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Executive Summary

At the initial stage, the contribution of financial development is at the highest point of the country and day by day it is increasing into all other banks’ financial section. In June 24, 1983 IFIC bank limited has been entered into their banking operations. Earlier in 1976 it made a joint venture finance company with the Government of the People’s Republic of Bangladesh. Credit is not an ending process. Another credit has been automatically made by recovery of one credit. Through this process of returning of capitals, IFIC gets interest as a part of their income. There are many ways that a bank can use their capital. It makes different variations of loans, debts or advances for their different users. The debtor needs different kinds of debts which are provided by a bank. The bank provides two types of total loans – customer finance & different organization finance. The sections of credit are the more dangerous part for any kinds of bank mainly the commercial bank. Both parties should provide assurance such as to recover the loan that the bank critically examines and loan borrower receives loan based on the information. There are some steps in case of loan appraisal such as application collection, procedure of approval, administration of credit, types of securities, documentation of credit, requirement of compliance, measurement of risk, duties of custodial etc. It must have some legal process to find out potential credit damages in order to make solutions to minimize its damages. On the other hand the process should be take place with exceptions that are relevant in credit. Moreover, the bank should make regular contact with customers so that it helps to develop strategies that are mutually acceptable by both parties. IFIC bank Ltd., Naya paltan Branch used to provide three types of loan such as fixed loan, regular basis of loan, micro credit.
v
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Chapter-1

Introduction

1.1 Introduction
For the economic improvement of nation commercial banks, they need to make their deposits in the area that creates maximum output which is most important. However, the banks should focus on credit allocation in various economic sectors of Bangladesh.
If the credit assessment and monitoring is not sufficient, the result would go to the higher debt defect and make the situation too much bad to the whole financial activities. Though the bank try to give their best effort for improving their financial activities, the bank faces a lot of problems such as different sources that are not matched and utilize of capitals, too much focus on consecutive securities that are parallel, the credit delivery system that are politicized, deficiency of the procedures to maintain the debts, deficiency of governments other opportunities, perfect use of technology and so others. So they try to make themselves at a high percentage for the improvement of financing so that they can achieve higher durability not only for favoring but also for the economy. It is difficult to maintain the higher durability into the whole financial intermediation procedure as it is too much expensive.
‘Bangladesh: Agenda for action’ that is published by World Bank in 1996 where the bank provided different solicitations for the improvement of the economy. The solicitations are totally unique for emendation of bank. So the bank advised that the introduction of any management procedure of any should be following:
“Professional sings the banking business will generate large, long term payoffs in the form of a more efficient banking system apart from functional and technology-related training required at Bangladesh Bank and the commercial banks.”

At the end of the 12th semester, I was fixed in IFIC bank to do my internship program for 3 months. I got a lot of real and practical experiences during these three months. Though this is the first time I was involved in a real work place, it would not be a problem to continue there. As I work in the credit department, the manager of this department helps me a lot to do the report.
1

1.2 Origin of the Report

The internship makes sense when the report fulfills a basic requirement of BBA, United International University. The topic that is given is "Credit Risk Management of IFIC Bank Limited: A Study on Noya paltan Branch ". The topic is assigned and supervised by Mr. Mohammad Amzad Hossain, Assistant Professor, School of Business & Economics, United International University.

1.3 Objective of the report
The purpose of objective is to gain knowledge. To achieve this knowledge we have to do some practical application in addition to theoretical knowledge. Through this report, I focused on the practical part of knowledge that has two types of objective-
General:

· To monitor how the general banking and advance operation of IFIC Bank Limited has done, and their services.
· Through a single organization in which way a bank do its activities. 
· The role that a bank plays for the development of Bangladesh.
· To achieve an overall practical knowledge about banking procedures as a financial institution.
Specific:

· To introduce the organization- IFIC Bank Limited as a whole
· To achieve overall idea about the credit and general banking of IFIC Bank Limited.
· To take necessary steps faced by the IFIC Bank Limited in order to solve the problem.
· To signal the major parts of ineffective activities.
2

1.4 Methodology of the study
There are two sources of data that has been used for implementation.
Primary sources:
Direct conversation with the executive manager and other responsible employees of the bank.
· Direct conversation with the clients.
· Real work that has been done by me from different desk that contains different information.
· The relevant data that has been provided by the officer.
Secondary sources:
· Annual Reports of IFIC bank limited.
· Periodicals of Bangladesh Bank.
· Different books, articles, compilations etc. regarding credit risk management.
1.5 Limitations of the report:
I have found some limitations in this study. There are some problems that I have been faced in this study. The time period of the study is very short. I had only 3 (three) months in my hand to complete this report, which was not enough. So I could not go in depth of the study.

To prepare this report I have faced the following limitations:

· Most of the time IFICBL’s employee was very busy. So they can’t provide enough time to get information for preparing this report.
· IFICBL is very new Bank, so it’s impossible to make comparison with others. So the study is limited only on SBL.
3

Chapter-2

Company Background

2.1 Outline of IFIC

In June 24, 1983 the IFIC bank limited launched their banking functions. Formerly the year of 1976 the bank established as a joint venture finance company in the event of the governmental Peoples Republic of Bangladesh. 49 percent of the shares are adopted by the government and the remaining percents of the shares are adopted by the other sponsors and general public.
The goal of the IFIC bank is to create joint venture financial bank activities not only in the different branches of the bank but also maintain regular activities of the finance at the home.
In 1983, the Government takes initiative to start the baking activities in private sector and that time the commercial bank took priority by altering the financial company. Four types of commercial banks are offered by the government also. After that the government makes decentralization between two banks.
2.2 Company mission 
The mission of the IFIC bank is to help of efficient and abandoned workforce whose ingenious talents, actions and competitive skills build their position unique in providing excellent service to all organizations and individuals that they endeavor.

They are performed to the blessing and economic improvement of the people, for we drive from them our inspiration and drive for onward progress to enrichment.

IFIC wants to be the leader of banks in Bangladesh. Building our irremovable mark as an effective partner in regional banking handling is beyond the national boundary.

In a severely competitive and difficult financial and business environment, they particularly concentrate on accrual and availability of all concerned.

2.3 Formation of the ownership

The private sector sponsorships and the governmental peoples Republic of Bangladesh take the ownership of Bangladesh. The sponsors adopted 65 percent of the shares and the Government adopted 35 percent of the shares.
4
2.4 The milestones of the development of the IFIC bank
1976- Founded as a joint venture financial company and investment with the government of Bangladesh.
1980- Introduced operation as a business of foreign exchange by a confined measure.
1982- Acquired authorization from the Govt. to lead as a commercial Bank build up its first foreign joint venture (Bank of Maldives Limited) in the Republic of Maldives.
1983- Acquired authorization as a full-fledged commercial bank in Bangladesh.

1987- Build up its first foreign branch in Pakistan at Karachi

1993- Build up its second foreign branch in Pakistan at Lahore

2003- Set up a new Bank in Pakistan, NDLC -IFIC Bank Ltd. (Subsequently renamed as NIB Bank Ltd.) and the Overseas Branches of IFIC and a local leasing company, NDLC were amalgamated with and into it.

2005- Obtained MISYS solution for real time online banking application -Core Risk Management performed

2007- Introduced VISA stained Credit Card (completed full range of Cards i.e. Debit, Credit & Prepaid by 2010)

2010- Build up Offshore Banking Unit (OBU)

2011- Founded a fully owned conducive exchange company named IFIC Money Transfer (UK) Ltd.
          2013- Achieved the landmark of BDT 100,000 million deposits.
        2014- Crossed the landmark of BDT 200,000 million in Foreign Trade business.

        2015- Inauguration of IFIC Tower at 61, Purana Paltan, Dhaka – 1000.

        2017- Launched an innovative product IFIC Aamar Account, combining benefits of

                  current & savings accounts, FDR, credit cards etc.
                  Became market leader in Home Loan product under retail banking segment.

                  Introduced One Stop Service model in the branches for the first time in     

                  Bangladesh

5
2.5 Credit Rating of IFIC Bank

	2016
	2017
	Definition of Rating

	
	
	

	Long Term: AA3
	Long Term: AA2
	Have very strong capacity to meet

	
	
	their financial commitments. They

	
	
	differ from their highest rated

	
	
	commercial banks only to a small

	
	
	degree. AA2 is judged to be of very

	
	
	high quality and is subject to very low

	
	
	credit risk.

	Short Term: ST-2
	Short Term: ST-2
	Have best capability for accurately

	
	
	repayment and achieved with a strong

	
	
	 position in terms of liquidity,

	
	
	 internal capital generation,

	
	
	and access to different success of

	
	
	capitals.


2.6 Formation of Management
There are 13 peoples under the Board of Directors who are liable for the total procedure, guidelines and tactics of the bank. Moreover, the Executive Committees are existed who are working on different imperative offerings. Here the Audit committee also existed to take care of the company’s different functions and regulations. 
The director of management, chief executive officer, divisional head and the deputy director of management are liable to achieve the banks mission and to supervise the function. The directors of management, chief executive officer are provided under a senior group of management such as the head of the divisions who oversee different departmental function in a central way and coequal the activities of the groups.
Principle activity is handled through the director of management and chief executive officer. Committee comprising Asset Liability and member of the Senior Executives headed by CEO and Managing Director are attention into all functions and Risk Management of the Bank.
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2.7 Organization Hierarchy:
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Managing Director

Deputy Managing Director

Senior Executive Vice President

Executive Vice President

Senior Vice President

First Vice President

Vice President

Assistant Vice President

Staff Officer

Grade 1 Officer

Grade 2 Officer

*Computer Officer

Cash Officer

Fig. 01: Organization Hierarchy

7
2.8 ORGANOGRAM
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Fig. 02: Organization Organogram

2.9 Main Services of IFIC Bank

The IFIC bank offers different type of services which are following below-
1) Corporate Banking: It includes
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2) Retail Banking:

· Credit Card
· Debit Cards
· Pre paid Cards
· NRB Account
· Profile of students
3) SME Banking
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Chapter-3
Credit Risk Management

3.1 Credit Risk Management
Loan and advances Credit can be described both in a broad as well as narrow way. In a broad way, credit is fund which is made accessible by one party (lender, shareholder / owner) to another borrower buyer, corporate or non-corporate firm). In a narrow way, credit is the opposition of debt. Debt is the commitment to make later payments. Credit is the right to ask for those payments.

In perspective of IFIC Bank Limited risk is defined as the probability of losses, financial or else. Now a day’s risk management plays a vital role to reduce uncertainty of assets and or else. The major areas of risks are Credit Risk, liquidity risk, Market risk, Operational Risk and Reputational Risk due to money laundering risk. Market risks include Foreign exchange risk, Interest rate risk and Equity risk.
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Fig. 03: Types of Risk Management of IFIC Bank Limited
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3.2 Lending principles following by IFIC Bank
Lending principle includes compilation of some irrefutable anticipated time tested standards. Several authors defined different principles for good lending.  
There are seven principles which are following below-

1. Safety

2. Security.

3. Liquidity.

4. Adequate yield.

5. Diversity.

6. Productive purpose.

7. National interest.

1. Safety:

Safety is the first priority when providing the debt as a minor and the debtor has the ability to repay the debt amount timely. Hence, while sanctioning loan amount sufficient resources is kept in the form of indemnity from the borrowers to recover the loan.
Only if the lending process is safe and free of risk factor, IFIC bank limited exercises the lending function. Safety depends upon-
· The security is given by the borrower
· The ability and willingness of the borrower to repay the loan
2. Indemnity
The banker should be more cautious to implement the indemnity. The appropriateness of the indemnity should be weighted by the banker. The loan should be granted only when the debt amount is equal or more than the assessed standard.
3. Liquidity:

Liquidity is one of the most important things to consider when sanctioning the loan because it is essential to fulfill consumer demand.
4. Adequate yield:

Interest rate is another important thing to consider when lending. The manager of the bank have to establish the interest rate in a such way so that it is more than the deposits rate of interest.
11
5. Diversity:

Bankers can reduce the portfolio risk by dividing its amount in different field. By putting the entire amount in one field the banker may increase the risk so even if it encounters any problem in a specific field, it can be recovered by the benefit of other.
6. Productive purpose:

IFIC Bank performs their functions in such a way so that it is more productive.
7. Communal interest: 
IFIC bank takes into account the national aspect of any project when considering loan. They give great attention while financing so that it cannot be harmful to the society and to the nation in any way.
3.3 Sound Principles of Lending
Sound principles of lending are extremely important to get around the inability to pay back and other risk factors in order to protect pubic assets and to maintain the business of the bank.
So, sound principles of lending includes the following points when considering lending functions-
· When loan is to be given.
· Why loan is to be given.
· How to give the loan.
· What may happen after disbursement of the loan?
· What happen generally after disbursement (from past experience)
· If there is a hope that the debtor will repay the loan.
· Should loan be given only the private sector or the government sector as well?
· Will only secured loan be extended or provision should be kept for clear loan also.
· Should only short term and mid term loan should be considered or long term also be considered.
12

[image: image30.jpg]


CAMPARI

1. Character

2. Amount of loa

3. Means of repayment

4. Purpose of loan

5. Accountability

6. Risk

7. Insurance

Credit worthiness of

the loan applicant

	PARSAR
	
	
	
	

	1. Purpose
	
	5 M’s
	

	2. Amount
	1. Man

	3.
	Reason
	
	2. Motive

	4.
	Source of repayment
	
	3. Money

	5. Ability
	
	4. Market

	6.
	Risk
	
	5. Modification


(Monetary bank’s

Grand)



5 C’s

1. Character

2. Capacity

3. Collateral

4. Capital

5. Condition

5 R’s

1. Responsibility

2. Resources

3. Reliability

4. Return possibility

5. Risk

Fig. 04: Credit worthiness of the loan applicant
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3.4 Credit Department:

Sanctioning of loan to potential debtor is one of the key functions of commercial bank. Bank credit also plays an important role in the economic development of a country. To maintain the continuous growth of a stable economy, there is no alternative to adequate finance. Bank lending is significant for the economic development of a nation because it practices the feasibility of financing on the agriculture, commercial and other industrial activities. So it is very obvious that IFIC bank provide a significant preface for improving the national growth.
There are different types of loans which are following below-
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Fig. 05: Types of loan and advance of IFIC Bank 3.5 Direct facilities (Funded)
The IFIC bank provide many kinds of loans and advances which are following below-

 1. Secured Overdraft (SOD):
It is a continuous advance facility in which the bank permits its customer to withdraw more than his current account in which credit limit is sanctioned by the bank. And the interest rate is also changed in the amount than the sanctioned amount. The sanction of SOD of IFIC bank differs based on different security.
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Fig 06: Types of secured overdraft

a) SOD (General):

Overdraft is allowed to different client based on the work order of government of departments, corruptions, autonomous bodies and reputed multinational organization. To reach at a sound decision, the clients’ managerial capability, equity strength, nature of scheduled work is also evaluated. In SOD, disbursement is made after completing the documentation facility in which the documents like usual charge, a notarized irascible power of attorney. 
b) SOD (FO):

Overdraft is also allowed to client in exchange for monetary obligations. And the security of advance is allowed to the client who belongs the instruments. The discharged investment to the bank which is encompassed the authorization of a signing letter of the bank to accurate the progress of the device on due time towards the liquidation of the overdraft. 
c) SOD (Export):

Overdraft is also give in case of buying external currency for rendering in opposition to L/Cs where the exporter realize earlier on the date of import remuneration.
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2. Credit of cash:
Cash Credit is done to who help a customer borrow a sum of money up to a specific limit by a banker. Cash Credit is a mode of borrowings that felicitates traders, industrials etc. for fulfilling their working capital requirements.

The Cash Credit, however, must have an expiration that forms as continuous debit or credit. The percentage of the value of purchases is normally made to apply as a service charge that works as a service charge.

Cash credit is normally allowed against hypothecation or pledge of goods. There are two types of cash credits-

	a.
	Cash credit hypothecation
	

	b.
	Cash credit pledge.
	

	
	
	
	

	30th March 2017
	
	30th June 2017
	30th September 2017

	
	
	
	

	1247433446
	
	1306508176
	1251594368

	
	
	
	


Quarterly Cash Credit of IFIC Bank
 a) Cash credit hypothecation:

The hypothecations of goods that are allowed against goods are also known as cash credit hypothecation. The borrower holds the ownership and possession of goods in case of credit hypothecation. This is done on which charge of the lending bank is created.

b) Cash credit pledge:
The commitment of goods or raw materials is sanctioned under the agreement of cash credit pledge. A letter of commitment needs signature to ensure that the borrower commends the physical possession of the goods under the banks effective control which acts as security for payment of bank dues. The ownership of the goods however remains to the borrower.
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3. L I M (loan against imported merchandise):

If the importer fails to pay the payable to the exporter against import L/C, the IFICBL givesloan against imported merchandise to the importer. This is also a short time or transient pledge that is connectedwith import, which is known as post import finance.

4. Working capital:

Should the working capital requirement is met, the manufacturing units, irrespective of their size big, medium or large, fall under category to be allowed loans.
5. Export credit:

The simplification of export that facilitates and allows credit against L/C fall under this category. It contains loan against packing credit (LAPC), Foreign Documentary Bills Purchased (FBDP) ETC.

6. Long Term Relation (LTR):

Long Term Relation is such that an arrangement is made for credit to be allowed against trust receipt and imported or exportable goods that remain in the custody of the importer or exporter. However, he or she is rendered a stamped trust receipt that is in favor of the bank where the declaration states that the goods imported or bought with the bank’s financial assistance which are held by him or her in trust for the bank.

7. Local Bills Purchased Documentary:

Local bills purchased documentary are such where payment made against documents that represents sale of goods to local export oriented industries. These goods are supposed as exports and they are denominated in local currency or foreign currency and fall sunder this head. The bill of exchange in this case is held as initial security. The client submits the bill and the bank in return gives discounts on it. This temporary liability can be adjusted from the proceeds of the bills.

8. Loan against Other Securities:

No sanction is required from the head officer when loan against other securities is fully secured.

The sanctioned is made by making lien on FDR.ICB Unit Certificate and so on.

9. Term loan:

The sanctioned loans that are for more than one year as term loan and it is taken into account by IFICBL. This facility helps an enterprise is to be financed from the starting to its finishing like as from installation toits production. IFICBL offers this facility only to big industries as the interest rate is 15.50%.
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There are three types of debt which are following below-
a. Short term: up to and including 12 months.

b. Medium term: more than 12 months up to and including 60 months.

c. Long term: more than 60 months.

10. Overdraft:
An interest is charged on debit balance of daily products. It is a short term credit arrangement and renewable.

11. Consumer Credit Scheme:

Every consumer has an account with the bank for consumer credit scheme. The debtor is adopted minimum 25 percent of the purchase cost of the product of the bank as equity before the disbursement of the loan. The remaining 75 percent are used as cash collateral in the bank.
12. Staff loan:
The senior officer of the bank is capable for this type of debt. The maximum amount is
distributed for a period of 25 years . 8% interest rate for staff loan categorized in

two ways:

a. Staff House Building Loan (SHBL)

b. Staff Loan against Provident Fund

(SPF) a. Staff House Building Loan (SHBL):

· 150 times of the basic salary is made as SHBL.
· 15.50% interest rate is accused to the employee.
· Repayment is fixed from their monthly salary.
	30th March 2017
	
	30th June 2017
	30th  September 2017

	
	
	
	

	186187638
	
	200818715
	215306023

	
	
	
	

	
	Quarterly SHBL disbursement of IFIC Bank
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Graph 01: Quarterly SHBL disbursement of IFIC Bank b. Staff Loan against Provident Fund (SPF):

✓
10%, of basic is contributed by employee in every month.

✓
10% of basic is also contributed to the PF by the Bank.

✓
Repayment is adjusted from their monthly salary.

✓
Maximum sanction from PF.

	30th March 2017
	30th June 2017
	30th  September 2017
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Graph02: Quarterly provident fund disbursement of IFIC Bank
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Provident fund contribution:

	1-5 years of confirmed service
	50%
	Own contribution

	
	
	

	5-7 years of confirmed service
	60%
	Total contribution

	
	
	

	7-10 years of confirmed service
	70%
	Total contribution

	
	
	

	Above 10 years of confirmed service
	80%
	Total contribution

	
	
	


13. House building loan:

100% loan is made for cash collateral. On the other hand the land and building are also mortgaged through the bank. The interest rate is 15.50%.

House building loan (CF):

100% loan is made for cash collateral. Alongside, the land and building are also mortgaged through the bank. The interest rate is 15.50%.

	30th March 2017
	30th June 2017
	30th  September 2017

	
	
	

	2843104
	2433429
	2253445
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Graph 03: Quarterly HBL (CF) disbursement of IFIC Bank
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14. Bid Bond:

It is a type of bond which is issued for dropping tender in work.

15. Performance bond:

This kind of bond is provided to the consumer when they get the order of the work. At this stage the bank guarantees the consumer so that they are capable to do the work willingly without any doubt. When the consumers finish their job the bank then take all responsibilities.
16. Debt against PSS:

Debt against PSS is the loan that is provided against PSS fund that also called DPS by other bank.

· This loan is provides against PSS fund.
· 100% are given of the PSS fund.
· This is 100% secured for the bank.
17. Industries loan:

· It is a term loan.
· It is given for three years at equal installment.
· Gross period is allowed of these types of loan.
· Gross period is the period that requires earning visible returns.
3.6 Indirect Facilities
1. Guarantee:

For participating in development work like supply of goods and services, a credit facility is 

provided in contingent liabilities form, extended by the banks to their clients.
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 There are three types of guarantee that IFIC bank follows:

a. Guarantee of tender or bid bond:

The tender of guarantee in the event of the order is being guaranteed. Should the event occur where the contract in the event of the order being guaranteed the tender guarantee ensures the tender that tender shall lift the conditions of his period of the offer as binding and he will also sign the contract.

b. Guarantee of performance:

The performance guarantee expires at the end of the delivery or performance. The beneficiary finds that as a guarantee, the contract will be meeting in every aspect and can achieve the guarantee as per provision for long time. The presentation of an acceptance certificate signed by the buyer can repel a clause starting that the supplier can demand under the guarantee.
c. Advanced payment guarantee:

The advanced payment guarantee is used against work order. This idea can be clearly understood through an example. Before the beginning of Jamuna Bridge construction, the government sought different sources to retrieve money as a payment to the contractor. However, the risk remained that the contractor might not finish the work after payment. So the government asked bank to convey guarantee from them. After that, the contractor submits the bank guarantee to the government. This event can be defined as an advanced payment guarantee.

2. Letter of credit:

Letter of credit is a credit facility in conditional liabilities form provided to the clients by the banks for import or procurement of goods and services.

3.7 Analysis of business:

It is committed by two ways such as conditions and collateral securities.
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Interest rate in Loan and Advance:

	Types of advances
	
	NEW Interest rate
	Old Interest rate

	
	
	
	

	Secured
	Overdraft
	15%
	14%

	(SOD)
	
	
	
	

	
	
	
	

	Loan (General)
	
	15.50%
	14%-16%

	
	
	
	
	

	House
	Building
	Loan
	12
	8%-10%

	(Staff)
	
	
	
	

	
	
	
	
	

	House
	Building
	Loan
	24
	14%-16%

	(General)
	
	
	

	
	
	

	Transport Loan (Staff)
	32
	14%-16%

	
	
	
	

	Transport
	Loan
	17
	14-16%

	(General)
	
	
	

	
	
	
	
	

	SOD
	
	
	16
	14%-16%

	
	
	
	

	Industrial Credit
	
	22
	12.5%-16%

	
	
	
	

	Cash credit
	
	18
	13%-16%

	(Hypothecation)
	
	
	

	
	
	
	
	

	Loan
	against
	Trust
	15
	13%-15%

	Receipt (LTR)
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3.8 Procurement of giving advance:

Step 1:

There is an application form that the lender has to submit to the IFIC bank. The application form has a format which is following below-
· The lender name…..
· Account no…..
· Business and residential address with phone number…..
· Introducer’s identity, account no. & address……
· Date of settlement/ incorporation…….
· Trade license number, date and expiry date (Photocopy of trade license enclosed)………
· GIR/TR no. & amount of income tax paid in the last time…….
· Prescription/ Status (Mention whether sole proprietorship/ partnership/ Public Limited company/ Private Limited company)…….
· Particulars of individual/ Proprietor/ Partners/ Directors (Name & Designation, father’s/ Husband’s name, present & permanent address with Telephone no., percentage of shares held)……
· Knowledge and background of Individual/Proprietors/ Partners/ Directors……
· Full definite of assets in the personal name of Individual/ Proprietor/ Partners/ Directors with valuation…….
· Shareholders percentage, name, Subsidiaries/ Affiliates, and nature of business……..
· Description of business/ products (for which credit facility is applied for), Markets (Present market price per unit, Factory price), Anticipated sales for next one year……..
· Requirement of Credit facilities (type, amount, period, purpose, and mode of adjustment)……..
· Description of securities offered with anticipated value (Primary security, Collateral security, market value of the security)……..
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· Description of liabilities in the name of the client or in the name of any other partners/Directors or Subsidiaries/Affiliates Nature of advance, amount, security and validity of limit)……..
· Annual Balance Sheet/ Income Statement of Statement of Accounts of the following years attached (Preferably last 3 years)…….
· Any relevant data…….
· Proposed loan/equity ratio…….
· Applicant signature…….
Step 2:

When the application form is received, Noya paltan Branch provides a form to Bangladesh Bank

then getting a feedback from there. The receiving letter is said CIB (Credit information Bureau).
This report is normally used and it is collected if the loan amount exceeds Tk. 50 Lac. But IFIC
usually gets this report if the debt amount exceeds Tk.10 Lac. The objective of this report is to
informed that whether the borrower has received loan from any other bank; if ‘yes’ then whether

these loans are classified or not.

Step 3:

When the CIB report is got, the Bank imagines that the prospective borrower will be a good

borrower. After that the bank will scan the documents. At this stage, the Bank will see whether

the documents are properly filled up and signed.

Step 4:

At this stage the bank creates a proposal that contains some data which are following below-
a) Name of the Borrower---

b) Nature of Limit-----

c) Purpose of Limit------

d) Extent of Limit---

e) Security---

f) Margin---

g) Rate of Interest-------

h) Repayment-------

i) Validity------
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Noya Paltan Branch has a special power to sanction loan (SOD) up to Tk.25 Lac against

financial obligations by taking post-facto approval from Head Office. But in this matter, the

Branch Manager must give attention to the following subjects-
· The rate of interest of the loan has be more than prescribed rate of interest or 15.5%
· The borrower must maintain minimum 20% margin.
On the other hand, the proposal is send to the Head Office by the branch. Head Office will

maintain a minute and submit it before the Executive Committee (EC). The minute must be

passed by Credit Committee (CC) and the Executive Committee (EC) and lastly to the Board of

Directors (BOD) Meeting.

Step 5:

In this step the bank will collect necessary documents (charge documents) which are following
· Note of Joint Promissory
· Note of Single Promissory
· Undertaking letter
· Debt Disbursement Letter

· Sheet of Debit Figure Confirmation
· Continuity letter
· Authority letter
· Revival letter
· Right of Remember the Loan.

· Guarantee of letter
· Indemnity of letter
· Trust Receipt

· Hypothecation of Goods

· Hypothecation of Vehicles

· Guarantee of counter
· Lien letter
· Lien letter in purpose of overdue against FDR

· Authority letter to encase FDR

· Agreement letter for Packing Credit

· Guarantee letter for opening L/C
· Bonds or Certificates or shares etc. charged by third person, firm or company to secure specific and general liability.
· Deposit memorandum of Title Deeds
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Step 6:

The different types of advances known as charge documents are following below-
(i) Loan (general):

· Revenue stamp that is signed by D.P note.
· Arrangement letter
· Disbursement letter
· Partnership letter
· Pledge letter
· Hypothecation letter 
· Letter of lien and ownership
· Lien letter to manage credit letter
· Lien letter
· Authority of transfer
B).Overdraft:

· D.P note
· Partnership letter
· Arrangement letter
· Continuity letter
· Letter of lien
· Letter of lien and ownership
· Letter of lien and transfer authority
C).Cash credit (pledge):

· Pledge letter
· Authority letter that empowering the bank to deduct / realize warehouse, staff salary and other incidental expense for inspection, maintenance of goods etc.
· Letter of declaration handing over the possession of goods stored or to be stored in the warehouse against the facility.
· Letter of disclaimer in case of Hired go down signed by the owner of the warehouse.
D).Cash credit (Hypothecation):

· Hypothecation letter.
· Authority letter that empowering the bank to identify products and possession of the products.
· The report is properly signed by the borrower
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Step 7:

For withdrawing the loan amount, the customer creates a CD account and the loan is transferred to the CD A/C. Afterwards the customer can withdraw the money.

Step 8:

Credit disbursement:

When all the documents are checked then the branch disburses the loan to the borrower. The loan officer provides the loan to the borrower loan account. A “Loan Repayment Schedule” is also made by the branch which is given to borrower.

Step 9:

At this step, the bank follows the following things:

· Regular supervision.
· Working capital assessment.
· Stock report.
· Break Even analysis.
· Rescheduling of repayment.
Step 10:

The loans are repaid in installment. This installment is according to bank directives. May be some loans are repaid all at a time. If any loan is not repaid then notices are served to the customer. The necessary actions should be taken for recover the loan.

3.9 Assessment of credit:

Credit and risk assessment is carried out before the granting of a facility, and for all facilities at least once a year. The outcome of the assessment is presented in a Credit Application, originating from the relationship manager or account officer (“RM”), and reduction of risks. The RM is the owner of the customer relationship, and ensures the acceptance of the credit application. Credit assessment includes-
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a) Analysis of borrower:

At this stage the borrower is analyzed specially the stockholders, different issues of manager etc. If there is a lack of managerial activities, complex form of ownership and high risks are existed, the bank should take necessary steps to minimize it.
b) Analysis of Industry:

In this assessment, the contents that are high risky should be analyzed. The issues that are on the basis of debtor’s position in the industry are addressed and the strengths and weakness of the borrower relative to its competition should be identified.

c) Analysis of Supplier/ buyer:

Customer or supplier attractiveness have a significant impact on the future viability such as:

3.10 Feasibility Report

Borrower makes the report and submits it to the company.
3.11 Credit Line Proposal:

At this step the Noya Paltan branch provides a credit line proposal to the head office for approval of the term loan. It has some particulars which are following below-
· Fresh/Renewal/Revision of the term loan
· Borrower name
· Types of business
· Capital structure
· Particulars of previous transaction
· Existing vis-à-vis proposed credit limits
· Movement of the accounts
· Liabilities of sister concerns
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3.12 Appraisal of project:

Banker does reinvestment analysis before approving a project. Reasons for Project appraisal in the banking sector:

· justifying the effectiveness of the investment
· ensuring  financial payment
· achieving goal
· Recommending improper designed project
Techniques of Project Appraisal:

There are some techniques of project appraisal which are following below-
i. Entrepreneur

ii. Technical Viability
iii. Commercial Viability
iv. Financial viability

v. Economic Viability

vi. Management and organizational Viability

(1) Entrepreneur:


Entrepreneur/ promoter is credit worthy and should have capability to run a proposed industry.

· Preference for educated / knowledgeable sponsors, who know about their business , have technical knowledge and skill of suggested industry and have  own land and building for running project
· Having work experience of abroad
· Sponsors with creative thoughts
· investment in the project should be 2.5 times of the equity 
· Who have good relation with the bankers/ outside parties and has social contacts and position
· Have an A/C with SBL
· Providing financial assistance to sponsors
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(b) Technical Viability:

The implication here is that the analysis of various requirement of production process. This includes a critical study which includes the following:

(i) Location and site of the project:
· Selection of the best location, therefore, revolves around the joint consideration and evaluation of the following factors-
· Climate and natural occurrences to be considered
· Raw materials to be supplied
· Transportation facilities
· Utilities such as power, water and electricity
  (ii)  Size of the plant/project

      (iii) Technology, plant & equipment-the study should consider some important technological factors with regard to plant and equipment
· Plant layout
· Building and layout-the operative efficiency of industrial project also depend on the layout
· Sections of the plant to be balanced of difference
· Reputation of the machinery supplies, etc.
· Adequate and suitable plant & equipment and their specification
(C)Commercial Viability:
The market analysis contains:

· Analysis of past and present demand
· Analysis of past and present supply
· Estimate future demand of the project
· Estimates project’s share in the market, etc.
· Different channel of marketing for the product should accessible to the entrepreneur.
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(d) Financial viability:

Analysis of financial viability is an essential part of project appraisal. The financial analysis focuses the following for judging this viability.

Cost of the project and means of finance: It is necessary to make a preliminary assessment of the

project and the means of the financing it. If the cost of the project is too high that is not possible

to mobilize the resources of that magnitude through the available resources, the project is out

question.

· Investment profitability analysis: several capital budgeting techniques are used for judging profitability.
· Financial ratio analysis.
· Break-even analysis.
(e) Economic Viability:
The viability of economic areas are following below-

· Employment generation
· Distribution of income
· Own reliability
· To develop small industries and business
· Improvement of quality of life and well being
· Environmental issues
· Opportunity cost
(f) Management and organizational Viability:

It is very much important for the success of a project. Because, if the management is incompetent a good project is become failed so the following things should be taken into account-
· The grounding of the promoter
· Their qualification
· The expertise of doing business
· Their last performance
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The appraisal generally can cover up to six aspects of a project. The following flow chart may be used for selection of a good project.

3.13 Risk Management

A) Historical financial analysis:

Preferably an analysis of minimum 3 years historical financial statements of the borrower should be presented. The analysis should address the quality and sustainability of earnings, cash flow and strength of the borrower’s balance sheet.

B) Grading of credit risk:

The pre-specified scale is the basis of credit risk grading and it shows the underlying credit-risk for a given disclosure. It is an initial short indicator of risks associated with a credit exposure and it also amplifies number. It is the primary module for implementing a credit risk management system.

Function of credit risk grading:

The credit risk grading system that is optimally managed must ensure bank safety and goodness through facilitating informed decision making. Grading system is used to measure credit risk and split separate credits and groups of credit through the risk they gesture. This approves bank management and examiners to monitor changes and aptitudes in risk areas. The procedure also approves bank management to handle risk to optimise returns.

3.14 Classification of debt:

Debt classification is a process in which a specific date is placed in order to identify risk or loss associated with the loan accounts of a bank and used to measure perfectly the level of reserves to be obeyed by the bank to make up the contingent loss on account those risky loan. There are four types of debt which are following below-
1. Unclassified loan:
In this case the repayment is irregular. 

2. Substandard loan:
It has logical purpose of improvement though the repayment is not regular.
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3. Doubtful loan:
It has special endeavors which make partial recovery.

4. Bad /loss:
It has almost zero chance of recovery.

	Classification
	1st phase
	2nd phase
	3rd  phase
	4th phase
	5th  phase

	stats
	
	
	
	
	

	Unclassified
	1%
	1%
	1%
	1%
	1%

	Substandard
	10%
	10%
	15%
	15%
	20%

	Doubtful
	50%
	50%
	50%
	50%
	50%

	Bad/loss
	100%
	100%
	100%
	100%
	100%

	Frequency  of
	Annual
	Half yearly
	Half yearly
	Quarterly
	Quarterly

	classification
	
	
	
	
	


Loan Classification Stats

Classification procurement:

The procurement of classification has been done by the central bank’s policy in B C D circular No.34 of 1989, B C D circular NO.20 of 1994. The debts have some classification criteria which are following below-
Classification criteria:

1. Overdue criteria (OD):

An installment should be received within 90 days but if it is not then term loan became overdue in public sector and 180 days in case of public sector loans. The type of loans which is regular basis, if it is not renewed, becomes belated on the expired date of the loan.
2. Qualitative criteria:

The types of loans are irregular basis and also maintained above criteria.
3. Special condition:

Special conditions are used in some cases that are set out in this circular which needed classification even though a loan may not be belated.
4. Inspecting department instruction:

There are inspecting departments in Bangladesh Bank that can change the bank’s classification of any debt.
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3.15 Legal framework for loan recovery:

There are some legal actions that is taken by the bank for loan recovery which are following below-
· To fill certificate cases under Public Demand Recovery Act-1913.

· To fill money suit cases under Artha Rin Adalat-1990.

· To fill Bankruptcy cases under Bankruptcy Act -1997.

· To fill cases under Negotiable Instrument Act -1881 section 138 to 141 for insufficient fund.

Some problems of recovery:

· Exemption of interest by govt. / bank.
· Exemption of loan including interest by govt.
· Political pressure and misunderstanding.
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Chapter-4

Performance & Ratio Analysis

	4.1 Performance & Ratio Analysis
	
	
	
	
	
	

	1. Financial Leverage
	
	2017
	
	
	2016
	

	Total Debt to Asset ratio
	84939645093/91507538272
	63816731502/69565198532

	
	0.9282257
	
	0.9173658
	

	Total Debt to Equity ratio
	84939645093/6567893180
	63816731502/5748467030

	
	12.932556
	
	11.101522
	

	Equity Multiplier
	91507538272/6567893180
	69565198532/5748467030

	
	13.932556
	
	12.101522
	

	2.Liquidity ratio
	
	
	
	
	
	

	Current ratio
	0.9256877
	
	0.7095591
	

	3. Shareholder ratio
	
	
	
	
	
	

	EPS
	7.68
	
	2.53
	

	Dividend payout ratio
	35.39
	
	116.28
	

	Price Earnings ratio
	18.81
	
	26.2
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	4.Return ratio
	
	

	ROA
	2.37%
	0.89%

	ROE
	33.12%
	11.60%


4.2 Performance Graphs

· Shareholders’ equity

2013
2014
2015
2016
2017

· Earnings Per share

	2013
	2014
	2015
	2016
	2017
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· Price earnings ratio

2013
2014
2015
2016
2017

· Capital Adequacy ratio

2013   2014  2015   2016   2017
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· Dividend

2013
2014
2015
2016
2017
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Chapter-5

Findings, Recommendations & Conclusion

5.1 Findings

While working at International Finance Investment & Commerce Bank Limited, in Naya Paltan Branch I have attained a newer kind of experience. After collecting and analyzing data I have got some findings and recommendations. These findings are from the personal points of view, which are given below:

· Online banking system is available in IFIC Bank that is very necessary for competing with others in the world.
· Because of credit appraisal, the bank keeps eyes on the client for its authentication.
· It can be said IFIC Bank is much more a businessmen’s bank than for the consumers or general public’s.
· In case of opening an account, some big parties are come to open accounts in reference with the high officials of the bank. They do not submit all papers that required opening an account and in future they do not feel any urge to submit those papers, but already they become accounts holder. I think in this case the authority is violating the rule.
· Most of the borrower does not pay their payment timely.
· Most of the clients are under graduate and unable to understand the term and conditions, as a result they fail to understand that when they have to repay the loan, even after repeating them again and again the schedule of their repayment.
· Every time the bank has incurred a very big bad debt because of irresponsibility of employees.
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· Debts take a very high time to sanction a loan; as a result they are losing the clients.
· Sometimes the employees overvalued the mortgage property.
· Sometimes CIB reports are not prepared properly.
5.2 Recommendations

Banking is a service –oriented marketing, the business profit depends on its service quality. That is why the authority always should be aware about their service.

· Strict Supervision must be adapted in case of high risk borrowers. Time to time visit to the projects should be done by the bank officers.
· The average number of days required for sanctioning and disbursement of credit against specific loan proposal should be reduced.
· Selection of borrower shall be made as per rules and procedures of the advances and after making proper assessment of business establishment, respectability, creditability, actual requirement of fund repayment capacity etc. Appraisal of feasibility and viability of the projects shall be done in proper manner examining all the factors by an efficient and qualified appraiser so that no difficulties are faced at any stage of the project from construction to production stage.
· The bank should not always be very much sensitive of recovery of loans and will not bring necessary pressures for recovery provided the borrowers are incorrigible and habitual defaulters. The lenders shall not resort to any hasty decision and take legal action against the borrowers if there is any scope for recovery of the dues on compromise terms even by allowing some concession of interest and rescheduling the repayment program by allowing reasonable time to the borrowers.

· Problem of the borrower’s projects or business, which has turned sick unavoidable circumstances of unforeseen events, shall be looked into sympathetically by the lending bank. If necessary, bank shall not hesitate to allow further finance to revive the sick unit to ensure safe recovery of the loan in future for which a suitable repayment schedule may be prepared in consultation with borrowers.
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· The lenders shall take legal action against the incorrigible defaulting borrowers who are avoiding payment on flimsy grounds without bonafide intention to square up their dues without wasting of time. Money suits & criminal cases filed against the bad borrower shall be closely followed up for early decision of the court and immediate steps shall be taken for satisfaction of the decrees against the judgment debtors.
· Alertness and education amongst the sub-conscious about their obligation to return bank’s money in time and utilization of funds of funds only for productive purpose of motivation and education field assistants of the lending bank may play vital role.
· Highly efficient employee should take responsibility for loan and advance section.
· CIB report should maintain properly.
· Documentation about loans should maintain properly.
· The lenders shall sanction and disburse loan to the borrowers in proper time of investment. They will see that no delay is caused in completing formalities and processes which may create problem to the borrowers to divert funds elsewhere or want of scope for investment and thus the funds become stuck up ultimately. So loans should always be sanctioned & disbursed in proper time of investment to ensure recovery of the loan in time from the borrowers.
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5.3 Conclusion

Several nationalized and private banks correspond of banking sector. They are highly availing to the national economy through performing their activities. IFIC Bank limited one of them also commits momentous contribution to the economy. They are doing their functions, as a result not only the bank but also the economy is steadied. The bank is doing foreign exchange activities, general banking, Loan-advance etc. As a result they are putting together the money and perform well for the economy. They have some controls in their banking activities; they are doing awesome participation for the development of the country. They are able to abate their restrictions and invent new ideas; they can perform well in the banking sector of Bangladesh.
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