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Executive Summary

Bangladesh Credit Rating Agency is a company which works for small and medium enterprise. This company is accredited by Bangladesh Securities and Exchange Commission (BSEC). This company gets permitted by Bangladesh Bank. They follow their own rule for ranking the other institution which is overseen by Bangladesh Bank. I have discussed BDRAL’s credit ranking process. Credit ranking is a crucial element for the financial industry, even for a country’s economic stability.
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Chapter One

Introduction










1.1 Economy of Bangladesh
Financial system of Bangladesh has grown 6% per year despite political flux, poor transportation, bribery, insufficient control supplies, slow implementation of economic reforms, and the 2008-09 global fiscal crisis and slump. More than half of GDP is engendered through the service sector. Rest half of Bangladeshis are in employment in the farming sector with rice as the single-most-important product. Item of clothing exports, the vertebrae of Bangladesh’s industrial sector and 81% of total exports, 19% of GDP. Steady garment export growth combined with remittances from overseas Bangladesh, which is totaled almost $16 billion and 14% of GDP, are the largest contributors to Bangladesh’s contemporary account remaining and record foreign exchange holdings.
Now-a-days Bangladesh has improved its financial condition though it’s GDP moving around 6.0. This is not an improving sign.
[image: Bangladesh GDP Growth Rate]
	Actual
	Previous
	Highest
	Lowest
	Dates
	Unit
	Frequency

	7.06
	6.56
	8.05
	4.05
	1994 - 2017
	percent
	Yearly


Figure 1.1: Bangladesh GDP Growth Rate




1.2 Contribution of Service Sector 
Bangladesh’s fiscal system is classified into three sectors. They are, the average involvement of service sector, industry sector, agriculture sector to the GDP are 50.33%, 28.44% and 22.52% respectively. So, the service sectors donate most of the development of nationwide fiscal system. 
[image: Bangladesh GDP From Community, Social and Personal Services]
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Figure 1.2: Bangladesh GDP from Community, Social and Services

Bangladesh GDP from Community, Social and Personal Services 










1.2.1 Credit ranking Service in Bangladesh
Credit ranking is a process for measuring the possibility of defaulters of any institution; credit rating agency is an institution where they measure the possibility of failure to pay of the debtor. Now-a-days Bangladesh has many credit rating agency which works for our financial economy.

1.3 Origin of the Report
To gather acquaintance and experience, I have to complete this project to fulfill the prerequisite of my BBA program at United International University which will be submitted to my highly regarded supervisor DR. Mohammad A. Ashraf, School of Business & Economics, United International University. 
1.4 Purposes of the report: 
· To be acquainted with about the credit ranking process.
· To be acquainted with the current market situation of BDRAL.
· To be acquainted with BDRAL’s customer services. 
· To be acquainted with the caucus of the segment.
1.5 Scope of the Report: 
This report has enclosed mainly the credit ranking methodology of the BDRAL. I attempt to give some recommendations regarding the acclaim ranking division in the BDRAL.



1.6 Methodology of the Report: 
The type of methods used in this testimony is mainly of an eloquent nature. The report has been written on the basis of crucial data and derived data. Both foremost and trifling data analysis were selected as the vital research method. 
1.6.1 Collection of crucial facts: 
 The crucial data has been collected from: 
· meeting some persons of the business. 
· countenance to face discussion with executive and staffs; 
· associated files and manuscript study  
· Gathering realistic information of executive. 
 1.6.2 Collection of derived facts: 
· By means of company’s brochure
· The websites used in case of facts compilation are revealed in insinuation. 
 1.6.3 Limitations of Report: 
I have faced some problems while preparing this statement. These are: 
·  Difficulty of available of Data
· Erroneousness of data 
· Apposite Information about Software

To collect apposite information it is very thorny about their using software.












Chapter Two
Prose analysis












2.1 Prose Analysis
Credit ranking history in Bangladesh is still at it’s near the beginning stage. The topic has been reviewed, with a view to safeguard the interest of the forthcoming investors, depositors and creditors and also the bank management as a whole for their overall performances in each pertinent area. 
 Banks are advised to take necessary measures. Banks should disclose their credit ranking in their published fiscal proclamation. BDRAL has its own strategy for ranking any institution. It grades any institution based on the probability of default. The institution have less probability of default, the ranking would be higher.











Chapter Three
Credit Ranking














3.1 Credit Ranking Definition
Credit ranking is a process for measuring credit risks of fiscal tool or a fiscal individual.
It is unwavering by credit ratings agencies. It corresponds to both qualitative and quantitative information for a company or government; including non-public information.

3.2 Narration of Credit Rating

A poor credit rating indicates a credit rating agency's opinion that the company or government has a high peril of defaulting. It is based on the agency's analysis of the entity's history and analysis of long term monetary prospects.

3.3 Different Types Credit Rating

3.3.1 Sovereign credit ranking 
Sovereign credit rating is the process of a country. Sovereign credit ratings give patrons insight into the level of risk associated with investing in a particular country, including its political risk.







Table 3.1: Country hazard ranking
	Country risk rankings (January 2016)  Least risky countries, Score out of 100 Rank
	Previous
	Previous Country
	Overall score

	1
	1
	Norway
	89.87

	2
	3
	Luxembourg
	87.29

	3
	4
	Singapore
	86.81

	4
	5
	Sweden
	86.81

	5
	2
	Switzerland
	86.78

	6
	6
	Finland
	84.54

	7
	7
	Denmark
	82.64

	8
	9
	Hong Kong
	82.43

	9
	8
	Netherlands
	81.82

	10
	10
	Canada
	81.82










The bench shows the ten least-risky countries for investment as of January 2016. Ranking is further broken down into components including political peril, monetary peril. Euro money’s bi-annual country risk index monitors the political and economic stability of 185 sovereign countries & results focus primary on economics, specifically monarch default risk and/or payment default peril for exporters.
A. M. Best defines "country hazard" as the risk that country-specific factors could unfavorably affect an insurer's aptitude to gather its fiscal obligations. 







3.3.2 Short-term rating 

The time horizon of one year or under is considered short term and anything above that is considered long term. Short term ranking is in contrast to long-term rating which is assessed over a long timeframe. 
3.3.3 Corporate credit ranking

Corporate credit ranking is an outlook of an autonomous agency regarding the probability that a corporation will fully convene its fiscal obligations as they move toward due.

3.4 The Raters

There are three top agencies that deal in credit ranking for the speculation world. These are: Moody's, Standard and Poor's (S&P's) and Fitch IBCA. Each of these outfits aims to provide a rating system to assist investors settle on the peril related with investing in an exact company, investing gadget or market. 

3.5 Ranking grade

Each rating agency has developed its own system of ranking sovereign and corporate borrowers. Fitch Ratings developed a ranking system in 1924 that was adopted by Standard & Poor's. Moody's grading is somewhat different. Moody's sometimes argues that their ratings embed a tentatively superior approach that unswervingly considers not only the likelihood of default but also the harshness of loss in the event of default. 
3.6 The Importance of Credit ranking Agencies 

Credit ranking agencies endow with investors and debtors with chief information regarding the creditworthiness of a personage, corporation, agency or even a monarch government. 
          i. Development of pecuniary market 
          ii. Credit ranking agency assist control pecuniary Markets 
          iii. Inference of hazard premium 
         iv. Enhanced simplicity in the acclaim market 
         v. Homogeny of the valuation method

3.7 Boundaries of credit ranking 

Some limitations of credit ranking are-  
· Ranking could be prejudiced depending on the relationship between the credit ranking agency and rated company. 

· Credit ranking requires a fine acquaintance about the rated company. Analyst needs to know about the company, once a company is rated by a fiscal analyst of a credit ranking agency and after that if that fiscal analyst switches his/ her job, new analyst faces a lot of troubles while performing scrutiny of the company.    

· Credit rankings are premeditated wholly for the rationale of grading compulsions according to their credit quality, they should not be used alone as a basis for speculation operations.



























Chapter Four
Credit Ranking Process in Bangladesh









4.1    Credit ranking Companies in Bangladesh
Table 4.1:  List of Credit Rating Companies 
	Sl. No.
	Name of the Company
	Date of Issuance of Registration Certificate

	[bookmark: _Toc526474224][bookmark: _Toc526475282][bookmark: _Toc526475540]01. 
	[bookmark: _Toc526474225][bookmark: _Toc526475283][bookmark: _Toc526475541]Credit Rating Information and Services Ltd 

	[bookmark: _Toc526474226][bookmark: _Toc526475284][bookmark: _Toc526475542]23/08/02

	[bookmark: _Toc526474227][bookmark: _Toc526475285][bookmark: _Toc526475543]02.
	[bookmark: _Toc526474228][bookmark: _Toc526475286][bookmark: _Toc526475544]Credit Rating Agency of Bangladesh Ltd (CRAB)

	[bookmark: _Toc526474229][bookmark: _Toc526475287][bookmark: _Toc526475545]14/02/04

	[bookmark: _Toc526474230][bookmark: _Toc526475288][bookmark: _Toc526475546]03
	[bookmark: _Toc526474231][bookmark: _Toc526475289][bookmark: _Toc526475547]National Credit Ratings Ltd

	[bookmark: _Toc526474232][bookmark: _Toc526475290][bookmark: _Toc526475548]12/06/2010

	[bookmark: _Toc526474233][bookmark: _Toc526475291][bookmark: _Toc526475549]04
	[bookmark: _Toc526474234][bookmark: _Toc526475292][bookmark: _Toc526475550]Emerging Credit Rating Ltd

	[bookmark: _Toc526474235][bookmark: _Toc526475293][bookmark: _Toc526475551]21/06/2010

	05.
	ARGUS Credit Rating Services Ltd.

	28/07/2011

	06.
	WASO Credit Rating Company (BD) Limited 

	19/02/2012

	07.
	Alpha Credit Rating Limited

	30/02/2017

	08.
	The Bangladesh Rating Agency Limited

	07/08/2012

















4.2    Profile of top two Credit Rating Agencies in Bangladesh

4.2.1   Credit Ranking Information and Services Limited (CRISL)
CRISL is the first ever joint venture ranking outfit operating in Bangladesh since 1995. It is a joint venture of JCR-VIS Credit Rating Company of Pakistan, Investment Corporation of Bangladesh and a host of celebrated professionals of Bangladesh. With an sanction from the Bangladesh Securities Exchange Commission (BSEC) under Credit ranking Companies Rules 1996, CRISL now emerging as the flagship institute of Bangladesh in the country’s pecuniary services segment. 

4.2.2   Credit Ranking Agency of Bangladesh Ltd. (CRAB)
Credit Ranking Agency of Bangladesh Ltd. is a civic limited group .It incorporated under the Registrar of Joint Stock Companies in August 2003 and received its diploma for beginning of business in November 2003. 
As the second credit rating company of the country, CRAB has already accomplished and is presently engaged in undertaking the rating of a number of instruments and entities in the areas of fiscal services, mechanized, real estate development, manufacturing and other services. CRAB has been involved in carrying out ranking of debentures, equity shares, bank loan portfolios; corporate governance and stakeholder’s worth adding up ranking. (About CRAB)













Chapter five

The Bangladesh Rating Agency Limited












5.1 BDRAL
[bookmark: _Toc474578375]
5.1.1 Backdrop of the Bangladesh Rating Agency Limited
BDRAL is an institution where provide service as ranking of any other company based on various analysis. Based on their decision bank take decision whether it provides loan or not.

5.1.3 BDRAL Vision, Mission, Objective & Slogan
Vision
“To endorse the national illustration in line with comprehensive menace supervision practices through unbiased, reliable and sovereign rating opinion for better fiscal management in the SMEs and fiscal sector of the country.” 
Mission  
“To afford their patrons with complete, precise, detailed and crystal clear credit rating opinion, in order to facilitate them to make sound speculation and lending decisions.”

“To sanction data transparency, persuade corporate lucidity and ensure corporate governance.”

“To provide comprehensive risk analysis tools required to make sound decisions in lending and investment.”

“To construct attentiveness on entire risk management practices in the pasture of credit risk management on a countrywide level.” 

Objectives

“To accomplish the credit rating of various debt instruments as Commercial papers, Bonds and Debentures, Islamic bonds, Preference shares, fairness instruments, Rights issue, reciprocated fund units etc.”

“To execute grading of various institutions as banks, non-banking fiscal institutions, indemnity companies, corporations, non-corporations, societies, trusts or folks or their clients for purposes requested clients or required by authorities.”
 
“To accumulate, process and offer information services in broad areas for the use of organization and clients at different levels.”
 
“To make available consultancy and suggested services in wide-ranging areas to our patrons at different levels.” 
Slogan

 “Healthier Insight – healthier Business”













5.2 The dealing Model OF BDRAL

The dealing model used by The Bangladesh rating agencies are predominantly involves two parties apart from the CRAs. These parties are: 
1. Issuers/clients of the credit rating agencies
2. The subsidize, usually the fiscal institutions including: banks, non-banking fiscal institutions, merchant banks, issue manager, donor organizations, and so on. 
                    

Usually, the CRAs entertain their rating coursework directly from the patrons. The intention of the patrons may vary depending on the reimbursement they expect to derive from getting themselves rated. However, because of triumph of BASEL II in Bangladesh, lucrative banks have a great interest in getting their borrowers rated by ECAIs. So, the providers of industry for a CRA are both the patrons and the lenders. Although homework can be received from both ends, the charge for such coursework is usually remunerated by the clients. 

On the other hand, the analysts of the credit rating agencies would necessitate large amount of in sequence regarding the business operation, fiscals, bank next of kin, and supervision of the issuer being rated. The in sequence is regarding these are provided by both the peer parties. A qualitative analysis of the rating model and its impact on the competence of the tribute rating is reported in a later part. 





5.3 BDRAL Board of Directors

Table 5.1: BDRAL Board of Directors

	Name
	Designation

	Mr. Raju Madani
	principal Executive Officer
Dun & Bradstreet South Asia Middle East Ltd.

	Mr. Saikat Mollah
	Provincial administrator
Dun & Bradstreet South Asia Middle East Ltd.

	Mr. Hasanuddin Ahmed
	Chairman
Dun & Bradstreet South Asia Middle East Ltd.

	Mr. Garnish Raman
	head director Officer
Dun & Bradstreet Technology and Data Services Ltd.

	Mr. Nimadi Bora
	major
Start Consult

	Mr. Salem R. F. Hussein
	administration Director & CEO
BRAC Bank limited

	Mr. Aril Khan, CFA, FCMA
	CEO & supervision Director
IDLC Finance Limited.
Ex-Commissioner, BSEC

	Mr. A F M Sharif Islam
	organization Director
National Bank Limited


[bookmark: _Toc474578380]








5.4 BDRAL Shareholding Position
Table 5.2: BDRAL Investing situation
	Name of investor
	% Of Shareholding

	1. Dun & Bradstreet South Asia Middle East Limited
	60

	2. BRAC Bank Limited
	10

	3. IDLC Finance Limited
	05

	4. Mutual Trust Bank Limited
	05

	5. National Bank Limited
	04

	6. Southeast Bank Limited
	03

	7. National Credit & Commerce Bank Limited
	03

	8. Eastern Bank Limited
	03

	9. Bank Asia Limited
	03

	10. Delta BRAC Housing Finance Corporation Limited
	02






                 


5.5 BDRAL’s foremost services

BDRAL tribute rating business provides many services beside the nonspecific service as a credit rating agency. Some services are: (information collected from MIS Department)

· BDRAL evocating
· BDRAL counseling
· BDRAL investigate




5.5.1 BDRAL evocating

 BDRAL provides poles apart type of evocating services. Some of them are:

· Small Enterprise evocating
· Medium Enterprise evocating

5.5.2 BDRAL counseling 

BDRAL provides diverse genus of counseling services. Some of them are:
· IRB execution
· Enterprise hazard organization

BDRAL investigate

BDRAL provides different nature of investigate related services. Some of them are:

· Economic investigate
· Industry investigate
· Specific investigate


a. Ranking Sketch

The Rating Sketch is a publication with the ratings assigned by BDRAL features:
· Rationales for Ratings assigned.
· Tribute the Symbols & Implications.
· Investors & Lenders.
· Fund managers and pecuniary analysts of investing institutions, also lending officers at commercial banks and sovereign lending institutions.
· Borrowers, treasurers, funding directors and other senior executives at issuing corporations, institutions and self-directed entities.
b. Ranking Services

In line with perceived market needs, BDRAL has developed highly specialized evaluation methodologies, which address unique, sphere specific supplies under the umbrella of BDRAL grading services. 

5.6 Chief Client

Major client of BDRAL

· Al-Arafah Islami Bank Ltd, bd branch 
· Mutual Trust Bank Ltd
· Boshundhara branch Bank Asia Ltd
· IFIC Bank Ltd
· Islami Social Bank Bangladesh Ltd
· Modhumoti Bank Ltd

5.7 BDRAL schooling Program

· Entrepreneurship expansion & control.
· Huddle based Skill expansion Program.
· Cluster based Technology expansion Program.
· Efficiency improvement program.





5.8 BDRAL Business convention of demeanor


· Employees will be forbidden from soliciting money, donations or nepotism from anyone with whom BDRAL does business and shall also be proscribed from accepting donations offered in the form of cash or any contributions exceeding a minimal pecuniary value.
· Subject to pertinent law, any Analyst who is involved in any delicate relationship that creates the latent for any real or evident argument of interest shall release such rapport to the apposite manager or compliance officer of BDRAL. 

5.8.1 BDRAL decent rules of demeanor

· BDRAL shall not have Analysts who are frankly involved in the rating process initiate, or assist in, discussions regarding fees or expenditure with any entity they rate.
· No ranking Committee member shall absorb you in or otherwise convince the willpower of a rating in a ranking committee for any finicky issue.
· The forecaster or a member of the Analyst’s instant Family Own Securities of any entity correlated to a temped entity, the ownership of which may grounds or may be perceived as causing a divergence of interest.




5.8.2 Commandment and strategy modifiable of BDRAL
Credit ranking agencies in Bangladesh has been guided by the “Credit ranking Companies Rules, 1996” enacted by Bangladesh Securities and Exchange Expenses through announcement. The basic picture of the law is endowed with below: 

 Eligibility for registration 
It is included as a population company under the Companies Act. It must have a paid-up capital of at least Tk. 6.00 million. 

 Acquiescence of ratings report to the Commission 
Every credit ranking business shall submit to BSEC a report giving such details of credit ranking for a quarter of the year in such form as may be mandatory by the payment by order in script, within fifteen days of the close of the quarter.


5.8.3 BDRAL conforms to IOSCO cipher rudiments

BDRAL Credit ranking is overseeing by the global association of securities expenses. All the rating agencies are to comprehend the code and accordingly BDRAL has also formulated its cipher of demeanor to make certain merriment of guideline.

As per IOSCO Guidelines, BDRAL always ensures the following due assiduousness:
· Quality and respectability of the ranking Process.
· Autonomy and conflict of Interest.
· Unambiguousness and suitability of Rankings Disclosure.

5.8.4 BDRAL ethics

Cooperation in obligation
BDRAL Modus Operandi patrons’ outstanding joint effort efforts in each and every reposition. 

5.9 BDRAL controller

· Bangladesh Securities & Exchange Commission           
· Bangladesh Bank “inner cache of Bangladesh”















5.10 Total Report History of Last 3 years:
June & December are the crest month for BDRAL. This Two month they get the highest number of report because this two month is closing month of bank and bank is the major customer of BDRAL.

Table 5.3: Credit Rating History 
	Year
	June
	December
	Yearly Total

	2016
	218
	298
	2215

	2015
	189
	306
	1573

	2014
	75
	287
	1089



                      
                   
5.11 ranking charge
Table 5.3: Rating Fee
	Loan Exposure
	Minimum Rating Fees in BDT
	VAT

	Up-to BDT 60 lacs
	9,500
	As Applicable

	Above BDT 60 lacs  and up-to 150 lacs
	12,000
	As Applicable

	Above BDT 2.00 corer and up-to 20.00 corer
	12,000 + 2000/ core
	As Applicable

	Above BDT 30 Cores
	95,000 + Negotiable
	As Applicable







5.11 SWOT Analysis

I have used SWOT analysis in order to analyze the client overhaul behavior. 

5.11.1 Strengths

· Immediate service: BDRAL gives very speedy service. Within one week they finished the description and delivered their clients.
·  Unswerving service: Their service very reliable because they try to collect information related of report from genuine source.
· Earliest Mover: BDRAL have the first mover advantage in SMEs credit rating. Easily BDRAL can clutch the SEMs credit ranking field.
· Highly professional staff: BDRAL staff is very proficient; they complete their office work by professional way, resourceful, capable and frank workforce in the office.
· Strong and dedicated officers: Their officers are very stanch. In December & June they do overtime office without extra payment and try to complete their targeted work.  
· Different types of services: DBRAL offer dissimilar types of service according to client demand.
· Experience management Team: BDRAL have very strong administration team. Their most of the member of management team are veteran.
· Service Precedence: They give their service first priority. Because they judge that good service will convey a good condition for them.


5.11.2 Weakness

· Lack of assurance among the examination officers: They offer variety service. They have lack of vow among the service officers.
· Time management: It is very tough to time management in the July and January. In this two month, they cannot distribute their report on time.
· Lack of trusty customers: They have many client but they are not loyal client for BDRL.
· Limited manpower: Their manpower inadequate. For this reason in July and January month they face very extra pressure.
· Lack of schooling facility: BDRAL have been deficient in of training facilities. They don’t arrange any training program for their new workers.
· Employee turnover is very high: Their salary range is very low. For this motive their employee turnover is very high.
· Lack of advertisement: They don’t have any proper announcement plan. 

5.11.3 Opportunity

· Advance technology: BDRAL can use highly developed technology for better service.
· Potential customer: BRAL have many potential customers. It is very big opportunity of BDRAL.
· Rating binding: Through Central Bank of Bangladesh law, Credit ranking mandatory for tribute facility user.
· Service quality: BDRAL can set new service quality goals for better service
· Decentralized service: DBRAL can diffuse every service; it will be helpful to afford better service.



5.11.4 Threats

· Competitor: BDRAL’s Number of opponent is very high, because BDRAL is the last credit ranking agency in Bangladesh. Already many credit ranking agencies earn prominence in Bangladesh market. 
· Profit Margin: Increased market rivalry may reduce profit margin.
· Competitor’s service: Some other competitor has better overhaul packages.
· Commission of Middleman: In the procedure of credit ranking there have many middle man like field visitor, marketing, banker etc. for every credit ranking report have to forfeit Commission this middleman.
· Price: Intense price war among entities operating in the analogous industry.












Chapter Six
SME Rating Methodology of BDRAL













6.1 Who are SMEs?
Accessible meaning of SME is voluntary by enhanced dealing argument and conventional as an identical one by Ministry of trade and Bangladesh Bank.
i. Small Enterprise:
Small Enterprise refers to the firm/business, which is not a public limited company complies the following criteria:
Table 6.1: Small Enterprise
	Serial No.
	Sector
	Fixed Asset other than Land and Building (Tk.)
	Employed Manpower 

	01.
	Overhaul
	70,000-60,00,000
	29

	02.
	Commerce
	60,000-55,00,000
	30

	03.
	Trade
	55,000-1,50,00,000
	65


 ii. Medium Enterprise:
Medium Enterprise refers to the establishment/firm, which is not a public limited corporation complies the subsequent criteria:
Table 6.2: Medium Enterprise
	Serial No.

	Sector
	Fixed Asset other than Land and Building (Tk.)
	Employed Manpower (not above)

	01.
	Overhaul
	60,00,000-10,00,00,000
	60

	02.
	Trade
	70,00,000-10,00,00,000
	70

	03.
	Operate
	2,50,00,000-40,00,00,000
	200




For the rated SME, a BDRAL SME Rating may help to: 
· Recover the soothe level with prospective/existing lenders.
· Consult enhanced terms on the basis of the applause quality reflected by the Rating.
· Trim down the time involved in obtaining loan approvals.
· Project a better image to prospective/existing trade partners.
· Carry out self-evaluation and take timely and counteractive measures for excellence.

6.2 Overriding Factors:

Few come across business with some pessimistic measures that get essential to be factored in formative the acclaim risk. Few paradigms for the same are as follows:
· Litigations
· Fire in premises.
· Audit report adverse comments.
· Statutory defaults.
· Family/Partners dispute.
· Field visits special pessimistic remarks alongside management.
· Adverse news about subject








[bookmark: _Toc526474236][bookmark: _Toc526475294][bookmark: _Toc526475552]6.3 Ranking Stricture

The BDRAL rating procedure involves pecuniary as well as non-financial parameters. The scalability and malleability of the algorithms guarantee the leeway of factoring-in future data                           enclosure. Thus, the model is forever up-to-date, ample, and ever embryonic.

[image: rating_parameter]



Source: www.bdral.com/rating/rating-process-flow

Figure 6.1: ranking stricture

6.4 Non pecuniary stricture

· Maneuver/ Business/Industry jeopardy investigation:
· Administration jeopardy investigation: 
· Credit Facility and Collateral Risk Analysis/ Financial Security Risk: 
· Other Factors











[bookmark: _Toc526474237][bookmark: _Toc526475295][bookmark: _Toc526475553]6.5 Financial Risk Analysis: 
[bookmark: _Toc526474238][bookmark: _Toc526475296][bookmark: _Toc526475554]BDRAL takes factors which are measured are listed below are collected form rating department-
I. [bookmark: _Toc526474239][bookmark: _Toc526475297][bookmark: _Toc526475555]Solvency Ratios
· Debt to equity 
· Debt to assets 
· Interest coverage ratio 
II. [bookmark: _Toc526474240][bookmark: _Toc526475298][bookmark: _Toc526475556]Liquidity Ratios
· [bookmark: _Toc526474241][bookmark: _Toc526475299][bookmark: _Toc526475557]Current ratio
· [bookmark: _Toc526474242][bookmark: _Toc526475300][bookmark: _Toc526475558]Quick ratio 
· [bookmark: _Toc526474243][bookmark: _Toc526475301][bookmark: _Toc526475559]Days sales outstanding
· [bookmark: _Toc526474244][bookmark: _Toc526475302][bookmark: _Toc526475560]Days Payable Outstanding
III. [bookmark: _Toc526474245][bookmark: _Toc526475303][bookmark: _Toc526475561]Profitability Ratios
· [bookmark: _Toc526474246][bookmark: _Toc526475304][bookmark: _Toc526475562]Quick Ratio
· [bookmark: _Toc526474247][bookmark: _Toc526475305][bookmark: _Toc526475563]Operating Profit Margin
· [bookmark: _Toc526474248][bookmark: _Toc526475306][bookmark: _Toc526475564]Return on Assets
· [bookmark: _Toc526474249][bookmark: _Toc526475307][bookmark: _Toc526475565]Return on Equity




IV. [bookmark: _Toc526474250][bookmark: _Toc526475308][bookmark: _Toc526475566]Activity Ratios/Trend analysis

[bookmark: _Toc526474251][bookmark: _Toc526475309][bookmark: _Toc526475567]i. Solvency Ratios

· Debt to equity = Total debt / Total equity
· Debt to assets = Total debt / Total assets
· Interest coverage ratio = Operating income (or EBIT) / Interest expense
[bookmark: _Toc526474252][bookmark: _Toc526475310][bookmark: _Toc526475568]ii. Liquidity Ratios
· Current ratio = Current assets / Current liabilities
· Quick ratio = (Current assets – Inventories) / Current liabilities
         = (Cash and equivalents + Marketable securities + Accounts receivable) / Current liabilities
· Days sales outstanding = (Accounts receivable / Total credit sales) x Number of days in sales
· Days Payable Outstanding = Average AP/COGS per day
            Average AP = (beginning AP + ending AP)/2
The lower the Cash Conversion Cycle the better. It varies from industry to industry.   
ii. Profitability Ratios
· Gross Margin = Gross Profit/Net Sales * 100
               Gross profit = net sales - cost of goods sold
This shows the average amount of profit considering only sales and the cost of the items sold. This tells how much yield the product or service is making without overhead considerations. As such, it indicates the competence of operations as well as how products are priced. Wide variations occur from industry to industry.                               
· Operating Profit Margin = Operating Profit / Net Sales * 100
             Operating income = earnings before tax and interest from continuing operations
This ratio indicates the profitability of contemporary operations. This ratio does not take into account the company's capital and tax structure.
· Return on Assets = Net Income / Assets * 100            
Return on assets measures how effectively the business produces revenue from its assets.
· Return on Equity = Net Income / Shareholder Investment * 100  
Return on equity measures how much a company makes for each dollar that investors put into it. You calculate it by taking the net income earned (NI) by the amount of money invested by shareholders (SI) and multiplying the quotient by 100.
iv. Coverage ratio
· Interest Coverage Ratio: Earnings Before Interest and Taxes (EBIT)/ Interest Expense
v. Activity Ratios/Trend analysis
Trend analysis for most companies involves the use of various fiscal ratios. 








Chapter Seven
Credit Rating Process of BDRAL










7.1 Implementation of Basel II 

These guidelines notify that BB suggests achievement of Basel II with the subsequent approaches: 

i)     Homogeneous approach for calculating RWA against acclaim hazard;
ii)    Homogeneous approach for calculating RWA against promote hazard; and
iii)   Basic pointer approach for calculating RWA against equipped hazard.





Table 7.1: Mapping of BB Rating Grade with ECAI Rating

	BDRAL ranking Scale
	BB SME ranking Grade
	possibility of Default for ME
	possibility of Default for SE

	ME 1
	SME 1
	0.00%
	0.00%

	ME 2
	SME 2
	0.16%
	0.24%

	ME 3
	SME 3
	0.26%
	0.34%

	ME 4
	SME 4
	0.36%
	0.44%

	ME 5
	SME 5
	0.46%
	0.54%

	ME 6
	SME 6
	0.56%
	0.64%

	ME 7
	
	0.66%
	0.74%

	ME 8
	
	0.76%
	0.84%







7.2 Mapping BDRAL’s Rating Scale with BB’s SME Rating Grade under Basel II:
Table 7.2: BDRAL’s Rating Scale with BB’s SME Rating Grade
	
BB SME Rating Grade
	
Score
	BDRAL Rating Scale

	
	
	Small Enterprise
	Medium Enterprise

	SME 1
	80+
	SE 1
	ME 1

	SME 2
	80-90
	SE 2
	ME 2

	SME 3
	70-80
	SE 3
	ME 3

	SME 4
	60-70
	SE 4
	ME 4

	SME 5
	50-60
	SE 5
	ME 5

	SME 6*
	<50
	SE6
	ME 6


      

7.3 ASIP Reports

D&B has adopted a phased loom in designing and deploying a state-of-the art rating infrastructure for BDRAL
7.3.1 Highlights of ASIP
· information ingress partition have been re-designed to enhance usability
· navigation is enhanced through a tab-based loom
· information fields can be added/customized to suit changing needs

7.4 Peripheral ranking commissions
BDRAL’s ERC panel is a combination of highly educated professionals like:
· Contemporary & former chairman & supervision Directors of different Banks
· Former Advisors of concierge Government of Bangladesh,
· Contemporary & former Deans of an assortment of reputed Universities in Bangladesh.
7.5 Compulsory credentials for SMEs Rankings

1. communication and commentary of alliance with Form X or XII/ business Details including-
· Products/services
· Date of Incorporation
· Date of Starting Operation
· Key Sponsors
· Relation among the sponsor
· Sponsors Details
2. Trade License. 
3. Credentials from Board of Investment or Related bureau. 
4. Nationwide ID Card.
5. Pecuniary statements: Audited (preferable) or Unaudited (at least 3 years and Unaudited   Account must be signed by Managing Director) with all footnotes.
6. List of Machinery – Name, Quantity, Origin. 
7. List of Supplier and Buyer Name.
8. Approve Letter with repayment schedule. 
9. Description of Mortgaged Asset in a Bank with Valuation and registry Document. 
10. Copy of insurance. 
11. Other Related Document, if have Taken Loan from any other FIs. 
12. Latest Tax and Vat Payment Related Document.
13. Experience and Educational Qualification of Proprietor.
14. Recent pecuniary Statements of other Company (Sister Concern) within the Group. 
15. Bankers privacy Report from Bank with seal & signature (mentioning the date) of the 
respective officer and Latest CIB Information from Bank. 



7.6 ranking procedure of BDRAL
Receipt of ranking request/mandate – The process is initiated when the SME or a bank on behalf of SME places a ranking request. 
BDRAL’s Credit Rating Process for SMEs Credit ranking 
Issuer borrower requests for credit ranking

Issuer/borrower pays ranking fee, signs rating agreement and submits required information



Ranking team assigned after corporate of conflict check


Ranking along with outlook and ranking rational disseminated and uploaded on ICRA




Analyst(s) process the information, undertakes plant or site visit as applicable, and has discussion with the management/banker/auditor or any other external entities as required.



Ranking assignment by the RC and communication to rated issuer/borrower

Analysis presented to ranking Committee (“RC”)

Issuer/borrower appeal against ranking
Ranking accepted issuer/borrower

	Yes
Yes
Yes



If the issuer/borrower do not provide acceptance after appeal, the non accepted ranking 
No


Non-accepted ranking with outlook disclosed on ICRA’s website

Rating kept under continuous monitoring until withdrawn


Figure Chart 7.1: Credit Rating Process of BDRAL



















Chapter Eight

Findings, Recommendation & Conclusion









8.1 Findings of the study

After the description about SMEs credit ranking process of BDRAL I have got some findings. Those findings are entirely from my personal point of view. Those are:
· As the clients provide the ranking fees for rating assignments, there is an opportunity that the client would try to influence the credit ranking assigned.
· The CRAs to attain and retain new clients may try to augment the credit ranking.
· The banks are the main users of credit ranking under the BASEL II guideline, who also provide business to the CRAs. As a result, the banks may try to manipulate the CRAs to get a higher credit ranking, which would result into lower capital reserve for the bank. 
· Unavailability of marketplace or industry information. 
· The operations of the BDRAL are computer oriented.
· Bangladesh bank credit ranking policies requires agency to set lending guideline which BDRAL does and reviews on annual basis.
· BDRAL has some particulars rules and regulations for credit ranking process. 
· Networking system in BDRAL is not upgrading. Network gets disconnect several times a day which cause delay in taken as a whole credit ranking process & other operations of the agency.




8.2 Recommendation

The Bangladesh Rating Agency Limited is one of the well-known ranking agencies in our country. From my little knowledge, it’s quite hard to give recommendation to such a well-established ranking company. Still from my learning and inspection, I am giving following recommendations for the improvement of the credit ranking procedure and operation of BDRAL-
· BDRAL should try to launch branches outside Dhaka to swell market size.
· BDRAL should try to collect dependable information to set up report.
· BDRAL should heighten employee training and other monetary facilities.
· BDRAL should compel to establish a separate body for monitoring credit ranking agencies.
· Government should make available clear and written “Code of Conduct” for the credit ranking agencies.
· BDRAL should try to reattempt to form an alliance to stop unfair pricing.
· BDRAL should adopt new and effective techniques to collect data from their clients and faster operation. 
· The network system of BDRAL should be upgraded and use strong security system in their software.




8.3 Conclusion

At last I say that, this moment Bangladeshi financial sector is facing a very tough time. CRA’s are also sufferers of it. As the government, has issued licenses, it should be their conscientiousness to safeguard these companies at hard-hitting times and in return these companies should operate for the sake of the average people of Bangladesh.
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9. Appendices
	Short Forms
	Abbreviations

	BDRAL
	The Bangladesh Rating Agency Limited

	BB
	Bangladesh Bank

	IRC
	Internal Review Committee 

	GDP
	Gross Domestic Product

	SMEs
	Small and Medium Enterprises

	CRAB
	Credit Rating Agency of Bangladesh

	CPV 
	Contact Point Verification

	FI 
	Financial Institution

	IPO
	Initial Public Offerings

	SECB
	Security and Exchange Commission of Bangladesh 

	NBFI
	Non-Bank Financial Institution

	MBS
	Mortgage Backed Securities 

	CRISL
	Credit Rating Information & Service Limited 

	GDR
	Global Data Repository 

	ECAI
	External Credit Assessment Institutions

	IOSCO
	International Organization of Securities Commission 

	ASIP
	APLAN Sentinel Integration Project

	SMERA
	Small & Medium Enterprise Rating Agency

	BLR
	Bank Loan Rating

	RC
	Rating Committee

	BSEC
	Bangladesh Securities and Exchange Commission

	CRA
	Credit Rating Agencies

	ADB
	Asian Development Bank

	CP
	Commercial Paper
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