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INTRODUCTION
1.0 Introduction
The word “Bank” refers to the financial institution dealing with money. Commercial banks are the primary contributors to the economy of the country. On the other hand they are borrowing money from the locals and lending the same to the business as loans and advances. So the people and the government are very much dependent on these banks as the financial intermediary. Moreover, banks are profit - earning concern, as they collect deposit at the lowest possible cost and provide loans and advances at higher cost. The differences between two are the profit for the bank.

Involvement of the banking sector in different financial events is increasing day by day. At the same time the banking process is becoming faster, easier and the banking arena is becoming wider. As the demand for better service increases, the banking organizations are coming with innovative ideas. In order to survive in the competitive field of the banking sector, all banking organizations are looking for better service opportunities to provide to their clients. As a result, it has become essential for every person to have some idea on the bank and banking procedure. 

A student takes the internship program when he or she is at the last leg of the bachelor’s degree; internship program brings a student closer to the real life situation and thereby helps to launch a career with some experience. 

1.1 Origin of the Study
Present world is changing rapidly to face the challenge of competitive free market economy. To keep pace with the trend banks need executive with modern knowledge. To provide fresh graduate with modern theoretical and professional knowledge in banking and financial institution management. As the student of Bachelor of Business Administration (BBA) every student has to conduct a practical orientation (Internship) on any organization for fulfilling the requirements of the B.B.A program. In order to fulfill this requirement of the Internship program I choose Mercantile Bank Limited (MBL). The main purpose of the program is to know the real world situation. The topic of my report is “Contribution of Mercantile Bank Limited in the economy through General Banking and Loan & Advances”. In this regard I have opportunity to make my internship in Mercantile Bank Limited from September 1 to November 30, 2009 
1.2 Objective of the study
The primary objective of this report is to comply with the requirement of my course. But the objective behind this study is something broader.The objectives summarized in the following manner:

· To identify the present state of Mercantile Bank Limited (MBL), Motijheel Branch. 

· To observe the customers and their satisfaction towards the MBL.

· To describe the General Banking, SMS Banking, ATM facilities and other facilities provided by MBL.

· To know the credit products offered by MBL.
· To familiarize rules and regulation approval of loans and advance procedures.

· To familiarize the banks sources of the funds and how it is collected.

· To know about the implementation of the loan procedures and how the loan will be disbursed.

· To recognize and analysis the terms that’s are related to the extension of the loan.

· To identify the sector where MBL provide the credit facility. 
· Finally, to sketch out the overview of Mercantile Bank Limited (MBL).
1.3 Scope of the study 
Mercantile Bank Limited is one of the new generation banks in Bangladesh. The scope of the study is limited to the Motijheel Branch only. The report covers the organizational structure, background, functions, credit facilities, credit policies, and MBL participation in the economy through its credit facilities etc. That is MBL’s credit facilities and policy, customer selection, security requirements, sources of funds and investment portfolio performed by Organization. The study will not include CRM and credit management system of MBL.  
1.7 Methodology of the study

Methodology includes direct observation, face-to-face discussion with employees of different departments, study of files, and practical work etc. In preparing this report both primary and secondary sources of information have been used.
A. Primary Sources:

a) Oral and informal interview of officers and employees in Mercantile Bank.

b) Practical work exposures from the different desks of General banking and credit of the bank.

c) File study.

d) Direct communication with clients.

B. Secondary Sources:

a) Annual report of Mercantile Bank.

b) Printed forms and documents supplier by Mercantile Bank.

c) Relevant books, journals, Booklets.

1.8 Limitation of the study

The following limitations are apparent in the report: 
1. Time is the first limitation as the duration of the program was of three months only.
2. Another limitation of this report is Bank’s policy of not disclosing some data and information for obvious reason, which could be very much useful.
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OVERVIEW OF MBL

2.0 Introduction

Mercantile Bank Limited is a private commercial bank with Head Office at 61 Dilkusha C/A, Dhaka, Bangladesh started operation on 2nd June 1999. The Bank has 43 branches spread all over the country. With assets of Tk. 130780.93 million and more than 3000 employees, the bank has diversified activities in retail banking, corporate banking and international trade.

2.1 Historical Background

Mercantile Bank Limited (MBL) was incorporated in Bangladesh as a banking company under the company acts 1913 and commenced operation on 2nd June 1999. Numerically it is just another commercial bank, one of many now operating in Bangladesh, but the finders are committed to make it a little more different and a bit special qualitatively. This bank will have a new vision to fulfill and a new goal to achieve. It will try to reach new heights for realizing its dream.

Mercantile Bank Limited (MBL), a bank for 21st century, it is not a mere slogan. The bank has been manned with talented and brilliant personnel, equipment with most modern technology so as to most efficient to meet the challenges of 21st century.

As regards the second slogan of bank Efficiency is our strength is not a mere pronouncement but part of their belief, which will inspire and guide them in their long and arduous journey ahead.

Objective
Objectives of this bank are divided in the two main parts:
Strategic objectives:
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To achieve positive economies value added (EVA) each year
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To be market leader in the product innovation.
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To be one if the top three financial institution in Bangladesh in terms of cost efficiency.
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To be one of the top five financial institution in Bangladesh in terms of market share in all significant market segments

Financial objectives:
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To achieve a return on shareholders’ equity of 20% or more, on avera
2.3At a glance of MBL








	Name 
	Mercantile Bank Limited 

	Date of incorporation 
	20th May, 1999

	Date of inauguration of operation
	2nd June, 1999 

	Registered Office
	61, Dilkusha Commercial Area 

Dhaka –1000, Bangladesh

Tel-02-9559333, 0171-1535960

Fax: 880-2-09561213

Telex: 642480  MBLMB BI

	Logo 
	· Mercantile Bank Limited

           efficiency Is our strength

	Name of the Chairman of the Board
	Md. Abdul Jalil

	Name of the managing Director 
	Shah Md. Nurul Alam

	Number of branches 
	43

	Services provided 
	Deposit Scheme, credit facility and foreign exchange services

	Diversification of Product And Services 
	Corporate banking, Retail Banking 

	Paid up capital 
	99.93(Million)

	Profit after tax & provision
	38.68(Million)

	Publicly Traded Company 
	Shared quoted daily in DSE & CSE

	Credit Card
	Member of Master Card

	Banking operation system 
	Both conventional and foreign exchange system

	Technology used
	Member of SWIFT, online banking, UNIX based computer system

	Number of shareholders
	5199

	Market value per share 
	100

	E-mail
	mbl@bol-online.com

	Website
	www.mblbd.com

	SWIFT
	MBLBBDDH


2.4 The Structure of MBL

The organization structure and corporate of Mercantile Bank Limited (MBL) strongly reflect its determination to establish, uphold and gain a stronger footing as an organization which is customer-oriented and transparent in its management.
2.4.1 Board of Directors

The Board of Directors consists of 21 member elected from the sponsors of the Bank. The Board of Directors is the apex body of the bank.

2.4.2 Board Committees 

The Board of Directors who also decides on the composition of each committee determines the responsibilities of each committee.

2.4.3 Executive Committees

All routine matter beyond delegated powers of management are decided upon by or routed through the Executive Committee, subject to ratification by the Board of Directors.  

2.4.4 Policy Committee
All mater relating to the principles, policies, rules, and regulation, ethics etc. for operation and management of the bank are recommended by the Committee to the Board of Directors.

2.5 Management 

The management of the bank is vastly on a Board of Directors, for overall supervision and directions on policy matters by the board. The power of general supervision and control of the affairs of the bank is exercise by the president and managing director of the bank who is the chief executive officer. Above all, the bank will be manned and managed by a galaxy of talented professionals proficient in their individual fields and dedicated to the cause of the bank.    

2.6 Vision, Mission and Core Values:




Mercantile Bank Limited aims to become one of the leading Banks in Bangladesh for their quality of operations in their banking sector. This bank has some mission to achieve the organizational goals.
Vision:

To ensure the competitive advantages by upgrading banking technology and information system and to meet the needs of the clients, capital adequacy, asset quality, sound management practice and enhance the profitability by creating corporate culture and strong capitalization.

Mission:

Mercantile Bank Limited provide high quality financial services to strengthen the well-being and success of individual, industries and business communities. And provide better benefits to their customer and good returns to their shareholders.

The Bank creates wealth for the shareholders for believe in discipline growth strategy. Also maintain congenial atmosphere for which people are proud and eager to work with this Bank.

Core values:

For the customers:

                         -Providing with caring services by being innovative in the development of new banking products and services. 

For the shareholders:

                         -Maximizing wealth of the bank.

For the employees:

                        - Respecting worth and dignity of individual employees devoting their      

                          energies of the progress of the bank.

For the community:

                        - Strengthening the corporate values and taking environment and social 


risks and reward into account.

MBL is always ready to maintain the highest quality of services by upgrading banking technology prudence in management and by applying high standard of business ethic enough its established commitment and heritage. This bank is committed to ensure its contribution to national economy by increasing its profitability through professional and disciplined growth strategy for its customer and by creating corporate culture in international banking arena
2.7 Management Hierarchy
The board of directors consists of eminent personalities from commerce and industry of the country. Mr. Md. Abdul Jalil, the Founder Chairman of this Bank, is the member of parliament of the National Assembly and a businessperson, besides being an eminent personality of the country. Highly qualified and efficient professionals manage this bank. Board of Directors who also decides the composition of each committee determines the responsibilities of each committee. All routine matters beyond delegated powers of management are d decided by or routed through the executive committee, subject to rectification by the board of directors. 

[image: image39.emf]0

5000

10000

15000

20000

25000

20012002200320042005

deposot


[image: image40.emf][image: image41.png]3155 Government revenue
— el BT O Mo
oo

= 3w w0s 107 e U2 0

i

0
0405 07w
LR ——

el dwrlcaded o Py 05
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                                                  Figure: Management Hierarchy Of MB

2.8 Operations
The importance of the mobilization of saving for economic development of our country can hardly be over emphasized. The bank considers savings and deposit as life-blood of the bank. More the deposit, greater is the strength of the bank. So, they intends to launch various new savings schemes with greater is the strength of the bank and prospect of higher of return duly supported by a well-orchestrated system of customer services.

Technology such as computer, ATM, Tele-communication etc. all would be harmonized and adapted to the system in order to provide round-the-clock and any-branch services to the clients. Travelers’ cheques, credit cards and other ancillary services including payment of different bills from one counter will also be introduced to achieve the ultimate goal of ONE-STOP service to the customers’ value.

The bank would cater to the credit needs of individuals as well as corporate clients. Initially it will emphasize on trade finance, which would be short-term and self-liquidating in nature. Considering the importance of Export and Import and also handing of foreign remittance business would be given top-most priority.

Customer credit is a relatively new field of micro-credit activities. People with limited income can avail with this credit facility to buy any household effects including car, computer and other durable. Mercantile Bank Limited (MBL) will play a vital role in extending the consumer credits in line with its policy of people-oriented banking.   

Lease-Finance is an area of business where the bank would activity participates. Because of certain built-in advantages, the industrial entrepreneurs are being increasingly attracted to this type of financing. Moreover, Mercantile Bank Limited (MBL) intends to expand the scope of this finance to include financing of agricultural equipment's as well.

The bank would not depend only on interest earnings; rather it would strive hard to go for fee-based income from non-activities of the bank. This type of business include capital market operations like Underwriting, Portfolio management, Mutual fund management, Investors’ account as well as commission-based business like Letter of Guarantee, Inland remittance, Foreign remittance etc. These businesses usually do not 

involve bank’s fund, but on the contrary, offer immense opportunity and scope to expand bank services to the members of public at large. 

2.9 Corporate Information
MBL

MERCANTILE BANK LIMITED

ESTABLISHED IN 1999

Registered Office

61, Dilkhusha C/A, Dhaka-1000, Bangladesh

Fax

88-02-9561213

Telex

 642480 MBLMB BJ & 642409 MBLID BJ

Telephone

9559333

E-mail

mbl@bol-online.com

External Auditors

KHAN WAHAB.SHAFIQUE, RAHMAN & co.

Howlader,yunus & co.

Chartered Accountants,

52, Motijheel C/A

Dhaka-1000

Legal Advisors

Din and Associates

Hakim and Hakim Associates

Consultant

Mr. A. J .K. AHME

2.10 Network of the Branches:

Mercantile Bank has 36 existing branches and some other proposed branch all over Bangladesh to provide better services to their valuable customer. The objective of MBL is not only to earn profit but also keep the social commitment and to ensure its co-operation to the persons of all levels, to the businessmen, industrialists-specially who are engaged in establishing large scale industries by consortium and the agro-based export oriented medium and small scale industries by self inspiration. MBL as the largest private bank is committed to continue its endeavor by rapidly increasing the investment of honorable shareholders into asset. 









2.11 R & D: Investment into the future
Excellence in banking operation depends largely on a well-equipped and efficient research and development division. Such activities require the investment of substantial money and set of highly qualified personnel with multidisciplinary background. Although it is not possible at this stage to undertake R&D activities similar to those of a bank in the developed countries, Mercantile Bank has established a core research and planning division comprising skilled persons from the very inception of the bank. 

2.12 Financial Products & Service 
The Bank launched a number of financial products and service since its inception. Among them monthly saving Scheme, Monthly Benefit Scheme, Double Benefit Scheme, Special Saving Scheme, Life Long Pension Scheme, Consumer Credit Scheme, small Loan Scheme and Lease Finance Scheme have achieved wide acceptance among the people.
2.13 Human Resources Development:

In today’s competitive business environment, the quality of human resources makes the differences. The Bank’s commitment to attract high quality persons to work for it is reflected in the effort of the Bank. In the face of today’s globalization the Bank envisages to develop highly motivated workforce and equip them with latest skills and technologies. The Bank evolve human resources development strategy with a view to ensuring good working environment, a high level of loyalty, and commitment, devotion, and dedication on the part of the employees.

2.14 Training Division:

The Bank has set up Training Institute for providing training facilities to its officers. The training Institute has already conducted a number of foundations and specialized training courses. A number of officers were sent to Bangladesh Institute of Bank Management (BIBM) and other training institutes at home and abroad for specialized training on various aspects of Banking.

2.15 Function of MBL: 

The functions of commercial Banks are now wide and varied. However, the functions of commercial banks may broadly be classified under the following categories-

A. Primary function: 

1. Accept deposit. 
2. lends money. 

3. create credit.

4. creates medium of exchange.

B. Secondary function: 
Modern commercial Banks like MBL, besides performing the primary functions, cover a wide range of financial services to meet the growing need of the time. Some of these services (Agency Services, Generally Utility Services, Foreign Exchange Business) are available only to the customers while others are available to the public in general.

2.16 Financial Summary:

A summary of the overall performance of the MBL is given below:

	Particulars
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	Income statement
	

	Interest income
	86.18
	490.85
	964.59
	1281.19
	1588.67
	2120.82
	2720.38

	Interest exp
	62.47
	364.95
	700.99
	923.11
	1115.82
	1509.00
	1987.16

	Net int income
	23.71
	125.90
	263.60
	358.08
	472.85
	611.82
	733.22

	Non interest income
	28.65
	178.40
	304.31
	311.11
	401.05
	596.85
	752.13

	Non interest exp
	32.21
	112.17
	163.75
	201.95
	298.58
	386.91
	518.12

	Net non int exp
	(3.59)
	66.23
	140.56
	103.16
	102.47
	209.58
	234.01

	Profit before provision , tax
	20.15
	192.13
	404.16
	461.24
	575.32
	821.76
	967.23

	Profit after Provision before tax
	11.47
	161.77
	374.96
	429.04
	427.32
	554.26
	703.33

	Profit after tax
	6.88
	97.06
	214.96
	256.54
	215.91
	312.58
	386.83

	Balance sheet
	

	Authorized capital
	800.00
	800.00
	1200


	1200
	1200
	1200
	1200

	Paid up capital
	245
	245
	276.85
	319.77
	639.53
	799.41
	999.27

	Total capital
	261.06
	389.96
	596.44
	684.56
	1235.23
	1617.81
	2045.86           

	Deposit
	3104.63
	8896.20
	12234.70
	15150.42
	16285.19
	22385.19
	25727.43

	Loans ,advances
	871.46
	3912.97
	6707.42
	8896.19
	10775.95
	17669.29
	21857.05

	Investment
	70.18
	450.32
	882.47
	1382.29
	2107.26
	3108.51
	3517.68

	Fixed assets
	17.97
	51.39
	67.76
	69.75
	81.50
	103.54
	366.80

	    Total assets
	341.45
	9364.50
	13085.86
	16383.17
	18324.73
	24098.09
	28890.48

	Foreign exchange Business 
	
	
	
	
	
	
	

	Import
	2096.20
	9219.50
	12268.00
	15112.50
	20380.80
	28325.20
	33271.90

	Export
	1011.00
	6554.40
	10457.50
	11377.30
	12250.60
	17411.00
	24108.57

	Remittance
	42.60
	368.80
	308.40
	496.30
	474.00
	671.30
	679.10

	BIS Capital measures
	
	
	
	
	
	
	

	Total risk Weight assets
	905.50
	3638.30
	6170.50
	8437.55
	11788.09
	15793.41
	19693.04

	Core capital(Tier-1)
	252.22
	348.98
	527.19
	594.09
	1129.77
	1442.35
	1829.19

	Supplementary capital (Tier-11)
	8.84
	40.98
	69.25
	90.46
	105.46
	175.46
	216.66

	Tier-1 capital ratio
	27.85%
	9.59%
	8.54%
	7.04%
	9.58%
	9.13%
	9.2%

	Tier-11 capital ratio
	0.98%
	1.13%
	1.12%
	1.07%
	0.90%
	1.11%
	1.10%

	Total capital ratio
	28.83%
	10.72%
	9.665
	8.11%
	10.48%
	10.24%
	10.39%

	Credit quality
	
	
	
	
	
	
	

	Non performing loans (NPLs)
	-
	-
	5.16
	37.49
	444.02
	726.17
	905.74

	Provision for unclassified loans 
	8.68
	39.04
	66.94
	88.14
	103.14
	173.14
	214.34

	Provision for classified loans
	-
	-
	1.30
	12.30
	145.30
	342.80
	523.00

	% of NPL to Total L and Ad
	-
	-
	0.08%
	0.42%
	4.12%
	4.11%
	4.14%

	Share information
	
	
	
	
	
	
	

	Share price(BDT)
	-
	-
	-
	-
	-
	540.00
	390.75

	NO. of Shares outstanding(000)
	2450
	2450
	2768.50
	31997.65
	6395.30
	7994.125
	9992.656

	Earning per share(BDT) Basic diluted
	2.81
	35.50
	70.59
	84.24
	57.88
	31.28
	38.71

	
	2.81
	35.50
	70.59
	84.24
	57.88
	31.28
	38.71

	Dividend per share (BDT)

Cash (BDT) stock
	
	28.00

15.00
	40.00

30.00
	40.00

35.00
	25.00

-
	25.00

-
	25.00 

5.00

	
	-
	13:100
	1:10
	1:20
	1:4
	1:4
	1:5

	Dividend yield %
	-
	-
	-
	-
	-
	4.63%
	6.40%

	Dividend pay out ratio
	-
	79.89%
	56.67%
	47.48%
	43.19%
	63.94%
	64.58%

	Market capitalization
	-
	-
	-
	-
	-
	4316.83
	3904.63

	Book value per share (BDT)
	106.56
	159.17
	215.44
	214.08
	193.16
	202.38
	204.74

	Market value 
Book value 

Multiple
	-
	-
	-
	-
	-
	267*
	1.91*

	Price earning multiple
	-
	-
	-
	-
	-
	17.26*
	10.09*

	Operating performance ratio
	
	
	
	
	
	
	

	Net interest margin
	2.54%
	2.64%
	3.13%
	3.16%
	3.36%
	3.24%
	3.05%

	Net non interest margin
	(0.38%)
	1.39%
	1.67%
	0.91%
	0.73%
	0.74%
	0.97%

	Earning Base in assets
	97.55%
	94.20%
	96.35%
	93.26%
	91.59%
	93.88%
	90.40%

	Operating efficiency ratio
	82.45%
	71.29%
	68.15%
	71.06%
	71.09%
	69.76%
	72.15%

	Credit deposit ratio
	115.49%
	96.25%
	92.55%
	89.20%
	74.38%
	89.30%
	91.68%

	Cost of funds
	7.60%
	7.99%
	8.42%
	8.32%
	8.24%
	8.10%
	8.42%

	Return on assets
	.40%
	1.52%
	1.91%
	1.74%
	1.24%
	1.47%
	1.46%

	Return on equity
	5.27%
	29.82%
	43.58%
	40.05%
	22.49%
	21.91%
	21.12%

	Equity multiple
	13.07*
	24.01*
	21.94*
	23.93*
	14.84*
	14.90*
	14.12*

	Other information
	
	
	
	
	
	
	

	No of the Branches
	4
	10
	14
	15
	20
	25
	28

	No. of the employees
	168
	219
	305
	363
	492
	544
	663

	No. of the foreign correspondents
	70
	102
	145
	215
	240
	255
	266
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Operating and financial performance of 
General banking and Loan &Advances
3.0 Introduction

Bangladesh is one of the less development countries. So the economic development of the country depends largely on the activities of commercial Banks. So I need to emphasis whether these commercial Banks are effectively and honestly performing their functions, assign their duties, and responsibilities. In thus respect I need to know about the general banking function of those Banks as well as the MBL, is to provide the general banking service.

The general banking department does the most important and basic works of the bank. All other departments are linked with this department. It also pays a vital role in deposit mobilization of the branch. MBL provides different types of accounts, locker facilities and special types of saving scheme under general banking. For proper functioning and excellent customer service this department is divided into various sections namely as follows.

1. Deposit section

2. Account opening section

3. Cash section

4. Bills and clearing section

5. Remittance section

6. FDR section

7. Accounts section

3.1 Deposit
A bank is essentially an intermediary of short-term funds. It can carry out extensive lending operations only when it can effectively channel the saving of community. A good banker is one who effectively mobilizes the saving of the community as well as makes such use of saving by making it available to productive and priority sectors of the economy thereby fostering the growth and the development of the nation economy.



Therefore deposit is the blood of bank. From the history and origin of the banking system, we can know those deposit collection the main function of a bank.
                                                                                       (BDT in Million)
	Deposit


	2005
	2004
	2003
	2002

	
	25,727.43
	22,385.19
	16,285.19
	15,150.42


3.1.1 Accepting deposit:

The deposits that are accepted by MBL like other banks may be classified into,

Demand deposits, Time deposits.

3.1.2 Demand deposits:

These deposits are withdrawn without notice, e.g. current deposit. MBL accepts demand deposit through the opening of,

· Current account,

· Saving account,

· Call deposit from the fellow bankers.

3.1.3 Time deposits:

A deposit which is payable at a fixed date or after a period of notice is a time deposit. Mercantile bank accepts time deposits through fixed deposit receipt (FDR), short time Deposit (STD), bearer certificate deposit (BCD) etc. While accepting these deposits, a contract is executed between the bank and the Customer. This contract will be a valid one only when both the parties are competent to enter into contracts. As account initiates the fundamental relationship and since the Banker has to deal with different kinds of persons with different legal status, MBL officials remain very much careful about the competency of the customer

3.2 Account opening section

Deposits are the lifeblood of a bank, which is invested, in a bank through opening an account.

When a customer/organization/company/firm/society/club etc wants to open a bank account he/she has to filled a bank prescribed form and have to attach their organization’s documents are follows:

	Proprietorship 
	Partnership 
	Private Limited 

	Trade License 
	Trade License
	Trade License

	Photograph 
	Photograph
	Photograph of Directors

	
	Partnership Deed 
	Certificate copy of Memorandum and Articles of Association

	
	
	Certificate of 

Incorporation /Introduction

	
	
	List of Directors as per Return of Joint Stock Company with Signature

	
	
	Resolution for opening account with the bank


After observation of all the formalities/documents mentioned above, an applicant is required to deposit minimum Tk1000 for opening a saving bank account and Tk.1000 for opening a current account, which is called initial deposit. As soon as this money is deposited, the bank opens an account in the name of the applicant. It should be noted that the permission of the competent authority for opening of an account is necessary. The bankers then supplies the following books to the customers to operate the accounts. 

a) Pay-in–slip book;

b) Cheque book; and 

c) A passbook,

MBL keeps the deposit on the form of different accounts, like:     

· Current Account

· Saving Account

·    Term Deposit

· Foreign Currency Account

· Convertible Taka Account

· Non-Resident Taka Account

3.3 Closing of an account

The closing of an account may happen,

· If the customer is desirous to close the account,

· If the MBL finds that the account is inoperative for a long duration.

· If the court of MBL issues garnishee order.

A customer may close his/her account any time by submitting an application to the branch. The customer should be asked to draw the final check for the amount standing to the credit of his/her account less the amount of closing an other incidental charge and surrender the unused check leaves. The account should be debited for the account closing charge etc. and the authorized officer of the bank should destroy unused check. In case of joint account the application for closing the account should be signed by the joint account holder. The fee for closing of an account is TK.25.00 for SB account and TK 50.00 for CD or STD account.

3.4 Cash Section

The cash section of MBL deals with all types of negotiable instrument, cash and other instruments treated as sensitive section of the bank. It includes the vault that is used as the beyond this time; the excess cash is then transferred to Bangladesh Bank. This section performs the following functions:

Cash packing 

After the banking hour cash is packed according to the denomination. Notes are counted and packed in bundles and stamped with initial.

Allocation of currency

Before starting the banking hour all tellers give requisition of money through “Teller cash proof sheet”. The head teller writes the number of the packet denomination wise in “Reserve sheet “at the end of the day; all the notes remained are recorded in the sheet.

Bills and clearing section

For safety and security in financial transaction people use financial instruments like DD, PO, and Cheque etc. Commercial Banks duty is to collect these financial instruments on behalf of their customer. This process that the Banks use is known as clearing and collection.

The main function of this section is to collect instruments on behalf of the customers through Bangladesh Bank, clearinghouse, Outward bills for collection (OBC), and inward bills for collection (IBC).

Upon the receipts of the instruments this section examines the following things:

· Whether the paying bank within the Dhaka city

· Whether the paying bank outside the Dhaka city

· Whether the paying bank is its own branch.

Outward bills for collection (OBC)

Collection of bills, which is beyond the clearing range and is collected through OBC mechanism.

Inward bills for collection (IBC)

Collection of bills, which MBL does as an agent is, called collection through IBC mechanism.
Clearing

According through the 37(2) of Bangladesh Bank Order 1972, which are the member of the clearinghouse, are called as Scheduled Bank. The scheduled banks clear the cheques drawn upon one another through the clearinghouse. This is an arrangement by the central Bank where every day representative of the member banks gather to clear the cheques. Banks for credit of the proceeds to the customers account accept cheques and other similar instruments. The banks receive many such instruments during the from account holders. Many of these instruments are drawn payable at other banks. If they were to be presented at the drawer banks to collect the proceeds it would be necessary to employ many messengers for the purpose. Similarly there would many cheque drawn on this the messengers of other banks would present bank and then at the counter. The whole process of collection and payment would involve considerable labor, delay, risk and expenditure. All the labor, risk, delay and expenditure are substantially reduced by the representative of all the banks meeting at a specified time, for exchanging the instruments and arriving at the net position regarding receipt of payment.

The place where the banks meet and settle their dues is called the Clearinghouse. The Clearinghouse sits for two times a working day. The members submit the climbable cheque in the respective desks of the banks and vice-versa. Consequently the debit and credit entries are given. At the debit summation and the credit summation are calculated. Then the banks clear the balances through the cheque of Bangladesh Bank. The dishonored cheque are sorted and returned with return memo. 

Processing for collection

Procedures for  outward Bills for collection

3.5 Remittance section

Banks have a wide range network of branches all over the country and offer various kinds of remittance facilities to the public. Telegraphic transfer, mail transfer traveler’s cheque, and drafts and cheque can do remittance. There are two steps of remittance:

( Inland remittance

When one bank sends these T.T, M.T, T.C or cheque to another bank then it will be called inland remittance.

( Foreign remittance

When a bank got this T.T, M.T, T.C and cheque from outside bank, which is not situated in the home country than it, will be called foreign remittance. 

( Types of remittance 



( Between banks and non banks customer



( Between banks in the same country



( Between banks in the different centers.



( Between banks and central bank in the same country



( Between central bank of different customers.
The main instruments used the MBL for remittances of funds are:

( Payment order (PO)

( Demand Draft (DD)








Payment order (PO)

It is process of money transfer from payer to payee within a certain clearing area through banking channel. A person can purchase payment order in different modes such as Pay order by cash, pay order by cheque.

MBL charges different amount of commission on the basis of Payment order amount. The bank charges for pay order are given in the following chart:

	Total amount of PO
	Commission

	Up to TK. 10,000.00
	TK.  15.00

	TK. 10,001.00 - TK .1,00,000.00
	TK.  25.00

	TK. 1,00,001.00 - TK. 5,00,000.00
	TK.  50.00

	TK. 5,00,001.00 and above
	TK.  100.00


Demand draft (DD)

It is an instrument containing an unconditional order of one bank office to pay a certain amount of money to the named person or order the amount therein on demand. DD is very much popular instrument for remitting money from one corner of money to another. Commission for DD is 0.15% of the principal amount.

Difference between Pay Order and Demand Draft

There are some difference between Pay Order and Demand draft, which are:

( In case of demand draft both the payer and payee need to have accounts. But there is no certain rule for pay order.

( PO is used for same clearing area. DD is used for all kinds. DD cannot be done in the same clearing area.

( DD is drawn on a certain bank office. But there is no certain rule for PO.
                                                                                         (BDT in Million)
	Foreign Remittance
	2005
	2004
	2003

	
	679.10
	671.30
	474.00


3.6 Accounts section

This is a very much crucial department for each bank of a commercial bank. Records of all the transactions of every department are kept here as well with other respective branches. Accounting department verifies all financial amounts and contents of transactions. If any discrepancy arises regarding any transaction this department report to the concerned department.

Task of account department:

Account department plays a vital role in commercial banking. In private banking sector accounts department of Mercantile Bank Limited Performs its tasks properly. The activities of account section are as follows.

· Record all transaction in the casebook.

· Record all transaction in the subsidiary and general ledger.

· Prepare daily fund function, weekly position, periodic statement of affairs etc.

· Prepare necessary statement for reporting purpose.

· Pay all expenditure on behalf of the bank.

· Make salary statement and pay salary.

· Branch to branch fund remittance and support for accounting treatment.

· Budgeting for branch.

Make charges for different types of duties.
3.7 Advances:

The Bank has formulated its policy to give priority to small and medium business while financing large-scale enterprises through consortium of Banks. Total loans and advances of the Bank stood at BDT 21,857.05 millions that is respectively high compare to other years. Major sectors in which the Bank extended credit included trade and commerce, garments industry, large and medium-scale industries and construction.
	Advances
	2005
	2004
	2003
	2002

	
	21,857.05
	17,669.29
	10,775.95
	8,896.19


3.8 Syndication and Structured Finance:

The Bank sanctioned BDT 2,962.60 million as funded and non-funded facilities in Syndication and Structured Finance. The Bank worked as lead arranger in syndication financing as well as the participating financial institution. The project in which the Bank participated in Syndication and Structured Finance included: Grameen Phone Bangladesh Ltd, TM International Ltd, Pacific Bangladesh Telecom Ltd, Nasir Glass Industries Ltd, United Sugar Mills Ltd, PHP Float Glass Industries Ltd, Karim Spinning Mills Ltd, BRAC, Rural Power Company Ltd, and KYCR Coil Industries Ltd.

3.9 Foreign Exchange Business:
From the very beginning  a Commercial Bank like MBL is involved in financing foreign trade apart from financing internal credit requirements in the economy. This involves handling of import business through opening letter of Credit and handling of export business. As banking has become very keenly competitive, banks find it convenient to involve in foreign exchange business as lucrative sources of earning income and profit. Apart from financing foreign trade, commercial bank also provide guarantees of various type to their clients. While this enables the bank to earn commission, which is becoming gradually major source of earning of commercial bank
3.10 CARD BUSINESS

Credit Card more often called plastic money has transformed the banking system. Credit facilities and related transactions by way of a machine readable plastic card have provided enormous flexibility as well as accessibility to modern business operation at home and abroad. The Premier Bank Lid has pioneered in the development of credit card in the country. We have shining memories of unique performance back in 2003 when the Bank acquired first ever reputation to issue VISA credit card in the country. MBL’s credit card operations have been streamlined by faster and simpler working method as ATM of its own. 
.

3.10 Import business:
Items of import financed by the Bank included capital machinery, CR coil, electronic equipment’s, rice, wheat, seed, CDSO, palmolein, cement clinker, dyes, chemicals, raw cotton, garments accessories etc. The Bank has established letter of credit amounting of Tk.33,271.90 million against 14,852 LC, which is higher than last year.
	Particulars
	2005
	2004
	2003
	2002

	Amount
	33,271.90
	28325.20
	20380.80
	15112.50

	No. of Letter of Credit 
	14852
	13285
	10986
	10,076


3.11 Export Business:

The Bank has made significant contribution to readymade Garment sector which was 74.15% of total exports of the country in 2004-2005. Apart from the readymade garments MBL also handle the other export items like; jute goods, leather, plastic scrap, etc. year to year the trend of export businesses are growing, like;

	export
	2005
	2004
	2003
	2002

	
	24108.57
	17411.00
	15250.60
	11377.30


3.12 Interest income:
Interest income that’s generated from the Loans and Advances, Deposits with other Banks, interest on treasury Bills and other interest income. These incomes also change over the year

	Components 


	2005
	2004
	2003
	2002

	
	         %
	         %
	           %
	         %

	Interest on loans and advances
	84.53
	82.79
	76.85
	79.50

	Interest on treasury Bills
	6.97
	8.65
	8.85
	4.36

	Interest on deposits with banks
	3.88
	7.65
	14.21
	15.93

	Interest on treasury and T&T Bond
	2.17
	0.82
	-
	-

	Interest on treasury line
	2.04
	0.00
	-
	-

	Other interest Income
	0.41
	0.09
	0.09
	0.21


	Interest Income
	2005
	2004
	2003
	2002

	
	2720.38
	2120.82
	1588.67
	1281.19


3.13 Interest Expense:
It is a kind of Expense that is generated from Interest on deposit scheme, Interest on fixed deposit, Interest on saving deposits, Interest on call deposits, Interest on short term deposits, Other interest exp. Changes also observe from 2005 to2002.

	Components
	2005
	2004
	2003
	2002

	
	%
	%
	%
	%

	Interest on Deposit Scheme 
	52.86
	55.85
	50.74
	36.30

	Interest on Fixed Deposit 
	36.69
	36.23
	41.79
	51.44

	Interest on Saving Deposit  
	3.87
	3.61
	2.80
	5.84

	Interest on Call deposit 
	3.25
	2.55
	2.02
	2.32

	Interest on Short term deposit
	1.91
	1.52
	1.65
	1.67

	Other Interest Exp.
	1.42
	0.24
	1.00
	2.43


	Interest Expense
	2005
	2004
	2003
	2002

	
	2720.38
	2120.82
	1588.67
	1281.19


3.14 Non-Interest Income:

NII is the combination of commission, Exchange gains and other non-interest income.

	Components


	2005
	2004
	2003
	2002

	
	%
	%
	%
	%

	Commission
	39.97
	36.38
	37.88
	37.80

	Exchange gains
	34.46
	44.94
	48.51
	46.42

	Other income
	25.57
	18.68
	13.61
	15.78


                                                                                             (BDL in million)
	Non-Interest Income
	2005
	2004
	2003
	2002

	
	752.13
	596.85
	401.05
	311.11


3.15 Total Expense:
	Components
	2005
	2004
	2003
	2002

	
	%
	%
	%
	%

	Interest Expenses
	79.32
	79.59
	78.89
	81.61

	Salaries & Allowances
	11.29
	11.43
	10.63
	9.34

	Rent, Rates, Taxes etc.
	2.74
	2.91
	2.93
	3.07

	Stationary, Printing & Advertisement
	1.33
	1.36
	1.31
	1.43

	Depreciation & Repairs
	1.21
	1.05
	-
	-

	Postage,  Stamps & Telecommunication
	0.65
	0.69
	-
	-

	Other expenses
	3.42
	2.97
	6.24
	4.55


	Total Expenses
	2005
	2004
	2003
	2002

	
	2505.28
	1895.91
	1414.40
	1131.06                




3.16 Ratio Analysis:

Operating Efficiency Ratio:

The ratio measures how much operating expenses are incurred to generate operating revenues.

Operating ratio efficiency ratio stood at 72.15% in 2005, as against 69.76% in 2004.In 2003, the ratio at 71.09% was almost unchanged in 2002, at the levels of 71.06%.
Asset utilization Ratio:

The ratio measures how the total assets of the Bank are effectively utilized to generate net operating income. Earning base in assets of the Bank was 90.40% in 2005 as compared to 93.88% in 2004.Where it was in 2003 10.86% that also become higher than 2002, because the ratio was 9.71%.
3.17 Financial Position:

Assets portfolio:

The Bank total outstanding as in 2005, was 28890.48 million that is higher than 24098.09 million, in2004 and in 2003 it was 18325.73 million that was also higher than 16383.17 million, in 2002.

	Components
	2005-%
	2004-%
	2003-%
	2002-%

	L & Ad
	75.65
	73.32
	58.80
	54.30

	Investment
	12.18
	12.90
	11.50
	8.44

	Cash
	6.50
	4.20
	-
	-

	Money at Call & Shorts Notes
	2.16
	5.53
	6.77
	7.69

	Balance with other Banks
	0.41
	2.13
	14.70
	23.00

	Other Assets
	3.10
	1.92
	8.23
	6.57


Funding Structure:
The Bank primary source of funds is Deposit. Another funds are paid up capital, Reserves and others.

	
	2005
	2004 
	2003
	2002

	
	%
	%
	%
	%

	Deposit
	89.05
	92.89
	88.87
	92.48

	Paid-up Capital
	3.46
	3.32
	3.49
	1.96

	Reserves
	3.62
	3.40
	3.25
	2.23

	Others
	3.87
	0.39
	4.39
	3.34


Capital adequacy Ratio:

As per the guidelines of Bangladesh adopted BIS risk adjusted capital standards to measure capital adequacy. Capital adequacy ratios for four years are:

	Components
	2005 
	2004
	2003
	2002

	
	%
	%
	%
	%

	Capital Adequacy Ratio
	10.39
	10.24
	10.48
	4.11
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SWOT Analysis

SWOT Analysis
Every organization is composed if some internal strengths and weaknesses and has some external opportunities and threats in its whole life cycle. The following will briefly introduce the customers to the mercantile bank ltd. Internal strengths and weaknesses, external opportunities and threats as I have exposed in the past few weeks.
4.1    STRENGTHS

Superior quality:
Mercantile Bank Ltd. provides its customers excellent and consistent quality in every service. It is of priority that customer is very satisfied.

Dynamism: 
Mercantile bank Ltd. Draws from the adaptability and dynamism it possesses. It has quickly adapted to excellent standard in terms of banking services. Mercantile Bank Ltd has also adapted state of the art technology to connect with the world better communication to integrate facilities.

Efficient Management: 
All the levels of the management of Mercantile Bank Ltd limited are solely directed to maintain a culture for the betterment of the quality of the service and development of a corporate brand image in the market through organization wide team approach and open communication system.

State Of The Art Technology:
Mercantile Bank Ltd utilizes of the art technology to ensure consistent quality and operation. The corporate office is equipped with Reuters screen and SWIFT. All other AD branches are also equipped with SWIFT system.

Experts: 
The key-contributing factor behind the success of Mercantile Bank Ltd is its employees, who are highly trained and most components in their own field. Mercantile bank ltd provides their employees training both in house and outside job.

In house utility:
Mercantile Bank Ltd is free from dependence on ever-disruptive power supply of our public sources. The company generates the required power through generator fed on diesel. 

  4.2 WEAKNESSES

Limited Workforce:
Mercantile Bank Limited has limited human resources compared to its financial activities. There are not many people to perform most of the task. As a result many of the employees are burdened with extra workloads and work late hours without any overtime facilities. This might cause high employee turnover that will prove to be too costly to avoid.
Problem In Delivery: 
Few of the products that mercantile bank are offered to its clients as if “personal Credit (PC)” is lying idle due to lack of proper marketing initiative from the management. These products can easily be made available in attractive ways to increase its client base as well as its deposit status.
Poor Performance Evaluation System: 
The performance evaluation system in Mercantile Bank Limited is faulty. Though it is a private organization, many times performance is evaluated in light of political performance.

Poor Information Facility:
As it has no library facility as this result, they cannot provide total information. Otherwise, they cannot provide and update their website.
This branch fails to provide spacious place for the customer services as well as for the employees 


.

[image: image10.png]



  There is no provision of fixed L/C margin, so those customer deprived from equal service.
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  Serious problem in the main branch of foreign exchange department, there are short of space, as a result they cannot provide services to the customer.  

4.3 OPPORTUNITY
Government Support:
Government of Bangladesh has rendered its full support to the banking sector for a sound financial status of the country, as it has become one of the vital sources of employment in the country now. Such government concern will facilitate and support the long –term vision of Mercantile Bank Limited.
Invest Opportunity:
There is a great opportunity to take new dimension of banking such as Islamic banking, specialized banking. Otherwise, there are many sectors where this can give special privileges.
Evolution of E-Banking:
Emergence of E Banking will open more scope for Mercantile Bank Limited to reach the clients not only in Bangladesh but also in the global banking arena. Although the bank has already entered the world of E banking, but yet not to provide full electronic banking facilities to its customer.

· Banking and information technology might give the bank leverage to its competitors. Nevertheless, there are many opportunities for Mercantile Bank Limited to go for product innovation in lie with the modern day need. The bank has yet to develop up to date credit card facilities, lease financing and merchant banking.

4.4 THREATS
Merger And Acquisition:
The worldwide trend of merging and acquisition in financial institution is causing concentration. The industry and competitors are increasing in power in their respective areas.
Poor Technological Infrastructure:
As previously mentioned, the world is advancing E Technology very rapidly. Though Mercantile Bank Limited has taken effort to join the stream of information technology; it is not possible to complete the mission due to poor technological infrastructure of our country.
Many banks are entering the market with new and lucrative products. Actually, the market for banking industry is now a buyer-dominated market. Unless Mercantile Bank Limited can come up with attractive financial products in the market; it will have to face steep competition in the Banks Economy.

Mercantile Bank Limited.


General Policies and Guidelines 
of Loan & Advances

5.0 Loans & Advances:

Major portion of the Bank’s fund is used for this purpose and this is the major sources of Bank’s income. More than 50% of Banks fund are employed in granting advances and contribute more than 80% of the Banks income.

Advances can be various types:

1. Loans, cash credit and overdraft.

2. Bills discounted and purchased.

Defined Credit:
The word ‘Credit’ is derived from the latin word ‘Credo’ meaning ‘I believe’. The term credit may be defined broadly or narrowly. Speaking broadly, credit is finance made available by one party (lender, seller, or shareholders/owner) to another party ( borrower, buyer, corporate, or non-corporate firm).
Credit is also defined under this way-

“The right to receive payment or obligation to make payment on demand or at some future time on account of the immediate transfer of goods (securities).”

From the definition we can define credit the following way:

· Right to receive payment (Banker).

· Obligation to make payment (Borrower).

· Payable on demand or at some future time and

· Immediate transfer of goods.

MBL’s Loan and advances:
MBL is almost new financial institution in the Banking Sector. MBL’s loan and advances are broadly categorized by following four years:

                                 Application of funds in 2005:
	Loans
	14,694,456,523

	Cash credit
	2,350,827,171

	Overdrafts
	3,619,062,004

	Foreign Bill Purchase
	1,192,708,630


5.1General Policies &Guidelines of Credit:
Commercial Banks of Bangladesh follows some guidelines and policy regarding both types of credits and types of customers while doing business. Available and important guidelines can be summarized bellow.

Types of credits:
Credit categories by Tenure:

Loans and advances may primarily be divided into two groups:
a. Fixed term loan:
These are the advances made by the Bank with fixed repayment schedules. The term of loan are defined as follows:

        Short Term
:
Up to 12 months

        Medium Term
:
More than 12 and up to 36 months

         Long Term
:
More than 36 months
     b. Continuing Credits:
These are the advances having no fixed repayment schedule, but have an expiry date at which is renewable on satisfactory performance.

5.2 Term Loan For Large & Medium Scale Industry:

This category of advances accommodate the medium and long term financing for capital machinery and equipment of new industries and BMRE of the existing units who are engaged in manufacturing of goods and services.

Term financing to tea gardens is also included in this category depending on the nature and size of investment requires.

5.3 Term Loans For Small & Cottage Industries:

These are the medium and long term loans allowed to small & cottage manufacturing industries. Small industry is presently defined as those establishments whose total investment in fixed capital such as land, building, machinery and equipment (excluding taxes and duties) does riot exceed Tk. 30 million (cottage industries also fall within this definition).

Bangladesh Bank sometimes provides interest subsidy at varying rates to the banks on loans extended under this category.

5.4 Working capital:

Loans allowed to the manufacturing units to meet their working capital requirements, irrespective of their size (big, medium or small) fall under the category. These are usually continuing credits and as such fall under the category of continuing credits.

5.5 Export Credit:

Credit facilities allowed to finance exports against Letter of Credit and/or confirmed export orders fall under this category. It is accommodated under the heads Export Cash Credit (ECC), Packing Credit (PC), Foreign Documentary Bills Purchased (FDBP), Local Export Bills Purchased etc.

5.6 Commercial Lending:

Short term loans and continuing credits allowed for commercial purposes other than exports fall under this category. It includes import financing, financing for internal trade, service establishment, etc. No medium and long term loans are accommodated here. This category of advances are allowed in the form of Loan against Imported Merchandise (LIM), Loan against Trust Receipt (LTR), Payment Against Documents (PAD), Secured Overdrafts (SOD), Cash Credit (CC), Loan (General), etc. for commercial purposes.

5.7 Loans Under Special Credit Scheme:

a)
Consumers Credit Scheme

b)
Rural Credit Scheme for poverty alleviation

c)
Monthly Income Scheme

d)
Monthly Saving Scheme

e)
Education Saving Scheme

f)
Students Micro Credit Program for higher education

g)
Other such schemes as and when introduced by the Bank.
5.8 Other Credits:

Any loan that does not fall under any of the above categories is considered under the category “Others” It includes loan to transport equipments, construction works including housing (commercial/residential), work order finance, persona) loans, etc.
5.9 Types of  Credit Facilities:

Depending on the various nature of financing, all the lending activities have been brought under the following major heads:

Loan (General):
Short, medium & long term loans allowed to individual/firm/industries for a specific purpose and for a definite period and generally repayable by installments fall under this head. This type of lending is mainly allowed to accommodate financing under the categories of Large & Medium Scale Industry and Small & Cottage Industry. Very often term financing for Agriculture & Others are also included here.

Overdrafts and demand loans are granted mostly to private individuals & firms. So far as the operation of accounts is concerned, there is little difference between a Cash Credit and Overdraft as in both these cases banks place at the disposal of the borrowers a certain limit for certain period and interest is charged quarterly on the outstanding daily balance. The borrower enjoys the convenience of drawing as and when necessary and repaying the amounts thus overdrawn as and when he is in funds. On demand Loans interest is charged on daily balance periodically- usually on quarterly basis.
Documentation

Before sanction of the loan MBL requires the following documents from the applicant firms (Proprietorship /Partnership/ ltd Co.)

· Certificate of  incorporation, memorandum, and article of association.

· Board resolution for applying credit facility and authorized persons tosign necessary documents.

· Update Trade licenses, enlistment certificates, VAT registration, and TIN certificate.

· Bank statements, liability statements, and photocopy of sanction letters.

· Stock report, list of machinery installed, statement of fixed assets, quotations.

· Balance sheet, Income statement, PNS of corporation.

· CIB undertaking with loan application form.

If the loan is sanction:

1. Common for all types of facilities:

· Balance Confirmation.

· DP note.

· Letter of arrangement

· Letter of authority

· Letter of guarantee

· Letter of Revival.

2. Letter of Disbursement

3. Installment letter

4. Letter of undertaking

5. Letter of Hypothecation

6. Supplementary agreement for Letter of Hypothecation

7. Hire purchase agreement ( In case of Hire purchase)

      8.  For Lease Finance

· Lease Agreement

· Undertaking for Lease Finance

· Certificate of Lease Execution

9.  Personal Guarantee of the owner.

Cash Credit (HYPO):
Credits allowed to individuals/firms for trading as well as wholesale purpose or to industries to meet the working capital requirements against hypothecation of goods as primary security fall under this type of lending. It is a continuing credit. It is allowed under the categories of “Commercial Lending” when the borrower is other than an industry and “Working Capital” when the client is an industry.

Cash Credit (PLEDGE):
Financial accommodations provided to individuals/firms for trading as well as wholesaling or to industries as working capital against pledge of goods as primary security fall under this head of advance. It is also a continuous credit and is allowed under the categories of ‘Commercial Lending” and ‘Working Capital.
SOD (General):

Advances allowed to individuals/firms against financial obligations (i.e., Lien on FDR/PSP/BSP/ Insurance Policy/Share etc.). This may/may not be a Continuous Credit.

SOD (Others):
Advances allowed against assignment of Work Order for execution of contractual works fall under this head. This advance is generally allowed for a definite period and specific purpose, i.e., it is not a continuous credit. It falls under the category “Others”.

Lease financing:

Lease financing is one of the most convenient sources of acquiring capital machinery and equipment whereby a client is given the opportunity to have an exclusive right to use an asset usually for an agreed upon period of time against payment of rent. It is a term financing repayable in installment.

Before sanction of the loan MBL requires the following documents from the applicant firms (Proprietorship /Partnership/ ltd Co.)

· Certificate of  incorporation, memorandum, and article of association.

· Board resolution for applying credit facility and authorized persons to sign necessary documents.

· Update Trade licenses, enlistment certificates, VAT registration, and TIN certificate.

· Bank statements, liability statements, and photocopy of sanction letters.

· Stock report, list of machinery installed, statement of fixed assets, quotations.

· Balance sheet, Income statement, PNS of corporation.

· CIB undertaking with loan application form.

If the loan is sanction:

1. Common for all types of facilities:

2. Balance Confirmation.

3. DP note.

4. Letter of arrangement

5. Letter of authority

6. Letter of guarantee

7. Letter of Revival.

8. Letter of Disbursement

9. Installment letter

10. Letter of undertaking

11. Letter of Hypothecation

12. Supplementary agreement for Letter of Hypothecation

13. For Lease Finance

· Lease Agreement

· Undertaking for Lease Finance

· Certificate of Lease Execution

14.  Personal Guarantee of the owner

Hire Purchase:

Hire purchase is a type of installment credit under which the hire purchaser agrees to take the goods on hire at a stated rental, which is infusive of the repayment of principal as well as interest for adjustment of the loan within a specified period.

Initial selection on the basis of following issues:
1. MBL’s brief background of the customer KTC (know Your Customer): Branch will know their customers. They will corroborate customer information with personal interview, factory/office visit, and financial data analysis, and its performances on the basis of application submitted for credit in Bank’s prescribed format.

2. Length of the relationship of the client with the Bank.

3. Sources of present income.

4. Client’s investment in construction.

5. Credit report on the borrower.

6. Nature of security offered and its value if any.

 Before sanction of the loan MBL requires the following documents from the applicant firms (Proprietorship /Partnership/ ltd Co.)

· Certificate of  incorporation, memorandum, and article of association.

· Board resolution for applying credit facility and authorized persons to sign necessary documents.

· Update Trade licenses, enlistment certificates, VAT registration, and TIN certificate.

· Bank statements, liability statements, and photocopy of sanction letters.

· Stock report, list of machinery installed, statement of fixed assets, quotations.

· Balance sheet, Income statement, PNS of corporation.

· CIB undertaking with loan application form.

If the loan is sanction:

· Common for all types of facilities:

1. Balance Confirmation.

2. DP note.

3. Letter of arrangement

4. Letter of authority

5. Letter of guarantee

6. Letter of Revival.

· Letter of Disbursement

· Installment letter

· Letter of undertaking

· Letter of Hypothecation

· Supplementary agreement for Letter of Hypothecation

· Hire purchase agreement ( In case of Hire purchase)

House Building Loans (General):
Loans allowed to individuals/enterprises for construction of house (residential or commercial) fall under this type of advance. The amount is repayable by monthly installments within a specified period. Such advances are known as loan (HBL-GEN).

Initial selection on the basis of following issues:
1. MBL’s brief background of the customer KTC (know Your Customer): Branch will know their customers. They will corroborate customer information with personal interview, factory/office visit, and financial data analysis, and its performances on the basis of application submitted for credit in Bank’s prescribed format.

2. Length of the relationship of the client with the Bank.

3. Sources of present income

4. Client’s investment in construction.

5. Credit report on the borrower.

6. Nature of security offered and its value if any
Inland Bills Purchased (IBP):
Payment made through purchase of inland bills/cheques to meet urgent requirement of the customer falls under this type of credit facility. This temporary advance is adjustable from the proceeds of bills/cheques purchased for collection. It falls under the category “Commercial Lending”.
Inland Documentary Bills Purchase (IDBP):
Here an advance payment is made to a customer by way of purchase of inland documentary bills. This temporary liability is adjustable from the proceeds of the bill on collection.

Consumers Credit scheme:

It is a special credit scheme of the bank to finance purchase of consumer durables to the fixed income group. The customers are allowed the loans on soft terms against personal guarantee and deposit of specified percentage of equity. The loan is repayable by monthly installments within a specified period.

Foreign Bills Purchase:

Payment made to a customer by way of purchasing of foreign currency cheques/drafts falls under this head. This temporary advance is adjustable from the proceeds of cheques/drafts etc.

Loan Against Imported Merchandise (LIM):
Advances allowed for retirement of shipping documents and release of goods imported through L/C, taking effective control over the goods by pledge in godowns under Bank’s lock & key, fall under this type of advance. This is also a temporary advance connected with import, which is known as post-import finance and falls under the category “Commercial Lending,”

Loan Against Trust Receipts (LTR):
Advances allowed for retirement of shipping documents and release of goods imported through L/C fall under this head. The goods are handed over to the importer under trust with the arrangement that sale proceeds should be deposited to liquidate the advance within a given period. This is also a temporary advance connected with import and known as post-import finance and falls under the category of “Commercial Lending.”
Payment Against Document (PAD):
Payment made by the Bank against lodgment of shipping documents of goods imported through L/C falls under this head. It is an interim advance connected with import and is generally liquidated against payments by the client

SOD (Export):
Advances allowed for purchasing foreign currency for payment against L/Cs (Back-to-Back) where the exports do not materialize before the date of import payment. This is also an advance for temporary period, which is known as export finance and falls under the category of “Commercial Lending.”

Export Cash Credit (ECC):

Financial accommodation allowed to a customer for export of goods falls under this head and is categorized as “Export Credit”. The advances must be liquidated out of export proceeds within 180 days.

Packing Credit (PC):
Advances allowed to a customer against specific L/C or to a firm contract for processing/packing of goods to be exported fall under this head and is categorized as “Packing Credit”. The advances must be adjusted from proceeds of the relevant exports within 180 days. It falls under the category of “Export Credit”.

Foreign Documentary Bills Purchase (FDBP):
Payment made to a customer through purchase/negotiation of a foreign documentary bill falls under this head. This temporary advance is adjustable from the proceeds of the shipping/export documents. It falls under the category of “Export Credit”.

FDBP (Local):
Payment made against documents representing sale of goods to local export oriented industries which are deemed as exports and are denominated in local currency/foreign currency falls under this head. This temporary liability is adjustable from proceeds of the bill.
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CREDIT ANALYSIS PROCEDURE

6.0 Credit Analysis:

Credit analysis is an integral part of the lending process in The Mercantile Bank Limited. Credit analysis is of utmost importance for the lending process to be successful. Proper credit analysis helps avoid risks in the lending process and brings transparency. 

The Mercantile Bank Limited uses a multiple of methods or techniques to assess the prospective borrower as well as the project in question. These techniques include analysis of CIB Report, appraisal of Project Feasibility, Lending Risk Analysis, and Financial Spreadsheet Analysis (“Y” score and “Z”-score). These methods are discussed in the following sections.

6.1 Evaluation of CIB Report:

Bangladesh Bank provides Credit Information Bureau (CIB) Report to banks and other financial institutions. This report is about borrowers having outstanding loan balance of Tk.1.00 lac and above with scheduled banks and non-bank financial institutions. It contains the following information:

· Debtor/borrower information (outstanding loan balance and loan classification status) Owner information

· Group/related business information

· Credit Exposure Matrix/financial information

· Third party guarantors information

Mercantile Bank uses CIB Report as part of its credit appraisal procedure. It serves as a useful tool to assess borrower’s credit standing and loan repayment behavior.

6.2 Analysis of Project Feasibility:

In order to obtain a credit, the prospective borrower has to apply through a request for credit limit form in the format provided by Mercantile Bank. This form, in effect, serves as a project feasibility report. Although, Mercantile Bank may ask for a separate project feasibility report, filling- up of this prescribed form is mandatory for a new project. It covers the following aspects of the project:

 I. Identification of the Project and the Promoters:
· Name and brief introduction of the project

· Name, address, background, educational qualification, technical qualification (if any), and business experience of project promoters/sponsors

· Asset-liability position of promoters and of sister concerns

· Nature of the project: New or Balancing/ Modernization/ Replacement/ Expansion (BMRE).

ii.
Project Organization and Management:
· Legal form of project organization 

· Organizational structure and management set-up

· Authority distribution and reporting relationships

· Shareholding distribution among promoters/sponsors

· Memorandum of Association and Articles of Association of the project

· Manpower requirement: managerial and administrative personnel, sales and distribution workforce, and production workers and technicians.

iii.
Technical Aspects of the Project:

· Land and location of the project

· Building, structures, and fixture requirement, Machinery, equipment, and vehicles requirement

· Raw materials and other inputs requirement, Utilities, power, and fuel supply

· Approximate stages of project implementation/work schedule of the project

· Proposed products, production capacity, and production schedule

· Production procedure and technology to be used

iv.
Marketing Aspects of the Project:

· It covers Proposed product mix, Pricing strategy, Mode/Channels of distribution, Promotional strategy, Targeted market segments and customer profile, Market positioning and differentiating strategies, Existing and projected market demand-supply situation and demand gap, Schedule of sales, Local and global market outlook, Major competitors in the market etc.

v.
Project costs and Financial Aspects of the Project:

· Detailed break-up of project costs: fixed, variable, and semi-variable

· Working capital needs ,Proposed sources of financing

· Proposed debt-equity structure of the project

· Proposed primary and collateral securities for loan with valuation,Proposed loan repayment schedule with desired moratorium period

· Projected income statement, balance sheet, and funds/cash flow statements for 3 years

· Break-even analysis and financial ratio analysis

vi.
Socio-economic Aspects of the Project:

· Employment generation

· Use of advanced technology

· Contribution to GDP

· Foreign exchange savings

· Import substitution and/or potential for export earnings

· Possible backward/forward linkage effect

6.3 Lending Risk Analysis:

Lending Risk Analysis (LRA) is basically a risk rating method to show the level of risk that the bank may not be able to fully recover a loan from a particular borrower. This lending risk is to be primarily calculated from two angles namely Business risk and Security risk. 

All these risks are again to be arranged individually at four different levels of risks such as low, average, high and excessive levels of risks. For each level of risk (for different types of risk), a particular scoring has been assigned. All these scores are finally consolidated for arriving at a particular overall risk level among four such levels namely, Good, Acceptable, Marginal, and Poor overall risk levels, The details of different types of risks, risk levels, scoring and consolidating procedures are discussed in the following sections:
Business Risk:

Business Risk is concerned with whether the borrowing company would fail to generate sufficient cash out of business to repay the loan. Business Risk consists of the Industry Risk and the Company Risk.
Industry Risk:

Due to some external reasons a business may fail and the risk, which arises from external factors of the business, is called Industry Risk. It consists of Supply Risk and Sales Risk.

Supply Risk:

Supply Risk is the risk that the business suffers from external disruptions to the supply of inputs. Inputs include all the items that the firm needs to run its business, e.g., labor, power, machinery, factory equipment, raw materials, etc. The price, quality or quantity of supplies may be disrupted. Supply risk is assessed in the following steps:

· First, a cost breakdown is obtained.

· Second, the disruption risk of each item is assessed.

· Third, the significant risks of supply disruption are identified,

· Finally, the risk that the company will be affected by disruptions to its supplies is assessed.

Sales Risk:
Sales Risk is the risk that the business suffers from external disruptions to sales. Sales may be disrupted by changes to market size, increase in competition, changes in regulations, or the loss of a single large customer. Sales risk is assessed in the following steps:

· First, industry turnover is taken into account.

· Second, the competitive pressure is assessed by analyzing two major competitors.

· Third, the ease of entry into the industry by new competitors is assessed.

· Fourth, the risk of regulatory changes affecting sales is considered.

· Fifth, the risk of a single large customer switching to a competitor is assessed.

· Finally, an overall assessment of sales risk is made.

Company Risk:

Company Risk is concerned with some internal factors of the business. It has two components and four sub-components as follows:
Company Position Risk:
Each and every company holds a position within its industry. This position has to be competitive. Due to weakness in the company’s position in its industry, a company may fail and this risk of failure is called company position risk. It is again sub-divided into Performance Risk and Resilience Risk.
Performance Risk:
Performance Risk is the risk that implies that the company’s position is so weak that it will be unable to repay the loan, even under expected external conditions. Assessment of performance risk involves validating the company’s performance expectations. Performance risk is assessed in the following steps:
· First, recent performance history of the company is analyzed.

· Second, the company’s competitive position is analyzed.

· Third, the company’s strategies are evaluated and its cash flow forecasts are analyzed.

· Finally, overall assessment of performance risk is made.

Resilience Risk:
Resilience Risk is the risk of failure of the company due to lack of resilience in the face of unexpected external conditions. The resilience of a company depends on its leverage, liquidity, and the strength of its connections. Resilience risk is assessed in the following steps:

· First, financial measures of leverage are analyzed.

· Second, the degree of readiness of the shareholders to lend is measured. Third, the company’s resilience to bankruptcy is evaluated.

· Fourth, significant findings from ratio analysis are taken into account.

· Fifth, variability of costs of the company and its overall resilience to lack of liquidity is assessed.

· Finally, the company’s resilience to adverse political changes is assessed.

Management Risk:

If the management of a company is unable to exploit its position effectively, the company may fail and this risk of failure is called management risk. It is again sub-divided into management competence risk and management integrity risk.
Management Competence Risk:
It is the risk of company failure because of lack of managerial expertise and professionalism. The competence of the managers depends on education, experience, and also the level of teamwork. 

· Managerial competence is measured in the following steps:

First, the ability of the owners and board members is considered; second, the ability of the managers responsible for finance and operations is assessed. Finally, the strengths and weaknesses of other key personnel are judged and an overall assessment of management ability is made.

· To assess the level of managerial teamwork:

    First, the organizational structure of the company is analyzed, Second, the degree of collaboration and coordination among management team members is evaluated, Finally, an overall judgment of management competence of the company is made.
Management Integrity Risk:
It is the risk of failure of the company to repay its loan due to the lack of managerial ethics. Management integrity is a combination of honesty and trustworthiness. Management integrity is measured in the following steps:

· First, management honesty is assessed by evaluating the reliability of information supplied by management.

· Then, management reliability or dependability is assessed and an overall appraisal of management integrity is made.

Security Risk:

Security risk is the risk that the realized value of the security does not fully cover the exposure of a loan. Here, exposure means outstanding amount of the loan (principal and interest). There are two main components of security risk as described below:

Security Control Risk:
It is the risk that the bank fails to realize the security because of lack of bank’s control over the security offered by the borrowers. The risk of failing to realize the security depends on the difficulty with which the bank can obtain a favorable judgment and take possession.

To assess security control risk:

· First, an analysis is made about the ease with which the bank can obtain a favorable judgment regarding the securities offered.

· Then, the ease of taking possession of securities by the bank is taken into account.

Security Cover Risk:
Security Cover Risk is the risk that the realized security value is less than the exposure. Security Cover depends on the speed of realization and the liquidation value. To assess security cover risk:

· First, the bank estimates how long it would take to liquidate the security and assesses the risk that its estimate is too low.

· Second, the bank estimates the security value at liquidation and assesses the risk that its estimate is too low.

· Third, the calculation of security cover is done.

· Finally, the bank makes an overall appraisal of security cover risk.

Overall Lending Risk and Decision Making:
Overall lending risk is derived from the different types of risks that the bank has assessed so far and it selects a risk rating from the matrix fixed by head office to the branch (forms are attached in Appendix-14)
                                      Risk Grading Matrix

	
	Good Risk
	
	Acceptable Risk
	
	Marginal Risk
	
	Poor Risk

	
	13-19
	
	20-26
	
	27-34
	
	Over 34

	Business Risk
	1
	
	
	2
	
	
	3
	
	
	4
	

	
	(-20) –(-15)
	
	(-14) -0
	
	0-10
	
	
	

	Security Risk
	A
	
	
	B
	
	
	C
	
	
	D
	


Table-4: Lending Risk Grading Matrix

Select Overall Risk from Matrix

	1
	2
	3
	4

	A
	A
	A
	A

	B
	B
	B
	B

	C
	C
	C
	C

	D
	D
	D
	D

	Good
	Acceptable
	Marginal
	Poor


                              Table-5: Lending Risk Analysis Matrix

The interpretation is as follows:

If it is found from the matrix that the business and security risk is 1A, 16, 1C, or 10, then the loan proposal is considered to be in the Good Risk category.
· If it is found from the matrix that the business and security risk is 2A, 26, or 2C, then the loan proposal is considered to be in the Acceptable Risk category.

· If it is found from the matrix that the business and security risk is 20, 3A, or 38, then the loan proposal is considered to be in the Marginal Risk category.

· If it is found from the matrix that the business and security risk is 3C, 3D, 4A, 46, 4C, or 40, then the loan proposal is considered to be in the Poor Risk category.

6.4 Financial Spreadsheet Analysis:

This is a computer-based credit risk analysis technique. It uses a number of financial ratios to arrive at two different scores, namely: the ‘2-score, and the “V-score Then, these two scores are used to indicate levels of risks associated with lending to a particular business organization. Both these scores, in terms of their application, calculation methods, and interpretations, are discussed below:

“Z”-SCORE

The “Z”-score is generally applied to the large manufacturing companies. The formula to calculate the “Z-score is as follows:


Z = 1.2 X1 + 1.4 X2 + 3.3 X3 + 0.6 X4 + 0.999 X5
Where:
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The interpretations of “Z” –score are as follows:

· A score higher than 3 indicates a Low Risk.

· A score under 3 indicates further investigation is necessary.

· A score under 1.81 implies an inherent weakness and the probability of company failure within 2 years.

· A consistent downward trend requires investigation even when the score is satisfactory.

“Y” –SCORE

The “Y” –Score is applied to all trading companies and also small manufacturing companies. For determination of the total score, it is necessary to calculate different ratios. After calculation of ratios, the points are determined from the “Y” –score table. The 5 ratios are as follow:
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“Y” –Score table is as Follows:

	Points per Ration
	Current Ration
	Quick Ration
	Liquidity Ration
	Asset Ration
	Return on Equity

	0
	Below-1
	Below 0.25
	Below 0.10
	Below 0.33
	Below 0.05

	1
	1-1.32
	0.25-0.49
	0.10-0.19
	1.33-1.66
	0.025-0.049

	2
	1.33-1.66
	0.50-0.74
	0.20-0.29
	1.67-1.99
	0.05-0.074

	3
	1.67-1.99
	0.75-0.99
	0.30-0.39
	2-2.74
	0.075-0.099

	4
	2 and above
	1 and above
	0.40 and above
	2.75 and above
	0.01 and above


Table-5: “Y” Credit Score Table

The interpretations of “Y” –Score are as follow:

· A total score of less than 12 indicates an unusual degree of risk and a strong reliance security is suggested for the lender.

· The formula is very much dependent on liquidity ration. Low scores require a close review of the components of working capita, i.e., current assets less current liabilities. Inventory is likely to from a high percentage of current assets.

· Again, the trend is as important as the actual score.

Having obtained both “Y” –Score and “Z” –Score, the lender has to compare these two scores with the following interpretations:

· If result of the two scores appears contradictory, the component rations of the lower scores will have to be reviewed to identify the weak rations and explanation to be sought.

· If the “Z” –Score is satisfactory, and the “Y” –Score is not, then the Sales to Total Assets ratio is to be reviewed. If this ration and the Sales to Working Capital ration are high, then the company is probably a safe borrower.
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           CREDIT MANAGEMENT POLICIES IN MBL

7.0 Evaluation of Credit Policy in MBL
7.1 Evaluation of Lending Products & Strategies:

Evaluation of Lending Products:

Now is the period of innovation. There are 56 commercial banks operating in the country excluding other non banking financial institutions. In this competitive banking arena a bank must come up with new and easily accessible customer focused lending products. Mercantile Bank Limited offers a number of lending products to its customers. Mercantile Bank has been operating in the market for the last five years starting from 1999 and has developed a number of new and innovative loan products. The loan mix of the bank is very dynamic. The bank has introduced some innovative lending products in the market e.g., doctor’s loan. It has caused the bank attracting a large segment of the potential borrowers. The bank has also introduced credit card facility which pulls a large number of borrowers because of security. Mercantile Bank Limited is ahead of many other private commercial banks in terms of product diversity in credit.

	Loan Products
	Mercantile Bank
	Prime Bank
	Premier Bank
	Eastern Bank

	Lease Financing
	Yes
	Yes
	Yes
	Yes

	House Building Loan
	Yes
	Yes
	Yes
	Yes

	Apartment Loan
	No
	Yes
	No
	Yes

	Credit Card
	Yes
	Yes
	Yes
	yes

	Doctor’s Loan Scheme
	Yes
	No
	Yes
	Yes


Table 6: Comparison of Customer Focused Loan Products in Different Banks

Mercantile Bank is promised to incorporate new loan products in its loan portfolio. The bank has established real time online banking facility through its WAN (Wide Area Network) to bring all the branches under one network. The bank uses this online system for easy access of the customer to the loan products like personal credit and credit card.
Evaluation of Lending Principles:

Mercantile Bank follows credit principles starting with Know Your Customer (KYC) and ending with Spread. KYC is getting increasing emphasis in the banking arena because loan default rate is high in our country. Proper compliance with KYC can help the banks avoiding bad loans. The Mercantile Bank still maintains adequate safety in its loan portfolio which is reflected in its low default rate. The bank was able to establish confidence in the minds of the customers regarding maintaining adequate liquidity to meet up the borrowers’ requirement. At the same time, the bank was able to remain profitable in terms of interest income and also maintaining a higher spread. Also lending rate is being decreased under the policy’ guidelines of Bangladesh Bank and the bank has to adopt necessary strategy to maintain its profitability from the loan portfolio.

Evaluation of Credit Strategy:
Strategy provides guidelines to Mercantile Bank to device a smooth lending procedure. As mentioned earlier, Mercantile Bank have a diverse and innovative loan products in the form of short term, mid term and long term loans. Size of the credit varies from fifty thousand taka for personal credit to several crore. Mercantile Bank has a preference for corporate customer and loan mix is mostly provided for working capital financing. Mercantile Bank also finances SME (Small and Medium Scale Enterprise), provides personal credit, export and import finance. Mercantile Bank is in constant search of profitable business sector for extending credit line. 

Repayment Behavior/Recovery Position:

Mercantile Bank has a successful story in respect of loan recovery. Experiences inculcate that the repayment behavior of small entrepreneurs is often fair and impressive. In the year 2008 the bank had very low non-performing loans (45%), which was 116% in the previous year. Thus the Bank experiences a comparatively better recovery compared to that of other institutions engaged mostly in large loan and commercial financing.

Strategy for Future Growth:

In conformity with the aspiring objective of accelerating industrial growth and to attain a greater share of the country’s GDP, the Board of Directors of the Bank has placed particular emphasis on financing in a wide range of industries. Accordingly, all the branches have been instructed to stress upon financing in diverse range of industries in a way that the Bank not only attains the global target but also can make a true difference in this respect. Executives from the Head Office also pay regular visits to Branches to help scouting more projects.
7.2 EVALUATION OF CREDIT PRACTICES:
The lending process of Mercantile Bank Limited starts with a customer who has an account with the bank or is intended to open an account with the bank. The lending generally starts at the branch level. The branch manager plays an important role in the initiation of the lending process. The critical evaluation of the lending process has been done taking various components and phases of the lending process into consideration.

Borrower Selection:

Starting and developing a business in a developing country like Bangladesh is not an easy task. Entrepreneurs face many challenges, especially with the uncertainty that exists over access to finance, advice and information, and reliable markets. By offering technical assistance, business advice, support and extension services, lending institutions can make a great difference to their chances.

While selecting borrowers/entrepreneurs in general, Mercantile Bank places particular emphasis on the character and capacity of the entrepreneurs/sponsors. Then comes the question whether the project is viable in all respects. Mercantile Bank sets some criteria to judge the viability of the project. There are ways Mercantile Bank scouts prospective entrepreneurs:

· The management of the Bank sets a global target for the Bank for a particular year. Accordingly, the Head Office sets specific targets in respect of deposit, advance, export and import and profit for each individual branch. In order to achieve the set target, each branch emphasizes on expanding the loans and advances. This requires the branch to scouting prospective entrepreneurs in their locality.

· The management also set targets for each branch to scout entrepreneurs from particular sectors or entrepreneurs with particular characteristics. As for example, there can be targets for branches to scout a certain number of projects having fixed cost up to Tk.50.00 lac.

· The Managing Director, Deputy Managing Directors and other senior executives from the Head Office pay visit to branches at regular intervals and exchange views with the existing and prospective clients/entrepreneurs. Also there are times when the branch prearranges for meeting with the prospective entrepreneur(s) if required.

· The potential borrower of Mercantile Bank must have an account with the bank or intended to open an account with the bank before being entitled to enjoy credit facility by the bank. Borrower selection is the most important part of lending process, because the subsequent success largely depends on the right selection of the potential borrower. 

· While selecting borrower the loan officers are instructed to take utmost care so that adverse selection is not made.

Although Mercantile Bank practices good attitude in selecting borrowers, there are some problems in this process which are discussed below:

· Although Bank takes protective measures against selecting wrong customers, in reality often adverse selection is made. The major problem the credit officers face in selecting borrowers is the availability of information about a particular borrower. Borrowers’ speculative behavior and non co-operation in providing data is also prevalent in Bangladesh.

· Bangladesh is a small country but there are 56 commercial banks operating here. Therefore the credit market is a borrower dominated market. Number of potential borrowers is insufficient as compared to the number of banks operating. Therefore an unhealthy competition has been occurred in capturing customers.

· Bank cannot keep its deposits idle because deposits are entitled for interest. That’s why bank is in constant search for potential borrowers to mobilize its deposits. Therefore sometimes adverse selection is made arising out of emergency need for rotating the bank’s deposit.

Branch Act: 

· Branches play key roles in credit operation. Usually branch credit department targets the potential borrowers, generates the credit relationship and completes the credit analysis and prepares a well written credit proposal. 

· Bank collects information through pre-designed forms filled in by the customer. These forms include request for credit limit form, present net worth statement and personal credit information form. If the information collected by the branch do not represent the real picture of the borrower, then all the subsequent lending activities will carry risks. Particularly credit analysis based on wrong information might prove very dangerous.

· Branch’s main purpose regarding a credit application is not to create obstacle for the customer but to depict the clear and real picture from an unbiased position.

· The success of a credit approval largely depends on how well and how quickly branch can prepare the credit proposal. Based on the proposal prepared on the basis of qualitative and quantitative analysis, the head office takes decision whether to sanction the loan or not.

Head Office Activities:

· Head Office Credit Committee and Board of Directors play key role in the final sanction of the lending process. If the amount of credit exceeds Head Office Credit Committee’s limit, Board approval is necessary.

· The time required for the approval of a particular credit proposal largely depends on the level coordination between branches and the Head Office Credit Committee. At the Head Office, every officer of the credit department is assigned to supervise few branches to facilitate better communication and smooth functioning of the lending process.

· Besides Head Office Credit Division, Monitoring and Inspection Division of Head Office overviews the whole credit process of The Mercantile Bank Limited and if any intervention is required at any stage, they play the required role.

Credit Analysis (Financial Spread Sheet Analysis):

· Credit analysis is one of the most important components in the credit process. Credit analysis acts as a bridge between the selection of borrower and the final approval of the loan. Financial spread sheet analysis consisting of balance sheet, income statement and cash flow statement proved very effective in judging the financial health of the borrowers. Further ‘(score and Z-score are calculated to measure the risks of lending in numerical scale.
· The bank relies heavily on information supplied by the loan applicant without adequate verification of it. This may well lead to inaccurate credit appraisal.
· In the absence of credit rating agencies in the country, exhaustive investigation is required for assessing the credit standing of the loan applicant. Mercantile Bank does not take proper care in this regard. Rather it is overly reliant on US report by Bangladesh Bank.

· Mercantile Bank places a heavy emphasis on debt service ratios while appraising projects. This, of course, makes good sense but due importance also should be given on profitability ratios because they are good indicators of a project’s debt service capability.

· One vital aspect of project appraisal is sensitivity analysis. It is important to see the project worth by changing the critical quantitative variables like sales price, raw material prices, production volume, sales volume, etc. But Mercantile Bank unfortunately neglects this vital aspect.

· A pre-specified feasibility rationale or criteria, with a margin for flexibility on case basis, facilitates judgment on project merit and client’s creditworthiness. Unfortunately, Mercantile Bank has not developed such criteria for credit evaluation. Rather it makes the credit appraisals using entirely their own judgments. This causes a lack of reasonable standardization in project appraisal.

· The problem of credit analysis done through financial spread sheet analysis is the validity of information. Sometimes it is observed that the company is apparently a weak performer but its financial statements show a different picture. In such a case financial spread sheet analysis generates faulty results. Therefore it is suggested that the quantitative credit analysis should be supplemented with subjective judgment.

Creation of Charge:

Charge creation is very important in the ending process in that it establishes the legal right on the property of the borrower so that the bank can get the repayment by selling the property in case of default.

Mercantile Bank Limited does not create charge through pledge which is a strong mode of charge creation. The security obtained through pledges much safer than hypothecation which is a weaker mode of creating charge.

Negligence in creating proper charge might seriously jeopardize the bank’s interest as far as the credit is concerned.

Loan Monitoring Techniques:

· Mercantile Bank employs several techniques for loan monitoring. So far Mercantile Bank’s loan monitoring has been done very effectively which is evident from its near zero default rate.

· Sometimes monitoring should be done through physical verification of the borrower’s work place, mortgaged property or hypothecated stocks.

· Mercantile Bank faces occasional problem in loan monitoring due to the shortage of manpower. Loan monitoring is a continuous task requiring reasonable number of manpower. For this Mercantile Bank has its Monitoring and Inspection Division. But more officers need to be poster there.
7.3 Flow Chart of Consumer Loan Processing:
Process Flow Chart of Consumer Loan Processing (sample)

	Application receive from customer


1

	Sales / branch scrutinizes the application


2

	Sales officer / Manager recommends the loan and


3

	Application is received at credit and assessed


4

	Credit approved


5

	Application sent to loan


6
	Documents in order


7
	Loan disbursed and application and charge dox lodged in safe


7.4 Evaluation of Credit Policies:

The credit management at Mercantile Bank has some problems, which are described in the following section:

Lack of Well Documented Credit Policy:
· An integrated credit policy is essential for the smooth operation and efficient management of a bank’s lending activities. It serves as a guiding framework and facilitates better decision- making. Unfortunately, Mercantile Bank does not have a well defined and well documented credit policy covering all aspects of its credit operation. As a result, there are no standardized or streamlined lending practices to bring about better discipline, efficiency, and control in its lending operation.

· As the bank has no well documented credit policy of its own, most of the policy guidelines disseminated by the Head Office are merely copied from the write-ups of bankers working in other institutions. But what is good for other banks may not be appropriate for Mercantile Bank.

· The policy guidelines of Mercantile Bank are pretty much relevant for general lending operation with a heavy bias towards legal matters dictated by Bangladesh Bank. While this is very much required, the negligence towards strategic contents of policy matter regarding lending is striking.

Long-Winding Processing of Loan Application:
There is no doubt about the fact that any bank has to take a cautious approach while processing loan applications to guard against the possibility of future default. But efficiency in loan processing can cut down the time considerably. At Mercantile Bank, the average loan processing time is relatively long. This is particularly true for project loan, which usually takes over one month to complete the processing. At the branch level, this is due to the shortage of efficient loan officers and also computing machines. Bureaucratic structure and nature of credit committees at the Head Office level of Mercantile Bank is another contributing factor.

Centralization of Loan Disbursement Authority:

At Mercantile Bank, final approval for any type or amount of project loan must come from the Head Office. Even if a small project loan is applied for at a branch far away from Dhaka, it is the Head Office which gives the final approval. Such tight control is required for large project loans, but not justifiable for small amount of project loans. It also shows a lack of confidence the Head Office has on the ability and integrity of its branches.

Weaknesses in Loan Appraisal system: 

There are several weak points in the existing loan appraisal system of Mercantile Bank. To start with, lack of credit rating agencies does hamper the bank to a great extent in assessing the borrower’s creditworthiness. The CIB report from Bangladesh Bank does help a bit, particularly with information on outstanding loan. But it does not help the bank to make a comprehensive judgment on the borrower’s credit standing.

A system has been developed to mark out the financial position of the organization that the bank is giving loan which is called CRG. But discrepancy is found in security cover risk: Security Control Risk, Security Cover Risk and in some business risk analysis.

Emphasis on Project Feasibility Report: 

Another problem relates to the analysis by the bank of the financial statements, f and ratios as given in the project feasibility report. It is true that loan officers at Mercantile Bank do carry out extensive analysis of these figures, but the fact remains that they are projected and not actual figures. Therefore, the bank is at risk of arriving at an inflated assessment of project potential by not properly judging the realism of these projected figures and ratios.

Lack of Central Monitoring System:

To ensure timely repayment of loan installments, banks need to have a central and well-coordinated supervision and monitoring programs. But Mercantile Bank has not paid due attention to this aspect of loan administration. The low frequency of monitoring programs does not allow the bank to keep abreast of a project’s state of affairs in a timely manner. 


Mercantile Bank Limited.


Contribution of MBL to the National Economy

8.0 Introduction:

A laudable contribution by the banking sector growth, and the resulting competition, in the past one-decade is the diversion of Banking sector resources to the industrial sector. The quality of services offered to all beneficiaries and the contribution of the banking sector to the economy as a whole has seen a quantum leap after the advent of the private banks, there by opening up larger avenues for all investors, depositors as well as entrepreneurs.

The aim of MBL is to become a leading Private Bank of 3rd generated for providing better service to the clients and contributing to national economy and improving the financial sector through its effective and innovative banking and financial product. However as the MBL has a vision and mission to do something different, for that it is trying to do some things different from other Banks. The impact of MBL’s loans and advances facility on the economy development of the country can be discussed under the following heads:

8.1 MBL’s Participation in the National Economy:
Financial sector is the back bone of the economy. Commercial Banks have contributed to give the efficiency of that sector. For that purpose commercial Banks invest their funds to make the sectors strong in the economy. MBL formulated its policy to give priority to small and medium organization while financing large-scale enterprises through the formation of a consortium of Banks. The Bank provided credit for trade and business, import, export, garments, fisheries, real estate and micro credit programs.

MBL is not exception of that motive. The following data table gives us a view of financial statement:

                                                           Balance Sheet

As at June 30, 2009
                                                                                                                ( Amount in BDT)

	
	June 2009
	Dec 2008

	Property and Assets
	
	

	Cash
	4,691,240,128
	4,374,119,340

	Cash in hand
	447,569,402
	443,342,558

	Balance with Bangladesh Bank & Sonali Bank
	4,243,670,726
	3,930,776,782

	Balance with other Banks & Financial Institutions 
	793,328,718
	327,911,508

	In Bangladesh
	469,201,386
	177,928,388

	Out side Bangladesh
	324,127,332
	149,983,120

	Money at Call & Short Notice 
	390,00000
	-

	Investment
	6,949,855,550
	7,690,121,767

	 Govt.
	6,364,527,775
	5,681,107,430

	Others
	585,327,775
	2,009,014,337

	Loans & Advances
	47,069,869,026
	41,993,945,814

	Loans, Cash Credit, Over draft, etc
	43,025,006,607
	37,362,451,991

	Bills Purchased & discounted
	4,044,862,419
	4,631,493,823

	Fixed assets including premises, furniture, & fixtures
	705,759,068
	682,999,856

	Other Assets
	1,097,917,946
	859,623,164

	Non Banking Assets
	-
	-

	Total assets
	61,697,970,436
	55,928,721,449

	Liabilities & Capital
	
	

	Liabilities
	
	

	Borrowings from other banks, Financial institutions
	712,054,500
	2,326,325,000

	Deposits & Other accounts
	52,626,921,939
	46,374,178,835

	Current a/c & other a/c
	7,476,121,316
	5,831,638,360

	Bills payable
	686,029,053
	677,763,825

	Savings banks Deposits
	3,493,981,859
	3,020,870,440

	Fixed deposits
	19,756,872,454
	17,501,418,866

	Bearer certificate of deposits
	-
	-

	Deposits under schemes
	21,213,917,257
	19,342,487,344

	Other liabilities
	4,218,365,243
	3,611,710,306

	Total liabilities
	57,557,341,682
	52,312,214,141

	Capital/ share holders equity
	
	

	Paid-up capital
	2,158,413,400
	1,798,677,900

	Statutory Reserve
	1,373,878,902
	1,222,833,902

	Other reserve
	427,080,329
	233,183,099

	Surplus in Profit & Loss a/c
	181,256,123
	361,812,407

	Total Shareholders equity
	4,140,628,754
	3,616,507,308

	Total Liabilities & share Holders Equity
	61,697,970,436
	55,928,721,449


.

8.2 REVIEW OF BANGLADESH ECONOMY:
Growth prospects are dimmed by the global economic slowdown, but inflation has eased with falling global commodity prices. The new Government should raise infrastructure investment and improve the enabling environment for private sector activity, in order to enhance prospects for rapid growth and job creation. This in turn will require improved implementation of the development expenditure program as well as strengthened revenue mobilization. Addressing power and gas shortages will be particularly important for enhancing longer-term growth prospects, especially in terms of encouraging private investment.
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                                         Figure-3: Global Economic Growth
ECONOMIC PERFORMANCE

GDP growth at 6.2% was slightly lower in FY2008 (ended June 2008) than in the previous year, because of weaker growth in industry and agriculture .Industrial growth was pulled back by a dip in garment production in the first half of the fiscal year, as well as by higher raw material import costs and growing energy shortages. Natural disasters in the first half affected agricultural output. Growth in services was supported by expansion of transport and storage and of wholesale and retail trade. 

                   [image: image23.emf]
                         Figure-4: Sectoral composition of GDP

On the demand side, growth continued to be driven by private consumption aided by an ongoing surge in remittances. Total fixed investment fell to 24.2% of GDP, reflecting a cut in the Government’s annual development program (ADP), and slower growth in private investment, caused partly by the uncertainty created by the Government’s anticorruption drive. 
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                        Figure-5: Components of GDP

While private investment rose marginally to 19.2% of GDP in FY2008 from 19.0% in FY2007, public investment fell from 5.5% of GDP to 5.0%. The fall in investment over the past 2 years is manifesting itself as surpluses in the current account, signaling the need to rebalance growth by boosting investment, while keeping the current account balance at manageable levels. The deficit in net exports of goods and services widened, slowing growth more than in FY2007.

MONETARY AND FISCAL MIX

Average inflation accelerated from 7.2% to 9.9% in FY2008, on higher global food prices and shortfalls in domestic production. Higher public spending, rapid credit growth, and stronger demand boosted by remittances also contributed to inflation pressures. Inflation moderated in more recent months, declining to 6.1% year on year in January 2009 from 10.2% in September .as food price rises steadily eased.

Bangladesh Bank stepped up monetary expansion and private sector credit growth as the fiscal year progressed to sustain the growth momentum.

                        [image: image25.emf]
                                             Figure-6: Monetary Indicators
The year-on-year expansion in money supply (M2) rose from 14.7% in December 2007 to 17.6% in June 2008, exceeding the central bank’s annual program target of 16% (Figure 3.15.4). Private sector credit growth accelerated from 16.8% to 24.9% in the same period, also overshooting the program target. 

 Although stoking inflation pressures, the accommodative monetary stance helped improve goods availability by boosting imports and raising domestic supply. In conducting monetary policy, the central bank kept reserve requirements, liquidity ratios, and the main policy rate (reverse repo) unchanged in FY2008, relying more on open-market operations to constrain liquidity. The weighted average yield on 28-day Treasury bills was 7.5% in June 2008, marginally higher than the 7.3% in June 2007. The reverse repo and repo rates (1–2 day maturity) were unchanged at 6.5% and 8.5%, respectively, from December 2007 through June 2008. 

                     

                                    Figure-7: Government Revenue

The weighted average lending rate declined from 12.8% in June 2007 to 12.3% in June 2008, and the weighted average deposit rate of 7.0% remained negative in real terms during this period. The spread between lending and deposit rates remained high at 5.3 percentage points, reflecting banking sector inefficiencies, particularly high administrative costs and stillsizable nonperforming loans. 

EXPORT AND IMPORT

Exports grew by 15.7% in FY2008, driven by strong performance in knitwear in the second half. The share of woven garments and knitwear, at 75.8% of total exports, was slightly higher than in the previous year.
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                                 Figure-8:Current Account Balance           

Imports rose by 25.6%, with imports of food, fuel, and fertilizer rising sharply. The higher trade deficit was offset by continued strength in workers’ remittances, leading to a small current account surplus of $.07 Billion or 9% of GDP. A smaller surplus in the financial and capital account lowered the overall all balance of payment surplus to just over 600 million surpluses in FY 2008 from about 1.5 billion in the previous year. Foreign exchange reserve rose by 1.1 billion to 6.1 billion at end-June 2008 (import cover of about 3 months), partly reflecting a rise in central bank liabilities

BANKING SECTOR 

Although the financial soundness of private banks strengthened along with their rapid growth in FY2008, the state-owned commercial banks (accounting for about 30% of assets and deposits of the banking system) remained weak, with negative capital and a nonperforming loan ratio of 33% ,thus undermining the overall efficiency of the banking system. While operational autonomy and accountability of the state banks rose after their corporatisation in 2007, greater attention to credit quality, recovery of nonperforming loans, and intensified monitoring by Bangladesh Bank are needed for improving their financial position. 

 

                                                                                            Figure-9: Bank Loans
Bangladesh Bank is advising financial institutions to provide more credit to activities that generate domestic value added and create jobs in the country, and to more carefully assess borrowers’ creditworthiness, in order to improve the credit quality of these institutions.
STOCK MARKET

Dhaka Stock Exchange price index dropped by 7.4% in the year at the end of 2008 .Since the share of foreign portfolio investment in the stock market is very small and the risk of contagion from international markets is minimal, the downward movement in share prices stems from nervous domestic investors. 

In the same period, market capitalization rose by 40.5%, reflecting some large initial public offerings. Inefficiencies in the pricing mechanism for such offerings, weaknesses in corporate governance
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                                            Figure-10: Stock Exchange Indicators

and market surveillance and the high costs of listing need to be addressed if market capitalization is to rise further in line with other South Asian markets.
ECONOMIC PROSPECTS:
Prospects for FY2009 and FY2010 will hinge critically on the way in which the democratically elected government (which assumed office in January 2009) continues and deepens the economic reforms initiated during the caretaker Government’s 2-year tenure. Prudent macroeconomic management, in particular prompt action to address the downside risks to growth from the global slowdown, will also be required. The Government will need to adopt measures to accelerate

ADP implementation, including addressing deficiencies in institutional capacities in key line ministries, raising revenues, and encouraging greater private participation in infrastructure investment. Economic prospects will also depend on the continued availability of adequate external assistance—despite the economic downturn—for supporting public spending on infrastructure, especially for rolling back growing power shortages.

Against this background, GDP growth is forecast to decline to 5.6% in the current fiscal year (FY2009), because of the effects of the global slowdown on exports and remittances and, as anxious consumers trim their spending, of lower domestic demand. GDP growth is forecast to slide further to 5.2% in FY2010 as the global economic slowdown persists, with continue moderation in external and domestic demand  [image: image28.emf]
                            Figure-11: GDP Growth Rate
Agricultural output will rise briskly in the forecast period, if normal weather conditions prevail and if farmers can access credit and inputs. Industrial growth is expected to moderate in FY2009, as export production begins to slow in the second half of the fiscal year, reflecting cooling global demand. The export sector got off to a robust start in the first quarter, when total shipments surged by 42.4%. In the second quarter, though, they declined by 1.2%, resulting in still-robust, cumulative export growth for the first 7 months of 18.2% .
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                                          Figure-12: Export Growth

International buyers of Bangladesh products have also been encouraged by the large improvements in ports, customs, and safety and labor standards in the past couple of years. Nevertheless, slower growth in export earnings for the rest of FY2009 is foreseen because of the global slowdown and lower prices. Slower export growth will take down that of industry to 6.6% in the current fiscal year. Next year will see 6.0% industrial expansion as the slump in external and domestic demand continues. Services sector growth will also slow to 6.0%, down from the 6.7% in FY2008, because of slower activity in the export sector and an easing in consumer spending induced by moderation in incomes and remittance growth. Services sector growth will fall to 5.5% in FY2010 due to industry’s slowdown.

Agricultural growth is expected to edge up to 4.0% in FY2009 and further to 4.1% in FY2010, on the basis of improved crop harvests. Inflation slowed during the course of the fiscal year. The decline in food inflation was steeper than that of nonfood inflation by end-January.

The rapid decline in international commodity prices and good domestic crop harvests are pulling inflation lower. The cut in the domestic administered price of petroleum in October and December, after an increase in July, also eased inflation pressures, as has the modest monetary tightening in the second quarter of FY2009, and the further cut in domestic petroleum prices in January 2009. Inflation is projected at 7.0% for FY2009 and is expected to fall further to 6.5% in FY2010 (Figure 3.15.12).
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                                            Figure-13: Inflation

The Monetary Policy Statement (MPS) announced by Bangladesh Bank in January 2009 envisages no shift in the broadly accommodative policy stance. The year-on-year growth in broad money (17.9%) in December 2008 is in line with Bangladesh Bank’s end-June 2009 annual program target of 17.5%.

While the year-on-year growth in private sector credit in December 2008 was 21.8%, the adjustments in the repo and reverse repo rates are expected to guide credit growth back toward the annual program target of 18.5%. The MPS inflation projection of 8.5% for FY2009 appears overly pessimistic, considering the pace at which price pressures are dissipating.
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              Figure14: Current Account Balance 

However, Bangladesh Bank cut the repo rate in March 2009 (from 8.75% to 8.5%) to encourage banks to lower their lending rates. The external current account is expected to show a tiny surplus in FY2009 (0.2% of GDP) and a small deficit in FY2010 (0.5%) 

Overseas workers’ remittances remain a source of strength for Bangladesh, with 27.0% growth in the year to February. Nearly two thirds of remittances originate in the Middle East, with another one third from the US and Europe. But a deceleration in remittance growth is inevitable as the downturn has now deepened, to 20% in FY2009 and to 15% in FY2010.

Similarly, export growth is projected to decelerate, to 14.0% and 13.0% over these two years. Import payments during the first half of FY2009 rose by 23.2% relative to the same period of FY2008. However, the opening of import letters of credit—a leading indicator for annual imports—declined by 2.2% in the first 7 months of FY2009, mainly because of the difficulties for international negotiating banks in supporting import activities in the face of liquidity shortages. With a further fall in international commodity prices, growth in import payments is expected to moderate and settle at 18.0% in FY2009 and 17.0%in FY2010.
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                                   Figure-15: Fiscal Policy

Government revenues are showing signs of deceleration, with growth falling from 20.5% in the first quarter of FY2009 to 12.4% in the first 7 months of the fiscal year, compared with the corresponding periods of FY2008. 

Although the Government has transferred some of the benefits of lower international petroleum prices to consumers through successive cuts in domestic prices, the sharp decline in international prices also allowed it to eliminate petroleum subsidies and permitted a small profit for 

DEVELOPMENT CHALLENGES

Bangladesh needs to substantially raise investment, which has followed a declining trend in recent years, in order to enhance growth and job creation and thereby reduce poverty. Public investment must be raised, primarily by accelerating ADP implementation, but efforts to raise private sector participation in infrastructure investment should also be made.
                      [image: image33.emf]
                                  Table-7: Economic Indicators

The new Government needs to pay attention to improving institutional capacities in its various agencies, both to implement reforms and strengthen development administration. Unless early remedial measures are adopted, power cuts and irregular electricity supplies will hamper domestic production and hold back medium-term growth prospects. 
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                            Figure-16: Supply Side Growth

In the longer term, the lacks of gas supplies will severely limit power generation and, therefore, new investment in manufacturing activities. Large and rapid investments in gas and power are essential to ensure their continued availability. As FDI flows in gas and power are unlikely to materialize soon because of the global financial market turmoil, the Government must mobilize its own resources and tap external donor assistance. Investments in other infrastructure, such as roads, ports, and urban infrastructure and services, are also essential. 

Dissemination of new technologies, improved research and extension, and investments in rural infrastructure (including roads, water, and power), will help achieve greater productivity. The sustainability of safety net programs could be enhanced by linking such programs to rural infrastructure investments and other job-creating activities, thus more directly contributing to longer-term economic growth and poverty reduction.

The caretaker Government is credited with introducing core governance reforms to combat corruption and improve access to justice, and with implementing key institutional and sector reforms. Such progress, which was helped by the apolitical nature of the caretaker administration, will have to be sustained. The new Government will need to undertake further reforms in local governance, particularly decentralization of administration and finance, and build local government capacity, both to deliver services more effectively and to improve infrastructure.

	
	Total Credit: Funded 
	1900.00

	C
	Total Credit: Funded + Non funded
	2600.00

	
	Collateral Coverage (a-c)
	-77.00
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RECOMMENDATIONS

9. Recommendations:

The following measures may be considered to eliminate the problems from Mercantile Bank’s credit portfolio:
1. 
Officers signing a memorandum recommending approval of a credit must reasonably expect the credit to be a low risk one. This expectation is to be founded on:


a.
A through knowledge of the borrower’s business by the officer recommending the credit.


b.
A thorough analysis of the credit by all officers signing the credit memorandum. This must include a good understanding of the credit taker’s environment, including the economy, the industry, the credit taker’s business or personal strategy, and the credit taker’s capacity to successfully implement that strategy.


c.
A credit that is merely a “money good” (i.e., not expected to be charged off as a loss) is not acceptable. Granting credit is not such an exact science that a bank can operate without a safety margin. Accordingly, a bank’s standards should call for granting only credits that are not expected to be criticized during the life the credit. Some banks or divisions of banks will have higher standards as a matter of market strategy.

2.
Owners, managers, and individual credit takers must be people of integrity with substantial relevant business experience. The character of the people to whom a bank is lending money is the single most important determinant of its credit quality. It is also most difficult to analyze. Experience in business and competence can often be judged by track record. Experience in the successful operation of a business under adverse conditions as well as normal ones are important. Attitude toward risk and reward, change and tradition, and short- term and long-term profitability is significant.

3.   Character, in the sense of integrity, is one of the hardest items to judge and yet the most important. Account officers will consider reputation in the community and the willingness of the borrower to be open and provide information, even if there is evidence of unscrupulous business practices or imprudent or extravagant personal behavior, the existence of lawsuits, and other matters. The following dimensions of character are suggested for scrutiny:


a.
There are some people who will do what they said they would do even if not obligated by a legally binding agreement. Others will keep only their formal agreements and some not even them.


b.
Some people will take unusual care to obey the law. Others will avoid violation of law in the normal course, and some will fail to do even this.


c.
Some people have as their objective in business deals to be fair to all concerned and not just to seize every advantage. Others, while not unscrupulous in business dealings, will usually take advantage of any weakness in the other party. Some will take unfair advantage.


d.
Someone who will cheat other people will sooner or latter tries to cheat his or her bankers. No amount of analysis, loan structuring or legal documentation can protect a bank from the excessive costs and risks of loss that come from dealing with such a person. Diligent investigation before committing the credit is a key to avoiding fraud losses.

4.    Ownership equity or net worth of the credit taker must be significant in relation to the credit granted. The principle here is very simple. Someone who has only the bank’s money at risk is less likely to be a prudent user of that money than is someone who also has a significant amount of his or her own money at stake. Moreover, the cushion of shareholder’s equity provides a margin of error against possible decline in the value of the business, just as the down payment required for a car loan or a home loan provides some safety margin against possible decline in value of the car or house.

5.
Credits must have two clear sources of repayment. The primary source of repayment should be the reasonably expected cash flow from the borrower’s operations. Unfledged assets are inappropriate secondary sources of repayment from a credit taker with a high credit standing. A second source related to the first is of limited value. A security interest in collateral supporting the loan may be considered as a secondary source if:


a.
there are appropriate margins for possible decline in collateral value and difficulties in realizing on the collateral and


b.
the value of the collateral is not likely to decline at the same time as a decline in cash flow from the credit taker’s operations.

 If condition (b) is not met, margins required by condition (a) must be much larger, and even then, the credit should be regarded with caution. Collateral security is not a substitute for a primary source of repayment because even the best collateral is subject to upset under certain conditions.

6.
 The bank’s position as creditor should as good as or better than that of any other significant creditor with respect to collateral security, guarantees, default clauses, and similar matters. If a borrower should experience difficulty, negotiations will encompass not only the borrower and the bank but also other creditors. It is important for the bank’s bargaining position that it not be in a weaker position than other creditors.

7.
The bank must have sufficient qualified staff, facilities, and procedures in place to ensure professional administration of the documentation, continuing credit evaluation, and operational support of the credit throughout its life. No matter how good the initial decisions, if the credit is not professionally followed, the bank is asking for trouble.

8.
Proper Documentation of Credit Policy: The bank should prepare a formal credit policy in a documentary or manual form. This should cover the legal and operational aspects of lending as well as the strategic intent of the bank. For instance, it may identify the economic sectors towards which credit can be directed more profitably. The credit policy should be of an evolving nature, reflecting the changes and trends taking place in the economic sphere.

9.
Quick Loan Processing: Instead of relying heavily on manual paper work, skillful use of computers and sophisticated & advanced financial software can shorten the loan processing time quite considerably.

10.
Less Centralization of Loan Disbursement Authority: The Head Office should allow its branches to sanction project loans up to certain limits. It should deal with projects requiring large amounts of loan.

11.
Development of Skilled Credit Officers: The bank should focus on recruiting loan officers having the right qualifications. They should also be trained up properly and allowed to specialize on the job. This will bring about qualitative improvement and efficiency in project financing operation.

12.
Improvement of The Credit Appraisal System: Management should set up a unit, which will work under the supervision of Credit Division whose task will be to gather borrower information. This will help better assess the creditworthiness of a borrower. Also, the bank should change its approach towards the viability of a project. Instead of excessive reliance on the value of securities, it should attach due importance to the income generation capacity of the credit facility as well.

13.
Close Supervision and Monitoring of Credit: Officer entrusted with the credit facility shall make close supervision of the facility under implementation by way of periodical visits, personal contact once in a month and make report thereon. For recovery of installment, officer concerned shall maintain constant pressure both by letter and by personal contact and also by calling the borrower to the bank.

14.
In the face of competitive and borrower dominated credit scenario, Mercantile Bank Limited must come up with more and more innovative loan products to meet up the demand of time. In this connection Mercantile Bank can focus on some more loan products like: Apartment loan, Marriage loan etc.

15.
To combat the problem of mobilizing deposit in the form of credit, Mercantile Bank should focus on intensive marketing effort.

16.
The Bank should recalculate its lending rate on a periodic basis to cope with changing lending scenario.

17.
As borrower selection is the key to successful lending, Mercantile Bank Limited should focus on the selection of true borrower. But at the same time it must be taken into account that right borrower selection should comply with the Know Your Customer (KYC) to ascertain the true purpose of the loan. Care should also be taken so that good borrowers are not discarded due to strict adherence to the lending policy.

18.
At the branch level credit department must be adequately capable of collecting the correct and relevant information and analyzing the financial statements quickly and precisely.

19.
Credit officer must be skilled enough to understand the manipulated and distorted financial statements.

20.
Credit committees at all levels must work in co-ordination with each other for quick approval of loans and to reduce the loan processing cost.

21.
To faster the lending process, Mercantile Bank should facilitate online loan application submission and personal credit processing.

22.
 Loan monitoring is a continuous task and requires expert manpower. Therefore Mercantile Bank should set up a separate loan monitoring cell which will be responsible for monitoring its total loan portfolio with special care to the classified loan.

Conclusion 

From the practical implementation of customer dealing procedure during the whole period of my practical orientation in Mercantile bank limited I have reached a firm and concrete conclusion in a very confident way. I believe that my realization will be in harmony with most of the banking thinkers. It is quite evident that to build up an effective and efficient banking system to the highest desire level computerized transaction is a must.

Success in the banking business largely depends on effective lending. Less the amount of loan losses, the more the income will be from Credit operations. The more the income from Credit operations the more will be the profit of the Mercantile Bank Limited and here lies the success of Credit Financing. 

Though there are some drawbacks in implementing Credit facilities in Mercantile Bank Limited as per manual, it can be further developed in light of the recommendations being discussed above. Finally it can be argued that though the results achieved so far are not satisfactory, Credit Financing is a modern scientific technique for enhancing Mercantile Bank’s strength and there lies the opportunities to make it more effective in the future for our own benefit.   

APPENDIX

Appendix: 1

                                                                  Credit Proposal Format

The Mercantile Bank Limited

Head Office, Dilkusha, Dhaka

Memo No#            / 2009



Dated:

From: The Managing Director, The Mercantile Bank Limited.

To: The Executive Committee/ Board, The Mercantile Bank Limited.

Subject: Proposal for approval of:

	Company Name: 




Industry Types








(As Per CIB Guideline)

Address : Factory:






Business: 

Phone: 
        Mob: Fax:
     E-mail:

Customer ID No:

Lending

	Category:
	
	
	
	
	
	
	
	
	
	
	
	

	Sector Code:
	
	Purpose Code
	

	Group Name
	Organizing Office: 

	Major Ownership
	

	Name
	Share %
	Personal Net Worth (Lac Take)
	Position/ Designation

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total
	
	
	

	Date of Establishment

Account opened on: 

Account No:

Customer Code (CIB):

TIN:



Paid –up Capital:

Total New worth:


Investment in Business:

Banking with the Mercantile Bank Limited since

in the name of

Original Limit:




Sanctioned by Head Office/ Branch on.

Comments in last HO/ BB inspection report, if any:




Appendix:2

	Deposits 


(Fig. In Lac Tk.)
	Originating Reason

	Type
	Encumbered
	Unencumbered
	Total
	Marketed by the Bank 

□

Customer approached the Bank
□

Part of Special Scheme Bank/Govt. □

Referred by individual

□

Name of Person who Marketed

	
	
	
	
	

	
	
	
	
	

	Total
	
	
	
	

	Volume of Import L/Cs (Foreign and local)


	
	
	
	

	Volume of Export Bills


	
	
	
	

	Volume of L/Gs
	
	
	
	

	Volume of Remittances
	
	
	
	


Appendix: 3

(Fig. in Lac Taka)

	Facilities Summary     New □   Renewal  □      Increase □   Delinquent □

	Existing facility
	Proposed Facility
	Security Value

	Nature
	Limit
	Outstanding
	Overdue
	Expiry
	Adj. times
	Recycle Times
	Limit
	Expiry
	FDR/SDR
	Property
	Others (Specify)
	Total

	L/C Limit (at Sight)
	
	
	
	
	
	
	
	
	
	
	
	

	LTR Limit
	
	
	
	
	
	
	
	
	
	
	
	

	Overdraft
	
	
	
	
	
	
	
	
	
	
	
	

	Cash

Cont.
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
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	Classification Information:

Existing past due at our Bank.

Existing past due at other Banks:
	Current Classification

	
	Unclassified □   Sub Std □  Doubtful □ Bad loss □

	
	CIB Report:
	 Report from other Banks:

	Findings of Trades Checking:
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Other Group Liabilities With the Mercantile Bank Limited:

(Figure-in Lac Taka)

	Company/ Trade Name
	Existing Facilities
	Security Value

	
	Nature
	Limit
	Outstanding
	Expiry
	Overdoes
	CL status
	FDR
	Property
	Others
	Total

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total (Group)
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Income during last 12 months (In case of new customer Projected income for the next 12 months to be furnished)
	Financial

Audited               Un-audited

	(a) Commission/ Exchange/ Fees:

(b) Interest Income net of Cost of Fund:

                                                      Total: 

(c) Yield on Advance/ Credit Faculty:
	
	2003

(Audited)
	2002

(Audited)
	2001

(Audited)

	
	Sales/Revenue
	
	
	

	
	Net profit
	
	
	

	
	Total Debt
	
	
	

	
	Total Assets
	
	
	

	
	Tangible Net worth
	
	
	

	Allocation of Credit for this Sector:
	(To be filled in by Head Office

	
	Total Allocation for the year
	

	
	Sanctioned Limit
	

	
	Outstanding
	

	Liabilities with other Banks:

	Bank Name
	Name of Account
	Nature of facility
	Limit
	Outstanding
	Overdue
	Cl. Status
	Remarks

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Grand Total
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Group Liabilities with other Banks:                       Fig. in Tk Lac                                                                                                          

	Bank Name
	Name of Account
	Nature of facility
	Limit
	Outstanding
	Overdue
	Cl. Status
	Remarks

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Grand Total
	
	
	
	
	
	
	


Appendix:7

	Risk
	Overall Borrowing Quality

	
	Good
	Acceptable
	Marginal
	poor
	Good
	Acceptable
	Marginal
	Poor

	Business Risk
	□
	□
	□
	□
	□
	□
	□
	□

	Security Risk
	□
	□
	□
	□
	
	
	
	

	Date of Customer’s request:
	Proposal Received at Head Office on:
	Analysis completed on:
	Level of Approval Required:


Appendix: 8

Details of the proposed facilities:

	a) Nature of Credit Facility
	:
	

	b) Limit
	:
	

	c) Margin
	:
	

	d) Commission
	:
	

	e) Validity / Expiry
	:
	

	f) Repayment
	:
	

	g) Purpose
	:
	

	h) Interest on PAD
	:
	

	i) Security
	:
	

	j) Condition
	:
	


Securities against all the facilities:

i.

ii.

Credit Analysis

1. History of Relationship with the Mercantile Bank Limited:

2. Management/ Sponsors

3. Details of business of venues steel mills Limited.

4. Description of the project

5. Distribution

6. The production process flowchart

7. Infrastructural Facilities

8. 3 years financial information with ratio analysis: (Audited and/or Management signed Balance sheet & Income Statement to be attached. In case of new project forecasted financials of at least 3 years should be submitted)
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(a)
Income statement:                                                    




Audited                                        Un-audited               Fig. in BDT Lac

	Particulars
	
	
	

	1.0
	Sales Revenues (Less return, Vat etc.)
	
	
	

	1.1
	Cost of Good Sold:
	
	
	

	1.2
	Gross profit (1.0-1.1)
	
	
	

	1.3
	General and Admin. Expenses
	
	
	

	1.4
	Maintenance/ Selling Expenses
	
	
	

	1.5
	Total Admin. & Selling Exp. (1.3+1.4)
	
	
	

	1.6
	Operating profit (Loss) (1.2-1.5)
	
	
	

	1.7
	Other Income
	
	
	

	1.8
	Other Expenses
	
	
	

	1.9
	Financial Expenses (Interest)
	
	
	

	2.0
	Net profit (Loss) (1.6+1.7-1.8-1.9)
	
	
	


(b)
Balance Sheet:                                                   

                    Audited                  Un-audited      Fig. in BDT Lac

	
	Assets
	
	
	
	
	Liabilities & Owner’s Equity
	
	
	

	
	Current Assets:
	
	
	
	
	Current Liability:
	
	
	

	2.1
	Cash in hand
	
	
	
	3.5
	Accounts payable/ Sundry Creditors
	
	
	

	2.2
	Cash at Bank
	
	
	
	3.6
	Bank Loan (under 1 year)
	
	
	

	2.3
	Accounts Receivable
	
	
	
	3.7
	Long term Loan Installment due for  1 year.
	
	
	

	2.4
	Inventory/ Stock
	
	
	
	3.8
	Other Current Liabilities
	
	
	

	2.5
	Advance Deposit
	
	
	
	3.9
	Total Current Liabilities (3.5 to 3.8)
	
	
	

	2.6
	prepaid Expenses
	
	
	
	
	Non-current Liabilities:
	
	
	

	2.7
	Other Current Assets
	
	
	
	4.0
	Long term Loan
	
	
	

	
	
	
	
	
	4.1
	Other non-current liability
	
	
	

	2.8
	Total Current Assets

(2.1 to 2.7)
	
	
	
	4.2
	Total Non-current Liability (4.0+4.1)
	
	
	

	
	Fixed Assets / Non Current Assets:
	
	
	
	4.3
	Total Liabilities (3.9+4.2)
	
	
	

	2.9
	Land & Building (net of dep.)
	
	
	
	
	Equity /Net Worth:
	
	
	

	3.0
	Plant and Machinery (net of dep.)
	
	
	
	4.4
	Capital/Paid-up Capital
	
	
	

	3.1
	Furniture and Fixtures (net of dep.)
	
	
	
	4.5
	Retained Earnings
	
	
	

	3.2
	Other Fixed Assets/ Non current Assets (net of dep.)
	
	
	
	4.6
	Reserves
	
	
	

	3.3
	Total Fixed Assets/ non Current Assets (2.8 to 3.2)
	
	
	
	4.7
	Less Intangible Assets (i.e. Goodwill, Trade Mark, patent etc.)
	
	
	

	
	
	
	
	
	4.8
	Tangible Net worth/ equity (4.4+4.5+4.6-4.7)
	
	
	

	3.4
	Total Assets (2.8 + 3.3)
	
	
	
	4.9
	Total Liabilities and equities (4.3+4.8)
	
	
	


(c)
Ratio Analysis:

	Formula
	Major Rations
	
	
	

	
	Profitability Ratios:
	
	
	

	(1.2/1.0) (100
	Gross Profit Margin (%)
	
	
	

	(2.0/1.0) (100
	Net Profit Margin (%)
	
	
	

	(2.0/3.4) (100
	Return on Assets (%)
	
	
	

	(2.0/4.8) (100
	Return on Equity (%)
	
	
	

	
	Liquidity Ratios:
	
	
	

	(2.8/3.9)
	Current Ration
	
	
	

	(2.1+2.2+2.3)/3.9
	Quick Ration
	
	
	

	
	
	
	
	

	Formula
	Major Rations
	
	
	

	
	Asset Utilization Ratios:
	
	
	

	(1.0/3.3)
	Sales to Fixed Assets (times)
	
	
	

	(1.0/3.4)
	Sales to Total Assets (times)
	
	
	

	(1.0/2.8-3.9)
	Sales to Working Capital (times)
	
	
	

	(2.3/1.0) (365
	Receivable Turnover in days
	
	
	

	(2.4/1.1) (365
	Inventory Turnover in days
	
	
	

	(3.5/1.1) (365
	Payable Turnover in days 
	
	
	

	
	Debt Utilization Ratios:
	
	
	

	(4.3/4.8) (100
	Debt to Equity (%)
	
	
	

	(4.3/3.4) (100
	Debt to Total Assets (%)
	
	
	

	(2.0+1.9)/(1.9+3.6+3.7)
	Debt Service Coverage (times)
	
	
	


(d)
Financial Analysis and comments on above financials

-----------------------------------------------------------------
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Working capital assessment

	Item
	Daily requirements
	Tied up period In days
	Amount Tk (Lac)

	
	Unit
	Rate
	Amount
	
	

	
	(a)
	(b)
	(c)=(a(b)
	(d)
	E=(c(d)

	Imported raw-material
	
	
	
	
	

	Local raw materials (Chemical)
	
	
	
	
	

	Stores & Spares
	
	
	
	
	

	Work in Process
	
	
	
	
	

	Stock of Finished
	
	
	
	
	

	Goods
	
	
	
	
	

	Accounts Receivables
	
	
	
	
	

	Other Exp.
	
	
	
	
	

	Total
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                                                CIB INQUIRY FORMS

To be Filled in Capital Letter/ Type

Inquiry From -1

(Debtor/Borrower only)

Segment-1 (CIB-01 Form) related information.

	New

	Renew

	Enhancement

	Others.


Amount of Loan applied for

	1.
	Name of the Bank
	:
	

	2.
	Name of the Branch
	:
	

	3.
	Under District of
	:
	
	Branch Code:

	4.
	Reference Nos. of Branch
	:
	
	

	5.
	Reference Nos. of Head Office
	:
	
	

	6.
	Borrower Code: (if available)
	:
	

	7.
	Name of the Borrower in full
	:
	

	8.
	Abbreviated Name 

(In case of individual)
	:
	

	9.
	Father’s Name 

(In case of Individual)
	:
	

	10.
	Mater’s Name 

(In case of Individual
	:
	

	11.
	Husband’s Name 

(In case of married woman)
	:
	

	12.
	Address:
	:
	

	
	a) Permanent Address
	:
	

	
	b) Business Address
	:
	

	
	c) Factory Address
	:
	

	13.
	Telephone Nos.
	:
	
	14. Voter ID Card No.

	14.
	Tin No.
	:
	


To the best of our knowledge the above borrower obtained the credit facilities from different Banks/ financial/ institutions as mentioned below:- NIL

	Name of the Banks/ Financial Institution
	Name of Branch with District

	N/A
	N/A



Signature,


Name:


Designation:


Telephone:


Mobile:

Note:
Suppressing or Distortion of any information (related to borrower/ owner) by the Bank is Punishable Under Bangladesh Bank Order 1972, Chapter IV Art. 48
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Inquiry Form-2

                            To be filled In Capital Letter/ Type(Owner’s only)

                                        Segment-2 (CIB-01 Form) related information

	1.
	Name of the Bank
	:
	

	2.
	Name of the Branch
	:
	

	3.
	Under District of
	:
	
	Branch Code:

	4.
	Reference Nos. of Branch
	:
	
	Date:

	5.
	Reference Nos. of Head Office
	:
	
	Date:

	6.
	Borrower Code: (if available)
	:
	

	7.
	Full Name of the Borrower 
	:
	

	8.
	Full Name of Owner
	:
	

	9.
	Abbreviated Name of owner
	
	

	10.
	Father’s Name 
	:
	

	11.
	Mater’s Name 
	:
	

	12.
	Husband’s Name 

(In case of married woman)
	:
	

	13.
	Address:
	:
	

	
	a) Permanent Address
	:
	

	
	b) Business Address
	:
	

	
	c) Factory Address
	:
	


Statue of the Owner (Tick appropriate Box)

	Proprietor
	ڤ Partner
	ڤ Chairman
	ڤ Sponsor Director
	ڤ

	Elected Director
	ڤ Nominated Director
	ڤ Other
	ڤ Managing Director
	


	1.5
	Voter ID Card No.
	:
	


Name of the Bank/ Financial Institution\ Insurance Company of which the above owner is chairman/ Director.

To the best of our knowledge the above owner:

a) obtained credit facilities in individual name:

b) Has got other business which obtained credit facilities from the banks/ financial institutions as mentioned below:

	Name of the owner’s related business/ firm with address
	Name of the Banks/ Financial Institution
	Name of the Branch with District

	i.
	
	

	ii.
	
	

	iii.
	
	

	iv.
	
	


To the best of our knowledge the above information is Correct.


Signature,


Name:


Designation:


Telephone:


Mobile:

Note:
Suppressing or Distortion of any information (related to borrower/ owner) by the Bank is Punishable Under Bangladesh Bank Order 1972, Chapter IV Art. 48

Appendix: 13                To be filled in Capital Letter/ Type

Inquiry Form-3

(Group/ Related Business)

	1.
	Name of the Bank
	:
	

	2.
	Name of the Branch
	:
	

	3.
	Under District of
	:
	
	Branch Code:

	4.
	Reference Nos. of Branch
	:
	
	Date:

	5.
	Reference Nos. of Head Office
	:
	
	Date:

	6.
	Full Name of  Borrower 
	
	

	7.
	Full Name of Group
	:
	

	8.
	Address:
	:
	

	9.
	a) Permanent 
	
	

	10.
	b) Business 
	:
	


Subsidiaries/ Sister Concern:
	Name
	Business Address

	i.
	

	ii.
	

	iii.
	

	iv.
	

	v.
	


Please write NA or Not Applicable if the concerned Borrower is neither a group nor a subsidiary/ sister Concern under declared a group. To the best of our knowledge the above information is Correct.

Signature,


Name:


Designation:


Telephone:


Mobile:

Note:
Suppressing or Distortion of any information (related to borrower/ owner) by the Bank is Punishable Under Bangladesh Bank Order 1972, Chapter IV Art. 48

Annex:14

Risk Grading Form and Score Sheet

	
	Lending Risk


	
	
	Risk Level
	Score

	
	
	
	
	
	Low
	
	Average
	High
	Excessive
	

	
	Business Risk
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Supply risk

What is the risk of failure due to disruption in the supply of inputs?
	Score
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	1.5
	
	3
	
	4.5
	
	12
	
	

	
	Industry risk


	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Sales Risk

What is the risk of failure due to disruption of sales?
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	1.5
	
	3
	
	4.5
	
	12
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Company risk


	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Performance risk

What is the risk that the company’s position is so weak that it cannot perform well enough to repay the loan, given expected external conditions? 
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	2
	
	4
	
	6
	
	16
	
	

	
	Company Position risk
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Resilience risk

What is risk of failure due to lack of resilience to unexpected external conditions?
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	2
	
	4
	
	6
	
	16
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Management risk
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Management competence risk 

What is the risk of failure due to lack of management competence?
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	3
	
	6
	
	9
	
	28
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Management integrity risk

What is the risk of failure due to lack of management integrity? 
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	3
	
	6
	
	18
	
	34
	
	

	
	
	
	
	Total Business risk score
	

	
	Security risk


	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Security control risk

What is the risk that the Bank fails to realize the security?
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	-10
	
	-5
	
	+5
	
	+10
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Security cover risk

What is the risk that the realized security value is less than exposure
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Score
	-10
	
	-5
	
	+5
	
	+10
	
	

	
	
	
	
	Total security risk score
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1. Supplies risk

	Cost item
	% of total costs
	What is the risk of disruption?

Average                             Average
	Comments

	Labor
	
	
	Skilled and relatively cheep

	Raw materials:

CR Coil and Zinc


	
	
	Mainly imported which is supported by locally produced raw material.

	Equipments 

Power
	
	
	Dependent on Public

Utility as well as own utilities

	Premises
	
	
	Own premises

	Others


	
	
	

	N umber of Day’s production lost in past 12 months due to strikes? N/A

Power Supply                           Independent power supply                            dependent on public utilities


Explain any significant risks of disruption to production.

The company has its own power supply facility with 1,100 KVA Waukesha Gas Generator. No significant risks of disruption to production regarding power supply.



	What is the risk of failure due to disruption       Low            Average       High          Excessive

in the supply of inputs?

(Tick one box)
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2. Sales Risk

	Industry growth:

Give industry size figures for the latest 3 years that are available

	Year
	2003
	2002
	2001

	Estimated total industry turnover
	271,400
	371,400
	563,400

	                                                               Strong            Weak         No        Small      large

                                                              Growth            growth     change   decline    decline


Over the next few years, what is the most likely trend in industry turnover?

Raw material (CR Coil) of this industry now produced in the country which will ultimately reduce the cost of procurement raw material. The consequence will result a high industry turnover over the next few year.



	Competitive pressure: Obtain performance data from two major competitors for three (3) years.

Major competitor 1: PHP Cold Rolled Mills Ltd. ........................................ Market share ........... 11%

                    (Name)

Year

2000

2001

2002

Turnover

Data not Available

Data not Available

Data not Available

Capital

Data not Available

Data not Available

Data not Available

Profit

Data not Available

Data not Available

Data not Available



	                                                        Les                               about the                        faster

                                                        Fast                               same                              than our customer


This competitor is growing

What prevents customers from switching to this competitor?

Venus Group is fully a Bangladesh owned enterprise, superior quality, good management, competitive pricing & goodwill prevents their satisfied customers from switching to other competitors. 

	Major competitor 2: KIY Steel Mill Ltd. ................................ Market share .........9 ..........%

                             (Name)

Year

2000

2001

2002

Turnover

Data not Available

Data not Available

Data not Available

Capital

Data not Available

Data not Available

Data not Available

Profit

Data not Available

Data not Available

Data not Available



	                                                        Les                               about the                        faster

                                                        Fast                               same                              than our customer


This competitor is growing

What prevents customers from switching to this competitor?

Venus Group is fully a Bangladesh owned enterprise, superior quality, good management, competitive pricing & goodwill prevents their satisfied customers from switching to other competitors.

	Barriers to Entry:

                                                                     Difficult             Average              Easy

How easy is it for new competitors to enter this industry?

What barriers prevent new competitors from entering this industry?

To set up a steel and engineering industry require huge amount of fund, skilled workforce and high category technological support.

	Regulatory Changes:

                                                                     Low                 Average              High

What is the risk changes in regulations will damage sales?

Explain your answer.

In General Govt. policy of our country is to encourage steel Industries to reduce pressure on importing steel goods.

	Customer Concentration: List 5 largest customers of the Borrower.

Customer Names

% of total sales

Bangla & Co.

15%

Brother’s Co.

10%

Chittagong Steel

8%

Azimuddin & Sons

5%

Sayed Co.

5%

Regulatory Changes:

                                                                     Low                 Average              High


What is risk that a single customer representing significant

proportion of sales, switches to a competitor?

Explain your answer:

Company has established a long term relationship among customers with its low price, good quality and schedule time delivery.

	What is the risk of failure due to disruption of sales?

                                            Low                 Average              High              Excessive


(Tick one box)
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3. Performance risk:

	Recent Performance history:

Are financial spreadsheets attached?                                    Yes                          No


How did you obtain           Audited          Unedited       Bank              Management         Other (explain)

the financial data?               accounts        accounts        estimates        estimates


Give most  recent 3 years performance data:

Figure in BTD Lac

Year

Year-1

Year-2

year-3

Sales

Capital

profit

Explain the significance of any important trends you notice in the performance data.

Trend of sales growth is positive & will continue in forthcoming years. Profit is also increasing over the years at a steady rate which indicates are efficiency of the Company towards managing the business.



	Competitive position:

What is the company’s rank in industry (in terms of turnover)? : Not Available.

Compare figures with other companies in the industry (and/ or with industry averages) and explain the significance of any important differences you notice.

Not Available.

What are the strengths and weaknesses of this company, in comparison to its competitors?

Strengths 

Weaknesses

1. .
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4. Performance Risk (Continued)

	Strategy:

How does the company differentiate itself from its competitors?

	Quality
	Price (for a given quality)

	Better than Competitors
	Indistinguishable from competitors
	Worse than competitors
	Cheaper than competitors
	About the same as competitors
	More expensive than competitors

	
What strategy will this company adopt to exploit its strengths and overcome its weaknesses?

High quality product at cheep rate

                                                                     High confidence          average                low confidence

                                                                      in strategy                                               in strategy


How confident are you that this strategy will work?

Explain your answer:

By taking advantages of its good reputation in the market, strong management and low overheads will allow the company to provide High quality product at cheep rate to its customers.



	Cash flow forecasts:                             Significantly                      enough cash             not enough

                                                              more than                                                            cash

                                                               enough cash


Do the cash flow forecasts indicate that

The company will generate sufficient

Cash to repay its loans?

How confident are you that the company

Will perform as forecast in the cash flow?                       High                    average               Low

                                                                                          confidence                                      confidence


Explain your answer:

The Company has a diversified business portfolio and a very good client base. The company had a good receivable turnover. From its past record it is expected that the company will also able to collect its receivables in time.

	What is the risk that the company’s position                         Low         Average      High        Excessive

is so weak that it cannot perform well

enough to repay the loan, given expected

external conditions?

(tick one box)
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5. Resilience Risk:

	Leverage 

Company Leverage
	Values reported by the company
	Bank’s Assessment
	Group Exposure to other Bank’s 

	
	
	
	Bank
	Exposure

	
	
	
	
	
	Limit
	Outstanding

	Total Assets
	36,567.73
	
	Standard Chartered

BRAC Bank

IFIC Bank Ltd.

State Bank of India.

Uttara Bank Ltd.

Prime Bank Ltd.

Eastern Bank Ltd.

IDLC

IPDC

UFIL

BIFC

Grand Total
	LTR

Loan Revolving

Overdraft

L. Term Loan

LTR

Loan Revolving

Overdraft 

L. Term Loan

LTR

Loan Revolving

Overdraft 

L. Term Loan

LTR

Overdraft 

L. Term Loan

LTR

Loan Revolving

Overdraft 

L. Term Loan

LTR

Loan Revolving

Overdraft 

L. Term Loan

LTR

Loan Revolving

Overdraft 

L. Term Loan

Lease Finance

Lease Finance 

Lease Finance

Lease Finance

Lease Finance
	2,000

300

200

800

530

150

70

750

1,680

480

240

200

700

300

1,000

460

130

60

750

700

200

100

1,000

1,050

300

150

500

2,010

750

340

240

170

19,420
	1,310

252

170

721

432

0

60

676

1,470

150

210

1,081

545

280

901

349

0

50

676

562

75

85

901

855

250

125

450

1,716

666

302

213

151

15,687

	Total Liabilities
	18,252.25
	
	
	
	
	

	Equity= (assets-liabilities)
	18,315.47
	
	
	
	
	

	Leverage= (liabilities/ equity)
	0.99
	
	Total exposure to other Bank (s) 
	Total Limit – BDT 19,420 lac 

Total Outstanding – BDT 15,687 lac

	Is the current balanced on any                      No          Yes           Are any interest or principal           No            Yes

Account above sanctioned limits?                                                Payments more than 30 days late

If you answered yes to either question, give details:

	Does the credit bureau report indicate any problems?                                         No                        Yes


If you answered yes, please explain:



	How readily do you expect shareholders to support         Very                        Will support            may no

this company in the future, if the need arises?                  Readily                    Reluctantly             Support further


Explain your answer: It is a group concern of Venus group. Shareholders of the company are highly respectable, financially solvent & the flagship company Venus Steel Mills Ltd. is financially very much sound.

	How resilient is the company to bankruptcy?                       High resilient           average                  not is all resilient

 



	Liquidity:

Explain the significance of any important treads shown by the ration analysis:

The liquidity ratios (Current, Quick, & Liquidity ratios) are good, There is upward growth trend in sales, capital, profit.
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6. Resilience risk (Continued)

	Liquidity (Continued)

What proportion of costs is fixed? 48.90%                Very               average                  with

                                                                                     easily                                            difficulty

How easily will this company be able to reduce

costs if sales fall?

Explain your answer:

Fixed cost is fixed for certain constrain of time. Because of the nature of Business, Major costs are related to the sales. If sales fall then obviously, major costs will fail.

	How resilient is the company to liquidity                  Highly               average         not at all 

which may cause repayment failure?                         resilient                                    resilient




	Connections:

Do the owners or managers have any connections/ affiliations which may benefit or damage the company?

Companies Share holders are very much influential in the society, which may benefit the company all the way.

	How resilient is the company to the  liquidity            Highly               average         not at all 

which may cause repayment failure?                         resilient                                    resilient


                          

	Resilience risk:

liquidity                                                                       Highly               average         not at all 

Copy your assessments of resilience to                        resilient                                    resilient

  bankruptcy, illiquidity and adverse effects of          (low risk)                                 (high risk) 

political changes, from above 

How resilience is the company to bankruptcy?

How resilience is the company to illiquidity?

How resilience is the company to the adverse 

effects of political change?



	Now, use your assessment of resilience to resilience to

bankruptcy, illiquidity and the adverse effects of

political changes, to answer the following  question

                                                                         Low               Average           High            Excessive


What is the risk of failure due to lack of resilience to unexpected external conditions? 

(tick one box)
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9. Management Integrity Risk:

	Management honesty:

Who are the auditors of  the company: Marhk & co.                Since: 1995

If the auditors have changed in the last 3 year, answer the following questions: N/A

Who were the previous auditors? .............................. how long did they hold this position? N/A years

Why did the company change auditors? N/A

	Do we have information that this customer has ever                         No               yes 

misrepresented itself either to this Bank or to other Banks?

If you answered yes to the previous question, give details?

	How reliable do you believe to be the                   More reliable          Average             Less reliable

information supplied by this company?                than average                                      than average


Give reasons for your assessment:

Associate people of the management are highly educated, well reputed, experienced, well known and overall having good market reputation.

	Management dependability:

How long has this customer banked with us? New

What is the risk that the company avoids its obligations             Low            Average         High

to the bank by diverting funds to associated companies?

Explain your answer:

The company requires hedge amount of fund for working capital while the price of  raw material has gone up in international market.

	How dependable will the management be                More dependable      Average        Less dependable

in meeting their commitments?                                Than average                                   Than average    


Give reasons for your assessment:

Associate people of the management are highly educated, well reputed, experienced, well known and overall having good market reputation.



	What is the risk of failure due to lack of         Low           Average           High           Excessive

Management integrity?

(tick one box)
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9. Security Control Risk

	Describe the Security:

i. 1st ranking part-passu charge with other lenders on the Fixed and Floating Assets (both existing and future) of the company with RJSC (3 Month’s deferral is required from the date of first drawdown/ opening of  L/C to complete the agreement as they have seven  lenders presently. Venus Steel Mills Limited has to provide us with an undertaking in this regard which would be supported by board resolution of the company?

ii. Personal Guarantee of all Directors and their Spouses of the company.

iii. Cash Margin

iv. Lien of L/C related documents along with title of goods favoring the Mercantile Bank Limited, Banani Branch.

v. Letter of Trust Receipt

vi. Other usual charge documents.

Other terms and conditions:

i) Venus Steel mills Limited will maintain all their accounts and deposits with Mercantile Bank Limited, Banani Branch.

ii) Venus Steel mills Limited Account and guarantee business will be routed through the Mercantile Bank Limited.

iii) The borrower may adjust the loan before the maturity of the term loan,

iv) 5% of all cash inflow to be credited to Escrow with Mercantile Bank Limited.

	Ease of obtaining a favorable judgment:

Security documents last checked on .................... by ....................................

                                                               (date)                           (name)

What is the level of perfection of                   strong perfection                   average        weak perfection

the security documents? 

Is the account subject of an inspecting exception?                  Yes           No


Support your answer:

Though our net exposure on the customer is low. But our legal system of the country may delay for obtaining favorable judgment.

	                                                            Confident of                   Some risk of                        Significant risk of

What is the risk that the bank fails     Favorable judgment       Unfavorable judgment       Unfavorable judgment

to obtain a favorable judgments?

Support your answer:

	Ease of taking possession of security?


i)

Last sit visit made on .........................  by

                                                (date)
ii)


iii)


iv)

Is the visit report attached?                                              Yes                           No 

What is the risk that the bank fails         Confident of                Some risk of failure          Significant of failure   

to take possession of the security?        Taking possession        in take possession             to take possession


Support your answer:

	                                        Low                    Average               High                       Excessive

                                    (No realization)      (Potential)           (Realization)           (Realization)

                                    Compilations          Compilations       Mills                        Impaired


(tick one box) 
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11. Security Cover Risk:

	Speed of liquidation:

How long will it take to liquidate the security? : 1 year

1)
Landed property -1 Years.

(The time (s) given here should be used in calculating security cover on next page)

	What potential problems may delay liquidation?

	What is the risk that the liquidation process:                           Low                   Average              High

Takes longer than the estimate given?



	Liquidation value:

Assessed liquidation value:

1) Landed property= Tk. 1,200 + 2,186.50 +  3,753 = Tk. 7,139.5 Lac

Who assessed the liquidation value?  i) Customer


ii)


iii)


iv)

                                                                                  (name of person)











(Company)

	How do you expect this value to change by the time that the security is realized? 

1) The value of land may increase.

	What do you estimate will be the

value of the security at liquidation?

	What costs will the Bank have to bear
1) Legal fees
= BDT 500,000

bear in liquidating this security?
2) Auctioneer Commission 
= BDT 300,000

(e.g. legal fees, auction commission etc.)



	How much do you expect the Bank to realize

From this security?                 7,131.5 Lac

(= Liquidation value less costs of liquidation)

(This number should be used in calculating security cover on the next page)

	What is the risk that the value actually realized                   Low                   Average              High

is less than your estimate?
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12. Security Cover Risk (Continued):

	Expected Security Cover strength:

	
	Primary Security
	Collateral
	Other Security
	Total

	a) Type of Security
	1st ranking change on the fixed and floating Assets (both existing and future) of the company with RJSC by way of pari passu security sharing agreement with other lenders.
	
	
	BDT 3,500.00

	b) Expected realizable

    Value at liquidation
	7,131.5
	
	
	

	C) Expected time taken to liquidate

     this security (years)
	12 months
	
	
	

	d) Discount factor %

  (1 year fixed deposit rate)
	10%
	
	
	

	e) Discount factor %


[image: image35.wmf]÷

÷

ø

ö

ç

ç

è

æ

+

=

c

d

)

100

/

1

(

1

1005

 
	90.91%
	
	
	

	f) Present value of security 

   (= b 5e/100)
	6,483.25
	
	
	

	g) Current Exposure

   (Principal + Interest)
	
	
	
	1,741.13

	h) Security cover %

   (=100 5 f/g)
	
	
	
	372%

	How strong is security cover, based                          Strong                    Average                               Weak

on expected speed of liquidation                    (above 1000%)        (in range 75-100%)                 (below 75%)

and liquidation value?

Now copy from previous page your assessments of the risk that the actual speed of liquidation is longer than expected, and actual liquidation value is lower than expected.

What is the risk that the liquidation process                    Low                       Average                High

takes longer than the estimate given?

What is the  risk that the value actually                          Low                      Average                  High

realized is less than your estimate?



	Use the three assessments above to answer the following question:

What is the risk that the realized                       Low                 Average               High         Excessive

security value as less than the exposure

(tick one box)
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13. Data collection checklist

	Documents/ items required for lending risk analysis
	Required?

Yes                    No
	Obtained?

Yes               No

	Company accounts for at least  3 years


	
	

	Bank statements for prior 12 months from previous bank 

(for new customer)
	
	

	Set of accounts for at least two competitors (if published)


	
	

	Industry average figures (if available)


	
	

	Cash flow forecasts (required for:

· Term loans- forecasts should be for duration of loan

· New overdrafts/ facilities- forecasts should be for 12 month Not required if renewing an overdraft/ facility)
	
	

	Financial spread sheets


	
	

	Customer account statistics form


	
	

	Organization chart


	
	

	Bio-data for

· All director other key Executive

· Head of operations
	
	

	Copies of all reports on site visits made during the last 12 months
	
	

	Valuations of securities offered 


	
	

	Memorandum/ Articles of association / Certificate of  Incorporation
	
	

	Business plan ( required for  start up company)


	
	

	Receivable Aging


	
	

	Stock/ Inventory Report


	
	

	Trade license


	
	

	Tax Clearances


	
	


14. Pending Item Checklist
List below any pending items requiring action on this loan application

	 Items
	Responsibility
	Due date
	Status

	
	
	
	


QUESTIONNAIRE

The following questions were asked to the Officers of the Bank:

1.
What types of credit Mercantile Bank is offering?

2.
What is the credit policy of Mercantile Bank?

3.
What credit guidelines does Mercantile Bank fallow?

4.
What is the lending process followed by Mercantile Bank?

5.
How a credit application is processed in Mercantile Bank?

6.
How a credit proposal is evaluated?

7.
What are the standards to evaluate a credit proposal?

8.
Which documents are required for the purpose of issuing a credit?

9.
Describe the analysis of a credit.

10.
What are the safeguards for issuing a credit?

11.
What are the positive parts of the process?

12.
What are the weak parts of the process?

13.
What are your suggestions to improve the service of the bank?

14.   What initiative you are taking to protect your bank when all your customers are in difficulties due to the Global Recession

15.   How your Bank is contributing to the whole economic development of the country.

The following questions were asked to the Credit Customers of the Bank:

1.
What credit products do you expect to receive from Mercantile Bank?

2.
How do you expect to receive your desired credit?

3.
What advantages have you enjoyed to receive credit from Mercantile Bank?

4.
What problems have you faced to receive credit from Mercantile Bank?

5.
How do you expect the credit appraisal method should be?

6.
What are your suggestions to receive the best service from Mercantile Bank?
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