated ownership structures or inter-group transactions are addressed, and risks mitigated.

· Industry Analysis. The key risk factors of the borrower’s industry are assessed. Any issues regarding the borrower’s position in the industry, overall industry concerns or competitive forces are addressed and the strengths and weaknesses of the borrower relative to its competition should be identified.

· Supplier/Buyer Analysis. Any customer or supplier concentration is addressed, as these could have a significant impact on the future viability of the borrower.

· Historical Financial Analysis. Preferably an analysis of a minimum of 3 years historical financial statements of the borrower presented. Where reliance is placed on a corporate guarantor, guarantor financial statements also are analyzed. The analysis addresses the quality and sustainability of earnings, cash flow and the strength of the borrower’s balance sheet. Specifically, cash flow, leverage and profitability are analyzed.

· Projected Financial Performance. Where term facilities (tenor > 1 year) are proposed, a projection of the borrower’s future financial performance is provided, indicating an analysis of the sufficiency of cash 
flow to service debt repayments. Facilities are not being granted if projected cash flow is insufficient to repay debts.

· Credit Background. Credit application clearly states the status of the borrower in the CIB (Credit Information Bureau) report. The application also contain liability status with other Banks and FI’s and also should obtain their opinion of past credit behavior.

· Account Conduct. For existing borrowers, the historic performance in meeting repayment obligations (trade payments, cheques, interest and principal payments, etc) is assessed.

· Adherence to Lending Guidelines. Credit Applications clearly state whether or not the proposed application is in compliance with the NCCBL’s Lending Guidelines. The NCCBL’s Head of Credit do not approve Credit Applications that do not adhere to the NCCBL’s Lending Guidelines.

· Mitigating Factors. Mitigating factors for risks identified in the credit assessment is identified. Possible risks include, but are not limited to: margin sustainability and/or volatility, high debt load (leverage/gearing), overstocking or debtor issues; rapid growth, acquisition or expansion; new business line/product expansion; management changes or succession issues; customer or supplier concentrations; and lack of transparency or industry issues.

· Facility Structure. The amounts and tenors of financing proposed are being justified based on the projected repayment ability and facility purpose. Excessive tenor or amount relative to business needs increases the risk of fund diversion and adversely impact the borrower’s repayment ability.

· Purpose of Credit. NCCBL has make sure that the credit is used for the purpose it was borrowed. Where the obligor has utilized funds for purposes not shown in the original proposal, NCCBL take steps to determine the implications on creditworthiness. In case of corporate facilities where borrower own group of companies such diligence becomes more important. NCCBL classify such connected companies and conduct credit assessment on consolidated/group basis.

· Project Implementation. In case of a large expansion, which constitutes investment of more than 30% of total capital of a company or for a green field project, project implementation risk is thoroughly assessed. Project implementation risk involve construction risk (Gestation period, regulatory and technical clearances, technology to be adopted, availability of infrastructure facilities) funding risk, and post project business, financial, and management risks.
· Foreign Currency Fluctuation. Credit application clearly states the assessment of foreign currency risk of the applicant and identifies the mitigating factors for its exposure to foreign currency.
· Security. A current valuation of collateral is obtained and the quality and priority of security being proposed are assessed internally and by a third party valuer. Facilities are not granted based solely on security. Adequacy and the extent of the insurance coverage are assessed.
· Type of Control on Cash Flow. The credit application contains and assess if there is any control on the borrowers cash flow for securing the repayment. This may include payment assignment from export proceed, payment assignment from customers of the borrower etc.

· Exit Option. Credit application clearly states the exit option from the borrower in case of early identification of deterioration of grading of the borrower.

· Name Lending. Credit proposals are not unduly influenced by an over reliance on the sponsoring principal’s reputation, reported independent means, or their perceived willingness to inject funds into various business enterprises in case of need. These situations are discouraged and treated with great caution. Rather, credit proposals and the granting of facilities are based on sound fundamentals, supported by a thorough financial and risk analysis.
4.4.5.1.2
Risk Grading

The Credit Risk Grading (CRG) is a collective definition based on the pre-specified scale and reflects the underlying credit-risk for a given exposure. A Credit Risk Grading deploys a number/ alphabet/ symbol as a primary summary indicator of risks associated with a credit exposure. Credit Risk Grading is the basic module for developing a Credit Risk Management system.

Credit risk grading is an important tool for credit risk management as it helps NCCBL to understand various dimensions of risk involved in different credit transactions. The aggregation of such grading across the borrowers, activities and the lines of business can provide better assessment of the quality of credit portfolio of NCCBL. The credit risk grading system is vital to take decisions both at the pre-sanction stage as well as post-sanction stage.

At the pre-sanction stage, credit grading helps the sanctioning authority to decide whether to lend or not to lend, what should be the lending price, what should be the extent of exposure, what should be the appropriate credit facility, what are the various facilities, what are the various risk mitigation tools to put a cap on the risk level.

At the post-sanction stage, NCCBL can decide about the depth of the review or renewal, frequency of review, periodicity of the grading, and other precautions to be taken. Risk grading is assigned at the inception of lending, and updated at least annually. NCCBL, however, review grading as and when adverse events occurs. A separate function independent of facility origination review risk grading. As part of portfolio monitoring, NCCBL generate reports on credit exposure by risk grade. Adequate trend and migration analysis also be conducted to identify any deterioration in credit quality. NCCBL establish limits for risk grades to highlight concentration in particular grading bands. The consistency and accuracy of grading is examined periodically by a function such as an independent credit review group.

A credit risk grading score sheet is attached in appendix III.
4.4.5.1.3
Functions of Credit Risk Grading

Well-managed credit risk grading systems promote NCCBL safety and soundness by facilitating informed decision-making. Grading systems measure credit risk and differentiate individual credits and groups of credits by the risk they pose. This allows NCCBL management and examiners to monitor changes and trends in risk levels. The process also allows NCCBL management to manage risk to optimize returns.

4.4.5.1.4
Use of Credit Risk Grading

· The Credit Risk Grading matrix allows application of uniform standards to credits to ensure a common standardized approach to assess the quality of individual obligor, credit portfolio of a unit, line of business, NCCBL as a whole.

· CRG provide a quantitative measurement of risk which portrays the risk level of a borrower and enables quick decision making,

· As evident, the CRG outputs are relevant for individual credit selection, wherein either a borrower or a particular exposure/facility is rated. The other decisions are related to pricing (credit-spread) and specific features of the credit facility. These largely constitute obligor level analysis.

· Risk grading is also relevant for surveillance and monitoring, internal MIS and assessing the aggregate risk profile of NCCBL. It is also relevant for portfolio level analysis.

· CRG provide a quantitative framework for assessing the provisioning

· Requirement of NCCBL’s credit portfolio.

4.4.5.1.4.1
Risk Grading for Corporate and SME

· CRG scale is applicable for both new and existing borrowers.

· It consists of 8 categories, of which categories 1 to 5 represent various grades of acceptable credit risk and 6 to 8 represent unacceptable credit risk. 

	GRADING
	SHORT NAME
	NUMBER

	Superior
	SUP
	1

	Good
	GD
	2

	Acceptable
	ACCPT
	3

	Marginal/Watchlist
	MG/WL
	4

	Special Mention
	SM
	5

	Sub standard
	SS
	6

	Doubtful
	DF
	7

	Bad & Loss
	BL
	8


Table: Risk Grading for Corporate and SME

· The following Risk Grade Matrix is used by NCC Bank Limited. Refer also to the Risk Grade Scorecard attached as Appendix-III. The more conservative risk grade is applied if there is a difference between the personal judgment and the Risk Grade Scorecard results.

	Risk Rating
	Grade
	Definition

	Superior

– Low Risk
	1
	· Credit facilities, which are fully secured i.e. fully cash covered.

· Credit facilities fully covered by government guarantee.

· Credit facilities fully covered by the guarantee of a top tier international Bank.

	Good

– Satisfactory Risk
	2
	· Strong repayment capacity of the borrower.

· The borrower has excellent liquidity and low leverage.

· The company demonstrates consistently strong earnings and cash flow certainty.

· Borrower has well established, strong market share.

· Very good management skill & expertise.

· Credit facilities fully covered by the guarantee of a top tier local Bank.

· Aggregate Score of 85 or greater based on the Risk Grade Score Sheet.

	Acceptable

– Fair Risk
	3
	· These borrowers are not as strong as GOOD Grade borrowers, but still demonstrate consistent earnings, cash flow certainty and have a good track record.

· Borrowers have adequate liquidity, cash flow and earnings.

· Credit in this grade would normally be secured by acceptable collateral (1st charge over inventory / receivables / equipment / property).

· Acceptable management.

· Acceptable parent/sister company guarantee.

· Aggregate Score of 75-84 based on the Risk Grade Score Sheet.

	Marginal

- Watch list
	4
	· This grade warrants greater attention due to conditions affecting the borrower, the industry or the economic environment.

· These borrowers have an above average risk due to strained liquidity, higher than normal leverage, thin cash flow and/or inconsistent earnings.

· Weaker business credit & early warning signals of emerging business credit detected.

· The borrower incurs a loss.

· Facility repayments routinely fall past due.

· Account conduct is poor, or other untoward factors are present.

· Credit requires attention.

· Aggregate Score of 65-74 based on the Risk Grade Score Sheet.

	Special

Mention
	5
	· This grade has potential weaknesses that deserve management’s close attention. If left uncorrected, these weaknesses may result in a deterioration of the repayment prospects of the borrower.

· Severe management problems exist.

· Facilities should be downgraded to this grade if sustained deterioration in financial condition is noted (consecutive losses, negative net worth, excessive leverage),

· An Aggregate Score of 55-64 based on the Risk Grade Score Sheet.

	Substandard
	6
	· Financial condition is weak and capacity or inclination to repay is in doubt.

· These weaknesses jeopardize the full settlement of facilities.

· Bangladesh Bank criteria for sub-standard credit shall apply.

· An Aggregate Score of 45-54 based on the Risk Grade Score Sheet.

	Doubtful
	7
	· Full repayment of principal and interest is unlikely and the possibility of loss is extremely high.

· However, due to specifically identifiable pending factors, such as litigation, liquidation procedures or capital injection, the asset is not yet classified as Bad & Loss.

· Bangladesh Bank criteria for doubtful credit shall apply.

· An Aggregate Score of 35-44 based on the Risk Grade Score Sheet.

	Bad and Loss

(nonperforming)
	8
	· Credit of this grade has long outstanding with no progress in obtaining repayment or on the verge of wind up/liquidation.

· Prospect of recovery is poor and legal options have been pursued.

· Proceeds expected from the liquidation or realization of security may be awaited. The continuance of the facility as a bankable asset is not warranted, and the anticipated loss should have been provided for.

· This classification reflects that it is not practical or desirable to defer writing off this basically valueless asset even though partial recovery may be affected in the future. Bangladesh Bank guidelines for timely write off of bad facilities must be adhered to. Legal procedures/suit initiated.

· Bangladesh Bank criteria for bad & loss credit shall apply.

· An Aggregate Score of less than 35 based on the Risk Grade Score Sheet.


· The Early Alert Report (Appendix-IV) is completed in a timely manner by the RM and forwarded to CRM for approval to affect any downgrade. After approval, the report is forwarded to Credit Administration, who is responsible to ensure the correct facility/borrower Risk Grades are updated on the system. The downgrading of an account should be done immediately when adverse information is noted, and should not be postponed until the annual review process.

4.4.5.1.4.2
Risk Rating for Consumer Lending

For consumer lending NCCBL credit-scoring models for processing facility applications and monitoring credit quality. NCCBL apply the above principles in the management of scoring models.

4.4.5.1.5
Ratings Review

The rating review is two-fold:

· Continuous monitoring by those who assigned the grading. The Relationship Managers (RMs) generally have a close contact with the borrower and are expected to keep an eye on the financial stability of the borrower. In the event of any deterioration the grading are immediately revised /reviewed.

· Normally CRG is reviewed at least once in a year. For risk grades starting from 5 to 8, CRG is reviewed in every six months.

· Secondly the risk review functions of NCCBL also conduct periodical review of grading at the time of risk review of credit portfolio.

4.4.5.2
Approval Process

The approval process reinforces the segregation of Relationship Management/Marketing from the approving authority. The responsibility for preparing the credit application rest with the RM within the business unit. Credit Applications are recommended for approval by the RM team and forwarded to CRM for their review and assessment. The credit subsequently approved by proper approval committee.

NCCBL has established various thresholds, above which, the recommendation of the Head of business unit is required prior to onward recommendation to CRM and subsequent appropriate authority for approval. 

The procedure for all the business units is as shown in the next page:
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1. Application forwarded to Zonal Office or Head Office for review by the ZCRO or HCRO.

2. Advise the review to recommending branches.

3. ZCRO/HCRO supports & forwarded to Head of Business Units (HOBU) within their delegated authority and to Head of Credit Risk (HOCR) for onward recommendation.

4. HOCR advises the review to ZCRO.

5. HOCR & HOBU supports & forwarded to Credit Committee.

6. Credit Committee advises the decision as per delegated authority to HOCR & HOBU.

7. Credit Committee forwards the proposal to EC/Board for their approval within their respective authority.

8. EC/Board advises the decision to HOCR & HOBU.

The approval process may vary in NCCBL depending on the types of products and exposure. For example, lending to Corporate and SME’s is mostly unstructured due to diverse nature of risk exposure. On the other hand, consumer lending is mostly structured by standardizing the product and risk aspects of individuals. As such applications for consumer lending may be done within the head of consumer unit subject to delegation of authority to do so.

4.4.5.3
Pre-disbursement Compliance

When the credit proposal are approved the credit officer must have to be ensured that the disbursement of the credit facilities must comply with the directions written in the credit policy and circular made by time to time along with checking all the following terms and conditions.

· The officer of Loan Administration must collect the acceptance of the customer’s of the terms and conditions on the duplicate copy of the sanctioned advice.

· They will thoroughly examine and ensure that the subject credit facility does not contradict to any law, rules and regulation of the country, Bangladesh Bank.

· Deed of the Mortgage and power of the Attorney to be drafted and executed under the Supervision of the Bank’s Legal Advisor.

· Lawyers certificate to the effect that all the legal formalities (Equitable/ Registered Mortgaged) has been properly created on the 
· land and building in favor of the bank & bank has acquired the effective title of the property.

· Registered power of attorney has been collected form the borrower (contractor) assigning the work order favoring the NCCBL and the power of attorney has been registered with the work order given agency and they have agreed that they will issue all the cheques favoring NCCBL.

· The legal documents of the vehicle have been obtained. 

· Collection of the satisfaction certificate in respect of all the documents both legal and banking from the lawyer.

· Entry has been made in the Safe -in and Safe-out register and the documents are preserved. 

After being satisfied all the above terms and conditions the credit in-charge will disburse the loan amount to the client.
4.4.6
Documentation of the Loan

Documentation is obtaining such agreement where all the terms and condition and securities are written and signed by the borrower. It specifies rights and liabilities of both the banker and the borrower. In documentation each type of advances requires a different set of documents. It also differs with the nature of securities. The documents should be stamped according to the stamp Act. There are no hard and fast rules of documentation and it varies from bank to bank. Generally, the documents are taken in the case of a secured advance by NCCBL:

i. Demand promissory note: Here the borrower promises to pay the loan as and when demand by bank to repay the loan.

ii. Letter of arrangement.

iii. Letter of continuity.

iv. Letter of hypothecation of goods and capital machinery.

v. Stock report: This report is used for OD and CC. In this report, information about the quality and quantity of goods hypothecated is furnished.
vi. Memorandum of deposit of title deed of property duly signed by the owners of the property with resolution of Board of Directors of the company owning the landed.

vii. Personal guarantee of the owners of the property.

viii. Guarantee of all the directors of the company.

ix. Resolution of the board of directors to borrow fund to execute documents and completes other formalities.

x. Form no. XVII/XIX for filling charges with the register of joint stock companies under relevant section.

xi. Letter of Revival

xii. Letter of lien for advance against FDR.
4.4.7
Security and Advances of NCC Bank Limited

4.4.7.1
 Security against Advances:

The different types of securities that may be offered to a banker are as follows:

(a) Immovable property

(b) Movable property

i. ICB unit certificate, wage earner development bond.

ii. Fixed Deposit Receipt.

iii. Shares quoted in the Dhaka Stock Exchange and Chittagong Stock Exchange.

iv. Pledge of goods.

v. Hypothecation of goods, produce and machinery.

vi. Fixed assets of manufacturing unit.

vii. Shipping documents.

Relation between Advances with the Security

	Types of advance
	Securities

	Loans
	Lien or various kinds of Sanchaya Patras, Govt. Securities, FDR, Collateral of immovable property, shares quoted in stock exchange.

	Overdraft
	Pledge or hypothecation of machinery, land and building on which machinery are installed, stock in trade, goods products and merchandise.

	Bills purchased
	Bills itself


4.4.7.2
Modes of Charging Security
A wide range of securities is offered to banks as coverage for loan. In order to make the securities available to banker, in case of default of customer, a charge should be created on the security. Creating charge means making it available as a cover for advance. The following modes of charging securities are applied in the NCC Bank Limited.

Lien

A lien is right of banker to hold the debtor’s property until the debt is discharged. Bank generally retains the assets in his own custody but sometimes these goods are in the hands of third party with lien marked. When it is in the hand of third party, the third party cannot discharge it without the permission of bank. Lien gives banker the right to retain the property not the right to sell. Permission from the appropriate court is necessary. Lien can be made on moveable goods only such as raw materials, finished goods, shares debentures etc.
Pledge

Pledge is also like lien but here bank enjoys more right. Bank can sell the property without the intervention of any court, incase of default on loan, But for such selling proper notice must be given to the debtor. To create pledge, physical transfer of goods to the bank is must.

Hypothecation

In this charge creation method physically the goods remained in the hand of debtor. But documents of title to goods are handed over to the banker. This method is also called equitable charge. Since the goods are in the hand of the borrower, bank inspects the goods regularly to judge it s quality and quantity for the maximum safety of loan.

Mortgage
Mortgage is transfer of interest in specific immovable property. Mortgage is created on the immovable property like land, building, plant etc. Most common type of mortgage is legal mortgage in which ownership is transferred to the bank by registration of the mortgage deed. Another method called equitable mortgage is also used in bank for creation of charge. Here mere deposit of title to goods is sufficient for creation of charge. Registration is not required. In both the cases, the mortgage property is retained in the hank of borrower.

Trust Receipt

Generally goods imported or bought by bank's financial assistance are held by bank as security. Bank may release this lien / pledge these goods against trust receipt. This means that the borrower holds goods in trust of the bank; trust receipt arrangement is needed when the borrower is going to sell these goods or process it further but borrower has no sufficient fund to pay off the bank loan. Here proceeds from any part of these goods are deposited to this bank.

Advance against Work-Order

Advances can be made to a client to perform work order. The following points are to be taken into consideration.
The client’s management capability, equity strength, nature of scheduled work and feasibility study should be judiciously made to arrive at logical decision. If there is a provision for running bills for the work, appropriate amount to be deducted from each bill to ensure complete adjustment of the liability within the payment period of the final bill besides assigning bills receivable, additional collateral security may be insisted upon. Disbursement should be made only after completion of documentation formalities and fulfillment of arrangements by the client to undertake the contract. The progress of work under contract is reviewed periodically.

Advance against Approved Shares

Advance may be allowed against shares of companies listed with the Stock Exchange Ltd. Subject to margin or may other restrictions imposed by Bangladesh Bank/Head Office of the bank from time to time. Value of shares & margin should be worked out as per guidelines issued from time to time by Bangladesh Bank / Head Office of the bank.

Advance against Fixed Deposit Receipts

Advance against Fixed Deposit Receipt will be subject to credit Restrictions imposed from time to time by Head Office / Bangladesh Bank. Scrutinize the Fixed Deposit Receipts with regard to the following points.

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

2. It is discharged by the depositor on revenue stamp of adequate value & his signature is verified.

3. Creation of liability on Fixed Deposit issued in joint names by any one of the depositors is regular.

4. If the Deposit Receipt is offered as a security for allowing advances, a letter of lien shall be obtained from the depositors, on the appropriate form.

5. If the Deposit Receipt has been issued by the branch-allowing advance, lien against that specific Deposit Receipt to be marked in the fixed Deposit Register of the branch.

6. The discharged receipt, the letter of lien duly verified by the issuing branch & the letter confirming registration of the lien on the deposit receipts shall be kept along with other documents under safe custody of the bank.

4.4.8
Approval Authority

All commercial activities, which commit NCCBL to deliver risk sensitive products, require prior approval by authorized committees/individuals. NCCBL has Credit Committees for reviewing and approving financing proposals. NCCBL has threshold based on percentage of equity that sets limits for review and approval of credit proposals in different committees. The Board must approve the threshold limit. Besides, approval authority may be delegated further to individual executives based on security, the executive’s knowledge and experience to ensure accountability and quick decision in the approval process. The concerned CRM officials should be the owner of their independent review and identification of risks based on the credit application.

The authority to sanction/approve facilities is clearly delegated by the Managing Director/CEO & Board to the Corporate Center and further down to the Business Units. Business Units are independent and responsible for managing all business activities within the approved limits. However, the concerned RM of the sales team / branch staff responsible for facility sales should be the owner of the customer relationship, and held responsible to ensure the accuracy of the facility application submitted for approval. They are familiar with the NCCBL’s Lending Guidelines and conduct due diligence on new borrowers, purpose of the facilities and guarantors.

The vast majority of FIs serve a number of different customer segments. This segmentation is mostly used to differentiate the services offered and to individualize the respective marketing efforts. As a result, this segmentation is based on customer demands in most cases. Based on its 
policy, NCCBL tries to meet the demands of its customers in terms of accessibility and availability, product range and expertise, as well as personal customer service. In practice, linking sales with the risk analysis units is not an issue in many cases at first. The sales organization often determines the process design in the risk analysis units.

The delegation of authority needs to be clearly documented and must include as a minimum:

· Absolute and/or incremental credit approval authority being delegated.

· Executives or positions to whom authority is being further delegated.

· Ability of recipients to further delegate risk approval authority.

· Restrictions, if any, placed on the use of delegated risk-approval authorities.

The degree of delegation of authority will depend on a number of variables including:

· Nature of financial products.

· Degree of market responsiveness required.

· Types of risks being assessed.

· Institution’s risk philosophy and credit culture.

· Experience of credit executives.

The following guidelines are applied in the approval/sanctioning of facilities:

· Credit approval authority are delegated in writing from the Board, acknowledged by recipients, and records of all delegation retained in CRM

· Delegated approval authorities are reviewed annually by Board.

· The credit approval function is separate from the marketing/ relationship management (RM) function.

· Approvals are evidenced in writing. Approval records must be kept on file with the Credit Applications

· All credit risks are authorized by executives within the authority limit delegated to them by the Board.
· All applications are reviewed by the Head of Credit Risk Management for independent assessment and identification risks and approved by respective committees or individuals delegated by Board.

· Respective CRM officials are held responsible for identification of risk.

· The RM is the owner of the customer relationship, and held responsible to ensure the accuracy of the entire credit application submitted for approval. RMs are familiar with the NCCBL’s Lending Guidelines and conduct due diligence on new borrowers, principals, and guarantors.

· The aggregate exposure to any borrower or borrowing group is used to determine the approval authority required.

· Any credit proposal that does not comply with Lending Guidelines, regardless of amount, is referred to Head of Credit Risk Management for review and approved by Board

· The Board must approve and monitor any cross-border exposure risk.

· A monthly summary of all new facilities approved, renewed, enhanced, and a list of proposals declined stating reasons thereof may be reported by CRM to the Board.

· Any breach of lending authority is reported to Head of Internal Control, and Head of CRM.

4.4.8.1
Approval Authority for Non Standardized Credits:

The factors are taken into account in drawing up the decision-making structure for non-standardized credits such as corporate and SME lending are the following:

· Level of Exposure

The level of exposure plays a decisive role in stipulating the decision-making structure. This is reflected in the fact that in most cases, the different levels of authority are defined by the level of exposure.

· Value of Collateral

The value of the collateral restricts the unsecured portion of the exposure and is therefore also of great significance. In most cases, the translation of 
this criterion is effected by showing separately the maximum unsecured volume within the scope of a level of authority.

· Type of Borrower

There are credits to Banks, FIs and to sovereigns, which are different from facilities to corporate and private customers because of the high volumes involved. As a result, the volumes used to define the levels of authority have to be determined separately depending on difference in risks associated.
· Probability of Default

The customer rating is usually taken as an indicator of the probability of default in this case. As such, decision making structure is commensurate with the risk hierarchical level of risk grading.
4.4.8.2
Approval Authority for Standardized Credits:

Standardized credits are shown separately as the degree of standardization has a significant influence on the occurrence of procedural and substantive errors in the course of the credit approval process. Standardization can help reduce both sources of errors considerably. On the one hand, the shorter and usually rigid process structure allows less procedural errors to be made, and on the other, the credit rating processes applicable to standardized credits make it possible to assess the credit standing based on empirical statistical analyses and thus independently of the subjective evaluation of a credit officer or account manager.

The standardized retail business in particular including home loan and car loan etc. does mostly without individual interventions in the credit decision process, with the result of the standardized credit rating process being the major basis for the credit decision. Increasingly, mostly automated decision processes are also used in the small business segment. The prerequisite is a clear definition of the data to be maintained for this customer segment.

4.4.8.3
Delegation of Authority

· NCCBL establish responsibility for credit sanctions and delegate authority to approve credits or changes in credit terms. It is the responsibility of NCCBL Board to approve the overall lending authority structure, and explicitly delegate credit sanctioning authority to appropriate authorities. Lending authority assigned to officers is commensurate with the experience, ability and personal character. NCCBL develop risk-based authority structure where lending power is tied to the risk ratings of the obligor. NCCBL adopt multiple credit approvers for sanctioning such as credit ratings, risk approvals etc to institute a more effective system of check and balance. The credit policy spell out the escalation process to ensure appropriate reporting and approval of credit extension beyond prescribed limits. The policy also spell out authorities for unsecured credit, approvals of disbursements excess over limits and other exceptions to credit policy.

· In cases where lending authority is assigned to the facility originating function, there are compensating processes and measures to ensure adherence to lending standards. There is also periodic review of lending authority assigned to officers.
4.4.9
Disbursement

Disbursements under facilities should only be made when all security documentation is in place. CIB report should reflect/include the name of all the lenders with facility, limit & outstanding. All formalities regarding large facilities & facilities to Directors guided by Bangladesh Bank circulars & related section of financial Institutions Act should be complied with. All Credit Approval terms must be met before disbursement. A sample documentation and disbursement checklist that is used in NCCBL is attached as
4.4.10
Credit Monitoring and Review and Classification of the Loan

4.4.10.1
Credit Monitoring and Review
After the facility is approved and draw down allowed, the facility should be

Continuously watched over to minimize credit losses, monitoring procedures and systems are in place in NCCBL, that provide an early indication of the deteriorating financial health of a borrower. At a minimum, systems are in place to report the following exceptions to relevant executives in CRM and RM team:

· Past due principal or interest payments, past due trade bills, account excesses, and breach of facility covenants.

· Non-receipts of financial statements on a regular basis and any covenant breaches or exceptions made.

· Action not taken on time for findings of any internal, external or regulator inspection/audit.

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

· The account is not having excess over limit

· The terms and condition of the sanctioned letter are strictly followed.

· The value of the collateral security is adequate.

· There is not any unfavorable situation in market, economy and political conditions, which may endanger the reliability of the borrower account.

· The analysis of the borrowers’ business performance and comparison of the projected and actual to find any deviations.

· Apparent profitability from the loans.
All borrower relationships/facilities are reviewed and approved through the submission of a Credit Report at least annually. Computer systems are able to produce the above information for central/head office as well as local review.

4.4.10.2
Early Alert process

An Early Alert Account is one that has risks or potential weaknesses of a material nature requiring monitoring, supervision, or close attention by management. If these weaknesses are left uncorrected, they may result in deterioration of the repayment prospects for the asset or in the FI’s credit position at some future date with a likely prospect of being downgraded to CRG 5 or worse (Impaired status), within the next twelve months.

Early identification, prompt reporting and proactive management of Early Alert Accounts are prime credit responsibilities of all Relationship Managers and must be undertaken on a continuous basis. An Early Alert report (Appendix-IV) is completed by the RM and sent to the approving authority in CRM for any account that is showing signs of deterioration within seven days from the identification of weaknesses. The Risk Grade is updated as soon as possible and no delay is taken in referring problem accounts to the CRM department for assistance in recovery.

Despite a prudent credit approval process, facilities may still become troubled. Therefore, it is essential that early identification and prompt reporting o deteriorating credit signs be done to ensure swift action to protect the FI’s interest. If there are other concerns, such as a breach of facility covenants or adverse market rumors that warrant additional caution, an Early Alert report is raised in NCCBL.

Moreover, regular contact with customers will enhance the likelihood of developing strategies mutually acceptable to both the customer and NCCBL. Representation from NCCBL in such discussions includes the local legal adviser when appropriate.

An account is reclassified as a Regular Account from Early Alert Account status when the symptom, or symptoms, causing the Early Alert classification have been regularized or no longer exist. The concurrence of 
the CRM approval authority is required for conversion from Early Alert Account status to Regular Account status.
4.4.10.3
Classification of the Loan on the Basis of Security

For internal use, banks classify the loan and advance on the basis of how much the bank is secured in respective of the loan:

Classification on the basis of security in NCCBL in last three years

	Particulars of Loans and Advances
	2007
	2008

	I. Debts considered good in respect of which the bank is fully secured.
	29,597,931,116 
	40,102,704,042 

	ii. Debts considered good for which the bank holds no other security than the debtor's personal security
	 2,436,025,278 
	4,492,692,545 

	iii. Debts considered good and secured by personal undertaking of one or more parties in addition to the personal guarantee of the debtors.
	653,796,771 
	1,737,291,877 

	iv. Debts considered doubtful or bad not provided for
	
	

	v. Debts due by directors or officers of the bank or any of them either severally or jointly with any other person.
	238,112,000
	350,907,000

	vi. Debts due by companies or firms in which the directors of the bank are interested as directors, partners or managing agents or, in the case of private companies as members.
	30,255,000
	22,293,140

	vii. Maximum total amount of advances including temporary advances made at any time during the year to directors or managers or officers of the banking company or any of them either severally or jointly with any other persons.
	238,112,000
	350,907,000

	viii. Maximum total amount of advances including temporary advances granted during the year to the companies or firms in which the directors of the banking company are interested as directors, partners or managing agents or in the case of private company
	30,255,000
	22,293,140

	ix. Due from Banking Companies.
	
	

	x. Amount of classified loan on which no interest has been charged:
	1,353,310,000
	1,902,581,000

	xi. Cumulative amount of written off loans
	2,122,193,614
	2,262,676,445

	xi. Amount of written off debt in 2008 against which law suit has been filed for its recovery during the year
	97,044,004
	79,629,614


Table: Classification on the basis of security in NCCBL in last three years

4.4.10.4
Objective Basis of Classification

In classifying the loan and advance there are four classes in the loan review practiced in NCC Bank Limited. They are as follows:

1.
Unclassified 

The loan account is performing satisfactorily in the terms of its installments and no overdue is occurred. This type of loan and advances are fall into this class.

2.
Substandard

This classification contains where irregularities have been occurred but such irregularities are temporarily in nature. To fall in this class the loan and advance has to fulfill the following factor.

	Category of Credit
	Time overdue (irregularities)

	S-T Agri & Micro Credit
	3 months & above but less than 6 months.

	Continuous loan
	Un-recovered for 3 months & above but less than 6 months from the date of the loan is claimed.

	Demand Loan
	

	Fixed Term loan
	Repayable within 5years: If the overdue installment equals or exceeds the amount repayable within 6 months.

	
	Repayable more than 5years: If the overdue installment equals or exceeds the amount repayable within 12 months.


The main criteria for a substandard advance are that despite these technicalities or irregularities no loss is expected to be arise for the bank. These accounts will require close supervision by management to ensure that the situation does not deteriorate further.

3.
Doubtful

This classification contains where doubt exists on the full recovery of the loan and advance along with a loss is anticipated but can not be quantifiable at this stage. Moreover if the state of the loan accounts falls under the following criterion can be declared as doubtful loan and advance.

	Category of Credit
	Time overdue (irregularities)

	S-T Agri & Micro Credit
	6 months & above but less than 12 months.

	Continuous loan
	Un-recovered for 6 months & above but less than 12 months from the date of the loan is claimed.

	Demand Loan
	

	Fixed Term loan
	Repayable within 5years: If the overdue installment equals or exceeds the amount repayable within 12 months.

	
	Repayable more than 5years: If the overdue installment equals or exceeds the amount repayable within 18 months.


4.
Bad and Loss

A particular loan and advance fall in this class when it seems that this loan and advance is not collectable or worthless even after all the security has been exhausted. In the following table the criteria to be fulfilled to fall in this category are summarized:

	Category of Credit
	Time overdue (irregularities)

	S-T Agri & Micro Credit
	Not recovered within more than 12 months.

	Continuous loan
	Un-recovered more than 12 months from the date of the loan is claimed.

	Demand Loan
	

	Fixed Term loan
	Repayable within 5years: If the overdue installment equals or exceeds the amount repayable within 18 months.

	
	Repayable more than 5years: If the overdue installment equals or exceeds the amount repayable within 24 months.


4.4.10.5
Qualitative Judgment, Delinquent Client, Provisioning & Credit Appraisal System

4.4.10.5.1
Qualitative Judgment Basis of Classification

Beside the above-mentioned objective criteria, NCC Bank Limited has other few qualitative judgment for classifying the loan and advance. This judgment totally depends on the Branch Manger and or the Head office credit division. Whether any continuous credit, demand loan, fixed term loan are classified or not on the basis of the above mentioned objective 
criterion but if there is any doubt or uncertainty as regarding their recovery then the loan can be classified on the basis of the Qualitative Judgment. The qualitative factors that are considered in NCC Bank Limited are as follows:

· Borrower sustains a loss of capital.

· Significant decrease in the value of the security.

· Weakening of bank’s position as creditor due to any reason whatsoever.

· Diversification of the funds to uses other than the facility for which the credit was approved.

· Incorrect information supplied by the borrower or bankruptcy of the borrower.

· Credit is rescheduled frequently or the rules of rescheduling are violated or a suit is filed for the recovery of the credit.

	
	2007
	2008

	Unclassified Loans and Advances (including staff loan)
	30,659,409,165
	44,265,379,464

	Special Mention Account
	       675,034,000 
	       164,728,000 

	Sub-Standard Loans and Advances
	146,674,000
	267,046,000

	Doubtful Loans and Advances
	211,967,000
	166,026,000

	Bad /Loss Loans and Advances
	994,669,000
	1,469,509,000

	Total
	32,687,753,165
	46,332,688,464


Table: Classification position last three years

4.4.10.5.2
Management of Delinquent Client

When a problem loan is detected the responsible branch manager takes the corrective action and tries to minimize the loan losses allowing different facilities to the client. The steps practices in NCC Bank Limited to manage the delinquent loan are:

· Persuasion: This is the first step practiced in the NCCBL to mange the problem loan. 

· 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. 

· Litigation: If after rescheduling the loan and or failed to negotiate with the delinquent client, NCCBL go for taking legal action against the delinquent client to recover the loan.
4.4.10.5.3
Provisioning

Specific Provision

Head office credit division prepares a list of credit accounts, which are considered to be totally or partially be unrecoverable & keeps a provision against the outstanding loans.

Rate of Provisioning

NCC 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 NCCBL is summarized in the following table.

	Required Provision against Loans and Advances

	Particulars
	Rate

	Unclassified
	

	a. Consumer Financing (House Financing)
	2%

	b. Consumer Financing (Loans to Professional)
	2%

	c. Consumer Financing ( Other than a & b)
	5%

	d. Small Enterprise Financing
	2%

	e. Short Term Agricultural and Micro Credit
	5%

	f. All other Credit
	1%

	Special Mention Accounts
	5%

	Classified
	

	Substandard
	20%

	Doubtful
	50%

	Bad/Loss
	100%


Table: Rate of provisioning
4.4.11
Internal Audit

· NCCBL has a segregated internal audit/control department charged with conducting audits of all departments.

· Internal audit verify the continuing adequacy and applicability of credit risk management policies and procedures, provide an independent assessment of the credit portfolios' existence, quality and value, the integrity of the credit process, and promotes detection of problems relating thereto.

· Every year, internal audit prepare an auditing plan to be approved by the Board according to which the audits are carried out. This auditing plan is carried out in a risk-oriented manner, taking into account size and nature of the credit institution, as well as type, volume, complexity, and risk level of the NCCBL’s activities. The frequency of auditing the individual audit areas are stipulated in the NCCBL’s internal guidelines for internal auditing.

· A comprehensive written audit report is prepared following each audit. It is usually be expedient to first report to the head of the audited organizational unit on the audit’s findings in the course of a final meeting and to offer the opportunity to comment on the findings, with these comments are taken into account in the audit 
· report. Subsequently, all top executives and department heads are informed accordingly

· It is the task of internal auditing to monitor the swift correction of any problems detected in the audit as well as the implementation of its recommendations in a suitable form, and if necessary to schedule a follow-up audit.

· Assessments of internal audit , at a minimum, randomly test all aspects of credit risk management in order to determine that:

1. Credit activities are in compliance with the NCCBL’s credit and accounting policies and procedures, and with the laws and regulations to which these credit activities are subjected to.

2. Existing credit facilities are duly authorized, and are accurately recorded and appropriately valued on the books of NCCBL.

3. Credit exposures are appropriately rated.

4. Credit files are complete.

5. Potential problem accounts are being identified on a timely basis and determine whether the NCCBL’s provision for credit losses is adequate.

6. Credit risk management information reports are adequate and accurate.

7. Improvement in the quality of credit portfolio.

8. Appraise top management.

· The following audit areas are particularly relevant:

1. All operational and business procedures within the credit institution.

2. Risk management and risk management control.

3. The internal review system.

4. The NCCBL’s internal rules and directives.

5. All mandatory audit areas (especially large-exposure investments, money laundering and compliance, diligence, reporting requirements, securities trading book).

· Credit audit is conducted on-site, i.e. at the branch which has appraised the advance and where the main operative credit limits are made available.
· Reports on conduct of accounts of allocated limits are called from the corresponding branches.

· Credit auditors visit borrowers’ factory/ office premises.

4.4.12
Credit Recovery

The Recovery Unit (RU) of CRM directly manages accounts with sustained deterioration (a Risk Rating of Sub Standard (6) or worse). NCCBL may wish to transfer EXIT accounts graded 4-5 to the RU for efficient exit based on recommendation of CRM. Whenever an account is handed over from Relationship Management to RU, a Handover/Downgrade Checklist is completed.

The RU’s primary functions are:

· Determine Account Action Plan/Recovery Strategy

· Pursue all options to maximize recovery, including placing customers into receivership or liquidation as appropriate

· Ensure adequate and timely loan loss provisions are made based on actual

· and expected losses

· Regular review of grade 6 or worse accounts

· The management of problem facilities (NPLs) must be a dynamic process and the associated strategy together with the adequacy of provisions are regularly reviewed. A process is established to share the lessons learned from the experience of credit losses in order to update the lending guidelines.

4.4.12.1
NPL Account Management

All NPLs are assigned to an Account Manager within the RU, who is responsible for coordinating and administering the action plan/recovery of the account, and serve as the primary customer contact after the account is downgraded to substandard. Whilst some assistance from Relationship Management may be sought, it is essential that the autonomy of the RU is maintained to ensure appropriate recovery strategies are implemented.

4.4.12.2
Account Transfer Procedures

Within 7 days of an account being downgraded to substandard (grade 6), a Request for Action (RFA, Appendix-V) and a handover/downgrade checklist are completed by the RM and forwarded to RU for acknowledgment. The account is assigned to an account manager within the RU, who should review all documentation, meet the customer, and prepare a Classified Loan Review Report (CLR, Appendix-VI) within 15 days of the transfer. The CLR is approved by the Head of Credit, and copied to the Head of Corporate FI and to the Branch/office where the facility was originally sanctioned. This initial CLR highlight any documentation issues, facility structuring weaknesses, proposed workout strategy, and should seek approval for any loan loss provisions that are necessary.

Recovery Units should ensure that the following is carried out when an account is classified as Sub Standard or worse:

· Facilities are withdrawn or repayment is demanded as appropriate. Any

· drawings or advances should be restricted, and only approved after careful

· Scrutiny and approval from appropriate authorities.

· CIB reporting is updated according to Bangladesh Bank guidelines and the

· borrower’s Risk Grade is changed as appropriate

· Loan loss provisions are taken based on Force Sale Value (FSV)

· Prompt legal action is taken if the borrower is uncooperative

4.4.12.3
Rescheduling

NCCBL follow clear guideline for rescheduling of their problem accounts and monitor accordingly.

Rescheduling of problem accounts is aimed at a timely resolution of actual or expected problem accounts with a view to effecting maximum recovery within a reasonable period of time.

Purpose of Rescheduling:

(i) To provide for borrower’s changed business condition

(ii) For better overdue management

(iii) For amicable settlement of problem accounts

Cases for Rescheduling:

Rescheduling would be considered only under the following cases-

(i) Overdue has been accumulated or likely to be accumulated due to change in business conditions for internal or external factors and the borrower is no way able to pay up the entire accumulated overdue in a single shot.

(ii) The borrower should be in operation and the assets have a productive value and life for servicing the outstanding liabilities.

(iii) The borrower must be capable of and willing to pay as per revised arrangement.

Modes of Rescheduling:

Rescheduling can be done through adopting one or more of the following means.

(i) Extension of financing term keeping lending rate unchanged.

(ii) Reduction of lending rate keeping financing term unchanged.

(iii) Both reductions of lending rate and extension of financing term.

(iv) Bodily shifting of payment schedule.

(v) Deferment of payment for a short-term period with or without extending the maturity date (this may be a temporary relief to prevent the inevitable collapse of a company).

However, under any circumstances reschedule period must not exceed economic life of the asset.

Analysis of Rescheduling Case and decision on different modes of rescheduling:

An account, which has been going through liquidity crisis, may be considered for rescheduling after identifying symptoms, causes and 
magnitude of the problem. For rescheduling an account, the criteria mentioned in Bangladesh Bank guideline, if any is followed strictly.

Post Rescheduling Requirements:

· Rescheduling of a contract must require prior approval of CRM and management

· All rescheduled accounts are to be kept in a separate watch list so that post rescheduling performance of the accounts can be monitored closely

· An individual account cannot be rescheduled more than three times

4.4.12.4
Non Performing Loan (NPL) Monitoring

On a quarterly basis, a Classified Loan Review (CLR) (Appendix-VI) are prepared by the RU Account Manager to update the status of the action/recovery plan, review and assess the adequacy of provisions, and modify the NCCBL’s strategy as appropriate. The Board may decide the level of authority for approving the CLR based on percentage of equity.

4.4.12.5
NPL Provisioning and Write Off

The guidelines established by Bangladesh Bank for CIB reporting, provisioning and write off of bad and doubtful debts and suspension of interest are followed in all cases. Regardless of the length of time a facility is past due, provisions are raised against the actual and expected losses at the time they are estimated. The approval to take provisions, write offs, or release of provisions/upgrade of an account are restricted to the Head of Credit or MD/CEO based on recommendation from the Recovery Unit. The Request for Action (RFA) (Appendix-V) or CLR (Appendix-VI) reporting format is used to recommend provisions, write-offs or release/upgrades.

The RU Account Manager determines the Force Sale Value (FSV) for accounts grade 6 or worse. Force Sale Value is generally the amount that is expected to be realized through the liquidation of collateral held as security or through the available operating cash flows of the business, net of any realization costs. Any shortfall of the Force Sale Value compared to 
total facility outstanding is fully provided for once an account is downgraded to grade 7. Where the customer is not cooperative, no value is assigned to the operating cash flow in determining Force Sale Value.

Force Sale Value and provisioning levels are updated as and when new information is obtained, but as a minimum, on a quarterly basis in the CLR (Appendix-VI).

Following formula is applied in determining the required amount of provision:

1. Gross Outstanding 






XXX

2. Less: (i) 
Cash margin held or fixed

Deposits/SP under lien. 




( XXX )

(ii) 

Interest in Suspense Account 



( XXX )

See the next page

3. Facility Value

(For which provision is to be created before considering

Estimated realizable value of other security/collateral held) 

XXX

4. Less: Estimated salvage value of security/collateral held 

( XXX )

(See Note below)

Net Facility Value 







XXX
Note: The amount of required provision may, in some circumstances, be reduced by an estimated realizable forced sale value of (i.e. Salvage Value) of' any tangible collateral held (viz: mortgage of property, pledged goods / or hypothecated goods repossessed by NCCBL, pledged readily marketable securities etc). Hence, in these situations, it will be advisable to evaluate such collateral, estimate the most realistic sale value under duress and net-off the value against the outstanding before determining the Net Facility value for provision purposes. Conservative approach should be taken to arrive at provision requirement and Bangladesh Bank guideline should be are followed.

Risk Based Capital Adequacy for Banks

(Revised Regulatory Capital Framework in line with Basel II)
Being supervisory authority, Bangladesh Bank (BB) has decided to adopt the Risk Based Capital Adequacy for Banks in line with capital adequacy framework devised by the Basel Committee on Banking Supervision (BCBS) popularly known as ‘Basel II’. Banks operating in Bangladesh are maintaining capital since 1996 on the basis of risk weighted assets in line with BCBS capital framework published in 1988. Considering present complexity and diversity in the banking industry and to make the banks' capital requirement more risk sensitive, BB has prepared this guideline to be followed by all scheduled banks from January 2009. This is an endeavor towards more improved and risk sensitive capital requirement than the current regulation. This guideline is structured around the following three aspects:

i. Minimum capital requirements to be maintained by a bank against credit, market and operational risk.

ii. Process for assessing overall capital adequacy in relation to a bank's risk profile and a strategy for maintaining its capital at an adequate level.

iii. iii. To make public disclosure of information on the bank's risk profiles, capital adequacy and risk management.

Scope of Application:

This Risk Based Capital Adequacy framework applies to all Banks on ‘Solo’ as well as on ‘Consolidated’ basis where-

-‘Solo Basis’ refers to all position of the bank and its local and overseas branches/offices.

-‘Consolidated Basis’ refers to all position of the bank (including its local and overseas branches/offices) and its subsidiary company(s) like brokerage firms, discount houses, etc (if any).

We can summarize the calculation steps for calculating Capital Adequacy Ratio (CAR) for Basel-II as follows:


[image: image13]
Capital Adequacy Ratio for NCC Bank Limited:
Capital Adequacy Ratio for NCC Bank Limited is given follow:

	Capital Adequacy Ratio (CAR)
	
	
	
	
	
	

	Total assets including off-balance sheet items
	
	68,306,451,373
	
	52,809,434,823

	Total Risk Weighted Assets
	
	
	
	41,848,700,000
	
	31,360,078,000

	Required Capital ( 10% of Risk Weighted Assets)
	
	4,184,870,000
	
	3,136,007,800

	Actual Capital Held:
	
	
	
	
	4,440,255,205
	
	3,326,529,181

	 i) Core capital (Tier- i)  
	
	
	
	
	
	3,646,755,001
	
	2,764,477,168

	Paid-up Capital
	
	
	
	1,757,615,777
	
	1,352,012,136

	Statutory Reserve
	
	
	
	1,356,518,531
	
	998,726,567

	Retained Profit
	
	
	
	532,620,693
	
	413,738,465

	 ii) Supplementary capital (Tier- ii)
	
	
	
	
	793,500,204
	
	562,052,013

	General provision on Unclassified Loan
	
	456,065,000
	
	388,780,200

	General Provision for Off-balance sheet Exposures
	
	109,409,276
	
	51,688,967

	Revaluation Reserve on Govt. Securities
	
	62,966,558
	
	        1,081,709 

	Assets Revaluation Reserve
	
	
	
	164,593,856
	
	120,035,623

	Exchange Equalization
	
	
	
	465,514
	
	465,514

	
	
	
	
	
	
	
	
	

	Total Capital surplus/(deficit)
	
	
	
	255,385,205 
	
	90,521,381 

	
	
	
	
	
	
	
	
	

	Capital Adequacy Ratio :
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Capital requirement
	 Required 
	Held
	Held

	Tier-I
	5.00%
	8.71%
	8.82%

	Tier-II
	5.00%
	1.90%
	1.79%

	Total
	10.00%
	10.61%
	10.61%


Chapter Five

Findings, Conclusion

& Recommendation

5.1
Findings

After all the discussions we can summarize our finding as below:

· Some non-compliance with Bangladesh Bank guideline

· Manpower is not ready to comply with Basel-II regulations

· Substantial amount of classified loan 

· Credit approval process is sometimes violated for nepotism

· Lack of knowledge of both the banker and client

5.2
Conclusion and Recommendation

A banker can not sleep well with bad debts in his portfolio. The failure of commercial banks occurs mainly due to bad loans, which occurs due to inefficient management of the loans and advances portfolio. Therefore any banks must be extremely cautious about its lending portfolio and credit policy. So far NCC Bank Limited has been able to manage its credit portfolio skillfully and kept the classified loan at a very lower rate, thanks goes to the standard and stringent credit appraisal policy and practices of the bank.
NCC Bank is a bank with a credit portfolio of approximately 4,500 crore. Its written off loan till 31st December, 2008 is only 8,05,27,000.00. So we can say that total credit risk management in NCC Bank Limited is efficient. But all things around us are changing at an accelerating rate. Today is not like yesterday and tomorrow will be different from today. Given the fast changing, dynamic global economy and the increasing pressure of globalization, liberalization, consolidation and disintermediation, it is essential that NCC Bank Limited has a robust credit risk management policies and procedures that are sensitive to these changes. To improve the risk management culture further, NCC Bank Limited should adopt some of the industry best practices that are not practiced currently.

Bangladesh Bank has decided in principle to adopt the Basel II Accord which is scheduled to be implemented in the year 2009. Basel II Accord will assure long term stability and solvency of banking company and banking sector as a whole. So NCC Bank Limited should undertake 
necessary measures for formulation of standard operating procedure to be followed in the management of all the core risk areas of banking operations to comply with the stringent regulatory capital requirement of Basel II.
Contract of Sale (1)





Ships goods to


(5)





M/S Concord Int’l


New York, USA


(Exporter, Beneficiary)





Forwards L/C to


(4)





Presents docts. and obtains payment from


(6)





NCC Bank Ltd.


Dhaka


(Issuing Bank)





Obtain reimbursement from Citibank NA, USA


(7)





Opens L/C and sends it to


(3)





SCB, USA


Advising/Negotiating


Bank





M/S Mark Style


73 Motijheel C/A, Dhaka.


(Applicant/Importer)





Applied for Opening L/C


(2)





Recovers amount  from


(8)





Executive Committee/Board





Credit Committee





Head of Credit Risk (HOCR) &


Head of Business Units (HOBU)








Zonal/HO Credit Risk Officer


(ZCRO/HCRO)





Credit Application


Recommended By RM





Tire 1 Capital





a. Paid up capital/capital deposited with BB1


b. Non-repayable share premium account


c. Statutory Reserve


d. General Reserve


e. Retained Earnings


f. Minority Interest in subsidiaries


g. Non-Cumulative irredeemable Preference Shares


h. Dividend Equalization Account





Tier 2 Capital





a. General Provision


b. Asset Revaluation Reserves


c. All other Preference Shares


d. Perpetual Subordinated Debt


e. Exchange Equalization Account


f. Revaluation Reserves for Securities





Eligible Tier1 Capital Tire 1 Capital





Tire 1 Capital


Less: Book value of goodwill


Shortfall in provisions required against classified assets


Remaining deficit on account of revaluation of investments in securities after netting off any other surplus on the securities





Eligible Tier-2 capital will be derived after deducting components, if any, qualified for deduction





Tier 3 Capital





Consisting of short term subordinated debt (original/residual maturity less than or equal to five years but greater than or equal to two years) is meant solely for the purpose of meeting a proportion of the capital requirements for market risk.





(Eligible tier1 Capital + Eligible tier2 Capital +Eligible tier3 Capital)





� EMBED Equation.3  ���





RWA for Credit Risk + 10 × (Capital Charge for Market Risk + Capital Charge for Operational Risk
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Loans and Advances including Bills Purchased and Discounted
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Sheet1

		

						Particulars		Taka

						Sponsor		700,000,000		60.00%

						Financial Institution		163,557,000		14.02%

						Non-resident Bangladeshi		15,105,000		1.29%

						genarel public		288,008,000		24.69%

								Year ended 31.12.2007		Year ended 31.12.2006		Year ended 31.12.2005		Year ended 31.12.2004		Year ended 31.12.2003

						Particulars

						Interest Income		2,614,806,274		1,771,362,525		1,100,213,582		749,027,299		403,819,534

						Less: Interest Paid on Deposit & Borrowings		1,947,001,397		1,371,361,160		933,141,426		618,932,361		324,480,743

						Net Interest Income		667,804,877		400,001,365		167,072,156		130,094,938		79,338,791

						Income From Investments		299,490,240		170,817,002		194,479,592		177,745,964		66,832,033

						comission, Exchange & Brokerage		307,901,831		247,921,395		129,924,720		100,154,725		53,035,062

						Other Operating Income		52,834,817		33,172,756		19,980,032		19,433,492		11,812,627

								660,226,888		451,911,153		344,384,354		297,334,181		131,679,722

						Total Operating Income		1,328,031,765		851,912,518		511,456,510		427,429,119		211,018,513

						salaries & allowances		222,548,718		133,200,114		91,747,613		82,415,200		54,062,307

						staff Gratuity				9,039,220		9,471,670		10,076,200

						Rent, Taxes, Insurance, Electricity etc.		61,014,133		49,780,953		30,934,976		13,459,125		8,378,835

						Legal Expenses		118,407		266,004		191,660		271,220		201,699

						Postage, Stamps, Telecomunications etc.		23,639,567		16,057,202		10,782,354		9,111,531		6,438,933

						Stationary, Printing, Advertisement etc.		18,145,148		8,793,963		6,038,525		5,885,982		3,655,181

						Managing Derector's Salaries & Benefits		7,446,666		5,036,666		5,400,000		5,400,000		3,917,796

						Director's fees		632,000		664,500		200,500		9,000		102,000

						Auditor's Fee		125,400		100,000		100,000		100,000		55,000

						Depreciaton on Fixed Assets		40,878,233		23,734,416		17,849,022		15,980,175		9,474,516

						Repaires & Maintenances				9,599,529		6,399,121		1,363,595		2,204,322

						Other Expenses		99,769,997		48,740,455		36,079,511		19,083,095		34,096,139

						Total Operating Expenses		474,318,259		305,013,022		215,194,952		163,155,123		122,586,728

						Profir Before Provitions		853,713,506		546,899,496		296,261,558		264,273,996		88,431,785

						Provision for Loans and Advances		229,445,936		38,555,000		69,975,190		47,889,810		20,287,517

						Provision for diminution in value of investment				649,147

						Other provision		44,497,104

						total Profit before income tax for the year		579,770,466		507,695,349		226,286,368		216,384,186		68,144,268

						Provision for Income Tax		340,741,773		245,000,000		105,000,000

						Net Profit after tax for the year		239,028,693		262,695,349		121,286,368		216,384,186		68,144,268

						Profit or (loss) brought forward from previous year				178,833,393		102,804,299		(70,303,050)		(124,818,464)

						dividend for the year				(60,000,000)

						Income tax provision for the previous year				(40,405,675)

										78,427,718		102,804,299		(70,303,050)		(124,818,464)

										341,123,067		224,090,667		146,081,136		(56,674,196)

						Appropriation

						Statutory Reserve @20% on profit before tax		115,954,093		101,539,070		45,257,274		43,276,837		13,628,854

						Accumulated Retained earnings transferred to balance sheet				239,583,997		178,833,393		102,804,299		(70,303,050)

										341,123,067		224,090,667		146,081,136		(56,674,196)

						Earning per share (EPS)		28.28		52.54		24.26		44.16		194.00
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Percentage of Shareholdings



EPS

				2007		2006		2005		2004		2003

		Earning per share (EPS)		28.28		52.54		24.26		44.16		194.00

				2007		2006		2005

		Return on Investment (ROI)		9.87		20.05		10.88

		Return on Asset (ROA)		0.79		1.24		0.82
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Earning per share (EPS)



INTEREST INCOME

		



Return on Investment (ROI)

Return on Asset (ROA)

Year

Percentage

ROI and ROA



INTEREST PAID

				INTEREST INCOME

						Year

						2007		2006		2005

				Interest from Loans and Advances

				Consumer Durable Scheme		2,427,702		3,363,297		2,870,009

				Overdraft		21,232,652		94,179,296.00		15,297,527.00

				SOD		412,760,698		382,344,581		351,350,965

				Cash Credit		40,633,184		25,689,451		24,683,382

				Marriage Loans		6,727,702		8,496,377		8,547,364

				Car Loans		12,670,325		4,132,959		3,939,696

				Payment Against Documents (PAD)		74,363,495		60,177,382		33,052,308

				Repair & Recon. of Dwelling House (RRDH)		23,521,906		23,186,555		22,509,035

				House Building Loans		90,056,587		58,750,215		24,372,083

				Term Loans		619,026,958		344,979,430		157,482,778

				Staff Loan		6,857,469		5,461,167.00		84,401.00

				LTR		454,804,657		351,546,506.00		231,308,341.00

				Inland Bills Purchased and Discounted		86,571,876		70,486,267.00		23,346,477.00

				Foreign Bills Purchased and Discounted		1,345,068		513,359.00		433,409.00

				Other Loans		211,819,861		116,104,817		31,552,176

				Cash Collateral		18,864,140		31,370,453		31,597,642

						2,083,684,280		1,580,782,112		962,427,593

				Interest from Banks and Other Financial Institutions

				Fixed Deposits		450,863,263		140,367,951		122,401,425

				Bangladesh Bank Foreign Currency Accounts		16,725,545		10,405,720		2,558,785

				Short Term Deposits		28,615,256		11,092,970		4,706,960

				Call Deposits		22,347,466		19,859,020		5,382,582

						518,551,530		181,725,661		135,049,752

				Interest received from Foreign Banks		12,570,464		8,854,752		2,736,237

						2,614,806,274		1,771,362,525		1,100,213,582

						2003		2004		2005		2006		2007

				Interest Income		403,819,534		749,027,299		1,100,213,582		1,771,362,525		2,614,806,274

				Interest Paid on Deposit & Borrowings		324,480,743		618,932,361		933,141,426		1,371,361,160		1,947,001,397





INTEREST PAID

		



Interest Income

Interest Paid on Deposit & Borrowings

Year

Taka



Sheet2

				INTEREST PAID ON DEPOSITS AND BORROWINGS

				Interest paid on deposits

				STD Account		38,463,679		34,243,046		24,483,244

				FDR Account		1,713,780,146		1,224,861,354		753,461,428

				Foreign Currency Deposit		11,248,078		6,981,684		1,248,887

				Savings Account		94,369,333		67,014,096		37,829,721

				Scheme Deposits		67264984		6,945,735		3,900,512

				Consolidated Card A/c - ATM		18,744		148,704		-

						1,925,144,964		1,340,194,619		820,923,792

				Interest paid on borrowings

				Call Deposits		21,606,083		8,448,195		35,413,707

				Repo				22,011,401		75,292,805

				Other Borrowings		250,000		706,945		1,175,000

				Discount & Commission Paid		350

						21,856,433		31,166,541		111,881,512

				Other interest

				Interest paid to Bangladesh Bank		-		-		336,122

						1,947,001,397		1,371,361,160		933,141,426
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		Nature wise Loans and Advances

		Continuous		10,373,568,656

		Demand Loan		1,191,559,041

		Term Loans up to 5 Years		4,772,601,992

		Term Loans above 5 Years		2,235,926,205

		Short Term Agri. Credit & Micro Credit		5,029,909

		Staff Loan		103,483,851

				18,682,164,654

		Loans and Advances including Bills Purchased and Discounted

		Loans		13,626,423,858

		Cash Credit		511,513,083

		Overdraft		3,884,875,109

		Bills purchased and discounted		659,352,604

				18,682,164,654
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Nature wise Loans and Advances



		



Loans and Advances including Bills Purchased and Discounted



		

				Loans and Advances on the basis of significant concentration

				Advances to Directors and Others						31.12.2007		31.12.2006		31.12.2005

				Advance to Directors and their allied concerns						8,124,194		4,305,733		10,974,435

				Advances to CEO and Senior Executives						15,228,220		10,088,674		2,631,149

				Advances to Customers (Group wise)						5,505,584,000		2,457,800,000		3,046,026,591

				Industrial Advances ( Project finance)						3,249,287,749		1,685,600,000		824,837,503

				Other Staff Loan						88,255,631		86,613,077		43,527,735

				Other Customers						9,815,684,860		8,943,685,401		5,810,325,936

										18,682,164,654		13,188,092,885		9,738,323,349

				Industry-wise concentration of Loans and Advances

				Agro-sector						145,209,665		150,713,295		72,694,102

				Automobiles						328,370,873		20,547,087		7,263,351

				Cement & Building Materials						392,757,983		68,979,576		113,766,813

				Chemical & Pharmaceuticals						381,241,608		441,200,000		110,032,895

				Edible Oil						651,139,912		367,200,000		257,588,716

				Energy & Power						266,148,567		138,407,266		122,289,000

				Fisheries						10,403,056		18,200,000		33,368,223

				Steel & Engineering						1,065,616,091		1,475,281,707		475,990,279

				Textiles & Garments						3,114,695,657		2,124,210,969		864,942,538

				Others						12,326,581,242		8,383,352,985		7,680,387,432

										18,682,164,654		13,188,092,885		9,738,323,349

				Geographical location-wise concentration of Loans and Advances

				Inside Bangladesh

				Dhaka Division						11,567,960,934		8,258,327,844		6,968,801,570

				Chittagong Division						6,622,320,015		4,702,398,623		2,568,749,236

				Khulna Division						91,974,254		57,099,119		51,475,561

				Sylhet Division						279,250,456		72,648,445		28,549,935

				Barisal Division

				Rajshahi Division						120,658,995		97,618,854		120,747,047

										18,682,164,654		13,188,092,885		9,738,323,349

				Outside Bangladesh

										18682164654		13,188,092,885		9,738,323,349

				Nature wise Loans and Advances

				Continuous						10,373,568,656		7,244,686,841		6,589,089,296

				Demand Loan						1,191,559,041		1,302,082,891		465,268,303

				Term Loans up to 5 Years						4,772,601,992		3,339,575,364		1,913,735,248

				Term Loans above 5 Years						2,235,926,205		1,205,046,038		770,230,502

				Short Term Agri. Credit & Micro Credit						5,029,909		96,701,751

				Staff Loan						103,483,851		-

										18,682,164,654		13,188,092,885		9,738,323,349

				Loans and Advances including Bills Purchased and Discounted

				Inside Bangladesh

				Loans						13,626,423,858		9,157,148,899		5,157,883,794

				Cash Credit						511,513,083		378,641,271		477,720,151

				Overdraft						3,884,875,109		2,787,214,160		3,747,855,568

				Bills purchased and discounted						659,352,604		865,088,555		354,863,836

										18,682,164,654		13,188,092,885		9,738,323,349

				Outside Bangladesh						-		-		-

												13,188,092,885		9,738,323,349

				Classification of Loans and Advances including Bills Purchased and Discounted

				Unclassified Loans and Advances (including staff loan)						17,885,238,957		12,821,160,260		9,579,675,246

				Special Mention Account						290,276,290		192,563,188		29,681,019

				Classified Loans and Advances

				Sub-Standard Loans and Advances						27,998,203		89,179,752		48,848,032

				Doubtful Loans and Advances						317,805,298		3,419,280		5,009,003

				Bad /Loss Loans and Advances						160,845,906		81,770,405		75,110,049

										506,649,907		174,369,437		128,967,084

										18,682,164,654		13,188,092,885		9,738,323,349

				Particulars of Loans and Advances

				Debts considered good in respect of which the bank is fully secured.						18,188,197,284		12,827,146,241		9,378,377,827

				Debts considered good for which the bank holds no other security than the debtor's personal security						192,825,189		97,394,365		112,000,702

				Debts considered good and secured by personal undertaking of one or more parties in addition to the personal guarantee of the debtors.						301,142,181		263,552,279		247,944,820

				Debts considered doubtful or bad not provided for

				Debts due by directors or officers of the bank or any of them either severally or jointly with any other person.						111,608,045		101,007,484		57,133,319

				Debts due by companies or firms in which the directors of the bank are interested as directors, partners or managing agents or, in the case of private companies as members.

				Maximum total amount of advances including temporary advances made at any time during the year to directors or managers or officers of the banking company or any of them either severally or jointly with any other persons.						111,608,045		101,007,484		57,133,319

				Maximum total amount of advances including temporary advances granted during the year to the companies or firms in which the directors of the banking company are interested as directors, partners or managing agents or in the case of private company

				Due from Banking Companies.

				Amount of classified loan on which no interest has been charged:

				Increase/(Decrease) in provision						162,161,248		5,703,000		16,706,745

				Amount of loan written off

				Amount realized against loan previously written off

				Provision kept against loans classified as bad debts						97,347,000		52,558,000		47,296,000

				Interest credited to interest Suspense Account						85,764,082		23,656,219		12,394,145

				Cumulative amount of written off loans

				Opening Balance						27,000

				Amount written of during the year								27,000

										27,000

				The amount of written off loans for which law suit has been filed

				Bills purchased and discounted

				Payable in Bangladesh						554,665,947		779,200,390		324,837,675

				Payable out side Bangladesh						104,686,657		85,888,165		30,026,161

										659,352,604		865,088,555		354,863,836

				Remaining maturity grouping of bills purchased and discounted

				Payable with in one month						193,107,980		396,135,882		84,042,465

				Over one month but less than three months						392,522,835		367,231,363		87,879,437

				Over three months but less than 01 year						73,520,124		101,721,310		182,941,934

				More than 01 year						201,665

										659,352,604		865,088,555		354,863,836

				Particulars				At		At		At		At		At

								31.12.2007		31.12.2006		31.12.2005		31.12.2004		31.12.2003

				Deposits and other accounts

				Current Deposits & Other Deposits				3,550,791,925		2,267,294,067		2,683,265,171		1,113,885,117		791,916,507

				Bills Payable				34,485,145		122,678,874		65,946,548		84,488,208		19,004,011

				Savings Bank Deposits				2,258,599,934		1,456,592,033		963,235,817		714,017,988		417,400,693

				Fixed Deposits				20,947,341,747		14,333,275,178		9,798,565,489		7,129,792,427		3,254,935,690

				Balance  Sheet

				Particulars				At		At		At		At		At

								31.12.2007		31.12.2006		31.12.2005		31.12.2004		31.12.2003

				PROPERTY  AND  ASSETS

				Cash

				Cash in hand (including foreign currencies)				221,462,945		139754152		99,599,206		55,374,318		25,188,866

				Balance with Bangladesh Bank and Sonali as

				agent (including foreign currencies).				1,525,989,971		1,121,385,791		675,941,078		361,210,961		193,061,558

								1,747,452,916		1,261,139,943		775,540,284		416,585,279		218,250,424

				Balance with other banks & financial institutions

				In Bangladesh				4,902,545,907		2,636,123,081		1,192,989,446		1,340,931,931		1,121,176,637

				Outside Bangladesh				96,568,378		186,464,490		72,372,030		32,472,210		28,772,966

								4,999,114,285		2,822,587,571		1,265,361,476		1,373,404,141		1,149,949,603

				Money at call and short notice				210,000,000		67,500,000		190,000,000		-		50,000,000

				Investments

				Government				3,476,340,120		2,543,038,200		2,330,619,600		3,190,599,900		1,840,605,200

				Others				309,110,805		717,334,399		117,334,178		30,177,170		56,315,000

								3,785,450,925		3,260,372,599		2,447,953,778		3,220,777,070		1,896,920,200

				Loans and Advances

				Loans, Cash Credit, Over drafts, etc.				18,022,812,050		12,323,004,330		9,383,459,513		6,690,408,551		4,327,826,794

				Bills purchased and  discounted				659,352,604		865,088,555		354,863,836		114,040,002		30,487,298

								18,682,164,654		9,738,323,349		13,188,092,885		6,804,448,553		4,358,314,092

				Fixed assets including premises, furniture &

				Fixtures				194,224,790		146,054,811		110,616,082		83,971,729		61,369,226

				Other assets				763,814,711		451,844,391		254,356,223		186,629,058		124,029,464

				Non-banking assets				-		-		-		-		-

				Total  Assets				30,382,222,281		21,197,592,200		14,782,151,192		12,085,815,83		7,858,833,009

				LIABILITIES AND CAPITAL

				Liabilities

				Borrowings from other banks,

				financial institutions & agents				244,300,000		426,000,000		660,000,000		1,430,000,000		2,340,000,000

				Deposits and other accounts

				Current Deposits & Other Deposits				3,550,791,925		2,267,294,067		2,683,265,171		1,113,885,117		791,916,507

				Bills Payable				34,485,145		122,678,874		65,946,548		84,488,208		19,004,011

				Savings Bank Deposits				2,258,599,934		1,456,592,033		963,235,817		714,017,988		417,400,693

				Fixed Deposits				20,947,341,747		14,333,275,178		9,798,565,489		7,129,792,427		3,254,935,690

								27,101,585,101		18,985,951,094		12,704,902,083		9,042,183,740		4,483,256,901

				Other liabilities				882,045,464		631,379,123		425,276,800		742,946,149		581,274,353

				Total Liabilities				28,227,930,565		20,043,330,217		13,790,178,883		11,215,129,88		7,404,531,254

				Capital/Shareholders' Equity

				Paid up Capital				1,166,670,000		500,000,000		500,000,000		500,000,000		350,000,000

				Share Money Deposit						200,000,000		200,000,000		200,000,000		150,000,000

				Share premium Account				233,335,000		-		-		-		-

				Statutory Reserve				330,632,079		214,677,986		113,138,916		67,881,642		24,604,805

				Other Resurve				61,400,074		-		-		-		-

				Retained Earnings				362,254,563		239,583,997		178,833,393		102,804,299		(70,303,050)

				Total Shareholders' Equity				2,154,291,796		1,154,261,983		991,972,309		870,685,941		454,301,755

				Total Liabilities and Shareholders' Equity				30,382,222,281		21,197,592,200		14,782,151,192		12,085,815,83		7,858,833,009

				OFF-BALANCE SHEET ITEMS

				Contingent Liabilities

				Acceptances and Endorsements				1,694,103,300		1,216,427,993		1,016,421,319		466,470,421		202,822,071

				Letter of Guarantees				1,297,608,957		944,363,894		713,714,310		583,897,361		379,331,481

				Irrevocable Letters of Credits				4,526,846,297		4,394,291,940		2,150,750,322		1,498,811,735		806,471,363

				Bills for collection				1,241,032,335		1,211,554,702		584,777,147		444,466,403		6,220,173

								8,759,590,889		7,766,638,529		4,465,663,098		2,993,645,920		1,394,845,088

				Other Contingent Liabilities

				Value of Bangladesh Sanchaya Patra on hand				-		114,930,000		213,045,000		127,500,000		103,280,000

				Value of travelers' cheques on hand				4,864,860		3,795,820		2,368,965		2,173,060		334,020

								4,864,860		118,725,820		215,413,965		129,673,060		103,614,020

								8,764,455,749		7,885,364,349		4,681,077,063		3,123,318,980		1,498,459,108

				Other commitments

				Lease Rental Commitments						-		-		-		4,496,196

				Documentary credit & short term trade-related						-		-		-		-

				Forward assets purchased and forward deposits

				Placed						-		-		-		-

				Undrawn note issuance and revolving facilities						-		-		-		-

				Undrawn formal standby facilities, credit lines

				and other commitments						-		-		-		-

				Total Off-Blance Sheet items including						-		-		-		4,496,196

				contingent liabilities				8,764,455,749		7,885,364,349		4,681,077,063		3,123,318,980		1,502,955,304

				Required Provision against Loans and Advances

				Particulars				Base for provision		Rate		31.12.2007		31.12.2006		31.12.2005

				Unclassified

				a. Consumer Financing (House Financing)				1,073,032,000		2%		21,461,000		14,698,000		-				21,461,000

				b. Consumer Financing (Loans to Professional)				15,996,000		2%		320,000		96,000		-				320,000

				c. Consumer Financing ( Other than a & b)				407,494,000		5%		20,375,000		10,298,000		-				20,375,000

				d. Small Enterprise Financing				116,216,000		2%		2,324,000		1,631,000		-				2,324,000

				e. Short Term Agricultural and Micro Credit				5,030,000		5%		252,000								252,000

				e. All other Credit				16,163,979,000		1%		161,640,000		116,985,000		117,482,000				161,640,000

								17,781,747,000				206,372,000		143,708,000		117,482,000

				Special Mention Accounts				277,321,760		5%		13,866,000		9,244,000		1,401,000				13,866,000

				Classified

				Substandard				19,134,240		20%		3,827,000		9,523,000		7,426,000				3,827,000

				Doubtful				249,327,000		50%		124,664,000		1,595,000		2,179,000				124,664,000

				Bad/Loss				97,347,000		100%		97,347,000		52,558,000		47,296,000				97,347,000

												225,838,000		63,676,000		56,901,000

				Total				365,808,240				446,074,000		216,628,000		175,784,000

								18,424,877,000

				INTEREST INCOME				2,007		2006		2005

				Interest from Loans and Advances

				Consumer Durable Scheme				2,427,702		3,363,297		2,870,009

				Overdraft				21,232,652		94,179,296.00		15,297,527.00

				SOD				412,760,698		382,344,581		351,350,965

				Cash Credit				40,633,184		25,689,451		24,683,382

				Marriage Loans				6,727,702		8,496,377		8,547,364

				Car Loans				12,670,325		4,132,959		3,939,696

				Payment Against Documents (PAD)				74,363,495		60,177,382		33,052,308

				Repair & Recon. of Dwelling House (RRDH)				23,521,906		23,186,555		22,509,035

				House Building Loans				90,056,587		58,750,215		24,372,083

				Term Loans				619,026,958		344,979,430		157,482,778

				Staff Loan				6,857,469		5,461,167.00		84,401.00

				LTR				454,804,657		351,546,506.00		231,308,341.00

				Inland Bills Purchased and Discounted				86,571,876		70,486,267.00		23,346,477.00

				Foreign Bills Purchased and Discounted				1,345,068		513,359.00		433,409.00

				Other Loans				211,819,861		116,104,817		31,552,176

				Cash Collateral				18,864,140		31,370,453		31,597,642

								2,083,684,280		1,580,782,112		962,427,593

				Interest from Banks and Other Financial Institutions

				Fixed Deposits				450,863,263		140,367,951		122,401,425

				Bangladesh Bank Foreign Currency Accounts				16,725,545		10,405,720		2,558,785

				Short Term Deposits				28,615,256		11,092,970		4,706,960

				Call Deposits				22,347,466		19,859,020		5,382,582

								518,551,530		181,725,661		135,049,752

				Interest received from Foreign Banks				12,570,464		8,854,752		2,736,237

								2,614,806,274		1,771,362,525		1,100,213,582

				INTEREST PAID ON DEPOSITS AND BORROWINGS

				Interest paid on deposits

				STD Account				38,463,679		34,243,046		24,483,244

				FDR Account				1,713,780,146		1,224,861,354		753,461,428

				Foreign Currency Deposit				11,248,078		6,981,684		1,248,887

				Savings Account				94,369,333		67,014,096		37,829,721

				Scheme Deposits				67264984		6,945,735		3,900,512

				Consolidated Card A/c - ATM				18,744		148,704		-

								1,925,144,964		1,340,194,619		820,923,792

				Interest paid on borrowings

				Call Deposits				21,606,083		8,448,195		35,413,707

				Repo						22,011,401		75,292,805

				Other Borrowings				250,000		706,945		1,175,000

				Discount & Commission Paid				350

								21,856,433		31,166,541		111,881,512

				Other interest

				Interest paid to Bangladesh Bank								336,122

								1,947,001,397		1,371,361,160		933,141,426

				Financial Highlights

				SI No		Particulars						Base		30-Dec-07		31-Dec-06		31-Dec-05

				1		Paid up Capital						Taka		1,166,670,000		500,000,000		500,000,000

				2		Total Capital						Taka		2,421,322,741		1,310,210,320		1,115,068,646

				3		Capital surplus/(deficit)						Taka		464,001,641		43,370,878		311,749,871

				4		Total Assets						Taka		30,382,222,281		21,197,592,200		14,782,151,192

				5		Total Deposits						Taka		27,101,585,101		18,985,951,094		12,704,902,083

				6		Total Loans and Advances						Taka		18,682,164,654		13,188,092,885		9,738,323,349

				7		Total Contingent Liabilities and Commitments						Taka		8,764,455,749		7,885,364,349		4,681,077,063

				8		Credit Deposit Ratio						%		68.93		69.46		76.65

				9		Percentage of classified loans against total loans and advances						%		2.71		1.32		1.32

				10		Profit after tax and provision						Taka		239,028,693		262,695,349		121,286,368

				11		Amount of classified loans during current year						Taka		332,279,970		45,402,353		28,617,561

				12		Provisions kept against classified loan						Taka		225,837,248		63,676,000		58,000,000

				13		Provision surplus/deficit						Taka		-		-		2,315,796

				14		Cost of fund						%		8.43		8.47		7.53

				15		Interest earning Assets						Taka		27,636,293,247		18,608,058,132		13,401,393,133

				16		Non-interest earning Assets						Taka		2,745,929,034		2,589,534,068		1,380,758,059

				17		Return on Investment (ROI)						%		9.87		20.05		10.88

				18		Return on Asset (ROA)						%		0.79		1.24		0.82

				19		Income from Investment						Taka		299,490,240		170,817,002		194,479,592

				20		Earning per Share						Taka		28.28		52.54		24.26

				21		Net income per Share						Taka		28.28		52.54		24.26

				22		Price Earning Ratio						%		3.04		N/A		N/A

				LOANS AND  ADVANCES

				Loans						At 31.12.2007		At 31.12.2006		At 31.12.2005

				Repair & Recon. of  Dwelling House (RRDH)						286,168,973		231,479,689		222,076,114

				Consumer Durable Scheme Loans (CDS)						14,973,308		32,072,590		25,868,706

				Marriage Loans (ML)						52,656,532		67,212,516		74,034,648

				Car Loans (CL)						140,168,657		30,181,849		28,277,050

				House Building Loans (HBL)						910,157,694		677,554,651		397,726,271

				Term Loans						5,286,136,357		3,455,665,526		1,744,037,159

				Other Loans						1,984,289,918		1,003,790,370		681,422,532

				Staff Loans						103,483,851		96,701,751		46,158,884

				Loans against Credit Card						3,639,034

				Loans against Trust Receipts (LTR)						4,414,042,082		3,177,579,488		1,823,806,937

				Payment Against Documents (PAD)						430,707,552		384,91,469		114,475,493

										13,626,423,958		9,157,148,899		5,157,883,794

				Cash Credit

				Cash Credit						401,292,942		190,556,400		257,057,205

				Cash Collateral						110,220,141		188,084,871		220,662,946

										511,513,083		378 ,641,271		477,720,151

				Over draft

				Over drafts						192,290,558		151,769,708		736,522,444

				SOD						3,692,584,551		2,635,444,452		3,011,333,124

										3,884,875,109		2,787,214,160		3,747,855,568

				Total Loans, Cash Credits and Overdrafts						18,022,812,150		12,323,004,330		9,383,459,513

				Bills Purchased and Discounted						659,352,604		865,088,555		354,863,836

										18,682,164,754		13,188,092,885		9,738,323,349

				Residual maturity grouping of Loans and Advances including Bills Purchased and Discounted

				Repayable on demand						2,575,180,246		1,830,366,020		580,654,819

				Upto 1 month						2,086,709,368		1,075,740,719		422,148,762

				Over 1 month but not more than 3 months						2,409,823,898		2,298,801,587		1,380,857,657

				Over 3 months but not more than 1 Year						4,794,311,590		4,220,799,698		4,909,800,740

				Over 1 Year but not more than 5 Years						5,562,667,707		3,714,506,129		1,969,143,887

				Over 5 Years						1,253,471,845		47,878,732		475,717,484

										18,682,164,654		13,188,092,885		9,738,323,349
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