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[bookmark: _Toc514536681][bookmark: _Toc490855861][bookmark: _Toc521809934]Executive Summary

Midland Bank Limited, also known as MDB falls under the private sectors of the commercial bank of Bangladesh. Besides providing all kinds of generic banking services to its customers like other commercial banks, it stands out for its unique and special package of various range of services, the clients can avail from. 
This study portrays a documentation of the opportunity of my practical experience at Midland Bank Limited that lasted over three months. Giving a picturesque description on SME Financing, my report delineates the scenario of the SME activities of the respective bank and provide comparative analysis on the SME loan with a local bank as well. Emphasis is also given on the process of Midland Bank Limited choosing both the clients and enterprises in the lieu of minimizing if not eliminating risks. 
Part A of this report is based on my internship experience along with the organization profile. Chapter one captured company overview, historic background of organization and company slogan including company’s mission, vision and with Dr. Michael Porter’s five forces model and SWOT analysis. Chapter two focuses on the task and responsibilities vested upon me and what this three months long experience taught me, while Chapter three refers some recommendations and observation on Midland Bank Limited. 
On the contrary, Part B covers the entire Research project being divided in four chapters. Chapter four comprehends the overall research method, having background of the study that includes sources of data, limitations, and overall process. 
While some theoretical background along with references have been explained in Chapter five, summary of the findings including the analysis of the major factors have been covered in Chapter six. Finally, Chapter seven is based on the recommendation of some factors for MDB which has been closed with the conclusion.
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[bookmark: _Toc521809937]Organization Profile

Midland bank limited (MDB) has anchored its presence as new generation private commercial Bank with a resolute to be “A Bank of Your Choice as an abiding corporate citizen well revered by the community.” The company was launched on March 20, 2013 under the Companies Act 1994 as a public company limited by shares for carrying out all types of banking activities with Paid-up Capital of Tk. 4,000 million. Certificate for Commencement of Business was issued to this Company on the same day and was granted license on April 9th, 2013 by Bangladesh Bank under the Banking Companies Act 1991 and eventually it commenced its Journey on June 20, 2013 at the Dilkusha Corporate Branch. All types of commercial banking activities including money market operation is believed to be carried out by this company. The speed of technology & centralized procedures, the wisdom of experts & the foresight of the board are aptly combined in MDB to propel it to heights of success across regions & beyond borders. Having originated from a single branch at Dilkusha, Dhaka, nearly 5 years ago, the Bank has been constantly stretching out its reaches & network that now include 24 Branches including 11 Rural Branches, 23ATMs, 01 Contact Center along with branchless automated touch-points on internet, mobile & globally accessible debit & credit cards. Headquarter of Gulshan, the bank undertakes foreign business through a global network of Foreign Correspondent Banks. Over a short span, it has successfully established rewarding partnership with large business, renowned corporates, small & medium enterprise (SME), AGRI farms & farmers as well as individuals from the retail segment. MDB is well positioned to become one of the country’s leading new generation Bank soon. Taken together with the whole nation, they want to grow and prosper. Objective, Mission, vison & other information collected from Midland Bank website.

[bookmark: _Toc521809938]Objectives of Midland Bank Ltd 

To find out the present marketing challenges of MDB & to develop understanding of marketing strategy in banking sector. 

[bookmark: _Toc521809939] Mission of the Bank 

• To continuously provide quality banking service with enhanced customer focus.
• To sharpen leadership with the standard of a learning organization well supported by the finest team of banking experts and professionals. 
• To maintain a healthy and diversified financial profile for inclusive economic growth. 
• To be a responsible social enterprise by effectively blending commercial accomplishment with social banking.

[bookmark: _Toc521809940]Vision of the Bank 

We seek to be the first choice of our customers as a distinct financial service provider, trusted, respected and valued by all stakeholders within the region and beyond pursuing an endless voyage towards excellence in every respect. 

[bookmark: _Toc521809941]Corporate Slogan

The corporate slogan of Midland Bank ltd is “Bank for inclusive growth”

[bookmark: _Toc521809942]SME Products & Services Offered By MDB

· MDB GREEN LOAN
· MDB DIPTIMOYI (WE)
· MDB BABOSHAY
· MDB ORJON
· MDB PRAROMVIK
· MDB NIRBHOROTA
· MDB NARI UDDOG
· MDB IT UDDOG
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[bookmark: _Toc519735630]Figure 1: Operational Network Organogram of Midland Bank Head Office

[bookmark: _Toc521809944]Five Forces Model

The very well-known framework, the five forces model of Michael E. Porter, analyzes and identifies five competitive forces for the strategic direction of management teams of a company. The five competitive forces that shape every industry helps to identify competitors, to determine strength, weakness and to develop strategies.
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[bookmark: _Toc519735631]Figure 2: Five Forces Model

Threats of new entrants: Since banking sector is more profitable, therefore it is hard for the new comers to enter in such sector. As more and more companies enter and compete for the same market share, profits start to descend. It then becomes necessary for the existing organizations to create high barriers to entry to prevent new entrants. Based on my research threats of new entrants is medium because the government just announced the arrival of 3 new banks. If anyone wants to start a new bank then he/she needs at least taka 400 crore and needs political support. The risk part is customer will not be too trust their money on such a new bank instead of well-known bank. However, these new banks will compete for the customers in a very saturated urban market which might increase difficulties for the existing banks.

Bargaining power of suppliers: Here, the main role player are the Depositors. The suppliers are customer deposits, mortgage securities, mortgage loans and loans from other financial institutions. Big amount depositors have strong influence in determining interest rate of their deposits. Bargaining power of suppliers for banking sector is low. Since Bangladesh bank imposes the regulation, banks’ branches do not get the all access of power and thus Head office controls the branches.

Bargaining power of buyers: The individual doesn't pose much of a threat to the banking industry, but one major factor affecting the power of buyers is relatively high switching costs. If a person has one bank that services their banking needs, mortgage, savings, checking, etc., it can be a huge hassle 
for that person to switch to another bank. To try and convince customers to switch to their bank, they will often times lower the price of switching, though most people still prefer to stick with their current bank.  However, every bank more or less is giving the similar types of loan service at similar interest rate, so we can say bargaining power of buyers for banking sector is low. Customers have no power to change the rules and regulation as interest rate and charges are always set by the bank.
 
Threats of substitutes: In banking industry’s largest threats of substitution is non-financial competitors. The industry does not suffer any real threat of substitutes as far as deposits or withdrawals, however insurances, mutual funds, and fixed income securities are some of the many banking services that are also offered by non-banking companies. There almost 30 non-banking financial institutions for example- United Leasing Company, Industrial Leasing and Development Company Ltd. (IDLC), Industrial Promotion and Development Corporation (IPDC), Lanka Bangla Finance Ltd etc. are the key players, they provide different types of financial products to customers like banks. On the other hand, we can say threat of substitutes for banking sector is low because the bank has huge demand for customers to fulfill their demand.

Rivalry among the Competitors: Nowadays banking industry faced highly competitive situation. The main reasons are the competitor banks who are almost equal or close in size and capability. We can say there are more than 50 commercial banks & almost 30 non-banking financial institutions in the market, which are constantly attempting to lure clients and increase market share. The banking competition is like a race. Banks are trying to provide both the best and fastest services for their customers. Industry rivalry is a great threat for Midland Bank LTD, because the existing banks in market are providing same product, loan, and deposit same as Midland Bank. For this reason, customers have so many options to invest their money and hence the level of industry rivalry is high.

[bookmark: _Toc521809945]Strengths, Weaknesses, Opportunities and Threats (SWOT)

SWOT analysis, as we know is a very important technique, or we can say a structured planning method, is used in understanding the Strengths and Weaknesses involved in a project or in a business venture, as well as identifying both the Opportunities open to it and the Threats it faces. With the help of this tool, companies are enabled to pinpoint both negative and positive elements that have a bearing on the viability of an organization. Midland Bank Limited, like any other organization, does have the above mentioned elements which are clearly analyzed in the following.



	Strength
	Weakness

	• Management & staffs are highly energetic, qualified and experienced.
• Wide product line.
•Good relationship among the officers & executives. 
• Their relationship with their customers is very strong. 

	• Limited promotional activities. 
• Because of shortage of spaces they have not any parking facility in most of the branches.  
• Few ATM booth.

	Opportunities
	Threat

	• They should increase ATM services. 
•For customer satisfaction improve parking facility.
• Increase promotional activities. 
• They can adopt technology from foreign bank to increase their technological skills.  

	• New banks are coming with new and innovative services. 
• Similar type of retail banking product is another threat for MDB. 
• Need more fund for Improving parking facility & Increasing ATM booth.
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[bookmark: _Toc521809947] Internship Position

As I am studying BBA in Finance, I decided to choose a bank (Midland Bank Ltd.) for my internship. So I was appointed as an Intern to the Dhanmondi Branch of Midland Bank Ltd on May, 2018 to work from 10 a.m. to 5 p.m. I was mainly there apportioned to work on General Banking. Subsequently, my emphasis were on SME Banking activities. However for a fresh intern, acquiring practical experience is necessary, therefore I worked in General Banking and side by side in Credit Department as well to have an overall idea on banking. 

[bookmark: _Toc521809948]Internship Duties 

From the beginning of the internship, the MDB Branch Manager suggested me to work at General Banking Division and then to Credit or SME Division. 

At General Banking Division 
• Fill up account opening forms for new clients and help them to understand terms and conditions unknown to them. If any customer fills the form by his/her own then my job was to check it and correct it where needed. 
• Confirm customer for their new cheque book by telephone. 
• Help customer to close account. 
• I did register entries that linked to the server as provided by the officers. 

At Credit Division 
• My job was to prepare file for applicants with the corresponding papers and help them to fill up it.  
• Contact with customers via phone for customer information. 
• I also written CIB (Credit Information Bureau) form.

The secondary sources are-
· Periodical published by Bangladesh Bank
· Annual report of Exim Bank Ltd
· The internet as general sources of information
· Various book, articles, compilations etc.
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[bookmark: _Toc521809950]Observation 

• The working environment was friendly. 
• They follow the effective business strategy to run their bank. 
• Very supportive in terms of solving any problems of their customer. 
• Both male and female employee work together No discrimination exists. 
• In this bank space are small so I have no specific desk for doing my work  
• The employee remains very busy regarding their work. Because of workload they can’t help the interns. 


[bookmark: _Toc521809951]Recommendation 

• MDB Dhanmondi branch is well known for internship purpose. However there is no separate desk for the interns and hence bank should arrange the internship desk for the interns where they can work at ease with full concentration.  
• Motivation is necessary in each and every aspects of life. Therefore in order to boost up the motivation of the interns a minimum amount of remuneration should be given to them. As a result, work satisfaction will rise and they will be highly encouraged and focused on the tasks assigned to them. 
• Customers must fill the KYC (Know Your Customer), TP (Transaction Profile) form properly.  
• The account opening forms must be filled up properly whether the customer is known or unknown.  • MDB should update some of their official tools and machine.
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[bookmark: _Toc521809955]Background of the Study
 
Business always very competitive and challenging. Business policies and strategies are also ever changing. At the current scenario of the economy of the world, all the banks particularly the ones that are commercial are referred to the blood vein of the economic system. Following the significant rise of the requirements of time all the commercial banks are placed for fulfilling the crucial part for a country’s development of economy in total. Financing in SME sector is treated as the significant issue regarding the development of different SMEs. At present time in the concept of banking, how to properly manage credit risk is considered very significant in the study of Bank or any financial institutions. According to this report, I will find out the actual practices of SME Financing with the credit policy guide line of Midland bank ltd also Comparison of Midland bank ltd performance with other banks in Bangladesh. This study will help to understand default loan reason & the issue of financing in this sector.
. 
[bookmark: _Toc521809956]Objective of the Report 

The given objectives were undertaken in this report:
 
• Comparing actual practices of SME Financing with the credit policy guide line of Midland bank ltd. 
• Comparing credit appraisal process of Midland bank with a local bank. 

[bookmark: _Toc521809957]Methodology 
This report had the requirement of primary data as well as secondary data and those are mentioned below.
 
• Primary Data Sources  
1. Interview of the SME Department employee 
• Secondary Data Source 
1. Official website of Midland ltd.
2. Credit appraisal Manual of Midland ltd. 
3. Local bank website.

[bookmark: _Toc521809958]Scope 

For the SMEs banking, at the same time financial services are very crucial. All the financial part are provided for one, so that the businesses can flourish. There are many SME business loans designed to help SMEs start and thrive. On the other hand, to all the financial institutes’ one of the most means for investing is considered to be SME loan. According to this report the policy for managing SME credit of Midland Bank is comprehended. It will also help to evaluate the SME sector of Midland Bank in comparison with other banks. 

[bookmark: _Toc521809959]Limitation of the Study 

Although I had a wonderful chance for being able to be an intern at Midland Bank Ltd for my research work, I did face some hurdles in the preparation of this piece of work. Such as- 

• Working for only 3 months was not enough for doing research to build this study work. 
• Some among the relevant papers and documents were strictly prohibited. 
• Non-availability of the most recent update necessary information.  
• All the employees turned out to be very helpful but were subjected to lack of time due to their busy schedule. At the same time lack of experience has also acted as constrains for the exploration of the topics
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[bookmark: _Toc521809961]Literature Overview 

Not only in the sectors of economy but also in the fields of research of our country including the entire world, has SME financing held great value and significance. SMEs in Bangladesh are comprised of Cottage, Micro, Small and Medium enterprises. For turning our country to a middle-income country by the year 2021, the current government has recognized SMEs being as influencing sector. To Improve SME financing banks as well as nonfinancial company both need to come forward. According to Ahmed (2004) being unable to get into finance stands becoming a crucial reason for the SMEs not being successful in recognizing their true abilities during the introduction period. Another big shortcomings faced by every SMEs in Bangladesh is not being able to gather sufficient funds for operational works or the investment money itself. 
How most of the SME owners have to go through a vigorous process while they need loans from banks has been documented in one of their editorials (2006) by The Daily Star. The banks and financial institutions perceive SME financing as risky investments. In order to compensate the risks of portfolio, they have set interest rates comparatively more than others. During the aforementioned circumstances, even the measures taken by the central bank might not be successful. Such a scenario has been portrayed by Fuad Hasan (2014) where he discussed ho Bangladesh Bank couldn’t be successful.
Recognizing SMEs as the backbone of the economy, the present Government of Bangladesh announced SMEs as a priority sector for sustainable economic growth. It has been decided by the banks to charge all the SMEs 20 percent on the loans that were given in the year 2017 and to increase it to a rate of 25 percent by the year 2021. According to another editorial (2017) of the Daily Star, minimum of 50 percent should be applied to all the cottage, micro and small enterprises for this reason. 
According to Brac Bank’s managing director, Selim RF Hussain, more years will be required for raising the SME lending to a rate of 20 percent of the entire portfolio following the revised schemes and policies. It was also mentioned by him how Brac Bank being SME oriented was by then undertaking all the rules of this policy. Sufficient help from the central bank will be required since it is not going to be a cup of tea for rest of the banks to reach this goal so easily in a matter of time. He also added that as a new bank, Midland Bank performance growth in SME financing is growing day by day and they provided full range of banking services to everyone including individuals, entrepreneurs, both small and medium sized enterprises as well as corporate customers. 
In Dhanmondi branch the total account of SME loan is 88. In future they expect that this company will full fill its goal to be top in SME service. 
I tried my best to make sure that all the relevant theories of different researchers having various approaches in viewing this topic to be included in this literature review for having better comprehension of this research work.

According to the census of Bangladesh Bureau, Md. Shamsul Alam, in 2006 reported that those enterprises that have 10-49 employees are considered to be “Medium” industries and on the other hand those have 50 employees or above are said to be “Large” industries. All the other companies of the industries as well as cottage industries are categorized in the category of “Small” industries.
 
After that, on the basis of the definition of European Union, Bangladesh Bank has reconstructed the definition as per the National Industrial Policy Order 2010-
saying that those companies that employ 10 to 250 employees and have a total of yearly turnover and financial position as or more than 10 million euro are said to be MSME (micro, small and medium sized enterprises), reported by Md. Shahnur Azad Chowdhury in 2013.
 
	Sector
	Manufacturing Industry
	Service / Trade Industry

	Medium Industry

	Assets
	BDT 100 to 300 million
	BDT 10 to 150 million

	
	Employee
	100 to 250 workers
	50 to 100 workers

	Small Industry
	Assets
	BDT 50 to 10 million
	BDT 5 lac to 10 million

	
	Employee
	25 to 99 workers
	10 to 25 workers
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[bookmark: _Toc521809963]SME Banking of Midland Bank Ltd 

Creative thinking and entrepreneurial ideas are encouraged widely by the MDB firm commitment. In this bank right now there are 10 product of SME which suit customer needs & in their strategic action, they are giving priority to developing MSMEs placing special attention to extending ﬁnance to manufacturing sector with newer product. From annual repot 2016 it declares that, a total of 324 SME entrepreneurs were extended BDT 2,187 million in loan.

[bookmark: _Toc521809964]3.2 Target Sector of SME Loan

SME has divided the segments into three different categories of industries, such as: Manufacturing, Trading and Service.






Disbursing of loans in different sectors are not the same. Thus various strategies of disbursing the loan are implemented both before the loan and as well as after the loan. For attending all the customers of different varieties they make sure the marketing officers are selected by the best recruitment process.. In Dhanmondi branch they mainly handle MDB BABOSHAY which is a trading sector product of SME. Because trading sector has significant role & high potentials for banks’ lending business. There 88 number of SME loan from this sector.





[bookmark: _Toc521809965]The SME (MDB BABOSHAY) Credit Cycle Works Is as Follow















• Documentation Team: This Team Checks documents to rectify any related deficiency. 
• Disbursement Team: This team does activities related to loan disbursement. 
• Monitoring and Control Team:  Their work is to analyze and assess the files of loan. They also work for risk reduction. Submitting the reports to the Bangladesh Bank by preparing it, complying both internal as well as external audit after collecting reports of CIB from them are some of the activities of this team. 
• Repayment Team: Collection of all the SME loans that have been repaid while issuing of loan account, rescheduling or closing it are the work of repayment team.
 
[bookmark: _Toc521809966]Determinants of loan amount  

• For working capital finance, maximum up to 75% of the net required working capital or 85% of the sum total of average inventory and regular receivables whichever is less in number may be financed. 
• For fixed asset finance, maximum up to 93% of the cost of fixed assets may be used for funding. 
• Against FDR, Deposit Scheme/Deposit account balances with MDB, maximum 90% of the FDR/ deposit account balance may be extended.  
• For work order finance, maximum 70% of the work order value may be financed. 
• On the other hand, the amount of loan may be decided based on the nature of security and banker customer relationship. 
For all cases, loan size is subject to repayment capacity in terms of cash flow and value of collateral security (where applicable). While financing through linkage/intermediary/agent/contract farming/group financing etc., Bangladesh Bank circulars/guidelines in this regard to be followed accordingly and permission, where needed, to be obtained from Bangladesh Bank. Preference will be given where there is scope of cluster based financing through NGO linkage. While souring and financing of clusters, list of the potential clusters as mentioned in Bangladesh Bank SME Credit Policies and Programs guidelines may be followed.
       
[bookmark: _Toc521809967]Credit Risk Grading Analysis 

There have 5 Major component risks % in CRG-
[image: ]
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	Good
	85+

	Acceptable
	75-84

	Marginal/watch list
	65-74

	Special Mention
	55-64

	Substandard
	45-54

	Doubtful
	35-44

	Bad and Loss
	(below 35)




[bookmark: _Toc521809969]Steps of Borrower Selection in MDB


	Particular
	Detail

	Character
	Business behavior of the client, others loan if client taken. CIB report from Bangladesh bank verifying the loan detail the client has taken from MDB or other banks.

	Experience & Age of Business
	2 years should be the minimum business age. Superior service and benefits can be availed if the age of business is more than years. At least 2-year experience in any kind of business.

	Capital
	Client’s net worth in the business. How much capital the client invested in the business its gives an overview of the client’s recovery capability

	Condition
	Business condition in the market for which the client is asking for loan. If the industry condition is good it indicates the success of the business. If the condition of the business is bad then the recovery chance reduces.

	Capacity
	Income expense ratio analysis of the client gives the recovery capability of the client.

	Collateral
	To recover the loan, need to verify the collateral. If the collateral has no legal barrier then recovery will be easy.




[bookmark: _Toc521809970]Several Documents to Verify the Prospective Clients

Documents along with the banks standard loan application from dully filled up to be obtained from the client. Branch/Head office RM shall verify all documents &sign mentioned their name &designation. The documents are- 
 
Necessary Documents

	Trade License
	CIB (Credit information Bureau)

	TIN certificate
	CRG (credit risk grading)

	NID
	Visit/call report

	Financial report of firm (minimum 3 year)
	Surveyor report of mortgage property

	Credit Application
	Net worth

	Business supportive paper
	Lawyer’s legal opinion.

	Security, utility, land related papers
	KYC & TP has taken while opening account




Optional Documents


	Documents
	Exception   

	Bio data mentioning educational experiences
	If CRO wants to verify his educational background for some query

	Business is stock related need to give a stock report
	Those business where product kept in stock like fruit, fish

	NOC / license from competent authority  
	If relate with any government office

	Rent, lease agreement, profession deed for business go-down, factory, warehouse etc.
	If the business is in lease or rent by owner other party (client) operate the business

	Registered partnership deed, partners document (NID, T/L, Tin)
	When the business is in partnership. Sole proprietorship does not need this deed

	Passport copy/ Birth certificate
	For more security bank ask for this document

	Copy of Utility bill(gas/electric/telephone)
	This taken as address verification




[bookmark: _Toc521809971]Term and Conditions of MDB BABOSHAY Loan

The given terms and condition must be followed by the respective borrower in order to get loans from MDB- 
• Every borrower including individual and enterprises must undergo some selection requirement process.  
• The value of the loan amount that can be sanctioned ranges between Tk. 10 lacs to 1 crore  
• Tenure of the credit loan: maximum up to 5 years; Age of client: 21- 60 year 
• Repayment of the loan taken: On the basis of interest, loan can be repaid by paying in installment every month. 
• Security requirement: above 10 lac collateral Security mandatories. Insurance coverage @10% above the loan amount in short, required and sufficient collateral and different securities according to the policy of the bank must be provided by the client. Need guarantor documents with insurance copy. 
• Account open for loan: On the basis of the existing bank and branch that already has the SME account, a bank account needs to be opened by the client. Having the titles such as: Banks name, Branch’s name, Account name, Borrower name, with the help of the account by account payee cheque disbursement shall be made to the clients who are officially approved by the bank.  
• No matter what the date of disbursement is, the loan will be perceived starting from the very next month. This should be done through the account payee cheque in support of MDB A/C along with its name and its branch’s name on it.   
• Finally before disbursement of any loan, the respective client should provide an account payable blank cheque as well as other needed securities in favor of Midland Bank Limited.

In order to make Lending Decisions for SME, the given Principles of Credit are the most ideal Reference Points - 

• The customer’s character for integrity needs be analyzed and his/her inclination to repay  
• When the clients have the capacity to pay back, only in that case they get to borrow. 
• Arrangements should be made in case default. 
• When the clients know how to manage risk, in that case credit can be extended. 
• Sensibleness and sound judgement should be applied in conjunction with assessment and credit analysis. Simply depending on customer’s status/reputation or any other officers’ recommendation may lead to wrong decision making. 
• Business ethics must me followed in every activities. 
• The risk of credit must be managed, identified and communicated in the most effective and efficient way. 
• Optimize risk and reward by striking a suitable balance between risk and reward.

[bookmark: _Toc521809972]Growth in the Business Divisions of MDB
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The year 2016 brought about huge growth in SME of MDB. As the bank began its operations in late 2013, this was expected. Although the growth rate declined in the subsequent year, the bank still managed to sustain at least a 100% growth rate in the retail. The growth rate shows that in 2014 the business is very good stage but in 2015 the performance is quite down in especially in SME sector.

[bookmark: _Toc521809973]MDB Financial Performance in Credit Quality
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The non-performing loan in very high compare to previous year which is a concern for bank. Nonperforming loans are a burden for both lender and borrower. So Mid land have to be more careful in terms of disbursement the loan & also in term of in approval loan. The amount of 2017 doubtful amount is BDT 47,589,318 & Bad-loss is BDT 368,502,390.  
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[bookmark: _Toc519735632]Figure 3: The nine banks Defaulted loans
Defaulted loans in nine newly-established banks increased by 782.74 per cent to BDT 392.29 crore in the first half of this calendar year (NEW AGE BD, 2018). The BB official feared that the defaulted loans at the nine new banks might increase more in the coming days if the banks did not comply with the central bank’s rules while disbursing loans. According to him to make sure the new banks abide by the schemes and policies extra concern should be given to them by the central bank. This will result in classified and defaulted loans avoidance. The total loans that were defaulted in the sector of bank turned to increase to BDT 63,365.28 crore as of June 30, 2016 from BDT 51,371.22 crore as of December 31, 2015.

[bookmark: _Toc521809974]Bangladesh Bank Refinance Scheme

To make sure all the SMEs Enterprises reach the peak of success, different programs and policies have already been under taken by the Bangladesh Bank. ADB, IDA, JICA along with Bangladesh Bank got the opportunity for developing the sector of SME as they funded the Refinance scheme. To make sure SME sector flourishes, it is vital to get into finance. If the interest rate increases, objections regarding this might come from entrepreneurs. Sufficient funds accessibility is a major thing while the increase of the interest rate can stand as an obstacle. With the help of refinance window, Bangladesh Bank makes sure that all the banks are devoted to make the path of SME credit easier and smoother. Bangladesh Bank has disbursed loans amounting to BDT 5,831.39 crore as of April 30 from its 7 refinance schemes for the country’s disadvantaged entrepreneurs, which has played an important role in raising the capacity of small and medium enterprises. The 7 schemes are worth BDT 3,203.26 crore, but clients have so far got loans amounting to BDT 5,831 crore from the programs as 5 of the schemes are revolving fund in nature. An official of BB told New Age on Thursday that the maximum number of customers have taken the credit from the schemes with a lower interest rate of 8 to 9 per cent that has enabled the entrepreneurs to open new businesses or to expand the existing ones.  The disbursement of loans by the central bank is made by adding 3 to 4 percent on the interest rate of 5 percent. The BB is now operating seven refinance schemes under its SME and special programs department. The refinancing amount is 9 percentage in Midland bank. In Midland bank the total SME Women Entrepreneur’s refinanced was BDT 40,400,000 crore for 30 September, 2017.

[bookmark: _Toc521809975]Comparative Analysis of SME Loan Requirement Process with Brac Bank

	Particular
	BRAC
	Midland

	Enterprise selection
	The business must be in operation for at least 3 years. All document must be legally registered.
	For loan minimum age of the business to apply is 2 years. Startup business may be given preference.

	Client eligibility
	The age limit is 21 to 60 years (applicable for sole Proprietorship)
	The age limit is 21 to 60 years (applicable for sole & partnership)

	Security requirement
	If it is an unsecured loan than bank offer loan without any collateral.
	Above 10 lac collateral Security is mandatory. Insurance coverage @10% above loan.

	Guarantor requirement
	2 guarantors are required. (blood related & the other must be business related)
	3 guarantors if necessary (blood related, business related& repayment security guarantor like insurance)

	Review of KYC & TP
	Know your customer (KYC) & transaction profile (TP) this two-form update before loan process.
	Midland offer this from while opening the account & update the TP after disbursement.

	Monitoring System
	Follow up on the businesses of all the clients will be done monthly by the CRO.
	In Mid land the monitor process is same as Brac but there is no time limit.

	Approve loan
	The loan can approve up to 5 lacs in branches. Above 10 lac they need permission from head office.
	The loan can be approving up to 10 lacs if the customer has a good relationship with bank they can provide loan but above 15 they need head office permission  





[bookmark: _Toc521809976]Findings

Midland Bank Limited tries to give the best customer support, the must improve in some side to compete other bank of the same generation such as the way- 
• The process of decentralization has becoming extinct in Midland bank. Following centralization, makes them go through a time consuming procedure where the head office analyzes the necessary documents. 
• The follow up on the utilization of loan requires sufficient time which the CRO of MDB does not have in his clock as each one has his own personal objective to meet up. 
•The main role player of SME banking division are the CROs, however the preparation ground for them is not enough and also the remuneration they get is unsatisfactory. 
• If we see the growth graph of Midland Bank Ltd, then we will get to see a huge progress even if they are lagging behind in increasing the Portfolio of SME in comparison with other banks. 
• The market of SME is very much challenging which might make MDB to fall behind other banks. However having skilled SME team and man power, MDB would be able to overcome this and get success in the near future. 
• To be fully veteran in the field of SME credit, Midland requires 21-60 years of entrepreneurial age. Those who are new as entrepreneurs, chances of default is high. However those who have gained experience are likely to be prompt in making the repayments right on time to their customers.  
• Disbursement of SME loan does not require bookish knowledge, rather practical experience is highly essential here. This is because those who are involved in businesses like whole or retail, are not highly educated. 
• Bangladesh Institute of Bank Management (BIBM) mentions that Default loans in SME financing have been increasing day by day, so focusing on KYC & TP is a must in order to overcome this problem.
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[bookmark: _Toc521809978]Recommendation

According to this report for building up both the credit management and appraisal system in a better and productive way, some steps directed to development can be taken into account. For facing all kinds of challenges and being able to avail any possible opportunity, this added steps will play the role as a catalyst. Not only that, it will improve the current credit management and appraisal system cutting all the short-comings. Such as: 
• Since SME market is highly challenging, those who are involved in this activity are thriving hard to allure clients by reducing the interest rate; like for example, some banks have lowered their interest rate to 12-15 percent. Therefore, Midland Bank in comparison to its competitors should lower their interest rate too so that they can sustain in this field and go further.
• SME unit office waits for closing confirmation from head office because they cannot disburse the repeat loan until getting the closing confirmation from head office. So, MDB’s head office should give closing confirmation with shortest possible time. 
• Midland Bank should recruit experienced employee in SME banking division. The reason is that, higher the effectiveness and efficiency of the employees, better the performance of the organization. 
• Failure to repay the loan has a direct connection with the lobbing in the managing system. The bond they share has a huge importance though its effect is not. To resolve this, the rules and regulations of the bank, must be followed but every top-level employees since the issue is inside the bank. No unethical activities should be encouraged for the sanction of the loans to the borrowers and they should make the correct use of the power vested on them.
• Midland Bank’s SME product needs more detail with explanation so that customers who are uneducated or don’t understand banking process can easily adapt. 
• MDB should build and maintain a diversified credit risk portfolio to avoid risk concentration and to ensure better liquidity management. 
• It would be hard for MDB to keep the highly skilled and experienced workers in employment if they do not raise the salary and reimbursement packages for those who are involved here and do the management in the low and mid-level.
• The power system and internet connectivity should be properly monitored by every branch of MDB in order to overcome and reduce the service down time.

• MDB needs to deliver rapid client service in order to escape chaotic situation. In that case they might hire more staffs according to the demand of their customers.




























[bookmark: _Toc521809979]Conclusion

This report clarify that Midland bank follows the manual strictly. As a new bank, Midland performance is good .MDB try to full fill all the requirement of Bangladesh bank. The growth in SME is slow but as new in market it’s acknowledged by others because of its service. Bangladesh Institute of Bank Management (BIBM) chief says Default loans in SME financing has been increasing alarmingly in commercial banks the reason is bankers did not maintain rules and regulations while disbursing and recovering loans. The impact of the failure to repay the loans is not much significant due to the recent establishment of the organization, MDB.  Though this issue will start hampering both the bank as well as the community with the increase of the age if the bank. Thus skepticism should be avoided and this problem should be taken into consideration so that MDB can tackle it. Goal-centric attitude should be followed and they must know about all the recent occurrences going on in the bank. A quite keen look must be kept on their competitors and examine all their tactics as well as the ongoing trends. Rather than worrying about the faults that occurred. MDB should be more focused on accepting any defeat and take necessary steps in overcoming them. Thus MDB will be successful in contributing towards the economy as well as the society.
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Client’s Eligibility Criteria

Business eligibility 

 Tenure of business: The businesses must be profit making going concerns that has existence of at least two (2) successive years of existence having capability to repay loan; Start-up business may be given preference, if the business has good potentiality and sponsor/s have wide experience in the same line. 
 Nature of business: Any business/trading enterprises;  
 Legal form of business: a) Sole Proprietorships, b) Partnerships, c) Private Limited Companies; d) Joint Venture Companies; e) Other Organizations formed under Societies Registration Act., The Trust Act., Voluntary Social Welfare Agencies Act., Companies Act. Or Co-operative Societies Act. to be treated as special segment, if engaged to promote the target customers either directly or under linkage program. Under cluster and group approach of lending, individual entrepreneurs are eligible for the loan.  
 Women entrepreneurship: The women entrepreneur/s must possess 50% of total shares for partnership or private limited company. 
 Business location: Anywhere in Bangladesh. Owner/s eligibility 
 Nationality: a) Bangladeshi by born b) Foreign origin Bangladeshi citizens having valid papers, c) Foreign citizens jointly with Bangladeshi nationals in case of joint venture projects; 
 Experience: Experience of at least two (2) years is required for the proprietor/managing partner/managing director involved in any kind of business. In order to commence a business and personal entrepreneurship, the one should gain practical field knowledge and training in the respective area; 
 Age: 21 to 60 years at the time of application; (applicable for sole proprietorship and partnership firms) 
 Employment: Any client involved in government affairs is not allowed to get this SME facility. Those employees who are engaged in autonomous bodies or private organizations or semi-government organizations submit NOC, then only those employees are qualified for this loan.  

Other criteria 
 
 The borrower shall have legal capacity and all necessary right, licenses, and interest to enable it to continue its business;  
 Prospective entrepreneurs/ business owners will be those who are not involved in any activity subversive of law or of discipline;

Security Requirements

A) In case of Term Loan (TL), collateral security is not mandatory upto the amount of 10 lac, as per Bangladesh Bank rule for SME financing 
B) For Term Loan (TL) above Tk. 10.00 lac and Revolving Loan (RL) for any amount, collateral security is mandatory, usually registered mortgage with registered power of attorney in case of landed property security. FDR or any other quasi-cash instrument as per Bangladesh Bank rule may be taken as collateral security instead of landed property keeping sufficient margin. Collateral security partially covered by land and partially by FDR and quasi-cash instrument is also acceptable. 
C) Other common security requirements are as follows: 
a) Hypothecation of stock-in-trade, plant, machineries & equipment.  
b) Hypothecation of receivables, advance payments, furniture & fixtures and other floating assets. c) Assignment of work order by the work giving agency duly authenticated by bank’s RM. 
d) Lien of financial instrument duly discharged by the instrument holder and authenticated by bank’s RM 
e) Personal guarantee(s) [1st party] of the sponsor/owner(s) of the business. 
f) Personal guarantee(s) [3rd party] of spouse/parents/other family members of the sponsor(s)/owner(s) [In case of limited companies, personal guarantee(s) from parents/other family members’ is not mandatory.] 
g) One 3rd party personal guarantee from other than spouse/parents/other family members (applicable for collateral free Term category of Loan). 
h) 3rd party personal guarantee from 3rd party security holder/owner 
i) Social Guarantee/Repayment Guarantee/Corporate Guarantee (where necessary and available) supported by resolution 
j) For Term category of Loan (TL): 03 postdated cheques (PDCs) covering all installments amount along with one undated cheque (UDC) covering the total loan amount to be obtained. For revolving category of Loan (RL): only one undated cheque (UDC) covering the total loan amount to be obtained. 
k) Charge with RJSC in case of limited companies. 
l) Insurance coverage @ 10% above the loan amount.  
m) Other security, where necessary.

Criteria for Collateral Security

 Landed property which will be taken as collateral security should be high land, well demarcated and connected by wide road having good marketability. Agricultural land may be taken as security provided the land is fertile and marketable which will also be demarcated by RCC pillar displaying signboard mentioning the owner’s name and land schedule with area of land. Property title to be clean and possession held by the mortgagor/owner of the land. 
 Security coverage should be adequate enough to cover the loan. Rural homestead will not be taken as collateral for mortgage.  
Any security already charged/landed property mortgaged with MDB against any loan may be taken as security for another loan provided that the security has adequate coverage/margin against the total loan exposure (including existing and proposed loan). 
 Landed collateral is acceptable for mortgage subject to favorable legal opinion regarding acceptability of the property from enlisted lawyer and valuation by enlisted surveyor of the bank.  Any Financial Instrument to be taken as security to be permissible for lien as per Bangladesh Bank circular. 
 2nd charge is not allowed on properties mortgaged with other Bank. 
 In case of work order, the work giving agency should have good reputation for payment.



Loan Documentation Checklist

Loan documents (as applicable) must be obtained before disbursement of the loan as per check list as below. Sanction Letter and Charge Documents to be as standard format of the bank vetted by lawyer. Mortgage documents to be created by bank’s panel lawyer. Other deed/agreement where necessary to be created/vetted by bank’s legal advisor. A satisfaction certificate to be obtained from the lawyer to ensure perfection of documentation.

1.  Sanction Letter duly accepted by the borrower 
2.  D.P Note/Joint & Several D.P Note (for partnership firms)  
3.  Letter of Arrangement 
4.  Letter of Continuity (applicable for revolving type loan only) 
5.  Letter of Undertaking 
6.  Letter of Disbursement (applicable for term type loan) 
7.  Letter of Installment (applicable for term type loan) 
8.  Letter of Authority 
9.  Letter of set-off 
10.  Loan Agreement drafted/vetted by bank’s enlisted lawyer 
11.  Original copy of the Board Resolution to avail the loan from MDB authorizing the person/s to execute necessary documents on behalf of the company/organization in case of limited company, NGOs or other organization. 
12.  Agreement by Partners to Borrow in case of partnership firm 
13.  Letter of Hypothecation of Book Debts & Receivables, Advance payments etc. 
14.  Irrevocable Letter of Authority to Sell Hypothecated Property 
15.  Charge with the registrar of Joint Stock Companies & Firms (for limited company) 
16.  Personal Letter of Guarantee (1st party from owner/s of the business) 
17.  Personal Letter of Guarantee (3rd party guarantor in case of 3rd party security) 
18.  Social Guarantee/Repayment Guarantee/Corporate Guarantee (where necessary and available supported by resolution). 
19.  Standing Order to debit the client’s Current Account (MDB Abiram) with the branch for realization of loan installment/s. 
20.  Letter of Lien/Assignment (where necessary) 
21.  Registered Mortgage, Registered Power of Attorney and Affidavit in case of mortgage of landed property drafted by bank’s enlisted lawyer along with legal opinion.  
22.  Insurance Policy, where applicable  
23.  Post & Un-dated cheques along with Memorandum of Deposit of Cheques 
24.  Other documentations, if necessary. For details, enclosure checklist of policy guidelines for SME financing as formulated by Bangladesh Bank may be followed. For financing under intermediary/agent/contract farming approach, profile and relevant documents of the intermediary/agent/contract farming organization/company to be obtained. In case of wholesale credit under linkage program, documents checklist as stipulated in MDB NGO Link may be followed as standard.  

Criteria for Personal Guarantee

	


Personal guarantee  (1st party/business owners)

	Personal guarantee (1st party/business owners) a) In case of proprietorship concern personal guarantee of the proprietor to be obtained. b) In case of Partnership firm personal guarantee to be obtained from each partner of the firm. c) In case of Private Limited company personal guarantee to be obtained from each director including Managing Director & Chairman of the company.  d) In case of any organization personal guarantee to be obtained from each executive member of the organization.

	3rd party guarantee  (other than business owner/s)
	a) Family members, any businessman, service holder and professional acceptable to the bank may stand as third party guarantee to the loan (applicable for collateral free term category of loan) b) 3rd party guarantee from 3rd party security owner/s.

	Documents of Guarantor (duly attested by the borrower) 

	a) O3 copies of PP size photograph b) Photocopy of voter ID/Birth registration/passport  c) Trade license/visiting card (for businessman) d)  Employment ID/visiting card (for service holder)
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Sector | Year 2014 2015 2016

SME Amount | 1, 212 million 1,316 million 3,621 million
Percentage | 474% 5% 175%

Retail | Amount | 153 million 354 million 775 million
Percentage | 243% 102% 120%
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Credit 2015 | 2016 | 2017 | % Changesin 2017 Over 2016
Non-performing loans (NPLs) 10 | 144 | as8 218.86%

NPL to total loans and advances (%) | 101% | 0.68% | 168% 1.00%

Provision for unclassified loans 11| 222 | 256 15.40%

Provision for classified loans 56 72 185 157.00%
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